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Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 
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AOL  Keyword:  BW 


©2000  American  Honda  Motor  Co.,  Inc. 


Before  our  engineers  design 

our  cars,  our  racing  programs 

design  our  engineers. 


At  Honda,  our  participation  in  racing  not  only  helps 
improve  the  cars  we  build.  But,  it  also  helps  improve  the 
people  who  build  and  develop  those  cars. 

You  see,  many  of  the  engineers  who  are  responsible 
for  developing  Honda  automobiles  have,  at  one  time  or 
another,  participated  in  our  racing  programs.  Why?  Quite 
simply  its  one  of  the  best  training  grounds  in  the  world. 

The  learning  curve  is  very  quick. 
Race  starting  times  are  fixed, 
which  requires  excellent 
preparation.  And 
the  competitive 
environment  forces 
our  engineers  to  find  new,  better  and  quicker  ways  to 
help  improve  our  engine  performance. 

In  the  end,  it  leads  to  Hondas  environmentally  clean, 
fuel-efficient  automobiles.  And  that,  to  us,  is  the  biggest 
win  of  all.  For  more  information,  visit  honda.com. 
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The  ingenious  new  Compaq  iPAQ^' 


Blacl<Berry™  is  always  connected  to 


your  company  networii.  So  you  can 


receive  or  send  e-mail  anytime,  from 


just  about  anywhere.  And  since  it  fits 


in  your  hand,  it's  as  easy  to  check  as 


your  watch.  Welcome  to  the  new  IT. 


Inspiration  Technology  from  Compaq. 


To  find  the  nearest  reseller  call 


1-800-AT-COMPAQ.  To  learn  more 


visit  us  at  compaq.com/blackberry. 


COMPAQ 

Inspiration  Technology 


AVAVA 

#  commu 


nication 


The  Former  Enterprise  Networks  Group 
of  Lucent  Technologies 


nding  between  your  company  and  a  world  full  of  opportunities?  Nothing.  Avaya 


•■integrates  data,  voice  and  video.  So  you  can  stay  connected  with  everyone  you  need  to. 
I' Any  way  they  like.  Your  customers.  Your  vendors.  With  no  barriers  to  moving  information 
around.  And  moving  your  business  ahead.  Visit  avaya.com  or  call  800-784-6104. 


I  ustomers.  Systems.  Networks. 
[     Now  they're  talking. 
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DEDWARDS 


APPOINT  YOURSELF 

CHIEF 

FREEDOM 

OFFICER. 


Let's  talk  about  freedom  to  collaborate.  That's  what  we  stand  for  at  ID,  Edwards.  Here's  how  we  can  help; 
We  offer  software  to  automate  your  core  business  processes  and  extend  them  outside  your  enterprise.  We  do 
this  by  integrating  a  wide  range  of  our  own  proven  solutions,  plus  hot,  new  e-commerce  applications  from 
our  growing  lineup  of  software  partners.  So  now,  you  can  build  a  collaborative  network  that  brings  together  any 
customer,  any  supplier  and  any  partner  Regardless  of  which  software  they're  running.  You  get  a  solution  that's 
open  to  the  future,  open  to  partners  and  open  to  the  genius  of  many  software  suppliers.  We  call  it  The  Freedom 
to  Choose.  The  Power  to  Share.  It's  what  makes  us  the  leader  in  agile,  collaborative  solutions  for  the  Internet 
Economy.  Interested?  Visit  us  at  www.jdedwards.com/freedom 

THE    FREEDOM    TO    CHOOSE.    THE     POWER    TO    SHARE. 
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when  was  the  last  time 
I       you  made  friends 

i  by  bothering 

somebody? 


It  didn't  work  then,  and  it  doesn't  worl<  today.  Wliich  is  why 
Netcentives  offers  complete  direct  marl<eting  solutions  that  help 
you  treat  customers  with  the  respect  and  care  they  deserve. 

We  combine  a  deep  understanding  of  customer  relationships 
with  leading-edge  technology  and  marketing  services,  to  deliver 
relevant  communications  programs  that  drive  your  business  both 
online  and  off. 

That's  why  industry  leaders  in  virtually  every  category— from 
apparel  to  groceries  to  financial  services  and  beyond— trust  us 
with  their  most  valuable  asset:  their  customers. 

Visit  www.netcentives.com  today  to  find  out  how  we  can  help  you 
win  your  customers'  hearts  and  minds— without  being  a  nuisance. 


®  Netcentives 

Rewarding  Relationships 
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DID  EXPLORER  GET  A  BAD  RAP  ON  SAFETY? 


TO      HEAR     TORT     LAWYERS, 

consumer  advocates,  and 
Bridgestone/Firestone  tell  it. 
Ford  Motor  knew  or  should 
have  known  its  Explorer 
sport-utility  vehicle  is  a  death 
trap  prone  to  rollovers. 

An  internal  Ford  memo 
written  in  1989,  a  year  be- 
fore the  SUV  was  introduced, 


ed  as  the  main  cause  of 
rollovers.  When  a  prototype 
with  those  changes  still 
showed  rollover  tendencies. 
Ford  stiffened  the  front 
springs  and  lowered  the  chas- 
sis closer  to  the  ground  to 
improve  stability.  Ford  even 
built  more  four-doors  than 
two-doors,  aiming  for  older 


'99  EXPLORER:  More  stable 

however,  may  make  their 
case  more  difficult.  Over- 
looked in  that  memo,  which 
Ford  released,  is  strong  evi- 
dence that  the  carmaker 
took  serious  steps  to  mini- 
mize Explorer  rollovers.  The 
memo  thus  seems  to  tilt  re- 
sponsibility for  the  119  deaths 
linked  to  Explorers  with 
Firestone  tires  back  toward 
the  tire  company. 

In  1989,  many  suvs  were 
under  fire,  with  the  Suzuki 
Samurai,  amc  Jeep,  and 
Ford's  own  Bronco  II  all  be- 
ing sued  for  rollover-related 
incidents.  The  Bronco  II 
ranked  in  the  middle-to-poor 
category  in  federal  fatality 
rankings.  So  Ford's  goal  for 
its  new  Explorer  was  to  be 
"near  B-i-c,"  or  best-in-class, 
says  a  memo  from  Ford  re- 
search engineer  D.  S.  Starr. 

To  improve  stability,  Starr 
wrote  that  Ford  had  length- 
ened the  Explorer's  wheel- 
base  and  dampened  steering 
responsiveness  to  reduce 
over-corrections,  which  he  cit- 


buyers  with  families  and  few- 
er younger,  presumably  more 
reckless,  drivers. 

As  a  result,  the  Insurance 
Institute  for  Highway  Safe- 
ty says  that  the  four- 
door  Explorer  has  the 
lowest  rollover  fatality 
rate  of  any  large  SUV, 
while  the  two-door  is  rat- 
ed second-best  in  the 
midsize  category.  No- 
tably, the  institute  estab- 
lished its  rankings  for 
Explorers  with  Fire- 
stones.  Ford  initially  rec- 
ommended underinflated 
tires,  but  has  since  reversed 
that  recommendation. 

Ford,  however,  did  decide 
not  to  lower  the  front  sus- 
pension angle  or  widen  the 
suv's  stance.  Both  measures 
would  improve  stability,  but 
would  have  been  costly.  So 
was  it  just  the  money?  A 
Ford  spokesman  now  says 
that  because  the  Explorer 
had  passed  safety  tests,  the 
changes  weren't  needed.  It 
will  probably  take  many 
years  of  litigation  to  see  if 
that  was  true.      Stan  Crock 


-L 


TALK  SHOW  ttThis  is  an  impressive  crowd — the  haveHrtc 
have-mores.  Some  people  call  you  the  elite.  I  call  you  ni' 
base 5' 

— George  W.  Bush,  to  the  vips  at  New  York's  Alfred  Smith  Dinu 
CAR  TALK 


A  MOTOWN/MAD  AVE 
DEATHWATCH 

COME  NOV.  7,  HUNDREDS  OF 
Detroit  area  ad  folks  could  be 
out  of  work.  That's  the  date 
DaimlerChrysler  expects  to 
decide  which  of  its  two  ad 
agencies  wins  its  $1.5  billion 
business. 

The  high-stakes 
shootout  for  the  na- 
tion's third-biggest  ad 
account  is  between 
BBDO  Worldwide,  which 
created  the  "Dodge. 
Different"  campaign, 
and  True  North  Communica- 
tions subsidiary  fcb,  which  de- 
velops Jeep  and  Chrysler  ads. 
The  winner  snares  all  three 
brands.  Each  firm  has  about 
500  employees  on  its  Daimler- 
Chrysler  account,  and  each  ex- 
pects to  win.  While  some  em- 
ployees from  the  losing  agency 
will  likely  join  the  winner,  big 
job  losses  are  expected. 

Saving  money  is  high  on 
Chairman  Jiirgen  Schrempp's 


FCB 


BBDO 

NEW  YORK 


SCHREMPP:  Coi 

dating  ad  accoi 


agenda.  The  CI 
unit  would  like  to  cut  I 
$2  billion  in  expense! 
year.  It  is  already  squ^ 
suppliers  and  reportec 
laying  or  canceling 
products.  Chrysler  wc 
comment  on  that,  tho^ 
admits  that  down  the 
it  would  like  more 
the-box"  thinking  in  it 
But  it  needs  savingsl 
Thinking    "Different'f 
wait.  Jeff 


THE  LIST  TAKERS  AND  TAKE-NOTS 


A  new  study  from  the  World  Wildlife  Fund  i 
Brussels  shows  that  if  all  humanity  consum« 
as  much  fossil  fuel  and  had  the  intensive  h 
ing  practices  that  the  U.S.  has,  it  would  tak 


ELSIE:  Eco 

terrorist 


the  equivalent  of  five  planets 
absorb  the  waste.  Western  Eur 
enjoys  high  living  standards, 
has  fewer  grazing  animals  and 
gas-guzzlers.  Here,  the  WWF  estimates  the 
ber  of  planet  earths  needed  for  the  world  p^ 
lation  to  enjoy  the  living  standards  of  diffen 
areas: 

EARTHS 


DENMARK 
FRANCE 


JAPAN 

WESTERN  EUROPE  (average) 


PORTUGAL 


CHINA 

DATA:  WORLD  WILDLIFE  FUND 
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innovative  enefgy  and  trqiwportation  solutions  brought  tj&^ou  each  do^y  a  world  leojier. 

^alst#fn^com 


ww^. 
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Up  Front 


MAD  AVE. 

THE  PLOT  THICKENS. 
LIKE  HEINZ  KETCHUP 

NEW  TELEVISION  GADGETS 

such  as  TiVo  and  Replay  can 
choose,  store,  and  playback 
your  favorite  TV  shows — all 
while  leaving  out  the  com- 
mercials. But  the  alternative 
to  endless  station  breaks,  pro- 
mos, and  car  ads  in  the  Age 
of  TiVo  may  be  even  more 
annoying:  Shows  chock  full  of 
product  placement. 

The  number  of  personal 
video  recorders  is  predicted 
to  grow  to  50  million  by  2005, 
says  Josh  Bemoff,  a  analyst 
at  Forrester  Research.  And 
that  could  prompt  an  $18  bil- 
lion loss  in  TV  ads.  But  con- 


sumer goods  companies  still 
need  to  reach  folks,  so  count 
on  "more  product  placement," 
said  Pamela  Thomas-Graham, 
president  and  CEO  of 
CNBC.com  at  a  New  York  me- 
dia conference.  Advertisers  al- 
ready pay  Hollywood  studios 
$360  million  a  year  to  feature 
its  products,  estimates  the 
Entertainment  Resources  & 
Marketing  Assn.:  Think  of 
those  Oakley  sunglasses  on 
Tom  Cruise  in  Mission  Im- 
possible, for  example. 

The  fees  for  these  place- 
ments, however,  won't  make 
up  aD  lost  revenue.  For  that, 
broadcasters  and  cable  sta- 
tions want  to  develop  in- 
teractive strategies  to  deliv- 
er information  about  goods 
and  services  over  TV — but 
only  to  viewers  who  request 
it.  Joan  Oleck 


Y2K  CHAOS 

SAFETY  FIRST, 
COMPUTERS  LAST 

THIS  SUMMER,  CONGRESS 
accused  the  National  High- 
way Traffic  Safety  Adminis- 
tration of  dragging  its  feet 
when  investigating  those 
now-infamous  Firestone 
tires.  But  maybe  the  nation's 
auto  safety  watchdog  didn't 
drag  its  feet.  Maybe  it  was 
just  100  years  early. 

Say  what?  Well,  the  recall 
section  of  nhtsa's  Web  site 
duly  notes  that  the  tread 
could  separate  from  Fire- 
stone's Wilderness  at  tire, 
"possibly  resulting  in  a  vehi- 
cle crash  causing  injury  or 
death."  That  warning  was 
posted  this  summer.  But  as 
of  mid-October,  the  site  noted 
that  these  are  model  year 
1900    tires    being   recalled. 


Even  more  embarrassing, 
NHTSA  also  lists  Ford  airbag 
recalls  for  1900. 

Pre-Model  T  cars  are  not 
the  issue.  But  if  you  thought 
that,  by  now,  every  computer 
would  be  Y2K-compliant, 
you'd  be  wrong — because 
some  of  nhtsa's  aren't.  The 
agency  says  it  is  fixing  the 


FAULTY?:  Wrong  century 

glitch.  Congress  is  now  con- 
sidering a  bill  to  enhance 
nhtsa's  regulatory  power  re- 
garding vehicle  safety.  Maybe 
Congress  should  be  sure  the 
agency  can  get  the  year 
right  first.  Marcia  Stepanek 


M'hmiivm-^imi: 


piepetnegc 


CHARITY  CASES 

TESTOSTERONE  PUT 
TO  GOOD  USE 


fightin'  words 
are  usually  all 
that  the  brawlers 
at  Chicago's  three 
major  financial  ex- 
changes trade  when 
they  go  toe  to  toe  in  the 
market — or  even  in  court — 
where  the  Chicago  Board  of 
Trade  and  the  Chicago  Board 
Options  Exchange  have  been 
tussling  over  cbot's  plan  to 
restructure  itself.  But  on 
Oct.  28,  18  denizens  of  the 
pits  at  the  cboe,  the  cbot, 
and  the  Chicago  Mercantile 
Exchange  trade  blows  for 
real. 

Traders  who  normally 
muscle  each  other  around 
over  soybean  contracts  or  T- 
bills  will  face  off  in  a  nine- 


ARBOR: 

Mercy's 

bout 
boxing  t 
ment, 
Side  20 
benefit  Mercy  H( 
shelter  for  dis 
and  troubled  kids, 
are  experienced  am; 
sporting  names  like 
"Honduran  Hurricane" 
Others  are  novices  wh^ 
trained  for  months. 

One  co-chair  of  the 
Patrick  Arbor,  an  e} 
chairman  who  once  li' 
Mercy.  When  he  was 
Arbor  says,  kids  bo> 
settle  standoffs.  "Now 
using  boxing  bouts  be 
Chicago's  fabled  exchar 
build  a  home  for  m( 
these  kids."  If  only  Ch 
exchanges  could  settle 
disputes  with  just  ; 
punches.  Joseph 


THE  BIG  PICTURE 


LADY  GLOBETROHERS  Despite  the 
pressing  need  for  more  global  managers, 
women  are  still  underrepresented         *• 
among  the  top  rank  of  expatriate  U.S.  *^ 
managers.  Some  companies  still  worry 
that  female  executives  won't  be  effective 
in  foreign  cultures. 


MEN 
WOMEN 


tl 


EXECUTIVE 
SENIOR  LEVEL 

A  PERCENT 


ENTRY 
JUNIOR  LEVEL 


FOOTNOTES  Banner  ads  on  N.  Y.  Mets  Web  site  vs.  N.  Y.  Yankees  Web  site,  Sept.  18  to  Oct.  19:  Mets,  1 93,  Yanks,  96 
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ATTENTION: 

The  seat  in  front  of  you  wil 


no  longer  crush  your 


knees 


w^h 
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More  Room  Throughout  Coach.  Only  On  American. 

lerican  now  has  more  room  for  more  Coach  passengers  than  any  other  airline.  Which  means,  you  no  longer  have  to  creatively 
ange  your  body  when  the  person  in  front  of  you  decides  to  lean  back.  Because  now  that  we're  removing  rows  of  seats  tiiroughout 
the  Coach  cabin,  there's  more  room  than  ever  to  stretch  out  and  really  unwind.  So  fly  American  and  give  your  knees  a  rest. 


AmericanAJrlines' 

Coach   Has   More   Class" 


www.aa.com 
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CHICAGO:  STILL 

THE  CITY  THAT  WORKS 


As  a  native  Chicagoan,  I  don't  mind 
that  Chicago  has  missed  out  becoming 
the  New  Economy  center  of  the  U.  S. 
("Chicago  Blues,"  Cover  Story,  Oct.  16). 
I  can  live  without  the  urban  sprawl, 
congestion,  and  skyrocketing  costs  of 
living  in  San  Francisco  and  San  Jose, 
which  result  from  the  technology  boom 
in  the  Silicon  Valley.  In  the  meantime, 
Chicago  benefits  from  being  one  of  the 
most  livable  cities  in  America — with  a 
strong  infrastructure,  an  improving 
school  system,  and  affordable  housing. 
While  my  counterparts  in  Silicon  Valley 
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CHICAGO 
BLUES 


as  «  binlnaM  ntiilut  nrmnrU  (nartwli 
■V  ittirtnldnn  ftwvf  I>lt(cur;m<nUionK  cull  J1 
HunitMuxl  Uu  hUb-lwii  bmUit  to  tDBOnt 


MISSING  THE  MARK 

"Focusing  on  corporate 
headquarters  as  a 
measure  of  civic 
health  and  'identity' 
is  about  as  out  of  date 
as  eight-track  tapes" 

— Diane  C.  Swonk 


fight  traffic  each  night  on  the  way 
home,  I  will  be  barbecuing  dinner  on 
my  roof  deck  or  taking  a  jog  along  the 
lakefront. 

Craig  Bender 
Chicago 

Focusing  on  corporate  headquarters 
as  a  measure  of  civic  health  and  "iden- 
tity" is  about  as  out  of  date  as  eight- 
track  tapes.  Corporate  headquarters 
have  pretty  much  been  on  the  decline 
as  a  source  of  employment  since  the 
1970s.  Indeed,  it  is  links  to  one  indus- 
try— heavy  manufacturing — that  led  to 
Chicago's  lagging  performance  in  the 
past. 


By  contrast,  Chicago's  newfoiKi 
versify  triggered  its  rise  in  the  chrts 
the  1990s,  and  left  others  to  beir'  m 
hit  wonders.  Chicago  has  genjii 
more  than  half  a  million  jobs  sin<  .1; 
uary,  1990,  more  than  triple  th  p; 
of  New  York,  Los  Angeles,  and  p 
combined.  Throw  in  San  Francisi^  >. 
Chicago  still  beats  the  whole  buno,  h 
substantial  margin.  i 

Those  gains  lend  important  (jnt 
to  your  criticisms  of  the  city's  j  a 
housing  market.  For  much  1  1 
expansion,  including  today,  Ch  ig 
unemployment  rate  has  been  si  iti 
tially  below  that  of  New  York  I 
Angeles.  So,  Chicago's  recent  slo  Iq 
^^^^^i""  in  job  growth  r  iei 
strength  in  the  city's  yj 
ing  employment  ba:  \ 
shortcomings. 

Chicago  has  seer  n 
than  40%  appreciatio;  il 
housing  values  sin  t 
start  of  the  expj  sii 
nearly  triple  that  o  Ni 
York,  and  even  abo\  tl 
of  San  Francisco.  E"'  n  -. 
Chicago  real  estate  r  aa 
more  affordable  thar  ;h( 
cities,  which  should  continue  to  na 
it  a  draw  for  new  business.  (Ha  j 
tried  to  relocate  workers  to  Ne\  Yc 
lately?) 

Then,  there  is  the  issue  of  Ch  a§ 
prowess  in  the  tourism  and  con\  iti 
business.  The  Windy  City  is  secoi  a 
to  Washington  as  a  hub  for  assoc  ia 
and  Michigan  Avenue  has  become  na 
the  most  sought-after  retail  desti  tic 
in  the  country. 

Finally,  it  is  the  old-Hne  indusi  ea 
the  Midwest  and  Chicago  thi  \^ 
write  the  next  hit  in  the  e-con  ie( 
sweepstakes.  The  ultimate  valu(  if| 
formation  technology  rests  alm(  ;  i 
tirely  in  the  ability  of  these  c  -ll 
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jtries  to  turn  it  to  their  advantage 

igh  business-to-business  electronic 

nerce. 

ues  is  still  music  to  my  ears,  and 

ago  will  win  the  Grammy  in  the 

phase  of  this  expansion. 

Diane  C.  Swonk 

Chief  Economist 

Bank  One  Corp. 

Chicago 

hile  I  share  your  concern,  particu- 

about  the  loss  of  corporate  head- 
;ers,  you  paint  an  inaccurate  picture 
e  Chicago  region's  strength.  Based 

.S.  Census  estimates,  the  Chicago 
lation  is  growing  far  more  robustly 

other  old  cities.  This  is  a  great 
iround  for  Chicago,  which  saw  pop- 
jn  growth  of  only  2%  per  decade 

1970  to  1990. 

ipulation  growth  is  a  more  impor- 
indicator  of  health  than  growth  in 
cial  services.  It  reveals  economic 
s  more  fundamental  than  whether 
)t  the  economy  is  locally  controlled 
hether  the  city  is  the  most  impor- 
intemational  financial  center, 
le  argument  about  rises  in  housing 
s  is,  as  you  recognized,  two-edged. 

prices  and  low  rates  of  gain  are  a 
lem  in  a  global  economy  only  to 
;xtent  that  transferring  executives 
ot  keep  up  their  position  in  the 
ing  market  from  city  to  city.  Over- 
ur  lower  housing  prices  are  a  com- 
-ive  advantage.  The  fact  is  they 

been  growing  at  or  slightly  above 
rate  of  inflation  consistently,  re- 
ing  a  market  able  to  sustain  new 
truction  and  good  resale  values. 
',  in  a  market  economy,  should 
all  prices  grow  faster  than  infla- 
if  supply  is  not  improperly  con- 
ned? This  is  evidence  of  a  well- 
aged,  healthy  market,  not  of 
mess. 

hat  is  going  on  in  Chicago  is  far 
!  important  than  can  be  measured 
ly  by  the  number  of  corporate 
quarters  and  the  health  of  financial 
:ets.  Chicago  is  undergoing  a  trans- 
ition to  become  more  globally 
)etitive.  The  city  and  region  are 
capital  of  the  Midwest.  Young  peo- 
Tom  the  surrounding  states  are 
n  here  by  the  dynamic  economy 
quality  of  life.  Immigrants  provide 
d  entrepreneurial  energy,  and 
th.  The  city  itself  has  undergone  a 
around  in  housing,  with  permits 
d  for  4,800  units  last  year  alone, 
)verwhelming  majority  of  it  mar- 
ate  and  reaching  into  a  wide  range 
iighborhoods  and  distinctly  urban 
laracter,  building  on  our  competi- 
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tive  strengths  as  a  true  city  rather 
than  simply  annexing  otherwise  sub- 
urban territory. 

Stephen  B.  Friedman 
Chicago 

Leaders  of  Chicago's  futures  ex- 
changes were  forewarned  as  early  as 
the  1980s  of  the  impending  doom  of  the 
open-outcry  system  and  imminent  loss 


of  market  share.  Yet  they  repeatedly 
disregarded  the  message  and  banished 
the  messenger. 

The  Globex  (electronic  trading)  sys- 
tem was  labeled  a  threat  to  the  power 
base  of  the  autocratic  exchange  gov- 
ernance, which  quickly  branded  it  the 
means  of  vocational  ruin  for  the  pit 
scalper.  The  slightest  defiance  of  this 
dominance  meant  expulsion  from  the 


"TJiere  are  problems  hidden  in  these  numbers  that  can  be  overcome 
through  insights  gained  on  EnergyNewsLive.  com.  Edna." 

Dissect  commodities.  Demystify  deregulation.  Uncover  mergers. 
It's  a  live  stream  of  energy  news  you  can  use,  right  on  your 
desktop.  From  the  only  realtime  energy  network.  It's  not  news 
for  everyone.  Just  everyone  in  energy. 


Williams 


www.EnergvNewsLive.com 
1-800-WILLIAMS  •  NYSE:  WMB  &  WCG 
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CORRECTIONS  &  CLARIFICATIONS 

In  "The  humbling  of  Jimmy  Lai"  (e.biz,  Oct. 
23),  we  incorrectly  referred  to  Jardine  Flem- 
ing, the  investment  arm  of  Hong  Kong  con- 
glomerate Jardine  Matheson.  We  should 
have  used  the  parent  company's  name. 


tightly  controlled  fiefdom  of  pit  trading. 

Chicago  seems  destined  to  repeat  the 

experience  it  had  with  railroads  and 

meat-packing.   We   never   adjust   the 

rearview  mirror.  Oh  well.  Next  time 

around  maybe  things  will  be  different. 

Robert  M.  Pines 

Chicago 

As  one  bom  and  raised  in  the  Windy 
City  but  now  living  in  Los  Angeles,  I 
can  testify  that  the  biggest  obstacle  fac- 
ing Chicagoans  is  their  hypersensitivity 
to  criticism  and  their  self-aggrandize- 
ment, which  blocks  any  honest  assess- 
ment of  their  city. 

A  few  weeks  back,  my  father  flew 
from  New  York  to  Chicago  to  attend 
his  50th  reunion  at  Hyde  Park  High 
School.  Impressed  with  the  renovated 
neighborhoods,  great  restaurants,  and 
gleaming  Michigan  Avenue,  my  dad 
commented  on  "the  city's  renaissance"  to 
a  hfelong  Chicagoan  and  retired  head 
of  a  bank  there.  The  banker  retorted 
brusquely:  "Chicago  never  needed  a  re- 
naissance, because  it  has  always  been 
the  best!" 

Andrew  B.  Hurvitz 
Van  Nuys,  Calif. 

You  quote  Robert  Hamada,  the  dean 
of  the  University  of  Chicago's  Business 
School,  as  saying:  "Having  three  sepa- 
rate exchanges  in  Chicago  is  absolutely 
stupid."  The  estimable  dean  is  spot  on. 
In  the  early  1990s,  however,  when 
Hamada  was  an  outside  director  of  the 
Chicago  Board  of  Trade,  he  advised 
the  exchange  that  its  mission  should 
be  "member  opportunity"  rather  than 
serving  the  market  user  (a.k.a.  the  cus- 
tomer) or  embracing  the  then-appar- 
ent advance  of  screen-based  trading. 
Please  tell  me  how  the  introverted 
"member  opportunity"  mission  pointed 
towards  exchange  consohdation.  Cre- 
dentials and  all,  he  perpetuated  the 
myopia. 

Ed  Donnellan 
Chicago 

Not  everyone  in  Chicago  has  been 
singing  the  blues  of  late.  Chicago's 
high-tech  heritage  in  the  telecom  sector 
is  largely  responsible  for  the  structural 


displacement  in  the  financial  sector. 
Telecom  is  also  powering  the  forma- 
tion of  the  global  corporations  affecting 
Chicago's  business  landscape. 

You're  right  that  Chicago  is  seeding 
the  nation  with  innovators  who  leave 
the  area  in  search  of  venture  financing. 
The  region  is  fertile  ground  for  high- 
tech  innovation,  and  Carl  Sandburg 
would  still  recognize  Chicago  as  a  mod- 
ern day  "tool  maker  for  the  world" 
when  it  comes  to  telecom. 

Donald  Mulder 

President  and  CEO 

HyperEdge  Corp. 

Itasca,  111. 

Your  closing  paragraph  made  me 
think  I  should  buy  marshmaUows  and  be 
prepared  for  the  fall  of  Chicago.  I  sup- 
pose you  can't  find  much  fault  with  the 
economies  of  New  York  and  Los  Ange- 
les. Being  first  doesn't  always  mean  be- 
ing best.  This  is  the  city  that  works. 
Chicago  has  risen  to  the  challenges  of 
change  many  times  during  its  100-plus 
year  history  and  will  continue  to  do  so 
well  into  the  future.  Long  after  tum- 
bleweed  blows  through  Silicon  Valley 
and  New  York  files  Chapter  11 — again. 
Len  Carmichael 
Chicago 
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THE  DOGFIGHT 

BETWEEN  SUPERJUMBOS 

The  conclusion  to  "Boeing  gets  blown 
sideways"  (News:  Analysis  &  Commen- 
tary, Oct.  16)  is  wrong.  For  starters, 
the  A3XX  will  operate  at  any  airport  a 
747  serves  today.  Will  some  terminal 
modifications  eventually  be  required? 
Yes,  for  those  carriers  planning  double- 
deck  loading.  But  to  handle  triple-rate 
growth  over  the  next  20  years,  airports 
find  that  a  solution,  not  a  problem. 

Airbus  Industrie,  too,  believes  traffic 
between  second-tier  cities  will  grow. 
That's  why  we  have  developed  new  ver- 
sions of  the  A.340.  Simultaneously,  hub-to- 
hub  traffic  will  grow,  and  there  are  lim- 
its to  the  numbers  of  aircraft  that  can 


be  accommodated.  Larger  aircr;    j 
the  answer. 

David  C  /( 

Vice-President  for  Communi(  ,ic 

Airbus  Indu.'-  \ti 

North  Ameri    \ 

Hemdf 

You  should  have  mentioned  tli; 
bus  Industrie  is  not  completely 
from  funds  provided  by  the  ta: 
from  countries  in  the  consortii 
may  have  been  able  to  offer  i 
terms  to  airlines  that  Boeing  ' 
never  match.  Airbus  will  speri' 
than  $14  billion  of  "public"  fund^ 
velop  a  new  aircraft  that  will  se; 
78  more  passengers  than  Boeing- 
developed  for  only  $4  billion  b 
the  current  Boeing  747  platform 

Apart  fi"om  spending  $25  millii  - 
for  each  Airbus  A3XX,  compan 
the  Boeing  747X,  airlines  and  m 
strapped  airports  will  have  to 
their  own  funds  to  upgrade  temi 
support  the  A3XX.  Had  Airbus  Ii 
been  a  publicly  traded  stock  ci: 
shareholders  would  have  been  oi 
at  the  enormous  investment  in  tli 
while  parity  to  the  Boeing  747x  m 
been  achieved  at  a  much  lower  Cd 
a  souped-up  Airbus  A340-600.  i  < 

Jerome  R.  Ilk 
Coconut  Creel  H 

SUVs  NEED  HIGHER  PRESSURl 
IN  THE  REAR  TIRES i 

"Making  safer  suvs:  It's  not  bo 
science"  (News:  Analysis  &  Coirif 
tary,  Oct.  16)  does  not  mention  onell  I 
most  important  factors  in  the  hanclia 
suvs:  higher  tire  pressure  in  thiia 
This  has  been  brought  home  iotas 


many  years  of  driving  station 


&i 


and  suvs.  When  fi-ont  and  rear  tir  di 
sures  are  equal,  such  vehicles  1  vi 
tendency  to  fishtail  (or,  less  seve:  y, 
oversteer  or  wander  slightly) 

One  such  experience  occurred  e 
ago,  when  we  bought  new  tires  f] 
on  a  trip  to  Denver.  When  we 
the  highway,  we  experienced  a  dju 
ing,  even  frightening,  tail  wag 
station  wagon.  We  found  that  tl 
installers  had  put  equal  pressu 
pounds  per  square  inch)  in  all  fou  in 
Adding  4  psi  to  the  rear  tires  cm 
problem,  caused  by  the  normal  re  Dl 
of  such  vehicles  to  a  load  in  th 
We  have  found  this  to  be  the  casi 
the  cure — for  all  of  our  station  \|pc 
and  suvs.  The  pressures  recomri  id 
for  our  1991  Ford  Explorer  are, 
80  psi  front  and  85  psi  rear. 

We  understand  that  a  number 
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Times  are  good.  Business  is  growing.  But  could 
that  success  cause  you  problems? 

Potentially  yes.  If,  that  is.  you  have  to 
physically  relocate  because  you  can't  upgrade 
your  power  systems. 

In  this  day  and  age,  you  need  smaller, 
more  powerful  units.  Ones  that  will  prove  to  be 
increasingly  robust  in  an  ever  decreasing  footprint. 

Which  is  why  you  should  take  a  good  look  at 


our  Rack  and  Stack  systems  from  Powerware,  Lambda, 
Intergy  and  Hawker  They  can  provide  you  with 
all  the  power,  backup  and  power  conversion 
your  business  will  need. 

And  as  they  build  up  rather  than  out, 
you  won't  find  yourself  outgrowing  your 
company's  potential. 

If  you'd  like  to  keep  pace  with  all  our 
products  and  Innovations  call  001  919  870  3000. 


\invensys 


Power  Systems 


SECURE     POVv/ER 


ENERGY      SYSTEMS 


POWER     CONVERSION 


ENERGY     STORAGE 
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drivers  have  responded  to  an  emergency 
situation  such  as  a  tread  separation  by 
overcorrecting,  followed  by  fishtaihng 
and  rollover.  It  seems  possible  that 
many  such  disasters  might  be  prevented 
by  the  use  of  higher  pressure  in  the 
rear  tires  than  in  the  front. 

James  Terrell 
Los  Alamos,  N.  M. 

CEOs:  STRATEGIC  THINKERS 
WHO  UNDERSTAND  OPERATIONS 

After  reading  "Long  hours  and  long 
odds"  (The  Corporation,  Oct.  2),  I  was 
astonished  by  the  suggestion  that 
Robert  L.  Nardelli  may  not  be  enough 
of  a  "strategic  thinker"  to  run  General 
Electric  Co.  Nanette  Byrnes  seems  to 
imply  that  if  people  are  excellent  oper- 
ators, by  definition,  they  cannot  also  be 
world-class  strategists.  In  fact,  it  takes 
the  combination  of  those  two  attributes 
— strategic  thinking  and  operational  ex- 
cellence— together  with  leadership  skills 
to  achieve  the  type  of  results  Nardelli 
has  achieved. 

The  Power  Systems  story  is  a  text- 
book case  study  of  restrategizing  the 
business  from  the  market  back,  attract- 
ing the  talent  to  implement  the  strategy, 
and  then  flawlessly  executing  it  through 
acquisitions,  technology  investments,  and 
global  expansion. 

William  R.  luso 

Executive  Vice-President 

Michael  Allen  Co. 

Westport,  Conn. 

OPTING  our  OF  E-MAIL  ADS 
ISN'T  SO  EASY  TO  DO 

Re  "When  e-mail  ads  aren't  spam" 
(Marketing,  Oct  16):  The  author  says 
the  choice  to  opt  out  ensures  that  e- 
mail  advertising  is  desired  by  the  cus- 
tomer. But  many  factors  considerably 
reduce  this  "permission."  On  many  Web 
sites,  customers  are  given  this  choice 
in  a  location  that  most  of  them  never 
see — where  the  customer  has  to  click 
on  a  link  or  scroll  down  several  para- 
graphs of  boilerplate  to  find.  Studies 
have  shown  that  this  rarely  happens. 

And  when  it  does,  the  default  is  usu- 
ally to  opt  in,  and  the  language  is  often 
so  ambiguous  the  customer  doesn't 
know  whether  to  check  the  box  or  not. 
When  someone  gets  the  resulting  e- 
mail  advertisement  or  newsletter,  it's 
still  spam,  because  the  customer  didn't 
want  it  and  even  tried  to  avoid  it.  We 
are  starting  to  see  that  the  resulting  hit 
to  customer  loyalty  and  brand  image 
is  huge. 

Even  worse  is  the  situation  in  which 


a  customer  opts  in  on  one  site  and  that 
site  sells  a  list  of  "opt-in"  e-mails  to  an- 
other company.  The  second  company 
now  feels  empowered  to  send  e-mail 
ads.  But  just  because  I  want  to  get  a 
newsletter  about  new  it  technology 
from  a  highly  respected  vendor  does 
not  mean  I  want  to  get  ads  from  off- 
shore casinos.  If  I  could  find  out  who 
sold  them  my  e-mail  address,  the  origi- 
nal company  I  signed  up  vdth  would 
lose  all  of  my  business. 

Marc  Resnick 

Professor  of  Usability  Engineering 

Florida  International  University 

Miami 

DON'T  LET  DEBTOR  NATIONS 

OFF  THE  HOOK 

"Debt  relief:  The  U.S.  is  badly  in 
arrears"  (Economic  Vievi^oint,  Oct.  16) 
reveals  some  well-meaning,  yet  mis- 
placed, desires  to  let  debtor  nations  off 
the  hook.  While  author  Robert  Kutt- 
ner's  premise  of  helping  those  in  need 
is  admirable,  debt  rehef  is  not  the  an- 
swer. It  sets  a  bad  precedent  and  en- 
courages further  misuse  and  waste  of 
future  borrowings  by  debtor  nations 
around  the  world.  If  the  International 
Monetary  Fund,  the  World  Bank,  and 
others  are  to  provide  any  assistance, 
they  should  act  like  any  other  bank  in 
similar  circumstances.  The  assets  of 
the  bankrupt  borrower  become  assets 
of  the  lender,  which  can  manage  them 
to  attempt  to  recoup  principal  and  in- 
terest owed. 

A  moral  dilemma  is  created  by  bail- 
ing out  mismanaged  companies,  and  the 
same  holds  for  countries.  If  there  is  to 
be  relief,  it  should  not  be  complete  debt 
forgiveness  but  restructuring  to  be  man- 
aged by  the  world  lenders  in  order  to 
push  economic  reform  in  those  nations. 
Michael  Brace 
Boston 

WHEN  THE  HIROHITO  MYTH 

WAS  FIRST  SHATTERED 

Re  "Shattering  the  myth  of  Hiro- 
hito"  (Books,  Oct.  16):  Herbert  Bix's 
Hirohito  and  the  Making  of  Modern 
Japan  is  not  the  first  book  to  expose 
the  role  of  Emperor  Hirohito  in  Japan's 
20th  century  wars  and  war  crimes. 
That  credit  goes  to  David  Bergamini, 
the  historian  and  author  of  Japan's 
Imperial  Conspiracy:  How  Emperor 
Hirohito  Led  Japan  into  War  against 
the  West.  That  1,612-page  work  was 
published  in  1971  by  William  Morrow  & 
Co.  and  contains  numerous  examples 
of  Hirohito's  direction  of  the  wars 


against   Manchuria,   China,   anc 
Western  powers. 

Bergamini's  documentation  reel 
150  pages  of  notes,  and  it  is  obi 
fi"om  his  reporting  that  he  reachecT 
ticipants  of  many  Imperial  planning 
sions  with  Emperor  Hirohito. 
other  things,  Bergamini  document^ 
Hirohito  named  members  of  his 
family  to  top  military  posts  in  orcj 
execute  his  policies. 

Sherwood! 
Sturgis,] 

UNCLE  SAM  SHOULD  HAVE 

TO  CRUNCH  THE  NUMBERS,  TOl 


The  contention  that  "cost  is  too  1  Eh 
to  measure" — before  the  govern  ei' 
adopts  multibillion-dollar  regulatior  -I  — 
an  invitation  to  all  manner  of  mis  ie  *' 
to  say  nothing  of  better  outcomes  w  ■ 
gone  ("Regulators:  By  whose  aui  jit 
ty?"  Legal  Affairs,  Oct.  16).  J   ' 

Were  a  chief  financial  officer  to  K'l 
cate  a  bold  new  initiative  vdthout  M( 
carefully  assessing  its  costs,  wouli  thi 
company's  board  take  comfort  in  he  iii 
that  messy  facts  should  not  get  ii  tm 
way  when  the  project's  important  i 
so  "paramount"? 

Thomas  D.  Hotii 
Dean,  College  of  Bus| 
Rochester  Institute  of  Techni 
Rochester, 


BusinessWeek  online 


The  full  text  of  Business  Week,  the  Business  Weekj 
Daily  Briefing,  and  five  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 


HOW  TO  REACH  BUSINESS  WEEK  f  i 


LEHERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  a 

evening  phone  numbers.  We  reserve  the  right  to  ec 

letters  for  clarity  and  space  and  to  use  them  in  al: 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  America; 

43rd  floor.  New/  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreaderObusinessw/eek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptio 
renewals,  changes  or  problems,  and  single  copies. 
Phone:  (800)  635-1200  or  (609)  426-7500 
Fax:  (609)  426-7623 
Internet:  bv*custsv@businessweek.com 
Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  coni 

(212)512-3148 

Fax:(212)512-2337 

Internet:  wwvi/.businessweek. com/reprints/ 

For  permission  contact: 

Phone:(212)512-4801 

Fax:  (212)  512-4938 


I 


20  BUSINESS  WEEK  /  NOVEMBER  6,  2000 


looks 


POWER  OF  GOLD 
listory  of  an  Obsession 

iter  L.  Bernstein 
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LORY,  GREED, 

\D  ALL  THAT  GLITTERS 


^he  markets  are  swooning.  The 
Middle  East  is  in  turmoil.  Oil 
.  prices  are  soaring.  It's  enough  to 
investors  fleeing  for  safety.  Not  so 
ago,  that  flight  would  have  led 
ght  to  the  huge  stockpiles  of  gold 
ig  in  central  banks.  Only  20  years 
,  with  inflation  running  at  12%,  the 
■  of  an  ounce  of  the  stuff  rose  to 
,  about  triple  its  current  value, 
lat  frenzy  now  seems  almost  quaint, 
gold  fever  of  the  1970s  and  early 
s,  in  fact,  marked  the  latest  and 
I  the  final  chapter  in  a  3,000-year 
of  human  creativity,  unfathomable 
d,  and  blind  faith  in  the  glov^ang 
As  financial  writer  Peter  L.  Bern- 
explains  in  his  sweeping  book,  The 
vr  of  Gold:  The  History  of  an  Ob- 
on,  it's  a  story  that  began  in  biblical 
5  with  King  Midas,  then  ran  through 
Roman  era,  the  black  plague 
des  of  the  Middle  Ages,  the  Spanish 
uest  of  the  Americas,  the  California 
rush,  and  the  catastrophies  of  World 
I  and  the  Great  Depression, 
contrast  with  our  era,  in  which 
2y  zips  around  the  globe  as  elec- 
ic  blips,  the  pursuit  of  gold  has 
id  countless  miseries  dazzlingly  re- 
ted  by  Bernstein.  The  metal,  he 
3S,  has  been  a  positive  force,  pro- 
ig  civilizations  viith  a  means  to  at- 
value  to  goods  and  services.  But 
has  also  tarnished  mankind's  judg- 
;,  causing  far  more  harm  than  good, 
srical  low  points  range  from  bloody 
1  waged  in  the  name  of  gold  to  the 
;ive  unemployment  vvrrought  in  the 
'  20th  century  by  economists'  and 
icians'  unquestioning  obedience  to 
?old  standard. 

ith  the  same  lively  writing  and 
p  focus  that  distinguished  his  pre- 
?  work.  Against  The  Gods:  The  Re- 
kable  Story  of  Risk,  Bernstein 
I's  how  gold  emerged  as  the  mani- 
tion  of  mankind's  longing  for  power, 


beauty,  and  immortality.  This  is  world 
history  on  a  grand  scale,  with  gold  ap- 
pearing as  a  focal  point  at  every  major 
juncture.  God  instructed  Moses  to  build 
a  tabernacle  of  gold.  It  was  molten  gold 
that  enemies  poured  down  the  throat 
of  the  fabulously  rich  Roman,  Crassus, 
to  punish  him  for  his  money  madness. 
And  gold  became  the  foundation  of  mod- 
ern currency  and  international  trade 
right  up  until  President  Richard  M. 
Nixon,  in  1971,  discarded  the  practice  of 
pegging  the  U.S.  dollar  to  the  price 
of  gold. 

Bernstein  delights  in  un- 
earthing obscure  nuggets. 
Who  knew,  for  instance,  that 
the  Romans  used  Spanish 
slave  labor  in  newly  con- 
quered Iberian  territories  to 
mine  for  gold,  a  pattern 
echoed  some  1,500  years  later 
when  Spain  ruled  Latin 
America?  Or  that  the  Spanish 
"were  able  to  mismanage  one 
of  the  greatest  windfalls  of 
all  time,"  squandering  their 
cache  of  gold  on  European 
military  adventures  and  con- 
spicuous consumption?  Failing  to  invest 
its  gold  to  develop  a  productive  econo- 
my, Spain  became  the  pauper  of  Euro- 
pean empires  by  the  17th  century. 

Indeed,  gold  threads  its  way  through 
the  history  of  money.  Bernstein  revels 
in  the  details  of  how  gold  has  been 
weighed,  calibrated,  and  minted  into 
beautiful  coins  that  became  the  interna- 
tional currencies  of  their  time:  the 
Byzantine  empire's  bezant,  the  Vene- 
tians' ducat,  and  the  British  guinea. 
Such  coins  paid  for  and  kept  the  alle- 
giance of  mercenary  armies.  And  when 
wars  were  lost,  a  stockpile  of  gold  was 
the  best  way  of  ensuring  a  king's  safety. 
In  1359,  surrendering  a  third  of  France 
wasn't  enough  to  free  King  Jean  II, 
who  had  been  taken  prisoner  during 


battle  with  the  English.  The  country 
also  had  to  fork  over  shiploads  of  gold 
coins,  or  ecus. 

Not  all  societies,  however,  placed 
great  value  on  gold.  In  the  8th  century, 
the  Arabs  conquered  North  Africa  and 
established  a  camel  trade  route  through 
the  scorching  Sahara  to  Nubia  to  trade 
salt  for  gold.  It  was  a  good  deal  for  the 
Arabs:  an  ounce  of  gold  for  an  oimce  of 
salt.  But  it  was  a  better  deal  for  the 
Nubians,  who  could  only  acquire  the 
life-sustaining  salt  via  this  trade.  Writes 
Bernstein:  "What  must  those  poor  dig- 
gers have  thought  of  the  funny  people 
from  the  north  country  who  swapped 
inestimable  salt  for  stuff  whose  only 
role  on  earth  was  to  give  men  pride 
and  pleasure  by  letting  them  see  its 
luster?" 

Bernstein  also  sheds  new  light  on  fa- 
mous historical  figures.  Sir  Isaac  New- 
ton, for  instance,  one  of  history's  great 
scientists,  spent  his  later  life  as 
England's   Warden  of  the 
Mint  in  the  early  18th  cen- 
tury. Although  his  fascina- 
tion vdth  monetary  values 
resulted  in  a  famous  treatise 
that  later  helped  establish 
Britain's  gold  standard,  New- 
ton's career  as  an  economist 
ended  in  disgrace  because  of 
his  faulty  forecasts. 

The  Power  of  Gold's 
breadth  is  both  its  major 
strength  and  its  chief  weak- 
ness. Inevitably,  it  moves  ex- 
peditiously through  a  great 
many  periods  of  history.  Yet  the  last 
couple  of  chapters  are  given  over  to  a 
dutiful  rehash  of  familiar  topics:  the  es- 
tablishment of  the  post- World  War  II 
exchange-rate  system  pegged  to  gold, 
the  inflationary  period  of  the  1970s  and 
1980s,  and  the  gold  bugs  of  that  period. 
But  these  are  minor  quibbles.  Bern- 
stein's volume  is  a  tour  de  force  with  a 
satisfying  conclusion:  The  characters  in 
this  drama  prove  themselves  "fools  for 
gold,  chasing  an  illusion,"  he  says.  "Per- 
haps the  vdsest  heroes . . .  were  the  sim- 
ple natives  of  Jenne  and  Timbuktu,  who 
silently  swapped  gold  for  the  precious 
salt  that  would  keep  them  alive."  It's  a 
thought  worth  remembering  in  both 
good  times  and  bad. 

BYERICSCHINE 
Associate  Editor  Schine  is  more  in- 
terested in  history  than  gold. 
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It  won't  work.  It  doesn't  make 
sense.  It  can't  be  done.  Do  it 
this  way.  No.  Tiiat  way.  Stop. 
Imagine  a  different  way. 
Zurich  Financial  Services  Group. 
With  68,000  employees.  In  more 
than  60  countries.  And  over 
a  century  of  experience.  Offering 
risk  management  solutions 
that  go  beyond  the  traditional. 
To  the  unexpected.  Helping 
you  achieve  your  financial  goals 
with  the  right  investment 
opportunities.  Now's  the  time. 
Explore  new  waters. 


@ 


ZURICH 

FINANCIAL  SERVICES 

Your  aspirations.  Our  passion. 


www.zurich.com 
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HARDCOVER  BUSINESS  BOOKS 


1  WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,  M.D. 
(Putnam  •  $19.95)  Learning  to  accept  change. 

2  WHEN  GENIUS  FAILED  by  Roger  Lowenstein  (Random  House 

•  $26.95)  Inside  hedge  fund  Long-Term  Capital 
Management. 

3  THE  FORTUNE  TELLERS  by  Howard  Kurtz  (Free  Press  • 
$25)  The  media's  stock-market  stokers. 

4  PLAY  LIKE  A  MAN,  WIN  LIKE  A  WOMAN  by  Gail  Evans 
(Broadway  Books  •  $23.95)  The  rules  of  the  game  of 
business — as  written  by  men. 

5  FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buckingham  and 
Curt  Coffman  (Simon  &  Schuster  •  $26)  A  Gallup  investiga- 
tion into  managerial  success. 

6  LEADING  THE  REVOLUTION  by  Gary  Hamel  (Harvard  Busi- 
ness School  •  $29.95)  A  manifesto  for  radical  innovators. 

7  THE  TIPPING  POINT  by  Malcolm  Gladwell  (Little,  Brown  • 
$24.95)  Discovering  what  turns  an  idea  into  a  hot  trend. 

8  FISH  by  Stephen  C.  Lundin,  PhD,  Harry  Paul,  and  John 
Christensen  (Hyperion  •  $19.95)  Motivating  employees  the 
Pike  Place  Fish  Market  way. 

9  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

10  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
$20)  How  Walton  Works  No.  2  fired  up  its  employees. 

11  LIVING  ON  THE  FAULT  LINE  by  Geoffrey  A.  Moore  (Harper- 
Business  •  $27)  Managing  in  the  age  of  the  dot-coms. 

12  RAVING  FANS  by  Ken  Blanchard  and  Sheldon  Bowles 
(Morrow  •  $20)  Turning  customers  into  your  biggest  boosters. 

13  ELIZABETH  I,  CEO  by  Alan  Axelrod  (Prentice  Hall  Press  • 
$23)  400-year-old  lessons  in  leadership,  gleaned  from  the 
queen's  successful  reign. 

14  THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP  by  John  C. 
Maxwell  (Thomas  Nelson  •  $17.99)  A  minister's  codification. 

15  MULTIPLE  STREAMS  OF  INCOME  by  Robert  G.  Allen  (Wiley 

•  $24.95)  Building  wealth  from  several  sources,  complete 
with  checklists  and  worksheets. 


PAPERBACK  BUSINESS  BOOKS 


1  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki  with  Sharol 

Lechter,  CPA  (Warner  •  $15.95)  Teach  your  kids  the  rul^ 
money  that  the  rich  play  by. 

2  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T.  KiyosaN 
with  Sharon  L.  Lechter,  CPA  (Warner  •  $19.95)  Choosing 
to  be  rich,  not  merely  comfortable. 

3  THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 
by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  populai\ 

4  THE  CASHFLOW  QUADRANT  by  Robert  T.  Kiyosaki  with. 
Sharon  L.  Lechter,  CPA  (Warner  •  $17.95)  Moving 
beyond  job  security  to  financial  independence. 

5  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  Ptj 
and  Spencer  Johnson,  M.D.  (Berkley  •  $12.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

6  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L,  Friedr 
(Anchor  Books  •  $15)  Globalization  and  its  discontents. 

7  THE  48  LAWS  OF  POWER  by  Robert  Greene  (Penguin  • 
Thoughts  of  Machiavelli  and  other  power  brokers  distille^ 

8  WHAT  COLOR  IS  YOUR  PARACHUTE?  2000  by  Richard 
Nelson  Bolles  (Ten  Speed  Press  •  $15.95)  The  enduring^ 
job-search  bible. 

9  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  Pi 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  si\ 
ways  of  the  wealthy  among  us. 

10  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruc 
Patton  (Penguin  •  $12.95)  A  Harvard  team's  step-by-stej^ 
guide  to  conflict  resolution. 

11  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $16)  How  3M,  Wal-Mart,  Procter  &  G\ 
ble,  and  others  became  standouts. 

12  THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensenl 
(HarperBusiness  •  $16)  New  technologies'  disruptive  effi 

13  DICTIONARY  OF  FINANCE  AND  INVESTMENT  TERMS  bj 

John  Downes  and  Jordan  Elliot  Goodman  (Barron's  •  $i; 
What  is  an  oligopsony  anyway? 

14  THE  GOAL  by  Eliyahu  M.  Goldratt  (North  River  Press  • 
$19.95)  Bringing  company  strategies  in  line  with  your  /V| 
purpose,  making  money. 

15  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTAND! 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Virgil 
B.  Morris  (Fireside  •  $15.95)  Concise  explanations  enric\ 
with  graphics. 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economic| 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  rep 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  September. 

Revievi^s  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  


HOT  TYPE 


IF    THE    BLOW-UP-THE-CORPORATION    TEACH- 

ings  of  a  Geoffrey  Moore  or  Gary 
Hannel  strike  you  as  too  extreme,  Alan  Axelrod's  new  book, 
Elizabeth  I,  CEO,  could  be  just  the  ticket,  offering  a  brief  his- 
tory of  the  Elizabethan  age  as  a  bonus.  The  book,  No.  13  on 
this  month's  hardcover  list,  is  full  of  400-year-old  lessons  of 
restraint,  audacity,  and  survival,  purportedly  learned  by  Queen 
Elizabeth  as  she  overcame  a  controversial  ascent  to  rule 
Britain  successfully. 

Elizabeth's  bold  reign,  which  favored  "evolution  over  revo- 
lution," according  to  the  author,  offers  today's  managers  a 
model  of  a  safe  and  moderate  path  to  success.  To  that  end, 
Axelrod   demonstrates  the  Queen's  exceptional   diplomatic 


skills,  prudence,  and  innate  fairness — abilities  a  leader  ii| 
century  should  want  to  cultivate.  But  complex  developr 
are  often  stripped  of  subtlety,  and  some  maxims  get  cl 
subtitles,  such  as  "Make  a  Strong  Impression:  Suck  It  | 
Other  sections'  offerings  are  reminiscent  of  familiar 
from  Mom's  bedtime  stories:  Be  strong  but  fair.  Exd 
caution.  Accept  compromise.  Don't  act  in  anger.  Axelrod! 
acknowledges  this  himself  in  "You  Can't  Please  Everybj 
saying:  "it  was  a  version  of  the  lesson  that  parents  have  f 
teaching  their  children  for  time  out  of  mind."  It's  nice  toj 
reminders  of  precepts  that  you  first  heard  from  Mom-[ 
hers,  on  the  other  hand,  were  free. 

BY  KARIN  PEKARI 
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nay  seem  like  a  simple  phone  call  but  it's  got  a 
ge  global  network  behind  it.  And  likely  as  not,  a 
jmens  network.  We  not  only  build  local,  regional 
d  global  communications  networks,  we  build  most 
the  pieces  of  those  networks.  From  fiber-optic  cable 


to  central  office  switches  to  complete  voice  and 
data  systems.  Whether  you're  looking  for  a  cordless 
phone  for  your  home,  a  wireless  system  for  your 
office  or  a  global  communications  infrastructure 
for  your  company,  the  place  to  call  is  Siemens. 

We're  Siemens.  We  can  do  that. "" 


©Siemens  Corporation  1999 
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SO  LONG, 
COMPUTER  CABLE? 


An  affordable, 
wireless  LAN 
is  a  good  idea 
catching  on 
fast  in 
companies 
and  homes 


BusinessWeek  oil  I  me 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Now  this  is  portability.  I  store  files  on  the 
corporate  network  at  my  desk,  then  pick 
up  my  laptop  and  head  to  the  conference 
room,  where  I  use  it  for  a  Web  demo.  At  home, 
after  dinner,  I  get  the  computer  from  my  brief- 
case and  deal  with  the  remains  of  the  day's  e- 
mail  while  watching  a  ball  game  on  TV.  And  I  do 
it  all  without  connecting  or  disconnecting  a  cable. 

Granted,  the  sort  of  wireless  communication 
that  lets  you  get  what  you  want,  wherever  you 
want  it,  is  well  off  in  the  future.  But  one  form  of 
wireless  is  simple,  reliable,  affordable,  and  avail- 
able today  for  home  or  office  use.  It's  called  an 
IEEE  802.11b  wireless  local  area  network,  or  LAN. 
Just  about  everyone  who  tries  it  wants  it. 

Use  of  this  wireless  network  is  exploding. 
Nearly  two-thirds  of  companies  are  using, 
testing,  or  at  least  considering  wireless  LANs, 
according  to  a  poll  of  500-plus  companies  of  all 
sizes  in  the  Mobile  Advisory  Council  of  con- 
sulting firm  International  Data  Corp. 
(www.survey.com/idcmacouncil.html).  Schools, 
frustrated  by  the  difficulty  of  pulling  cables 
through  old  buildings,  are  going  wireless, 
while  colleges  are  "lighting  up"  entire  cam- 
puses. A  startup  called  Wayport  (www.way- 
port.com)  provides  public  wireless  service  at 
the  Austin  (Tex.)  and  Dallas-Fort  Worth  air- 
ports and  hotels  around  the  country. 

Several  factors  led  to  this  surge.  Manu- 
facturers such  as  Lucent  Technologies  and 
Cisco  Systems  agreed  on  a  standard  and 
worked  to  make  their  equipment  work  to- 
gether. Apple  Computer  started  making  all  its 
products  ready  to  go  on  a  wireless  LAN  with 
the  addition  of  a  $100  AirPort  card.  And  Lu- 
cent, which  had  worked  with  Apple,  slashed 
the  prices  for  its  Orinoco  line  of  wireless 
gear.  Currently  a  Pc;  Card  for  a  laptop  costs 
around  $175,  and  a  desktop  adapter  is  about 
$70.  A  commercial  access  point,  or  base  sta- 
tion, is  about  $900,  and  a  home  starter  kit 
that  combines  a  base  station  and  one  PC  Card  is 
$420.  Under  some  circumstances,  especially 
where  cable  must  be  installed  in  older  buildings 
or  where  the  presence  of  asbestos  is  an  issue, 
wireless  can  be  cheaper  than  conventional  wiring. 

Going  wireless  with  an  existing  Ethernet  net- 
work is  simple.  You  plug  an  access  point  into  the 
network  and  insert  a  wireless  card  into  a  PC. 
Installing  software  and  setting  up  the  access 
point  takes  minutes.  The  hardest  part  is  placing 
the  access  points  for  maximum  coverage  at  min- 
imum expense.  In  theory,  computers  can  be  up  to 


300  feet  from  access  points,  but  design  anJ 
struction  of  a  building  affect  the  range. 

I  don't  think  wires  will  disappear  fro| 
fices.  Wireless  LANs  run  at  11  megabits  pe 
ond,  about  the  same  as  standard  wired 
This  is  plenty  in  most  cases.  But  graphics 
stations,  servers,  routers,  and  other  high-l 
devices  should  be  on  a  high-speed  cabled] 
bone,  which  can  run  at  up  to  100  Mb/s. 

Wireless  is  also  attractive  for  home  us^ 
Orinoco  Residential  Gateway,  which  can  p^ 
service  throughout  most  houses,  includes 
dem  for  dial-up  use.  Networking  makes| 
more  sense  with  high-speed  cable  or  DSL 
since  every  computer  can  use  the  same 
main  gripe  is  that  instructions  for  confi^ 
the  Orinoco  Gateway  for  varied  setup 
could  be  clearer  Look  for  3Com  to  provide 
petition  around  the  end  of  the  year. 

Some  companies,  notably  Intel  and  Pil 
are  promoting  a  separate,  incompatible 
standard  called  HomeRF,  but  it  looks  like 
starter.  AVhy?  People  don't  want  to  use  one  I 
less  card  in  the  office  and  another  at  hom| 

The  bigger  news  for  late  2000  and  earlj 
is  that  virtually  all  notebook  manufacturer 
follow  Apple's  lead  by  making  their  pre 
wireless-ready.  At  first,  this  wiU  just  mean 


tenna  built  into  the  case.  Next  year,  they'll 
internal  transceivers  in  the  case,  and  these  f 
will  cost  less  and  perform  better  than  todaj 
cards.  As  costs  continue  to  decline,  wireless! 
working  could  be  built  into  handheld  de| 
such  as  Palms. 

Wireless  LANs  haven't  gotten  the  sort  (I 
tention  given  Web  browsing  phones  or  wirj 
handhelds.  But  unlike  these  immature  and 
wide-area  technologies,  wireless  LANs  workj 
ably  and  cheaply.  Anyone  who  hius  or  could 
network  should  give  the  technology  a  look.! 
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urprisingly,  to  become  one  of  the  largest  e-business 

companies  in  the  world|  you  don^t 
have  to  deal  in  books  or  collectibles. 


or  over  30  years,  you've  known  Fannie  Mae  as  the  private  company  with  a  public  mission  to  expand  the 

dream  of  homeownership.  Despite  our  traditional  look,  we've  also  been  a  leader  in  developing 

innovative  technology  solutions  that  help  our  lender  partners  serve  more  borrowers 

and  qualify  more  families.  So  it's  only  natural  that  we're  putting  this  expertise  to 

work  by  making  our  technology  more  widely  available  on  the  Internet  to  help 

our  mortgage  industry  partners  offer  consumers  the  best  possible  low-cost 

mortgage  experience. 


n^  FannieMae 


fanni 


emae.com 


Last  year  alone,  we  conducted  about  $170  billion  in  business  through  our 

proprietary  e-business  network.  Now  we  are  moving  all  of  our  business  services 

to  the  Internet,  enabling  us  to  do  $300  -  $400  billion  of  business  online  each  year. 


Which  explains  why  we're  more  than  just  the  world's  largest  source  of  mortgage 
funds.  We're  rapidly  becoming  one  of  the  world's  largest  e-businesses. 

Fanniemae.com.  It's  how  we  do  business.  Period. 
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Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 

To  us,  risk  management  means  thinking  the  unthinkable 
to  prevent  risk  turning  into  loss.  As  one  of  the  world's 
leading  insurers  our  financial  strength  and  technical 
expertise  combine  to  make  Allianz  Group  the  partner 
you  can  trust  whenever  and  wherever  you  need  us. 

Allianz.  The  Power  Beside  You. 


Allianz  (fij) 


Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


GORE'S  RECKLESS  AND  OFFENSIVE' 
PASSION  FOR  THE  ENVIRONMENT 


ZEALOT: 

The  energy 
policies 
advocated 
by  Gore 
would  be 
disastrous. 
So  why  are 
voters 
seriously 
considering 
him  for  the 
Presidency? 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbvi/eek@harvard.edu). 


The  recent  rises  in  oil  prices  highlight  en- 
ergy policy  as  an  area  of  contrast  between 
the  two  Presidential  candidates.  George 
W.  Bush  favors  expansion  of  U.S.  supply,  in- 
cluding oil  exploration  in  Alaska.  Al  Gore  em- 
phasizes reductions  in  energy  demand,  and  he  op- 
poses Alaskan  exploration  on  environmental 
grounds.  He  also  argues  that  any  expanded  ca- 
pacity would  be  delayed  for  five  years  and  would 
therefore  not  help  the  current  situation. 

The  last  point  is  odd,  because  policymakers 
ought  to  value  energy  solutions  even  if  they 
take  five  years  to  work.  Moreover,  investments 
that  expand  future  oil  supply  would  motivate 
producers,  such  as  Saudi  Arabia,  to  sell  more 
oil  earlier,  while  prices  were  still  high.  This  re- 
action causes  supply  to  rise  and  prices  to  fall  well 
before  the  new  capacity  arrives. 

Gore's  opposition  to  oil  exploration  in  Alaska  is 
important  because  it  demonstrates  his  unwill- 
ingness to  adopt  a  cost-benefit  approach  to  the 
environment.  Although  such  calculations  can  be 
difficult,  we  have  to  make  these  assessments  to 
make  policy  choices,  and  we  will  not  make  rea- 
sonable decisions  if  we  always  pretend  that  any 
environmental  damage  costs  an  infinite  amount. 

The  benefits  of  the  exploration  include  a  gross 
valuation  of  roughly  $9  billion  per  year  (assuming 
1  million  barrels  per  day  at  a  per-barrel  price  of 
$25),  starting  perhaps  in  five  years.  Although 
much  of  the  revenue  would  accrue  initially  to 
oil  companies,  the  benefits  extend  ultimately  to 
all  users  of  energy.  The  cost  involves  hypotheti- 
cal damage  to  a  vast  wilderness  that  is  not  es- 
pecially attractive  and  that  most  of  us  will  never 
see.  I  am  waiting  for  the  plausible  calculation 
that  makes  this  cost  comparable  to  the  billions  on 
the  revenue  side. 

POLITICAL  PLOY.  Since  Gore  is  reputed  to  be  an 
environmental  expert,  it's  curious  this  area  has 
received  little  attention  in  the  campaign.  How- 
ever, we  can  predict  his  policies  by  consulting  his 
1992  book.  Earth  in  the  Balance:  Ecology  and 
the  Human  Spirit.  The  book  is  striking  for  the 
extreme  positions  taken  on  all  of  the  favorite 
environmental  causes,  including  global  warming, 
ozone-layer  depletion,  and  preservation  of  en- 
dangered species  and  rain  forests.  The  thesis  is 
that  we  humans  are  unrestrained  guzzlers  of  en- 
ergy and  dangerous  enemies  of  the  environment. 
Hence,  enlightened  policymakers  ought  to  spare 
no  effort  in  combating  these  tendencies. 

This  attitude  led  Gore  to  advocate  abolition  of 
the  internal  combustion  engine  by  2017.  His  view 
of  automobile  transportation  was  summarized  as 


"it  makes  little  sense  for  each  of  us  to  bur 
all  the  energy  necessary  to  travel  with  se 
thousand  pounds  of  metal  wherever  we 
Thus,  he  believes  that  Americans'  love  a; 
with  their  cars  stem  not  fi^om  the  efficiencj 
convenience  of  the  mode  of  transport  but  n 
from  some  sort  of  mass  craziness. 

Gore  regards  the  threat  to  the  environme 
so  serious  and  imminent  that  he  likens  it  t( 
Nazi  Holocaust:  "In  the  1930s,  when  Kri 
nacht  revealed  the  nature  of  Hitler's  inten 
toward  the  Jews . . .  the  U.  S.  and  the  rest  o 

world  [were]  slow  to  act Now,  warnings 

different  sort  signal  an  environmental  holo( 

without  precedent Once  again,  world 

ers  waffle Yet  today  the  evidence  of  an 

logical  Kristallnacht  is  as  clear  as  the  soui 
glass  shattering  in  Berlin." 

Gore  goes  on  to  compare  the  environmi 
danger  to  the  injustice  of  American  sla\ 
"Most ...  of  the  generation  that  wrote  the 
stitution  were  partially  blind  when  it  came  t 
inalienable  rights  of  the  African-Americai 

slaves Today,  most . . .  are  partially  blind 

it  comes  to  our  connection  with  the  nai 
world."  Some  people  regard  this  passion  ai 
mirable,  but  I  regard  it  as  reckless  and  offe: 

In  any  event,  the  hyperbole  is  hard  to  r( 
cile  with  Gore's  recent  support  of  the  releal 
oil  from  the  Strategic  Petroleum  Reserve.] 
parently,  during  a  Presidential  campaign, 
erating  the  rise  in  oil  prices  is  more  impo: 
than  saving  the  world  from  holocaust  and  sli 

From  my  perspective,  the  use  of  the  rei 
is  a  political  ploy  that  will  have  little  impai 
oil  prices.  I  always  disliked  the  idea  of  the 
ernment's  amassing  large  supplies  of  oil. 
main  rationale  is  for  use  during  wartime, 
the  government  will  keep  prices  from  risii 
market  levels.  The  danger,  as  recently  verifii 
that  the  reserve  will  be  used  for  political 
poses  and  to  interfere  with  market  forces, 

It  seems  undeniable  that  Gore's  views  oi 
ergy  and  the  environment  are  extreme  reli 
to  the  opinions  of  average  Americans.  One  tl 
fore  has  to  wonder  why  voters  are  serii 
considering  him  for  the  Presidency.  I  think 
pie  either  doubt  Gore's  belief  in  his  ow: 
treme  statements  or  expect  the  U.  S.  Conj 
impose  restraint.  Unfortunately,  the  Presil 
has  a  lot  of  ])ower  to  enact  energy  and  en 
mental  policies  on  his  own.  Therefore,  it  si 
pr-udent  to  take  Gore  at  his  word  and  r-egi 
as  a  serious  threat  to  carry  out  the  missior] 
scribed  in  his  book  Earth  in  the  Balance 
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;  seeing  the  whole  picture? 


In  e-business,  what  looks  good  one  minute  can  be  deadly  the  next. 

That's  where  Informacica  comes  in.  We  give  you  instant  access  to  all  of 
your  information  no  matter  where  it  is.  Delivered  to  you  no  matter 
where  you  are.  So  you  can  make  informed  decisions.  See  the  whole 
picture  now,  at  www.informatica.com/elunch-bw.  Or  call  1  -800-970-1 1 79. 
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it's  the  bad  mamma-jamma 
of  wireless  computing 


SPANworks®  software  with  ttie  Tostiiba  Bluetooth 
PC  Card  allows  network  and  file  sharing,  presentation 
sharing,  chat  and  business  card  data  exchange. 


Bluetooth  PC  Card  delivers  up  to  20  times  the  speed 
Ola  traditional  V.90  modem  with  a  range  three  times 
farther  than  other  PC  cards:  up  to  100  teet. 


Bluetooth  is  standards-based,  so  it  works  virt 
worldwide  and  with  all  Bluetooth  devices. 


in 
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Pentium®/// 


Toshiba  recommends  Microsoft""  Windows""  2000  Professional  for  business. 


'The  Toshiba  Bluetooth  PC  Card  Is  compatible  on  Mictosolt  Windows  98  Second  Edition  and  MIcrosolt  Windows  Me,  'When  pioducis  become  available.  ©2000  Toshiba  America  Inlormalion  Systems,  Ini;  Tecia  am 
SPANworks  Is  a  registered  trademark  of  SPANworks,  Inc.  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Intel  SpeedStep  Is  a  trademark  ol  Intel  Corporallon,  All  spei 
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traducing  the  totally  new  Tecra  8100.  The  first  ever  Bluetooth  PC  solution. 


bm 


The  Toshiba  Tecra''  8100  with  the 
Bluetooth'"  PC  Card'  is  so  fine,  it's  poetry 
in  motion.  With  the  Bluetooth  PC  Card, 


I  can  connect  effortlessly  with  other  Bluetooth  PCs,  hand- 
d  devices.  LAN  and  Internet  connections  —  all  without 


wires  or  cables."'  Bluetooth  is  the  latest  mobile  computing 
innovation  pioneered  by  Toshiba  through  a  joint  venture  with 
industry  leaders.  Now  you  can  truly  work  without  being 
tethered  to  old  technology  So  free  yourself  from  the  cables 
and  wires  that  bind.  You  don't  need  them  anymore. 


b 


luetoolti  tias  T 28-bit  encryption,  wtiicti 
isuresthat  every  connection  is  secure. 


Superfast  l\/lobile  Intel®  Pentium'^  III  processors  up 
to  850IV!Hz  teaturing  Intel  SpeedStep'"  tectinology 
and  configurable  from  5.6  lbs.  light  and  1.5"  thin. 


Up  to  20  billion  byte  hard  drive  and  a  14. 1 " 
diagonal  TFT  active-matrix  color  display 


choose  freedom'^ 

TOSHIBA 

To  buy  direct,  visit  biuetooth.toshiiba.com  or  caii  1-800-TOSHIBA 


M  trademarks,  and  choose  freedom  is  a  Irademark  of  Tostiiba  America  information  Systems,  Inc.  and/or  Toshiba  Corporation,  Biuetootti  is  a  trademark  owned  by  Its  proprietor  and  used  by  Toshiba  under  license 
Miny  are  subiect  to  change.  All  other  product,  service  and  company  names  are  trademarks,  registered  trademarks  or  servicemarks  of  their  respective  owners  All  riglits  reserved. 


Economic  Trends 


BY  GENE  KORETZ 

HOW  TO  ENABLE 
THE  DISABLED 

They  still  lag  in  jobs  and  income 

It's  a  puzzle  that  is  perplexing  the  eco- 
nomics fraternity.  While  the  expan- 
sion of  the  1990s  boosted  jobs  and  in- 
comes for  most  Americans,  it  seems  to 
have  bypassed  a  key  group:  the  nearly 
10%  of  the  working-age  population  Avith 
disabilities. 

A  study  by  Richard  V.  Burkhauser 
and  Andrew  J.  Houtenville  of  Cornell 
University  and  Mary  C.  Daly  of  the  Fed- 
eral Reserve  Bank  of  San  Francisco  tells 

SCANT  PROGRESS  FOR  PEOPLE 
WITH  DISABILITIES 


'92 


■99 

•AGE  25  TO  61 


▲  PERCENT 
DATA:  RICHARD  V.  BURKHAUSER,  MARY  C.  DALY  AND  ANDREW  J,  HOUTENVILLE 

the  story.  Despite  rising  demand  for 
workers,  the  employment  rates  of  dis- 
abled men  and  women  fell  steadily  from 
1989  to  1999  (chart).  Further,  their  house- 
hold incomes  lagged  behind  the  income 
gains  of  other  households,  as  earnings 
declines  were  only  partly  offset  by  high- 
er payments  from  such  programs  as  So- 
cial Security  Disabihty  Insurance  (Dl) 
and  Supplemental  Security  Income  (ssi). 

Why  hasn't  employment  of  the  dis- 
abled grown  during  this  expansion,  as  it 
did  in  other  cyclical  upturns  such  as 
that  of  the  1980s?  The  question  is  touch- 
ing off  a  hot  debate  among  economists. 

Some,  such  as  Massachusetts  Insti- 
tute of  Technology  economists  Daron 
Acemoglu  and  Joshua  Angrist,  believe 
the  Americans  With  Disabilities  Act, 
(ADA)  which  took  effect  in  1992  and  was 
supposed  to  enhance  hiring  of  the  dis- 
abled, actually  backfired.  Their  analysis 
of  survey  data  suggests  the  costs  of  ac- 
commodating disabled  employees — and 
lawsuits  if  they  are  fired — have  dis- 
suaded employers  from  adding  disabled 
workers  to  their  payrolls. 

The  law's  defenders  argue  that  the 
survey  data  are  flawed.  People  who  are 
successfully  integrated  into  the  work- 


force, for  example,  may  no  longer  de- 
scribe themselves  as  "disabled"  in  gov- 
ernment surveys — thus  lowering  the 
employment  estimate  for  the  disabled 
population.  Researchers  Douglas  Kruse 
and  Lisa  Schur  of  Rutgers  University 
find  that  employment  of  people  with 
functional  disabilities  who  did  not  de- 
scribe themselves  as  "work-disabled" 
rose  after  the  ADA  was  passed. 

Still  others  stress  a  sharp  rise  in  peo- 
ple receiving  disability  payments  via 
Social  Security  or  ssi.  In  this  view,  the 
decline  in  employer-sponsored  health  in- 
surance along  with  relaxed  government 
ehgibility  standards  in  the  1990s  induced 
many  of  the  disabled  to  opt  for  transfer 
programs  rather  than  work.  Indeed,  a 
study  by  John  Bound  and  Timothy 
Waidmann  of  the  University  of  Michigan 
attributes  much  of  the  drop  in  disabled 
employment  rates  to  the  growth  in  gov- 
ernment disability  insurance  rolls. 

Of  course,  it's  likely  that  all  of  these 
theories  have  some  validity — that  the 
ADA  hurt  hiring  prospects  for  some  peo- 
ple and  helped  others,  for  example,  and 
that  many  were  attracted  by  the 
greater  availability  of  government  trans- 
fer programs.  What  everyone  agrees  is 
that  more  has  to  be  done  to  bring  the 
disabled  into  the  world  of  work  and  off 
the  government  dole. 

Thus,  hopes  are  now  focused  on  the 
new  "Ticket  to  Work"  federal  law  about 
to  go  into  effect.  Under  this  program, 
private  agencies  that  successfully  train 
and  place  the  disabled  in  continuing  em- 
ployment will  receive  as  payment  some 
of  the  funds  they  save  the  government. 


IT  USED  TO  BE 
RISK  WAS  SCARY 

Now,  household  savings  shun  safety 

Once  upon  a  time,  U.S.  households 
kept  most  of  their  financial  assets 
in  vehicles  that  protected  their  principal. 
No  more.  The  huge  rewards  reaped  by 
risk-takers  over  the  past  decade  appear 
to  have  substantially  lessened  the  average 
household's  fears  of  risk,  says  economist 
Paul  Kasriel  of  Northern  Trust  Corp. 

Take  corporate  equities,  which  are 
regarded  as  riskier  than  fixed-income 
securities  and  bank  deposits  from  a  re- 
turn-of-principal  standpoint.  Between 
1984  and  1999,  notes  Kasriel,  the  share 
of  household  financial  assets  invested  in 
the  often-volatile  stock  market  has 
surged  from  27.4%  to  67.6%. 

That's  not  all.  Not  only  did  the  non- 
equity share  of  household  financial  as- 


sets hit  a  postwar  low  of  32.4%  1; 
year,  but  its  holdings  of  federally 
sured  bank  deposits  and  Treasury  set 
rities  are  also  the  lowest  in  the  postv 
period.  Indeed,  these  risk-free  ass( 
now  make  up  just  20%  of  all  househi 
financial  assets,  dovm  from  50%  in  19 

The  riskier  assets  replacing  Treasur 
and  deposits  in  household  nonequity  1 
ties  are  mainly  money-market  muti 
funds  and  various  forms  of  "securitizt 
loans,  including  government  agency  d( 
such  as  Fannie  Mae  and  Freddie  IV 
issues,  which  are  not  backed  by  the  1 
faith  and  credit  of  the  Treasury.  Fi 
ther,  money-market  funds  have  been  p 
ing  their  holdings  of  Treasury  securiti 

In  sum,  household  financial  assets  i 
getting  riskier  because  of  their  increai 
weighting  of  stocks,  and  of  shifts 
their  nonequity  portfolios.  "Risk  av 
sion,"  says  Kasriel,  "seems  to  ha 
dropped  out  of  Americans'  vocabular 


WHY  THOSE  DRUC 
COSTS  ARE  UP 

New,  pricier  drugs  are  in  demanc 


Although  overall  spending  for  p: 
scription  drugs  in  the  U.  S. 
more  than  doubled  since  1990,  it's 
because  makers  have  been  raising  pric 
of  existing  drugs,  which  have  risen  al 
mere  2.8%  average  annual  rate.  Rath 
observes  the  Kaiser  Family  Foundati 
in  a  recent  report,  more  than  four-fift 
of  the  spending  surge  reflects  great 
overall  use  of  prescription  drugs  co 
bined  with  a  shift  in  demand  towa 
newer,  more  expensive  medications 
a  per-capita  basis,  annual  usage  jump 
32%  between  1992  and  1998  alone, 
9.6  prescriptions  per  person. 

Meanwhile,  the  industry  has  boost    ttbi 
the  number  of  new,  high-priced  brar 
name  drugs  coming  to  market — the  fr 
of  heightened  re 


search  and  devel- 
opment spending. 
Notwithstanding 
the  effectiveness 
of  such  drugs. 
Kaiser  notes  that 
a  major  factor  be- 
hind the  surge  in 
demand  for  both 
old  and  new  drugs 
is  a  huge  jump  in 
consumer  adver- 
tising by  drug- 
makers,  which 
tripled  between 
1995  and  1998. 
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SPECIAL  ADVERTISING   SECTION 


NETSOURCING 


There's  No  Upside 
to  Downtime 

How  netsourcing  helps  combat  the  crippling  effects  of  downtime  on 
revenue,  reputation  and  customer  satisfaction 


THE  E-BUSINESS  REVOLUTION  is  changing  all 
the  rules.  It's  making  already  hyper-competitive 
business  environments  fiercer  than  ever.  In  this 
Web-driven  world,  your  application  represents  the 
core  of  your  e-business  model.  Chances  are  you've 
spent  millions  creating  the  optimal  combination  of 
people,  products  and  services  to  support  it.  But 
ti'hat  if  customers  can't  access  your  application 
because  a  component  of  your  IT  or  network  infra- 
structure is  down?  The  fact  is  customers  expect 
e-business  applications  to  be  up-and-running  24x7. 
If  they  experience  downtime,  all  it  takes  is  a  smgle 
mouse  click  to  propel  them  to  a  competitor. 

The  Demons  of  Downtime 

Complex  e-busincss  applications  are  playing  a  crucial 
role  in  many  companies'  business  strategies  by  directly 
impacting  their  bottom  line.  And  these  applications 
require  a  similarly  complex  infrastructure  to  support 
them.  Combine  that  need  with  the  surging,  exponential 
growth  of  the  hiternet  and  unprecedented  traffic  levels, 
and  a  key  mantra  emerges:  prepare  to  scale  or  fail. 

hideed,  many  service  outages  and  interruptions  are 
attributable  to  inadequate  technology  infrastructure 
growth  planning  and  the  inability  to  quickly  provision 
technology  resources.  Procuring  the  expertise  and  tech- 
nology required  to  scale  complex  environments  in  a 
timely,  cost-effective  manner  is  more  difficult  than  ever. 

Security  is  the  other  burning  issue  e-businesses  face. 
Hackers,  viruses,  industrial  espionage  and  disgruntled  for- 
mer employees  are  some  of  the  biggest  threats  to  an  e-busi- 
ness infrastructure.  The  great  thing  about  the  Internet  is 
that  it's  brought  businesses,  partners  and  customers  closer 
than  ever.  But  it's  also  created  unprecedented  opportunities 
for  malicious  attacks.  Just  look  at  the  recent  spate  of  Denial 
of  Service  incidents  that  hit  some  of  the  world's  most 
renowned  e-services  and  e-commerce  sites. 

The  Awful  Truth 

Downtime  can  fundamentally  impact  the  future  of  your 
business  and  dull  its  competitive  edge  by  instigating: 


•  Decreased  financial  performance  —  Say  goodbye  to 
your  market  cap  and  hello  to  shareholder  angst.  The 
valuation  of  many  high-profile  e-businesses  continues  to 
be  pummeled  as  a  result  of  downtime. 

•  Damaged  reputation  —  Congratulations,  your  e-busi- 
ness application  is  making  news  worldwide!  Too  bad  the 
headlines  are  about  the  fact  that  you  were  down  for  10 
solid  hours.  Downtime  can  mean  a  public  relations  dis- 
aster. Major  news  organizations  are  known  for  reporting 
on  downtime  within  hours  of  an  occurrence  —  some- 
thing that  adversely  affects  external  perceptions  of  the 
company  and  saps  internal  morale. 

•  Productivity  loss  —  Are  your  employees  focused  on  your 
core  business?  Or  are  they  busy  fighting  fires,  trying  to 
alleviate  IT  issues  that  tax  their  skill  sets,  energy  and 
enthusiasm?  The  inevitable  delays  in  strategic  projects 
and  deliverables  can  set  you  back  weeks  or  months  —  an 
eternity  in  Internet  time. 

These  downtime  scenarios  represent  the  pitfalls  every 
e-business  faces  right  now,  regardless  of  industry.  They 
can  trigger  at  any  second  of  every  day.  And  while  it's  use- 
ful to  figure  out  if  you're  prepared  to  deal  with  them,  it's 
far  more  beneficial  to  ensure  you've  got  a  system  that 
helps  prevent  them  from  happening  in  the  first  place. 

To  ensure  maximum  application  availability,  many 
companies  are  turning  to  e-business  infrastructure  out- 
sourcing. But  the  problem  is  most  outsourcing  options  are 
limited  to  strategies  that  react  to  downtime  instead  of  pre- 
venting it.  Netsourcing  is  the  exception.  It's  a  new  breed 
of  high-end  e-business  infrastructure  outsourcing  that 
offers  a  realistic  guarantee  of  application  availability. 
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According;  to  The  Yankee  (Iroup 
analyst  firm,  iietsoiircing  is  the  out- 
sourcing of  critical  infrastructure  for 
Web-based  e-coninierce  and  other  next- 
generation  e-business  applications.  A 
true  netsourcing  solution  delivers  a 
complete,  turnkey  infrastructure  that 
accelerates  e-business  application 
deployment,  minimizes  downtime 
and  lowers  total  cost  of  ownership. 
Working  with  a  netsourcing  provider 
is  fast  becoming  an  essential  element 
for  e-business.   It's  easy  to  see  why. 


ture  integration,  nnplementation, 
equipment  provisioning  and  opera- 
tions management  resides  solely  with 
the  customer. 

Recently,  some  first-generation 
hosting  providers  have  engaged  in 
acquisitions  and  partnerships  to  bol- 
ster their  limited  offerings  with  piece- 
meal IT/network  infrastructure  man- 
agement capabilities.  But  it  remains  a 
fragmented  approach  rife  with  limita- 
tions and  decentralized  accountability. 

Outsourcing    brokers    attempt    to 


E-Business  Infrastructure  Outsourcing  in  Context 


Domain 
Expertise 


First-Generation 
Hosting  Providers 


Co-location  and 
managed  services 
delivered  in-house 
or  subcontracted 


Primary:  Data  center 
floor  space,  physical 
security,  Internet  access 
Secondary:  Value-added 
services 


Outsourcing 
Brokers 


Subcontracting  of  all 
infrastructure  services 
and  facilities 


Software  layer 
simulating  integration 
of  disparate  third-party 
components 


Outsourcing  Options  Aren't 
Created  Equal 

All  e-business  infrastructure  outsourc- 
ing providers  claim  to  effectively 
address  application  availability,  com- 
plexity, scalability  and  time-to-market 


Netsourcing 
Providers 


Single-source, 
application-ready 
e-business  infrastructure 


Turnkey  IT/network 
infrastructure  and 
operations 


pull  more  pieces  together  than  their 
first-generation  counterparts  via  a 
team-driven  approach.  They  assemble 
a  variety  of  infrastructure  providers 
and  manage  them  with  a  layer  of  soft- 
ware to  establish  the  perception  of  a 


the  customer's  perspective.  Only  o 
option  —  netsourcing  —  truly  mi 
mizes  risk  factors  by  offering  a  roc 
solid,  24x7,  all-encompassing  sol 
tion  that  guarantees  maximum  app 
cation  availability. 

Netsourcing  involves  outsourcii 
the  entire  IT/network  infrastructui 
with  the  sole  exception  of  your  app 
cation  —  in  other  words,  your  hu. 
ness.  It  incorporates  hardware  pro\ 
sioning,  infrastructure  integratio 
network  services,  security,  perfori 
ance  and  operations  managemei 
and  support  services  into  one  sear 
less  solution.  And  unlike  other 
business  infrastructure  outsourci 
options,  some  netsourcing  provide 
have  direct  and  immediate  contr 
over  the  IT/network  infrastructui  jfacii 
In  these  cases,  there  are  no  subco 
tracted  or  brokered  services.  Th  luilt 
means  no  runaround  when  it  com  kusinei 
to  the  upkeep  of  the  infrastructu 
underlying  your  mission-critic 
application.  Netsourcing  provide  icihj; 
also  have  teams  of  in-house  skill 
resources  on  staff,  allowing  them 
be  fully  accountable  for  the  cnti  Lompj 
infrastructure. 

All    told,    netsourcing    provid 
deliver  services  that  are  truly  "appliAveru 
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"Only  the  strong  \A^ill  survive  the  blistering  demands  of  today's  e-business 
environment.  If  your  application  goes  do\A/n,  it  may  very  well  take  your 

whole  business  with  it." 


issues.  And  while  each  asserts  they 
offer  a  consistent,  comprehensive 
approach,  the  reality  is  most  have 
varying  —  even  erratic  —  degrees  of 
expertise  in  these  arenas. 

Take  first-generation  hosting 
providers  for  example.  They  argue 
their  solutions  are  comprehensive 
enough  to  meet  the  exacting  needs  of 
e-business.  But  truth  be  told,  they're 
optimized  to  host  companies'  Web 
sites,  not  today's  complex  e-business 
applications.  Most  only  offer  data  cen- 
ter floor  space  and  an  Internet  hook- 
up, along  with  some  value-added  serv- 
ices at  extra  cost.  In  most  cases,  the 
entirety  of  responsibility  for  infrastruc- 


single,  integrated  solution.  But  the 
reality  is  outsourcing  brokers  are 
merely  providing  second-hand  servic- 
es. Your  applications  are  at  the  mercy 
of  these  subcontracted  providers  for 
response  time.  That's  why  the  verdict 
is  still  out  on  the  outsourcing  broker's 
ability  to  guarantee  application  avail- 
ability, not  to  mention  quickly  reacting 
to  your  changing  needs. 

Netsourcing  Minimizes  Risk 

It  goes  without  saying  that  risk  is  at 
the  core  of  the  outsourcing  debate. 
Solutions  from  first-generation  host- 
ing providers  and  outsourcing  bro- 
kers involve  a  great  deal  of  risk  from 


tion  ready"  via  complete,  turnk 
infrastructure  solutions  tailored  to  t 
requirements  of  your  application  ai 
desired  level  of  application  availabili 

A  Netsourcing  Case  Study 

An  example  of  netsourcing  in  action 
Intira  Corporation.  Many  point  to  t 
San  Francisco  Bay  Area-based  conij" 
ny  as  one  possessing  the  unique  undi 
standing  and  resources  needed  to  uk 
and  exceed  the  requirements  of  toda 
e-businesses. 

"H-business  is  a  time-to-mark 
game,"  says  Steve  Duplessie,  seni 
analyst  at  the  Hnterprise  Stora 
Group  research  firm.  "Intira  has  bu 
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comprehensive,  highly-integrated 
frastriictiire  and  hired  a  diverse  set 
•  technical  talent  that  together  can 
ipidly  architect  and  deploy  a  ciis- 
imcr's  mission-critical  infrastructure. 

customer  then  merely  has  to  focus 
1  their  specific  application  and  con- 
nt,  and  not  worry  about  the  underly- 
g  technology.  Intira  guarantees  per- 


an  outage  has  occurred.  There  are 
risks  attached  to  this  approach,  as 
the  provider  scrambles  to  correct  the 
outage.  In  contrast,  Intira  has  direct 
and  immediate  control  of  the  IT/net- 
work  infrastructure  which  allows  it 
to  proactively  monitor  your  applica- 
tion availability  24x7.  The  invest- 
ment Intira  has  made  in  both  infra- 


providers  and  outsourcing  brokers, 
Intira 's  business  model  places  extraor- 
dinary emphasis  on  an  integrated, 
comprehensive  SLA,  rather  than 
umbrella  SLAs  that  merely  reflect 
numerous  sub-SLAs  covering  individ- 
ual infrastructure  components.  In 
Intira 's  case,  the  company  backs  up  its 
commitment    with    a    comprehensive 


"The  v\/idespread  adoption  of  netsourcing  demonstrates  an  evolving  shift 
I  towards  e-business  infrastructure  outsourcing.  For  organizations  \A/ith 

enterprise-class  e-business  applications  that  must  be  highly  available,  premier 
netsourcing  providers  such  as  Intira  should  be  strongly  considered." 


jrmance  levels  and  has  the  ability  to 
•enrr  a  highly  scalable  model  that  is 

r\  ticxible  —  the  single  biggest  chal- 
nge  facing  e-business  customers." 

As  a  netsourcing  provider,  Intira 
as  built  from  the  ground  up  to  focus 
n  business  availability,  not  mere  busi- 
ess  recovery  —  the  method  adopted 
y  first-generation  providers  and  out- 
)urcing  brokers  that  don't  have  direct 
)iiti()l  over  their  infrastructures.  This 

a  significant  distinction. 

Companies  must  weigh  the  risk 
ictors  when  deciding  whether  pre- 
sntion  strategies  are  better  than 
lilover  measures  as  a  means  of  pro- 
:cting  their  business.  The  business 
.'covery  approach  takes  action  to 
jstore  e-business  services  only  after 


structure  and  monitoring  enables  it 
to  detect  and  remedy  problems 
before  service  levels  and  application 
availability  are  affected. 

The  Service  Level  Playing  Field 

When  outsourcing  your  IT/network 
infrastructure,  you're  putting  your  e- 
business  on  the  line.  You  need  to  create 
a  strategic  relationship  with  a  partner 
that  takes  the  time  to  understand  the 
critical  nature  of  your  business.  The 
most  important  part  of  that  relationship 
is  the  Service  Level  Agreement  (SLA). 

The  SLA  is  an  essential  tool  for 
building  accountability  into  the 
provider-client  relationship  and  meas- 
uring the  provider's  performance.  In 
stark    contrast    to    first-generation 


SLA    offering    up    to    99.95    percent 
application  availability. 

Other  outsourcing  providers  pack- 
age their  business  recovery  services 
with  SLAs  that  allegedly  offer  99.99 
and  99.9999  percent  uptime. 
Prospective  customers  need  to  avoid 
the  "battle  of  the  nines"  and  put  such 
SLAs  under  intense  scrutiny.  Key  ques- 
tions to  ask  include: 

•  Is  the  SLA  focused  on  24x7  applica- 
tion availability? 

•  Is  it  really  a  single  SLA  or  just  a  shell 
housing  multiple  SLAs  reflecting  a 
jumble  of  subcontracted  services, 
software  and  hardware? 

•  Does  the  SLA  include  substantial 
penalties  that  highly  incent  the 
provider  to  deliver  on  its  promises? 


Netsourcing@Work:  myspace 


Myspace  provides  a  Web-based  service  located 
at  www.myspace.com  offering  businesses  and 
consumers  a  way  to  safely  store,  organize,  share  and 
distribute  information  on  a  private,  secure  virtual  hard 
drive.  The  company's  mission-critical  online  file  stor- 
age, collaboration  and  management  service  is  central 
to  its  business. 

Myspace  allocates  300  MB  to  each  user  and  is 
experiencing  an  exponential  customer  growth  rate  of 
more  than  500,000  new  users  per  month. 

"Our  business  is  riding  on  our  infrastructure  and  stor- 
age systems,"  says  Bud  James,  chief  technology  officer  of 
myspace.  "Our  applications  have  to  be  up  and  running  all 
the  time.  We  also  need  the  capacity  to  handle  surges,  per- 
formance spikes,  sudden  bandwidth  capacity  demands 


and  disk  utilization  issues  without  bogging  down  our  site." 
"We  chose  Intira  for  its  proven  ability  to  support  fast- 
growing,  high-functionality  sites  and  commitment  to 
providing  a  solid,  reliable  and  scalable  service  to 
myspace,"  adds  Ricky  Aaron,  CEO  of  myspace.  "Intira 
allows  us  to  meet  our  current  demands  while  rapidly 
expanding  our  capabilities  beyond  our  already  aggres- 
sive growth  model." 

Since  the  implementation  of  its  Intira  Netsourcing 
Solution,  myspace  and  its  customers  have  enjoyed 
significant  benefits. 

"Uploads  and  downloads  are  demonstrably  faster 
than  before,"  says  James.  "We're  relying  on  Intira  to  help 
us  maintain  these  service  levels  as  we  grow  to  upwards 
of  20  million  users." 
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•  Has  rlu'  provider  dcmonstrarccl  tlic 
capacity  to  meet  its  SLA  commitment? 

If  the  answer  to  any  ot  these  ques- 
tions is  "no"  then  you're  putting  your 
e-business  at  risk.  By  dehvering  one 
integrated  SLA,  Intira  is  able  to  focus 
on  what  matters  most  to  customers: 
apphcation  availabiMty. 

It's  important  to  note  that  Intira  also 
backs  its  SLA  with  a  service  level  man- 
agement strategy  that  incorporates  the 
people,  processes  and  tools  to  ensure 
service  levels  are  continuously  met.  It's 
the  reason  TeVeo,  Inc.,  a  leading  online 
digital  video  and  Web  camera  tech- 
nologies provider,  selected  Intira. 

"Our  comprehensive,  fully  managed 
Intira  Netsourcing  Solution,  covered  by 
a  single,  aggressive  and  comprehensive 
SLA,  gives  us  the  confidence  to  focus  on 
developing  and  promoting  our  propri- 
etary application,  not  on  the  technology 
to  support  it,"  says  Joyce  Cooper,  Web 
technology  architect  of  TeVeo,  Inc. 
"The  Intira  Netsourcing  Solution  helps 
us  establish  and  maintain  a  competitive 
edge  in  our  market." 

When  looking  for  a  strategic  part- 
ner to  enhance  its  offering,  Deloitte 
Consulting,  a  world  leader  in  profes- 
sional services,  chose  Intira.  The 
renowned  organization  understands 
the  substantial  value  netsourcing  is 
providing  companies  across  the  globe. 

"Deloitte  Consulting  sees  more  and 
more  world-class  organizations  looking 
to  netsourcing  in  order  to  fulfill  their 
e-business  infrastructure  needs,"  says 
Craig  Hodgetts  at  Deloitte  Consulting. 
"Intira  is  a  standout  example  of  the 
type  of  customer-focused  company  that 
Deloitte  Consulting  has  partnered  with 
while  building  our  business.  Together, 
the  companies  will  ensure  seamless  inte- 
gration between  customer  applications 
and  Intira's  Netsourcing  technology 
infrastructure  based  on  industry-lead- 
ing processes  and  standards." 

TeVeo  and  Deloitte  Consulting 
aren't  alone  in  their  commitment  to 
netsourcing. 

"The  widespread  customer  adop- 
tion of  netsourcing  demonstrates  an 
evolving  shift  towards  e-business  infra- 
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Intira  Corporation 

Enabling  e-business  with  a  foundation  you  can  count  on 

Intira  recognizes  that  your  application  is  your  business,  not  the  complex 
IT/network  infrastructure  and  operations  that  support  it.  That's  why  its 
Netsourcing  Solutions  are  built  and  engineered  from  the  ground  up  to  exclu- 
sively support  mission-critical  e-business  applications  with  the  highest 
levels  of  application  availability. 

Intira  Netsourcing  Solutions  combine  all  the  IT/network  elements  your 
e-business  applications  require  to  deliver  successfully  time  after  time  —  an 
integrated,  world-class  IT/network  infrastructure;  highly  automated,  secure 
operations  and  management  systems;  a  broad  set  of  highly-skilled  techni- 
cal resources;  and  a  full  range  of  robust,  value-added  services. 

And  because  Intira  has  direct  and  immediate  control  over  the  entire  infra- 
structure your  applications  reside  on,  it  can  offer  a  comprehensive  SLA 
guaranteeing  application  availability  up  to  99.95  percent,  as  well  as  a  single 
point  of  accountability  for  the  entire  Netsourcing  solution. 

Intira  is  driven  to  be  more  than  just  the  industry's  leading  Netsourcing 
provider.  It  wants  to  be  a  full-fledged  partner  in  your  success.  That's  why 
Intira's  Netsourcing  Solutions  are  designed  to  accelerate  your  time-to- 
market,  reduce  costly  staffing  and  technology  investments,  and  enable  you 
to  focus  on  building  your  core  business. 

With  Intira,  you  get  more  —  far  more  —  than  what  traditional,  first- 
generation  hosting  providers  or  outsourcing  brokers  offer  You  get  a  solid 
e-business  foundation  you  can  count  on  today  and  far  into  the  future. 


For  more  information  about  Intira's 

Netsourcing  Solutions,  please  visit 

www.intira.com  or  call  1-888-350-6290. 
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Structure  outsourcing,"  says  Chris 
Selland,  vice  president  of  e-business 
strategies  at  the  Yankee  Group.  "For 
organizations  with  enterprise-class 
e-business  and  internal  applications 
that  must  be  highly  available,  premier 
netsourcing  providers  such  as  Intira 
should  be  strongly  considered." 

Ensuring  E-Business  Survival 

Only  the  strong  will  survive  the  blis- 
tering demands  of  today's  e-business 
environment.  If  your  application  goes 
down,  it  may  very  well  take  your 
whole  business  with  it.  That's  the  cold, 
hard  reality  of  the  situation. 

You  need  to  think  carefully  —  and 
strategically  —  about  how  much  down- 
time risk  your  organization  is  willing  to 
absorb.  Ask  yourself  how  downtime 
will  affect  your  business  and  customers. 
What  are  its  potential  short-  and  long- 
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term   impacts.-'   Unless  you're  wearirJ 
rose-colored  glasses,  there's  absolute!  wii> 
no  upside  to  downtime. 

Netsourcing  is  clearly   leading  t[  ^'^' 
e-business    infrastructure   outsourcir   [^"[y, 
revolution   with   its  zero-tolerance  fc 
downtime.  It's  the  only  game  in  tow 
that  completely  offloads  the  weight  an 
worry  of  making  sure  your  missioi 
critical  application's  availability  is  ma)  but 
imized,  even  under  the  most  challengii 
conditions.  And  when  it  comes  to  ne 
sourcing,  no  other  vendor  has  Intira 
experience  or  success  in  providing  soli  *" 
tions  offering  maximum  pcrformanc 
availability  and  functionality. 

The  potential  rewards  of  the  glob; 
e-business  environment  are  enormou 
But  the  dangers  are  too.  Shifting  yoi 
infrastructure  focus  to  a   netsourcii 


witii  a  minimum  of  peril. 
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motlel  will  help  you  reap  the  benefi    j,  _ 
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FHE  INCREDIBLE  SHRINKING 
PRADE  DEFICIT?  NOT  YET 

Ixports  have  a  long  way  to  grow  just  to  keep  the  deficit  steady 


us.  ECONOMY 


A  WIDER  TRADE  GAP 
IN  HIGH-TECH  GOODS 


Is  the  trade  deficit  turning 
around?  That  hopeful  question 
•opped  up  after  the  August  data  showed  that  the 
.S.  foreign  trade  gap  shrank  by  more  than  $2  billion 
om  July,  the  largest  monthly  improvement  in  four 
>ars.  Equally  important,  the  yearly  growth  in  real 
erchandise  exports  finally  caught  up  with  the  ad- 
mce  in  imports,  something  that  hasn't  happened  in 
iree  years. 

The  August  data  notwithstanding,  talk  of  a  shrinking 
ade  deficit  is  premature.  The  best  that  can  be  said  is 
lat  the  rate  of  widening  in  the  gap  is  starting  to 
ow.  The  reason  for  a  more  cautious  view  is  a  case  of 
>me  not-so-fuzzy  math.  Because  imports  are  35%  big- 
jr  than  exports,  exports  must  grow  about  a  third 
ster  than  imports  just  to  hold  the  deficit  steady. 

That's  a  tough  uphill  climb 
for  exports,  and  it  will  steepen 
because  global  growth  looks 
set  to  slow  in  2001.  Taming 
the  deficit  will  also  be  tricky 
because  the  current  invest- 
ment boom  means  that  com- 
panies are  importing  more 
high-tech  equipment  than  the 
U.S.  exports  (chart). 

The  future  for  trade  has  im- 
plications for  the  wider  out- 
ok.  Trade  has  acted  like  a  safety  valve  during  crucial 
irts  of  this  expansion.  For  instance,  the  surge  in  do- 
estic  demand  has  been  met  largely  by  a  flood  of  im- 
)rts.  Without  them,  the  U.S.  economy  might  have 
ced  production  bottlenecks  and  shortages.  In  addition, 
ithout  competition  from  cheap  imports,  U.  S.  produc- 
■s  would  have  enjoyed  more  pricing  power  in  the 
190s,  leading  to  a  faster  inflation  rate  for  goods. 
That's  not  to  say  that  the  trade  deficit  can  widen  in- 
rminably.  At  some  point,  investment  opportunities 
the  rest  of  the  world  will  become  relatively  more  at- 
active  than  those  in  the  U.S.  The  U.S.  will  then 
ive  a  harder  time  drawing  the  funds  needed  to  finance 
3  massive  and  still-growing  external  obligations  with- 
it  at  least  some  depreciation  in  the  dollar 

BAT  DAY  OF  RECKONING  is  not  yet  on  the  horizon, 
lOugh.  That's  a  good  thing,  because  the  August  shrink- 
g  of  the  trade  gap  is  unlikely  to  be  repeated,  espe- 
ally  in  September,  when  higher  oil  prices  are  sure  to 
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swell  imports.  The  August  deficit  for  all  goods  and 
services  fell  to  $29.4  billion  from  July's  $31.7  billion, 
thanks  to  a  3.6%  jump  in  exports.  However,  much  of 
that  gain  was  in  high-tech  gear,  the  demand  for  which 
appears  to  have  weakened  in  September,  especially  in 
Europe  after  the  euro's  latest  slump. 

Even  so,  export  growth  has  picked  up  considerably. 
Real  goods  exports  for  the  first  two  months  of  the 
third  quarter  rose  13.7%  from  a  year  ago.  That's  almost 
double  their  pace  of  this  time  in  1999,  and  it  equals  the 
rapid  growth  in  imports  (chart).  The  recent  pickup  is 
why  trade  did  not  subtract  significantly  from  third- 
quarter  growth  in  real  gross  domestic  product. 

The  export  acceleration  is 
the  result  of  a  pickup  in  glob- 
al growth.  In  particular,  for- 
eign shipments  of  high-tech 
goods,  including  computers,  pe- 
ripherals, semiconductors,  and 
telecom  equipment  are  surg- 
ing as  companies  around  the 
world  get  more  involved  in  in- 
formation-based businesses. 

Looking  forward,  however, 
the  global  economy  is  not 
maintaining  its  first-half  momentum.  In  particular,  high- 
er energy  prices  are  squeezing  domestic  demand  in 
many  of  the  industrial  and  emerging-market  economies. 

Currency  fluctuations  are  also  causing  problems,  es- 
pecially in  the  euro  zone.  The  increasingly  weak  euro  is 
lifting  inflation  to  uncomfortable  levels,  especially  as  it 
magnifies  the  impact  of  costlier  imported  oil.  The  Eu- 
ropean Central  Bank  has  responded  by  raising  interest 
rates.  As  a  result,  growth  in  the  euro  zone  may  slow  to 
less  than  3%  in  2001,  from  a  bit  above  8%  this  year. 

BUT  IF  ANOTHER  SLOWDOWN  in  global  growth 

will  result  in  cooler  export  growth,  will  a  U.S.  soft 
landing  curb  imports  as  well?  Yes,  but  to  a  much  less- 
er degree  than  is  needed  to  narrow  the  trade  deficit. 
Remember  the  trade  math:  Import  growth  has  to  be 
far  below  that  of  exports  just  in  order  to  keep  the 
deficit  from  widening. 

Imports  edged  up  just  0.8%  in  August,  but  that 
looked  a  bit  fluky.  A  drop  in  oil  prices  cut  the  value  of 
petroleum  imports  even  though  the  number  of  barrels 
shipped  hit  a  record  310  million.  And  crude  prices 
started  to  rise  again  in  September  and  October,  which 
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should  boost  the  total  value  of  imports  for  those 
months.  That  suggests  the  trade  deficit  worsened  again 
at  least  in  September. 

Looking  further  out,  though,  spending  in  the  U.S. 
may  be  slowing  as  the  combined  impact  of  past  Federal 
Reserve  tightening,  higher  oil  prices,  and  a  fickle  stock 
market  temper  demand.  That  cooldown  will  become 
more  apparent  in  2001.  Instead  of  the  current  5!^% 
pace  for  domestic  spending,  demand  is  likely  to  grow 
between  3!^%  and  4%. 

All  other  things  being  equal,  that  slowdown  would 
imply  that  import  growth  will  drop  to  between  9% 
and  10%  in  2001,  down  from  the  current  14%  clip. 
However,  the  trade  math  says  that  exports  will  have  to 
grow  at  a  rate  of  12%  or  13%  just  to  hold  the  gap 
steady.  Exports  of  goods  and  services  are  currently 
grovdng  about  12%  per  year,  and  that  pace  is  likely  to 
slow  as  world  growth  edges  back  a  notch. 

IN  ADDITION,  the  shift  to  an  information-based,  pro- 
ductivity-driven economy  is  creating  a  structural  trade 
deficit — structural  because  it  is  not  all  caused  by  the 
broad  ups  and  downs  in  demand  but  by  longer-term 
shifts  in  the  relative  importance  of  technology  in  busi- 
ness investment. 

Just  as  overseas  investment  in  high-tech  equipment 
is  lifting  U.S.  exports,  the  current  domestic  invest- 
ment boom  is  lifting  high-tech  imports.  The  U.S. 
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trade  deficit  on  high-tech  goods  has  doubled 
just  two  years.  Back  in  the  early  1990s,  the  U.  S.  e: 
joyed  a  surplus  in  the  same  category. 

Investing  in  tech  equip- 
ment— whether  imported  or 
homemade — ^is  not  a  bad  thing 
for  the  economy,  since  such 
spending  lifts  productivity  and 
keeps  inflation  low.  But  it  is 
important  to  keep  in  mind  that 
this  structural  trade  gap  needs 
to  be  financed.  The  current 
level  of  private  savings  in  the 
U.S.  is  nowhere  near  large 
enough  to  cover  the  huge 
amount  of  investment  now  going  on  in  the  country. 

As  a  result,  the  U.S.  must  borrow  heavily  fro 
abroad.  Net  foreign  investment  has  ballooned  to 
record  23%  of  total  investment  (chart).  Little  wond( 
then,  that  the  U.  S.  current-account  deficit  will  contini 
to  grow  just  like  the  trade  gap. 

But  for  how  long?  That's  the  trade  question  th 
may  well  be  bandied  about  in  2001.  So  far  this  year,  fc 
eign-capital  flows  have  not  been  keeping  pace  with  t' 
vddening  in  the  current  account  as  weU  as  they  did  1 
year.  If  that  trend  were  to  continue  into  2001,  th^ 
some  dollar  depreciation — ^and  some  upward  pressure 
U.  S.  inflation — would  likely  result. 


'95    '96      '97      '98      '99      '00 
A  PERCENT 
DATA:  COMMERCE  OEPT ,  BUSINESS  WEEK 


GERMANY 


THE  EURO  IS  SLOWING  GROWTH-WHICH  HURTS  THE  EUR( 
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The  v^dse  men  have  spoken,  and 
they're  not  very  optimistic. 

On  Oct.  24,  the  German  govern- 
ment's six  economic  advisers,  the 
so-called  wise  men,  released  their 
forecast  for  the  economy  in  2001. 
They  expect  German 
real  gross  domestic 
product  to  grow  2.7%, 
down  from  3%  this 
year.  And  since  real 
GDP  has  grown  at  a 
3.9%  annual  rate  in  the 
first  half,  the  forecast 
implies  a  sharp  slow- 
down in  the  third  and 
fourth  quarters.  The 
magi  also  forecast  that 
inflation  in  2001  will  fall  below 
2%,  from  about  2.5%  in  2000. 

In  2001,  the  report  said,  "the 
retarding  effects  of  higher  oil 
prices  will  gradually  diminish,  but 
at  the  same  time,  the  dampening 
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effects  from  slower  external  de- 
mand and  tighter  monetary  policy 
will  be  more  and  more  felt."  Al- 
ready, the  European  Central 
Bank's  seven  hikes  in  interest 
rates  are  slowing  domestic  de- 
mand and  dimming 
business  prospects. 
German  business  con- 
fidence in  September 
fell  for  the  fourth 
straight  month 
(chart).  That  followed 
a  sharp  drop  in  the 
purchasing  managers' 
index. 

Although  the  Ger- 
man job  market  is 
picking  up — the  unemployment 
rate  hit  a  five-year  low  of  9.45% 
in  September — household  spend- 
ing is  being  held  back  as  rising 
import  prices,  thanks  to  the  weak 
euro  and  higher  energy  costs,  cut 
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into  buying  power.  Consumer 
prices  nationally  increased  2.5%  in 
the  year  ended  in  August,  a  5^- 
year  high.  Given  the  latest  round 
of  weakness  in  the  euro,  German 
inflation  is  likely  to  rise  higher  in 
coming  months. 

The  ECB  has  tried  to  turn  the 
euro  around  by  intervening  in  the 
currency  markets.  So  far,  though, 
the  action  hasn't  worked:  The 
euro  remained  at  near-record  lows 
in  mid-October.  Analysts  have 
said  that  unless  the  ECB  follows 
up  intervention  with  higher  rates, 
the  euro  will  remain  weak.  Highei 
rates,  though,  would  curb  German 
growth  even  further. 

Of  course,  the  euro  would  rise 
if  growth  prospects  in  the  euro 
zone  were  stronger  than  those  in 
the  U.  S.  But  with  the  zone's 
largest  economy  slowing  down, 
that  simply  isn't  the  case. 
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AOK'S  RISKY 
•UST  ACT 

,   ell  throw  a  wrench  into  his  well-oiled  GE? 
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It  was  vintage  Jack  Welch.  At  the  Oct.  23  press  conference  announcing  General  Electric  Co.'s 
$45  billion  acquisition  of  aerospace  and  industrial  conglomerate  Honeywell  International  Inc., 
the  GE  chairman  and  CEO  strutted  around  the  stage,  boasting  of  the  promise  of  the  deal  and 
challenging  analysts  who  hinted  that  he'd  face  tough  antitrust  scrutiny.  Welch  spoke  bullishly 
»f  the  acquisition— "It's  exciting  as  hell"— and  dismissed  the  notion  he  was  having  a  hard  time 
■elinquishing   power.   "It   ain't   anything   to   do   with   65   or   hanging   on,"   he   insisted. 


As  a  performance,  it  was  long  on  charismatic  promises 
nd  short  on  details.  More  important,  it  raised  questions 
iindamental  to  the  continued  success  of  America's  most  wide- 
yr  held  corporation:  Why  would  the  chief  executive  officer  of 
ne  of  America's  best-managed  corporations  take  on  such  a 
hallenge  only  weeks  before  announcing  his  successor? 
Velch's  move  risked  undermining  a  decision  that  has  been  ea- 
:erly  anticipated,  prepared  for,  and  massaged  for  years.  And 
side  from  that,  how  would  the  company  manage  the 
itegration  of  the  troubled  conglomerate  it  had  just 
natched  from  the  hands  of  rival  United  Technolo- 
:ies  Coq).?  For  all  the  looming  questions,  though, 
he  Welch  magic  seemed  to  work.  Most  investors 
mbraced  the  deal.  And  after  dropping  some  $6  a 
hare  on  news  of  the  purchase,  ge's  stock  re- 
ounded  to  $54 — just  below  its  pre-merger  price — in 
he  wake  of  Welch's  performance. 

Whether  investors  care  to  admit  it  or  not,  the  acqui 
ition  will  by  no  means  be  an  easy  one,  especially  for  Welch's 
ventual  successor.  Honeywell — ^itself  the  product  of  a  less-than- 
uccessfiil  merger  of  the  old  Honeywell  and  Allied  Signal  Inc. 
ust  11  months  ago — has  been  a  far  weaker  performer  than  GE 
nd  is  saddled  with  some  low-margin,  slow-growth  businesses. 
^d  even  though  the  potential  for  improvement  is  clear,  bring- 
ig  Honeywell's  unit  up  to  ge's  performance  standards  will  nei- 
her  be  a  simple  nor  short-term  task.  Meanwhile,  Welch's  an- 
louncement  that  he'll  stay  on  for  eight  months  beyond  his 
ilanned  April,  2001,  retirement — with  hints  he  could  remain 
:ven  longer — has  upended  what  had  been  hailed  as  a  model 
accession  plan  for  one  of  the  country's  most  respected  CEOs. 

It  all  made  for  one  heck  of  a  surprising  last  act  for  a  man 
vho  had  already  started  to  leave  the  stage.  Adding  to  the 
Irama  is  the  fact  that  this  deal  is  unlike  any  ge  has  tackled. 


It's  the  largest  acquisition  GE  has  ever  done,  comparable 
only  to  the  $6.4  billion  buy  of  rca  back  in  1986  in  terms  of 
what  it  adds  to  the  company's  size  and  scale.  The  new  GE  will 
be  a  megabehemoth,  with  expected  2001  revenues  of  $176  bil- 
Uon.  HoneyweU's  avionics  and  engines  unit  will  add  significant 
muscle  to  ge's  jet-engine  business,  an  operation  that  will  ac- 
count for  an  estimated  13%  of  the  new  company's  sales.  The 
deal  also  bulks  up  ge's  offerings  in  businesses  such  as  indus- 
trial controls  and  power  generation. 

Sure,  ge  has  proven  its  expertise  in  doing  small- 
er acquisitions — it  has  gobbled  up  some  134  com- 
panies worth  $17  billion  last  year  alone.  But  the 
much  larger  Honeywell  acquisition  will  require 
different  skills  altogether.  "It  is  easy  to  merge  a 
small  company,"  says  Patrick  A.  Gaughan,  a  grad- 
uate professor  of  Mergers  &  Acquisitions  at  Fair- 
leigh  Dickinson  University.  "But  the  integration 
problems  are  magnified  exponentially  here." 
The  bigger  question,  however,  is  whether  or  not  Welch's  as- 
yet-unnamed  heir  will  be  able  to  manage  what  will  be  an  even 
more  Roman-like  empire.  The  company  Jack  built  is  in  many 
ways  an  old-fashioned  conglomerate  that,  unlike  many,  works 
because  of  Welch's  phenomenal  management  skills  and  the 
knowledge  he  has  built  up  over  two  decades  of  constructing 
the  GE  edifice. 

But  there  will  be  important  differences  for  the  next  CEO. 
The  new  (;e  will  initially  have  more  than  450,000  employees, 
up  from  a  current  .340,000,  operate  in  more  than  100  countries, 
and  sell  everything  from  circuit  breakers  to  refrigerators  to 
jet  engines  to  mutual  funds.  Even  before  this  deal,  some 
questioned  whether,  without  Welch,  GE  was  becoming  a  com- 
pany too  big  and  complex  to  manage  effectively.  "Adding 
Honeywell  really  raises  the  stakes,"  says  Edward  E.  Lawler, 
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THE  BENEFITS 


■  It  will  add  7%,  or  about  10  cents,  to  GE's 
2001  earnings  per  share  and  could  yield 
$1.5  billion  in  joint  cost  savings. 

■  GE  will  become  far  and  away  the  largest 
supplier  in  the  aerospace  industry,  able  to 
offer  aircraft  makers  one-stop  shopping 
for  everything  from  engines  to  complex 
cockpit-software  systems. 

■  GE  has  turbocharged  its  performance  by 
shifting  away  from  manufacturing:  Higher- 
margin  services  now  make  up  70%  of 
revenues.  Expect  the  same  for  Honeywell. 

■  Welch's  prowess  with  the  Six  Sigma 
manufacturing  efficiency  program  should 
allow  GE  to  drive  major  productivity 
improvements  at  Honeywell. 


THE  CHALLENGES 


■  Honeywell  is  much  bigger  than  any  prior 
GE  acquisition,  and  many  of  its  businesses 
are  underperforming.  Righting  Honeywell's 
problems  won't  be  quick  or  easy. 

■  Honeywell  and  AlliedSignal  have 
struggled  to  build  a  unified  culture  since 
their  December,  1999,  merger.  Now,  GE 
will  inherit  that  struggle  while  attempting  to 
integrate  both  into  GE's  related  units. 

■  GE's  well-oiled  succession  plan  could  be 
pushed  off  course  by  CEO  Welch's  decision 
to  stay  on.  You  thought  filling  his  shoes  was 
already  going  to  be  difficult?  Well,  the  job 
just  got  a  whole  lot  tougher,  since  Welch's 
successor  will  have  to  manage  a  much 
larger  and  more  complex  conglomerate. 
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Welch  maintains  that  the  deal  will  close  by  Februa 


director  of  the  Center  for  Effective  Organizations  at  the 
University  of  Southern  California's  Marshall  School  of  Busi- 
ness. "It's  a  huge  order  for  somebody  to  step  in  and  manage 
the  complexity  that  has  been  created  by  this  acquisition." 

It  is  precisely  Welch's  record  in  managing  such  complexity 
that  has  made  him  an  icon.  Through  a  flurry  of  handwritten 
notes  to  employees,  endless  plant  visits,  and  a  hard-driving, 
hands-on  style,  Welch  has  insinuated  himself  into  every  nook 
of  the  business.  His  personal  charisma  and  one-of-the-boys 
style  inspire  an  intense  loyalty  and  teamwork;  his  ruthless  ob- 
session with  the  bottom  line  inspires  fear.  Together,  the  com- 
bination has  kept  the  $130  billion  conglomerate  riding  high  in 
both  stock  and  earnings  performance  for 
the  past  decade.  And  there's  little  doubt 
that  ge's  rich  price-earnings  valuation — 
it  trades  at  42  times  expected  2000  earn- 
ings, far  above  that  of  other  conglomer- 
ates— stems  directly  from  the  "Welch 
premium."  It's  a  reflection  of  investors' 
faith  in  Welch's  record  and  mystique.  In 
fact,  Honeywell  Chairman  and  CEO 
Michael  R.  Bonsignore  says  the  Honey- 
well board  felt  comfortable  accepting  ge's  the  merger 
overture  in  large  part  because  Welch 
made  it  clear  he  would  stay  on  to  oversee  the  merger. 

Comforting  as  that  may  be  in  the  short  term,  the  move 
creates  great  uncertainty  surrounding  one  of  the  most  close- 
ly watched  successions  in  corporate  history.  Welch  had  been 
expected  to  name  his  successor  within  weeks;  now,  he  says 
the  announcement  may  not  come  till  yearend.  The  betting  re- 
mains that  the  top  job  will  go  to  44-year-old  Jeffrey  R.  Im- 
melt,  president  and  CEO  of  GE  Medical  Systems.  He  has 


TEAMWORK 

Bonsignore  says 
Honeywell's 
board  is  relying 
on  Welch  to 
help  oversee 


boosted  sales  23%,  to  $6  billion,  at  the  once-sluggish  un  Jisltal 
and  has  the  team-building  expertise  and  whiz-kid  style  Welc  satlhf 
so  greatly  values. 

Still,  many  GE  observers  say  the  Honeywell  deal  coul 
give  a  big  boost  to  the  chances  of  W.  James  McNemey  Ji  bwsre: 
head  of  GE  Aircraft  Engines.  McNemey  would  play  a  critics  [fejts  i 
role  in  integrating  Honeywell's  aerospace  operations,  the  bus 
ness  at  the  heart  of  the  Honeywell  deal.  At  his  Oct.  23  pres 


LEFT  AT  THE  ALTAR,  WILL  UNITED  TECHNOLOGIES  STILL  WED' 


It  could  have  been  the  biggest  home 
run  of  CEO  George  David's  career:  a 
merger  that  catapulted  United  Tech- 
nologies Corp.  into  what  one  analyst 
calls  the  "super  league  of  industrial 
businesses."  But  after  months  of  negoti- 
ations and  careful  wooing  of  top  man- 
agement at  Honeywell  International 
Inc.,  David  suddenly  found  himself  jilt- 
ed, thanks  to  a  last-minute  bid  from 
General  Electric  Co.'s  richer  and  fiercer 
Jack  Welch.  "We  came  vrithin  10  min- 
utes of  doing  a  deal  for  $8  biUion  less 
than  General  Electric,"  says  David. 

He  has  good  reason  to  pout.  A  merg- 
er vdth  Honeywell  would  have  doubled 
revenues,  creating  a  $48  billion  power- 


house. Honeywell's  expertise  in  aero- 
space and  industrial  controls  would  also 
have  greatly  expanded  the  market 
reach  and  heft  of  United  Technologies, 
which  makes  Pratt  &  Whitney  engines, 
Otis  elevators,  Carrier  air  conditioners, 
Hamilton  Sunstrand  aerospace  systems, 
and  Sikorsky  helicopters. 

Most  important,  a  Honeywell  union 
would  have  given  UT  a  big  boost  in  the 
high-margin,  core  aviation-parts  busi- 
ness. Honeywell's  cockpit-avionics  suite 
and  other  aerospace  offerings  are  con- 
sidered tops  in  the  industry,  command- 
ing profit  margins  of  well  over  20%.  So 
a  merger  would  have  enabled  UT  to 
offer  a  nose-to-tail  product  line  in  a 
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CEO  David  says  Honeywell  was  an  opportunity,  not 
a  need-but  GE-Honeywell  will  be  a  tough  rival 


fiercely  competitive — and  consolid 
ing — sector. 

Instead,  the  Hartford  manufact 
now  faces  a  much  tougher  GE-Hor 
combo.  And  its  goal  of  doubling  r< 
enues  within  its  core  Pratt  &  Whi 
unit,  which  accounts  for  28%  of  o{ 
ing  earnings,  just  got  a  lot  harder 
is  a  wound — and  probably  near  a  ^^ 
organ,"  says  industry  headhunter 
tin  H.  Bauman.  He  thinks  the  ne\ 
petition  and  consolidation  could  se 
on  an  acquisition  spree  to  compett 
GE  or  risk  losing  mai-ket  share. 

That  said,  losing  Honeywell  is 
a  death  blow  to  UT,  which  has  see 
earnings  grow  at  a  steady  double 
pace  for  the  past  several  years.  E 
ter  getting  investors  jazzed  about 
prospect  of  a  Honeywell  merger, 
suddenly  in  the  spotlight:  Wall  St 
wants  UT  to  find  another  route  to 
blockbuster  growth.  Says  (Joldm; 


tilr 
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t  antitrust  experts  say  it  will  take  many  months  more 


conference,  Welch  called 
McNemey,  51,  the  driving 
force  behind  the  deal.  But 
if  Immelt  gets  the  nod,  ex- 
ecutive recruiters  say  Mc- 
Nerney  would  likely  bolt 
for  a  CEO  job  elsewhere. 
That  would  be  a  major 
loss,  making  the  task  of  in- 
tegrating Honeywell  far 
more  difficult. 

Even  more  disturbing  is 
that  Welch's  vow  to  stay 
raises  questions  about 
whether  ge's  vaunted  ex- 
ecutive bench  is  as  deep 
and  rich  as  people  think. 
Roger  M.  Kenny,  a  man- 
aging partner  at  New 
York-based  Boardroom 
Consultants,  notes  that  the 
potential  successors  have 
run  single  businesses — not 
the  mix  of  disparate  oper- 
tions  that  make  up  GE.  "They've  never  run  multiple  business 
ijies  at  the  same  time,"  says  Kenny.  "Now,  there's  a  tremen- 
lous  amount  of  complexity."  Adds  Charles  M.  Elson,  director 
f  the  Center  for  Corporate  Governance  at  the  University  of 
)elaware:  "The  fact  that  Welch  is  staying  an  extra  year 
uggests  that  combining  the  two  companies  would  be  too 
nuch  for  the  heir." 
Regulatory  delays  could  give  Welch  the  opportunity — or 


the  need — to  extend  his  stay  even  fiirther.  While  the  GEO  has 
maintained  the  deal  will  close  in  February,  antitrust  experts 
think  that's  a  long  shot.  They  warn  that  approval  may  be  de- 
layed many  months  as  the  merger  gets  tough  scrutiny  in  the 
U.  S.  and  in  Europe.  Even  though  there  isn't  a  lot  of  direct 
overlap  between  ge  and  Honeywell  products,  regulators  will 
take  a  particularly  hard  look  at  the  two  aerospace  businesses. 
They  will  be  studying  whether  GE  could  grab  market  share  by 
bundling  certain  products  they  want  to  promote  with  other 
more  popular  products  or  services. 

Regardless  of  when  it  gets  approval,  there's  no  doubt  the 
Honeywell  deal  creates  real  opportunities  for  ge.  From  the 
get-go,  ge  expects  the  buy  to  add  at  least  7%  earnings  per 
share,  or  10(^,  in  2001.  And  Welch  figures  combining  the  com- 
panies should  ultimately  yield  $1.5  billion  in  cost  savings. 
While  he  gave  few  specifics  on  where  those  savings  would  be 
found,  analysts  expect  brutal  workforce  cuts. 

Of  course,  the  real  payoff  comes  by  adding  muscle  to  ge's 
already  powerful  business  franchises.  The  best  fit  is  clearly  in 
the  combination  of  the  aerospace  units.  That  will  yield  a 
$22-billion-in-sales  operation  that  marries  Honeywell's  strength 
in  business-jet  engines  and  cockpit  avionics  with  ge's  massive 
business  in  larger  jet  engines.  Combining  them  should 
strengthen  cje's  hand  in  cross-selling  other  products  and  ser- 
vices to  big  customers.  In  fact,  analysts  figure  it  was  the 
threat  of  United  Technologies  garnering  that  sort  of  edge 
with  Honeywell  that  prompted  Welch  to  swoop  in  and  snatch 
it  in  the  first  place.  "The  company  will  be  able  to  give  full 
nose-to-tail  coverage  for  customers  such  as  Boeing,"  says 
Steven  Roorda,  an  analyst  at  American  Express  Financial  Ad- 
visors, an  investor  in  both  ge  and  Honeywell. 

Some  other  GE  and  Honeywell  businesses  enjoy  a  similar 


&  Co.  analyst  Howard  A.  Rubel: 
is  a  missed  opportunity,  but  it 
tie  final  inning  in  the  game." 
he  wake  of  the  failed  deal,  in  fact, 
ors  pushed  up  shares  of  manufac- 
such  as  Rockwell  International, 
sdrich,  and  Parker  Hannifin  in  the 
hat  LIT  might  come  courting.  All 
boast  a  solid  array  of  industrial  of- 
3.  And  Rockwell  and  BFGoodrich 
io  well  positioned  in  the  aviation 
Only  by  making  the  company 
diversified  and  bigger  through 
aking  does  ut  stand  a  chance  of 
I  close  to  a  GE-like  stock  valuation. 
ir  weaker  valuation — it  trades  at 
les  estimated  2000  earnings,  while 
s  a  kingly  42 — is  a  big  reason  that 
'a\nd  had  no  choice  but  to  back 
in  the  face  of  ge's  offer, 
dd,  though,  is  unbowed.  He  says 
aneywell  deal  was  more  an  oppor- 
than  a  pressing  need.  And  he  in- 
hat  UT  doesn't  need  to  do  a  deal 
ospace;  instead  it  will  simply  go 
o  "business  as  usual."  That  means 
ling  to  the  more  modest  annual 


spending  of  up  to  .$2  billion  for  small  ac- 
quisitions that  boost  his  core  areas  of 
business.  He's  looking  to  beef  up  divi- 
sions such  as  Otis  and  Carrier,  for  in- 
stance, because  both  are  in  industries 
that  David  considers  ripe  for  consolida- 


FLYING  SOLO: 

Can  UT's  Pratt  & 
Whitney  go  it  alone? 

tion.  Nor  does  he 
foresee  any  souring 
of  ut's  current  cor- 
porate relations 
with  Honeywell.  He 
expects,  for  in- 
stance, to  continue 
ut's  existing  joint 
ventures  with  Hon- 
eywell in  areas  such 
as  MyAircraft,  an  e- 
commerce  Web  site. 
Nevertheless,  af- 
ter losing  such  a 
plum  opportunity  to 
transform  his  com- 
pany into  a  corpo- 
rate behemoth,  it  must  be  cold  comfort 
indeed  to  have  to  content  himself  with 
snatching  up  such  morsels.  And  mean- 
while. General  Electric  just  keeps  get- 
ting bigger  and  bigger. 

By  Diane  Brady  in  New  York 


BUSINESS  WFFK  /  NOVEMBER  6.  2000  43 


Our  process  to  reduce  sulfur  in  gasoline 

HELPS  THOSE  WHO  DON'T  EVEN  DRIVE. 


:^>m^^ 


'-i«Su 


Sulfur  is  a  naturally  occurring  element  in  gasoline 
and  contributes  to  air  pollution.  But  until 
recently,  the  methods  used  to  remove 
sulfur  from  gasoUne  weren't  very  efficient.  So 
Phillips  is  developing  a  nev;^  process  that 
removes  more  than  90%  of  the  sulfur  in 
standard  gasoline  without  significant  loss  of 


octane  or  volume.  It's  an  innovation  that  will' 
help  us  reduce  harmful  emissions  from  cars,' 
improve  air  quality  and  meet  proposed 
sulfur  regulations  for  years  to  come.  And 
it's  just  one  of  the  many  ways  we  live  up  toi 
the  name  The  Performance  Company  pim  ' 
PHILLIPS  PETROLEUM  COMPANY  @ 


For  a  copy  oj  our  annual  report,  call  918-661-3700,  write  lo:  Phillips  Annual  Report,  B-41,  Ac/cimis  Blcl^.,  Barllesville.  OK  7-iOO-l:. 

or  viait  us  at  www.phillips66.com.  | 
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COCKPIT  KING 

Honeywell's 
avionics  unit  will 
complement 
GE's  jet  business 


AN  EVEN  BIGGER  BEHEMOTH 


6,000 
6,830 


675 


omplementary  fit.  Honeyu'ell's  microturbine  business — small 
as  turbines  used  by  some  large  companies  for  backup  pow- 
r — should  bolster  gr's  offerings  in  the  power  sector.  And  in 
idustrial  systems,  while  ge  focuses  on  making  plant  controls 
)r  industries  such  as  aerospace  and  autos,  Honeywell  sells 
ear  and  software  to  manage  oil,  gas,  and  chemicals  plants. 

Despite  such  tantalizing  syner- 
ies,  Welch's  Honeywell  bet  also 
arries  substantial  operational  risks. 
'or  one  thing,  customers  may  not 
'ant  one-stop  shopping.  "We  don't 
uy  engines,  auxiliary  power  units, 
nd  avionics  on  one  purchase  order, 
nd  we  don't  expect  to  in  the  fu- 
are,"  says  Boeing  Chairman  and 
Eo  Philip  M.  Condit.  Instead,  he 
all  continue  to  look  for  the  best 
applier  in  each  product  line. 

Moreover,  Honeywell  is  no  star 
erformer.  It  has  been  battered  by 
xternal  forces  and  internal  mis- 
ikes.  Higher  raw-material  costs 
ecause  of  rising  oil  and  gas  prices 
ave  hurt  divisions  such  as  the  $4.1 
illion  performance-materials  unit. 
;nd  the  company  has  suffered 
■om  poor  execution,  such  as  when 

decision  to  outsource  key  aero- 
pace  components  was  followed  by 
applier  shortages. 

Honeywell's  bottom  line  has  been 
it  hard  by  these  headaches.  Man- 
gement  originally  promised  20% 
amings-per-share  grovv^h  this  year, 
ut  in  July,  CEO  Bonsignore  said       ^iJlP.^f.'^.?.^. ^j^^_^      ...    2,192_ 


GE'S  SALES  ARE  DIVERSIFIED  AND  LARGE... 

^k  2000  ESTIMATES* 

^^  REVENUES   OPERATING  PROFITS 

AIRCRAFT  ENGINES 
APPLIANCES 
BROADCASTING 
GE  CAPITOL 
INDUSTRIAL  SYSTEMS 
MATERIALS 
POWER  SYSTEMS 
TECHNICAL  PRODUCTS 
ALL  OTHER 
TOTAL 


Indeed,    academic    re- 
search would  have  share- 
holders   nix    many    such 
deals  at  their  announce- 
ments. Timothy  Loughran, 
associate  professor  of  fi- 
nance   at    University    of 
Notre     Dame's    business 
school,  studied  947  acquisitions  from  1970  to  1989. 
Over  the  long  term,  he  found  that  shareholders 
generally  do  not  benefit  from  mergers — and  that 
the  worst  performance  came  from  friendly  stock 
deals  such  as  the  GE-Honeywell  deal. 

ge's  troops  are  betting  that  they  can  defy  that 
history.  Most  observers  say  Honeywell  operations 
will  be  divvied  up  and  quickly  folded  into  existing 
operations.  Then,  ge's  management  will  aggres- 
sively try  to  expand  into  higher-margin  service 
businesses  that  can  be  developed  from  Honeywell's 
manufacturing  base.  While  Honeywell  has  been 
aiming  to  build  up  those  sorts  of  annuity-like  revenue  streams 
via  services  such  as  the  management  of  process-control  systems 
at  oil  refineries,  only  40%  of  sales  now  come  from  services. 
Compare  that  to  70%  of  ge's  total  sales.  And  while  there  are 
certain  Honeywell  units  that  analysts  say  ge  could  jettison,  in- 
cluding some  low-margin  performance-materials  businesses, 
ge's  use  of  pooling  accounting 
may  preclude  major  divestitures 
for  up  to  two  years. 

Welch  &  Co.  will  also  be  look- 
ing to  wring  inefficiencies  out 
of  Honeywell.  Its  average  em- 
ployee generates  about  $209,000 
,QQOf)  9 '?8Pi  i"^  revenue  per  employee,  vs. 

-.1.-:. ..'....:..._  $382,000  at  GE.  To  improve  Hon- 
eywell's productivity,  ge  will 
push  its  expertise  with  Six  Sig- 


...'......—.      ma,  the  manufacturing-efficiency 
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BUT  HONEYWELL  COULD  OFFER  SYNERGIES 


5,200 
2,255 
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Honeywell 


2000  ESTIMATES* 


REVENUES   OPERATING  PROFITS 


rowth  will  come  in  at  only  around 
:2%  to  14%  and  that  sales  would 
row  at  an  even  more  modest  8% 
)  10%.  ge's  earnings  per  share  this 
ear  should  be  up  19%  on  sales 
rowth  of  16%.  "The  issues  at  Hon- 
ywell  run  a  bit  deeper  than  we 
nought"  in  terms  of  it  being  a 
juick-fix  candidate,  says  Art  Barry, 
•ortfoUo  manager  at  Federated  In- 
■estors,  a  Honeywell  investor. 


AUTOMATION  AND  CONTROL 
PERFORMANCE  MATERIALS 
POWER  AND  TRANSPORTATION 
ALL  OTHER 
TOTAL 


7,416 

4,110 

3,585 

80 

25,096 


1,082 
386 
313 
N/A 

3,973 
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**Does  not  include  corporate  eliminations 


program  that  attempts  to  cut 
defects  to  a  minimum,  through- 
out Honeywell. 

Certainly,  execs  who  grew  up 
in  the  former  AlliedSignal,  run 
for  years  by  ge  vet  Lawrence 
A.  Bossidy,  who  had  embraced 
Six  Sigma,  may  be  comfortable 
in  ge's  culture.  But  managers 
from  the  old  Honeywell,  where 
the  focus  on  efficiency  was  less 
intense,  may  suffer,  "ge  has  to 
manage  a  cultural  change,"  says 
Prudential  Securities  Inc.'s 
Nicholas  P.  Heymann.  "ge  moves 
at  the  speed  of  light,  while  these 
other  guys  move  at  the  speed 
of  sound."  The  question  now  is 
whether  ge's  speed — and  Welch's 
expertise — will  be  enough  to 
make  his  swan  song  a  thing  of 
beauty  or  an  ugly  duckling. 

By  Amy  Barrett  in  Philadel- 
phia and  Pamela  L.  Moore,  Di- 
ane Brady,  Nanette  Byrnes,  and 
Louis  Lavelle  in  New  York,  vrith 
Andy  ReinJuirdt  in  San  Ma.f£o 
and  Dan  Carney  in  Washington 
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2001  SATURN  L300 


PERFORMANCE  SEDAN 


182-horscpowcr,  3.0-litcr  V-6 

Four-wheel  disc  brakes 

Anti-lock  brakes  with 
Traction  Control 

Four-speed  automatic 

Leather  Appointments 

Power  windows,  locks  and 
heated  exterior  mirrors 

Six-way  power  driver's  seat 

AM/FM/CD/Cassette  with 

amplifier,  sub-woofer 

and  premium  speakers 

Remote  keyless  entry 

Security  System 

Cruise  control 

Alloy  wheels 

Sport-tuned  suspension 

Foglamps 

Dent-resistant  polymer 
doors  and  fenders 

^      M.S.R.R  $22,140 


www.saturn.com 


A   Different   Kind   o/"  Company. 
A   Different   Kind   of  Car. 


\^s^^ 


Our  pcrsoiialily,  philosopliy  aiul  wav  4  business  is  the  same  today 

.IS  it  was  ten  years  a^o.  Thai  ;ed,  and  we  suspect  it  never  will. 

What's  changed  are  the  ears.  F  he  l.-Scrics  are  made  unhke  our  other  Saturn 


dels.   I  iiey're  roomier,  more  responsive,  more  luxurious,  and  to  be  honest, 
iIk\  re  more  expensive.  lUit  when  you  compare  iheni  to  cars  with  ilu 
Slim   leatures,  they're  still  thousands  less. 


Kecause,  lik.  .,v,  ,  Saturn,  the  I 
(iiiess  that's  another  thinu  a 


es  you  a  lot  hn  )our  inoii' 
A\\  not  j^oing  to  chan- 
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CORPORATE  PROFITS 


THINGS  LOOK  GREAT. 
JUST  D0N7  LOOK  TOO  FAR 

Flash  profits  are  strong,  but  analysts  see  a  2001  slowdown 


A  glance  at  corporate  profits  in  the 
third  quarter  suggests  that  the 
good  times  just  keep  on  rolling:  Af- 
ter two  consecutive  quarters  of 
209J>-plus  growth,  business  week's  flash 
profits  survey  of  114  bellwether  com- 
panies showed  another  25%  surge.  In 
many  instances,  results  handily  beat 
Wall  Street's  expectations.  "For  many 
companies,  we're  not  talking  about  a 
penny  [a  share]  better  than  expecta- 
tions," notes  i/b/e/s  International  Inc. 
equity  strategist  Joseph  Kalinowski,  who 
predicts  a  17%  profit  gain  for  the  Stan- 
dard &  Poor's  500-stock  index  in  the 
third  quarter. 

Despite  that  stellar  showing  by  Cor- 
porate America,  however,  there's  a 
growing  feeling  that  the  third  quarter 
may  stand  as  the  high-water  mark  for 
profits.  Reason:  the  "four  Es" — ener- 
gy, the  euro,  the  election,  and  the  econ- 
omy. Indeed,  many  execs  are  growing 
more  cautious:  "I  won't  use  the  'R' 
word,  but  my  mind  is  set  around  a 
continued  slowing  of  the  economy," 
notes  Eastman  Kodak  Co.  Chief  Ex- 
ecutive Daniel  A.  Carp. 

Even  as  Wall  Street  analysts  are 
celebrating  the  current  quarter,  they 
have  slashed  their  outlook  for  the 
fourth  quarter  for  the  S&P  500,  from 
15.6%  in  early  October  to  12.9%,  notes 
Charles  L.  Hill,  director  of  research  at 
First  Call/Thomson  Financial.  And  with 
the  economy  expected  to  trail  off 
from  the  heady  6.1%  rise  in 
gross  domestic  product  over 
the  past  four  quarters  to 
4%  or  less  in  the  com- 
ing year.  Hill  believes 
2001  profit  growth 
could    easily    slide 


from  Wall  Street's  current  13.9%  fore- 
cast, perhaps  to  around  10%.  And  some 
analysts  believe  the  drop  could  be  low- 
er. Economists  at  Standard  &  Poor's 
DRI  division,  which  builds  earnings  fore- 
casts from  broader  economic  trends 
than  do  most  Wall  Street  firms,  believe 
earnings  at  both  public  and  private 
companies  overall  could  rise  just  2% 
next  year.  "We  should  see  a  fairly  pre- 
cipitous slowdown  in  2001,"  warns  Sara 
L.  Johnson,  director  of  North  America 
research  for  DRI. 

EURO  SLIDE.  Despite  the  projected  40% 
gain  in  high-tech  profits  this  quarter, 
analysts  have  been  cutting  their 
fourth-quarter  estimates  from  29%  to 
19%.  While  demand  remains  robust  in 
some  sectors — including  semiconduc- 
tors, where  Texas  Instruments  Inc.  re- 
ported a  69%  surge  in  third-quarter 
profits  and  Altera  Corp.  turned  in  a 
112%  earnings  gain — the  question  is 
how  much  longer  tech  can  deliver 
eye-popping  gains. 

Indeed,  analysts  note  that  the  con- 
tinuing slide  in  the  euro  is  likely  to  take 
a  bite  out  of  the  profits  of  tech  compa- 
nies hke  .JDS  Uniphase,  Novell,  and  Au- 
todesk, each  of  which  generate  30%  or 
more  of  their  sales  from  the  Continent. 
"If  the  dollar  remains  at  current  levels 
for  the  fourth  quarter,  the  situation  can 
only  get  worse,"  says  John  Joyce,  chief 
financial  officer  for  IBM.  The  bottom  line: 
The  road  ahead  is  going  to  get  bumpier 

for  Corporate  America. 
By   Dean   Foust   in 

Atlanta,  with  David 

Rocks  in  New  York, 
Geoffrey  Smith  in 
Boston,  and  bureau 
reports 


CURRENT  QTR.  SALES 
(MILLIONS) 


INDUSTRIALS 


407,717.7 


ABBOTT  LABORATORIES  3,317.9 

ALCOA  6,298.0 

AMERICAN  STANDARD  1,961.0 

ARCHER  DANIELS  MIDLAND  t  4,634.8 

BLACK  &  DECKER  1,133.2 


BOEING  11,877.0 

BRISTOL-MYERS  SQUIBB  5,299.0 

CATERPILLAR  4,779.0 

CHEVRON  13,586.0 

COCA-COLA  5,543.0 


COLGATE-PALMOLIVE 

CONAGRA  t 

CORNING 

CROWN  CORK  &  SEAL 

DANA 


2,366.5 
6,801.6 
1,944.0 
1,954.0 
2,855.0 


DUPONT 

EASTMAN  CHEMICAL 
EASTMAN  KODAK 
EXXON  MOBIL 
FORD  MOTOR 


6,445.0 

1,387.0 

3,590.0 

58,852.0 

40,064.0 


GENERAL  ELECTRIC  32,014.0 

GENERAL  MOTORS  42,606.0 
GEORGIA-PACIFIC  GROUP  5,310.0 

GILLETTE  2,321.0 

GOODYEAR  TIRE  &  RUBBER  3 ,482 .4 


HASBRO  1,072.6 

HONEYWEU  INTERNATIONAL  6,216.0 

IBP  4,154.3 

INTERNATIONAL  PAPER  7,800.0 

JOHNSON  &  JOHNSON  7,204.0 


LEAR 
LIUY  (ELI) 
MATTEL 
MAYTAG 
MERCK 


3,144.1 
2,811.9 
1,583.8 
1,056.4 
10,567.5 


MINNESOTA  MINING  &  MFG.  4,252.0 

NIKEt  2,636.7 

NUCOR  1,163.1 

PEPSICO  4,909.0 

PFIZER  7,205.0 


PHELPS  DODGE 
PHILIP  MORRIS 
RAYTHEON 
SCHLUMBERGER 
SHERWIN-WIUIAMS 


1,193.4 
15,757.0 
4,160.0 
2,447.3 
1,411.9 


TEMPLE-INLAND 

TEXACO 

TYCO  INTERNATIONAL 

UNITED  TECHNOLOGIES 

USG 


1,049.0 

13,359.0 

7,805.4 

6,465.0 

895.0 


USX-MARATHON  GROUP 
USX-U.S.  STEEL  GROUP 
WEYERHAEUSER 
WHIRLPOOL 


9,287.0 
1,430.0 
3,690.0 
2,570.0 


SERVICES 


191,403.9 


ALLSTATE 

AMERICAN  EXPRESS 

AMR 

AVIS  GROUP  HOLDINGS 

BANK  OF  AMERICA 


7,445.0 
5,981.0 
5,256.0 
1,130.3 
NA 
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EST.  EPS     REPORTED 
%CHC.    (8/17/2000)       EPS 


DIFF. 


CURRENT  OTR. SALES 

(MILLIONS)  %  CHG. 


QTR.  PROFITS  EST.  EPS     REPORTED 

(MILLIONS)      %CHG.    (8/17/2000)       EPS 


DIFF. 


4^33 

058 

0,59 

+0,01 

4^40 

0.42 

0.42 

— 

>42 

0.52 

0.42 

-0.10 

+14 

1.25 

1.23 

-0.02 

+201 

0.14 

0.17 

+0.03 

+1S 

1.03 

1.03 

— 

4^28 

0.66 

0.70 

+0.04 

+13 

0.61 

0.62 

+0.01 

-1 

0.68 

0.62 

-0.06 

+163 

1.65 

2.35 

+0.70 

+  36 

0.41 

0.43 

+0.02 

+15 

0.43 

0.44 

+0.01 

+44 

0.31 

0.30 

-0.01 

+79 

0.29 

0.28 

-0.01 

-63 

0.71 

0.35 

-0.36 

-82 

0.90 

0.41* 

-0.49 

+210 

0.59 

0.53 

-0.06 

+194 

1.07 

1.27 

+0.20 

+78 

1.60 

1.36 

-0.24 

+105 

1.05 

1.28 

+0.23 

-7 

0.95 

0.53 

-0.42 

+20 

0.32 

0.32 

— 

-5 

1.64 

1.55 

-0.09 

-43 

1.15 

0.85* 

-0.30 

-1 

0.34 

0.33 

-0.01 

NM 

0.41 

-0.04 

-0.45 

-84 

0.37 

0.08 

-0.29 

-49 

0.77 

0.76* 

-0.01 

-24 

0.67 

0.79 

+0.12 

+21 

0.77 

0.53* 

-0.24 

+14 

0.88 

0.89 

+0.01 

-2 

0.67 

0.59 

-0.08 

+6 

0.70 

0.71 

+0.01 

-53 

0.43 

0.24 

-0.19 

-27 

0.98 

0.74 

-0.24 

+19 

0.73 

0.78 

+0.05 

+9 

1.24 

1.25 

+0.01 

+5 

0.75 

0.77 

+0.02 

-1 

0.93 

0.85 

-0.08 

+21 

0.39 

0.40 

+0.01 

+23 

0.26 

0.27* 

+0.01 

+155 

0.23 

0.50 

+0.27 

+16 

0.98 

1.03 

+0.05 

NM 

0.40 

0.39 

-0.01 

+85 

0.34 

0.35 

+0.01 

-4 

0.73 

0.66 

-0.07 

-28 

1.30 

1.05* 

-0.25 

+106 

1.14 

1.46 

+0.32 

+145 

0.63 

0.64* 

+0.01 

+451 

0.96 

0.98 

+0.02 

-44 

1.88 

1.48 

-0.40 

-47 

0.88 

1.14* 

+0.26 

NM 

0.54 

0.26* 

-0.28 

-16 

1.20 

0.90 

-0.30 

-37 

1.60 

0.98 

-0.62 

+3 

0.66 

0.67 

+0.01 

+31 

0.70 

0.87 

+0.17 

+14 

0.52 

0.54 

+0.02 

+51 

1.66 

1.96 

+0.30 

+23 

1.31 

1.36 

+0.05 

-15 

1.30 

1.10 

-0.20 

BANK  ONE 

NA 

NA 

581.0 

-37 

0.50 

0.50 



CHASE  MANHATTAN 

NA 

NA 

884.0 

-26 

1.01 

0.66 

-0.35 

CITIGROUP 

25,074.0 

+25 

3,088.0 

+27 

0.65 

0.67 

+0.02 

CNF 

1,534.9 

+9 

27.7 

-37 

0.83 

0.66* 

-0.17 

COSTCO  WHOLESAlf  ttt 

10,589.2 

+20 

200.2 

+31 

0.43 

0.43 

— 

CSX 

2,039.0 

-27 

59.0 

NM 

0.42 

0.28 

-0.14 

DOW  JONES 

500.3 

+6 

-33.9 

NM 

0.54 

0.55* 

+0.01 

ENRON 

30,007.0 

+154 

292.0 

+1 

0.33 

0.34 

+0.01 

FEDEXt 

4,778.7 

+11 

168.7 

+6 

0.54 

0.58 

+0.04 

FIRST  UNION 

NA 

NA 

852.0 

+6 

0.70 

0.86 

+0.16 

FLEETBOSTON  FINANCIAL 

NA 

NA 

841.0 

+18 

0.83 

0.90 

+0.07 

GANNETT 

1,599.3 

+24 

208.3 

+5 

0.80 

0.79 

-0.01 

HCA-THE  HEALTHCARE  CO. 

4,093.0 

+5 

174.0 

+26 

0.31 

0.31 

— 

HERTZ 

1,437.8 

+7 

142.8 

+3 

1.43 

1.33 

-0.10 

KAUFMAN  A  BROAD  HOME 

981.0 

-7 

44.6 

+17 

1.11 

1.14 

+0.03 

MCDONALD'S 

3,749.0 

+9 

548.5 

+1 

0.42 

0.41 

-0.01 

McGRAW-Hia 

1,391.7 

+6 

217.7 

+14 

1.10 

1.11 

+0.01 

MERRIU  LYNCH 

10,853.0 

+28 

885.0 

+53 

0.85 

0.94 

+0.09 

MORGAN  (JJ>.) 

NA 

NA 

514.0 

+16 

2.55 

2.77 

+0.22 

MORGAN  STAM£Y  DEAN  WITTER 

11,711.0 

+36 

1,246.0 

+28 

1.13 

1.09 

-0.04 

PAINEWEBBER  GROUP 

2,445.2 

+31 

135.8 

-2 

0.94 

0.85 

-0.09 

SAFEWAY 

7,457.2 

+15 

270.0 

+21 

0.52 

0.53 

+0.01 

SCHWAB  (CHARLES) 

1,322.5 

+30 

142.3 

-1 

0.14 

0.10 

-0.04 

SEARS  ROEBUCK 

9,627.0 

+5 

278.0 

+18 

0.80 

0.81 

+0.01 

SUPERVALU  ft 

5,333.8 

+29 

57.3 

+26 

0.45 

0.43 

-0.02 

SYSCO t 

5,360.2 

+15 

144.0 

+36 

0.37 

0.43 

+0.06 

TENET  HEALTHCARE  t 

2,893.0 

+  1 

154.0 

+20 

0.45 

0.48 

+0.03 

TIME  WARNER 

6,873.0 

+2 

88.0 

-77 

0.08 

0.06 

-0.02 

TRICON  GLOBAL  RESTAURANTS 

1,658.0 

-8 

59.0 

-70 

0.72 

0.77* 

+0.05 

UAL 

4,905.0 

+1 

-110.0 

NM 

2.76 

-1.29* 

-4.05 

UNION  PACIFIC 

3,070.0 

+6 

256.0 

+17 

1.05 

1.00 

-0.05 

UNITED  PARCEL  SERVICE 

7,367.0 

+10 

702.0 

+22 

0.59 

0.60 

+0.01 

WELLS  FARGO 

NA 

NA 

1,070.0 

+11 

0.64 

0.64 

— 

WINN-DIXIE  STORES  t 

2,940.9 

-7 

.  9.4 

-57 

0.13 

0.07 

-0.06 

TECHNOLOGY 

82,280.5 

+14 

10,678,2 

+41 

0,30 

0.32 

+0.02 

AMERICA  ONLINE  f 

1,975.0 

+34 

345.0 

+91 

0.13 

0.13 

— 

APPLE  COMPUTER  ttt 

1,870.0 

+40 

170.0 

+53 

0.45 

0.47 

+0.02 

COMPAQ  COMPUTER 

11,200.0 

+22 

550.0 

+293 

0.29 

0.31 

+0.02 

EMC 

2,283.0 

+34 

458.2 

+55 

0.19 

0.20 

+0.01 

GATEWAY 

2,530.1 

+16 

152.6 

+35 

0.45 

0.46 

+0.01 

HUGHES  ELECTRONICS 

IBM 

INTEL 

MICROSOR  t 

MOTOROLA 


1,688.5 
21,781.0 
8,731.0 
5,800.0 
9,493.0 


+4 
+3 

+19 
+8 

+15 


-104.3 
1,963.0 
2,509.0 
2,581.0 
531.0 


NM 
+11 
+72 
+18 
+366 


-0.09 
1.08 
0.41 
0.41 
0.26 


-0.09 
1.08 
0.36 
0.46 
0.23 


-0.05 
+0.05 
-0.03 


ORACLE  t 

SUN  MICROSYSTEMS  t 

TEXAS  INSTRUMENTS 

XEROX 


2,261.9 
5,045.0 
3,160.0 
4,462.0 


+14 

+60 

+26 

-4 


500.7 

510.0 

679.0 

-167.0 


+111 
+88 
+69 

NM 


0.07 
0.25 
0.33 
0.16 


0.09 

0.30 

0.38 

-0.26 


+0.02 
+0.05 
+0.05 
-0.42 


UTILITIES  &  TELECOM 


54,807.0 


+  15 


6,355( 


+39 


0  45 


0.53 


+0.( 


AMERICAN  ELECTRIC  POWER  3,921.0  +11  403.0  0  1.11  1.25  +0.14 

AT&T  16,975.0  +4  1,319.0  -19  0.38  0.35  -0.03 

BELLSOUTH  6,903.0  +7  1,036.0  +4  0.56  0.55  -0.01 

SBC  COMMUNICATIONS  13,453.0  +8  2,999.0  +164  0.57  0.88  +0.31 

SOUTHERN  7,479.0  +100  614.0  0  0.93  0.95  +0.02 


SPRINT  FON  GROUP 
SPRINT  PCS  GROUP 


4,403.0 
1,673.0 


+2 
+98 


384.0 
-390.0 


-8 

NM 


0.50 
-0.48 


0.43 
-0.41 


-0.07 
+0.07 


t  First-quarter  results  tt  Second-quarter  results  ttt  Fourth-quarter  results 

NM  =  not  meaningful  NA  =  not  available  *EPS  adjusted  for  special  items 

DATA:  COMPUSTAT.  PROVIDED  BY  STANDARD  &  POORS  INSTITUTIONAL  MARKET  SERVICES.  EARNINGS  ESTIMATE  DATA 
PROVIDED  BY  l/B/E/S  INTERNATIONAL  INC  .  NEW  YORK.  NY,  l/B/E/S  IS  A  REGISTERED  TRADEMARK  OF  l/B/E/S  INTERNATIONAL  INC 
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is  i&  Commentary 


SUDDENLY,  MOBILE  PHONE! 
AREN'T  MOVING  SO  FAST 

Among  the  Big  Three,  only  Nokia  is  still  sizzling 


This  ought  to  be  prime  time  for  wire- 
less phonemakers.  The  fourth  quar- 
ter, anchored  by  the  holiday  shop- 
ping season,  is  generally  a  cellular 
bonanza;  sales  and  profits  pour  in.  It's 
curious,  then,  that  two  of  the  world's 
three  cellular  giants  are  forecasting 
Scrooge-like  results  this  time  of  year. 

Indeed,  coal  in  the  stocking  might  be 
better  for  Swedish  telecom  gear  maker 
Ericsson.  On  Oct.  20,  it  announced  that 
its  handset  business  would  likely  suf- 
fer full-year  losses  of  $1.59  billion,  twice 
what  analysts  expected.  A  week  earlier. 
Motorola  Inc.  in  Schaumburg,  111., 
warned  that  profit  margins  in  its  phone 
business  would  reach  just  6.5%  in  the 
fourth  quarter,  less  than  the  10%  it  had 
predicted.  Only  Nokia  Corp.  has  a  jolly 
outlook.  It  posted  19%  margins  and  ex- 
tended its  lead  in  global  market  share. 
"They're  simply  executing  better  than 
the  other  guys,"  says  Paul  S. 
Dittner,  an  analyst  with  re- 
searcher Dataquest  Inc. 

What  gives?  Partly,  it's  the 
market.  Phenomenal  world- 
wide annual  growth  in  hand- 
sets of  more  than  45%  has 
eased  to  about  30%.  And 
U.S.  growth  will  slow  from  a 
fat  50%  this  year  to  mid-30% 
next  year.  At  the  same  time, 
price-conscious  buyers  are 
demanding  cheaper  phones. 


Those  problems  are  sorting  the  win- 
ners from  the  losers.  Just  two  years 
ago,  the  Big  Three — Nokia,  Motorola, 
and  Ericsson — held  a  firm  grip  on  the 
global  wireless  market.  Through  June, 
Nokia  was  on  top  with  a  27.5%  share. 
Motorola  held  15.6%,  and  Ericsson  had 
10.3%.  Nokia  continues  to  sizzle.  But 
analysts  expect  Motorola  and  Ericsson 
to  slip  as  rivals  like  Samsung,  Alcatel, 
and  Siemens  have  come  from  nowhere 
to  each  grab  nearly  6%  of  the  market. 
"The  troika  is  no  more,"  remarks  Sea- 
mus  McAteer,  a  senior  analyst  at 
Jupiter  Research. 

Lesser-known  vdreless  players  are 
now  targeting  international  markets.  Al- 
ready, Mitsubishi  Corp.  is  the  dominant 
maker  of  Internet  phones  for  AT&T 
Wireless.  Samsung  is  the  No.  1  provider 
of  phones  to  Sprint  PCS  and  is  opening  a 
new  plant  in  Spain  to  increase  its  Eu- 


HANDSET 
WARS 

Nokia  and  a 
feisty  crop  of 
new  rivals  are 
winning  as 
onetime  powers 
iVIotorola  and 
Ericsson  lose 
ground 


ERICSSON 


■IHROIIGHIHf  SfCDNDQIMIUCR 
•INCLUOtS  SAMSUNG,  Si  IMtNS.  AND  ALCATEL 


ropean  share.  It  has  achievec 
10%'   profit  margins   whik 
selling  more  than  5  millior 
phones    a    quarter    thi 
year  Alcatel  and  France's 
little-known  sagem  leac 
the  mid-  and  low-pricec 
market    in    such    Europear 
countries  as  Spain  and  France 
Indeed,  Europe  is  one  of  th 
key  markets  where  Motorol; 
and  Ericsson  have  lost  momen 
turn.  Growth  there  has  com( 
from  the  prepaid  wireless  phone 
card  business,  where  users  buy 
phone  for  $100  or  less  and  a  card  loadec 
with   a   certain   number   of  minutes 
Nokia,  by  contrast,  has  excelled  in  pre 
paid  products  along  with  Siemens  an( 
Matsushita  Communication  Industria 
Co.,  which  markets  the  Panasonic  branc 
NEW  RIVALS.  Motorola  says  lower  price 
put  pressure  on  profit  margins.  Th 
same  issue  has  hurt  Ericsson 
,  While  company  execs  say  Ei 

icsson  will  remain  in  the  hand 
set  business,  which  accounts  fo 
just  20%  of  its  sales,  many  industry  ob 
servers  expect  the  Swedish  equipmen 
maker  to  exit  the  market  because 
hasn't  been  able  to  accurately  predic 
demand  and  make  phones  quickly  an< 
profitably.  "The  wheels  are  coming  off  c 
the  handset  business,"  says  Dataquest' 
Bryan  Prohm. 

As  others  stray,  Nokia  has  staye 
ahead  by  setting  a  new  standard  fo 
handset  production.  It  has  built  the  in 
dustry's  strongest  brand  and  streanr 
lined  manufacturing  to  keep  costs  doviT 
Remaining  grounded  in  this  evei 
changing  market  is  crucial.  The  mucl 
anticipated  third  generation — due  in 
couple  of  years — could  allow  new  riva 
to  leap  ahead.  Matsushita  and  Mitsubisl 
have  proven  that  they  can  deliver  nift 
products  in  Japan  that  zap  short  mes 
sages  and  color  images.  Asian  vendor 
will  have  "a  leg  up  on  competitors 
when  3G  networks  start  in  other  mai 
kets,  Prohm  says. 

Even  Nokia,  which  has  been  slow  t 
market  with  next-genemtion  data  phone 
isn't  immune.  Still,  ceo  Jorm 
Ollila  isn't  worried  about  th 
newcomers.  "This  is  not 
market  where  you  jump  i 
after  making  an  announce 
ment  at  a  trade  show,"  Ollil 
says.  But  clearly,  the  wireU>f 
phone  business  is  no  longx 
just  a  matter  of  offering  tli 
best  holiday  products. 

By  Roger  O.  Crocket  I 
Chicago,  with  Stephen  Bak( 
in  Paris 


OTHERS" 
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COMMENTARY 

By  Peter  Coy 


RESEARCH  LABS  GET  REAL.  IT'S  ABOUT  TIME 


While  you  stand  there 
jabbing  at  buttons, 
opening  side  panels, 
and  wondering  why  you  can't 
get  a  simple  Hl^-by-ll  copy  out 
of  your  Xerox  copier,  the  deep 
thinkers  at  Xerox  Corp.'s  fa- 
bled Palo  Alto  Research  Cen- 
ter are  trying  to  improve  your 
life.  Not  right  away,  though. 
Later  this  century,  thanks  to 
research  on  exotic  stuff  such 
as  a  robot  named  PolyBot  or 
"smart  matter"  embedded 
with  microscopic  machines. 
They're  even  working  on  nat- 
ural language  processing — 
presumably,  so  that  when  you 
curse  the  copier,  it  will  under- 
stand you. 

They'd  better  work  quickly, 
though,  because  parc  is  up  for 
grabs.  As  part  of  a  company- 
wide  effort  to  raise  money  and 
cut  costs,  Xerox  said  on  Oct. 
24  that  it  would  seek  partners 
for  the  lab.  PARC  is  famous  for 
landmark  inventions  such  as 
Ethernet  computer  network- 
ing and  the  point-and-click  in- 
terface that  did  little  or  noth- 
ing for  Xerox  shareholders. 
Though  PARC  consumes  less 
than  10%  of  Xerox'  R&D  bud- 
get, its  enormous  ambitions 
send  the  wrong  message  for  a 
company  that  needs  to  refocus 
on  making  money.  Now,  co- 
ovmers  will  likely  demand 
PARC  researchers  work  on 
more  practical,  short-term 
business  problems.  And  that's 
a  good  thing. 

FERTILE.  Xerox'  woes  might 
seem  to  provide  evidence  that 
there's  something  wrong  with  the 
U.  S.  system  of  corporate  r&d.  That's 
not  the  case.  Innovation  is  rife  in  the 
U.  S.,  from  industrial  labs  to  contract 
i-esearch  outfits  and  Silicon  Valley 
startups.  Says  Martin  N.  Baily,  chair- 
man of  the  President's  Council  of 
Economic  Advisers:  "We've  been  able 
to  generate  a  fertile  breeding  ground 
because  we  have  a  range  of  funding 
mechanisms." 

Start  vdth  the  corporate  labs, 
which  once  resembled  ivory  towers. 
Today,  their  PhDs  are  getting  their 
hands  dirty  on  real-world  customer 
problems.  But  "Xerox  has  been  rela- 


PRAGMATIC 


Corporate  R&D 
today  is  results-oriented.  Even 
Xerox'  PARC  may  get  the  idea 


tively  slow"  to  latch  on  to  that  trend, 
says  Massachusetts  Institute  of  Tech- 
nology economist  Rebecca  M.  Hen- 
derson, an  expert  on  corporate  R&D. 

Companies  that  get  more  pragmat- 
ic about  research  aren't  dropping  the 
"R"  to  do  more  "D."  Many  tough 
business  problems  can't  be  solved 
without  resorting  to  basic  science — 
but  these  days  it's  a  lot  more  fo- 
cused. The  National  Science  Founda- 
tion says  growth  of  industry 
investment  in  research  outpaced  in- 
vestment in  development  from  1994 
to  1998,  64%  vs.  46%.  One  product 
bom  of  basic  research  is  IBM's  Micro- 


drive, which  is  the  size  of  a 
matchbook.  It  harnesses  a 
phenomenon,  giant  magne- 
toresistance,  that  was  con- 
fined to  academic  labs  until 
IBM  physicists  caught  wdnd  of 
it.  Says  Paul  Horn,  ibm's  se- 
nior vice-president  for  re- 
search: "We  want  to  capture 
new  ideas  wherever  they 
bubble  up." 

And  they  often  bubble  up 
outside  of  corporate  labs.  The 
fastest  growing  source  of  in- 
dustrial R&D  is  startups  fund- 
ed by  venture  capitalists.  The 
amount  of  vc  funding  soared 
from  $5  billion  in  1988  to  an 
annual  rate  of  $100  billion  so 
far  this  year.  Josh  Lerner  of 
Harvard  Business  School  has 
found  that  vc-backed  compa- 
nies produce  lots  of  patents 
that  are  frequently  cited, 
shovdng  that  startups  aren't 
freeloading  off  research  done 
by  others. 

Smart  corporations  also  are 
getting  ideas  from  the  outside. 
Cisco  Systems  Inc.  has  per- 
fected R&D  by  acquisition, 
snapping  up  20  companies  this 
year  alone.  But  even  Cisco  re- 
alizes that  buying  tech  compa- 
nies isn't  sufficient.  It  spends 
14%  of  revenue  on  its  ov\ti 
R&D.  Venture  capitalists  agree 
that  acquisitions  aren't  the  full 
answer:  "If  I  were  a  CEO,  I 
would  want  to  oviti  my  corpo- 
rate competency,"  says  Mark 
W.  Perry,  general  partner  with 
New  Enterprise  Associates,  a 
Menlo  Park  (Calif.)  vc  firm. 
With  corporate  labs  nar- 
rowing their  vision,  who  will  fund  re- 
search that  produces  the  Ethernets 
of  the  future?  Government,  for  one, 
should  boost  support  for  basic  re- 
search. For-profit  companies  may 
also  pick  up  some  of  the  slack.  For 
instance,  Judy  Estrin,  Cisco's  former 
chief  technology  officer,  has  co-found- 
ed Packet  Design  Inc.  in  Menlo  Park, 
Calif.,  to  solve  Internet  problems. 

There  are  many  good  models  for 
industrial  r&d.  The  one  model  that 
doesn't  seem  to  work  is  PARC's:  cor- 
porate lab  as  dream  factory. 

Coy  is  associate  economics  editor. 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  William  Symonds 


A  FRESH  FACE  GOULD  DO  WONDERS  FOR  GILLEnE 


Warren  E.  Buffett  is  one  of  the 
most  patient  investors.  But 
even  he  has  had  enough  of  the 
alarming  decline  of  Gillette  Co.  On 
Oct.  19,  Buffett  and  other  board 
members  asked  cp:o  Michael  C.  Havi^- 
ley  to  resign  and  installed  32-year 
company  veteran  Edward  F.  De- 
Graan  as  acting  CEO.  Now  the 
question  is  where  the  board 
will  find  a  permanent 
chief.  Buffett  is  signal 
ing  a  strong  desire 
for  an  outsider. 

This  would  be  a 
radical  step  for 
Gillette,  which  has 
one  of  Corporate 
America's  most  in- 
sular cultures.  But 
that  very  cul- 
ture— though  it 
provided  the  basis 
of  Gillette's  success 
for  years — now  bears 
as  much  blame  for  the 
company's  troubles  as 
any  one  individual.  After 
two  years  of  stagnant  sales,  re- 
peatedly missed  earnings  forecasts, 
and  a  stock  that  has  been  cut  in  half, 
investors  have  lost  confidence  that  the 
executives  long  steeped  in  Gillette's 
way  of  doing  business  will  be  able  to 
bring  needed  change.  "What  Gillette 
needs  now  is  some  shaking  up,"  ar- 
gues Harvard  Business  School  profes- 
sor Rosabeth  Moss  Kanter. 

For  years,  Boston-based  Gillette 
has  been  led  by  executives  like  Haw- 
ley,  who  have  spent  decades  working 
their  way  up  the  ladder.  Gillette  has 
not  looked  outside  for  a  top  operat- 
ing executive  since 
1973,  when  Vincent 
Ziegler,  then  chair- 
man, brought  in  a 
marketing  maven 
from  Hunt-Wesson 
Foods  as  his  heir  ap- 
parent. But  that  ex- 
periment failed  in 
just  over  a  year. 

Those  who've  risen 
to  the  top  have  in- 
variably succeeded 
because  they  are 
masters  at  the 


growi:h  formula  that  served  Gillette 
so  well  for  decades.  Honed  in  the 
shaving  market,  which  the  company 
has  dominated  for  nearly  a  century, 
the  formula  relies  on  the  enormous 
engineering  expertise  to  develop  su- 
perior products  for  which  Gillette 
charges  a  premium. 


INVESTORS  CET 
NICKED,  TOO 
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Problem  is,  while  this  formula  still 
works  in  the  blade  business,  "it 
clearly  isn't  working  on  some  of  their 
other  categories,"  says  Don  Stuart, 
partner  at  marketing  consultants 
Cannondale  Associates.  Exhibit  A  is 
Duracell,  where  Gillette  rolled  out  a 
premium-priced  battery,  but  still  lost 
market  share  and  saw  margins  fall. 
The  even  deeper  problem  is  that 
it's  virtually  the  only  way  Gillette  ex- 
ecutives know  how  to  do  business. 
This  cultural  mind-set  has  made  it 

difficult  for  insiders  to 
find  new  solutions. 
"They  need  a  large 
infusion  of  fresh 
blood,"  says  Stuart. 

The  key  challenge 
for  the  next  CKO  is  to 
invent  "a  next-gener- 
ation business  design 
that  will  build  a  foun- 
dation for  another  10 
years  of  growth," 
says  Adrian  Sly- 
wotzky,  a  business 
strategy  expert  at 


Mercer  Management  Consulting.  And 
that  will  likely  require  "an  outsider 
who  can  bring  in  fresh  insights,  espe- 
cially in  marketing,"  argues  Gary 
Stibel,  founder  and  principal  of  the 
New  England  Consulting  Group. 
SAME  AGAIN?  That  creates  a  huge 
hurdle  for  DeGraan,  who  was  previ- 
ously president.  Buffett  calls  him  a 
"terrific  candidate"  to  vdn 
the  CEO  job  permanently. 
But  DeGraan  is  cut 
from  the  same  cloth 
as  his  predecessors. 
In  Gillette's  core 
shaving  business,  he 
oversaw  much  of 
the  development  of 
two  blockbuster 
blades:  Sensor  and 
Mach3.  But  he 
bears  much  of  the 
responsibility  for 
the  Duracell  disap- 
pointments. Morever, 
he  says  his  job  now  is 
simply  to  "complete  and  ac- 
celerate the  strategies  [that 
were]  agreed  to"  under  Hawley. 

No  wonder  investors  are  clamor- 
ing for  a  fresh  face.  Removing  Haw- 
ley "was  a  great  step  forward,"  says 
Henry  Asher,  president  of  Northstar 
Group,  a  New  York  investment  firm. 
But  now,  he  adds,  "they  need  some- 
one from  outside  the  company." 

To  be  sure,  parachuting  in  a  high- 
profile  outsider  doesn't  always  work. 
Just  look  at  C.  Michael  Armstrong's 
troubles  at  AT&T  and  George  M.  C. 
Fisher's  rocky  reign  at  Eastman  Ko- 
dak Co.  Still,  Stibel  predicts  there 
will  be  outstanding  candidates  eager 
to  become  a  hero  at  Gillette. 

Even  DeGraan  admits  that  an  out- 
sider "would  probably  be  accepted" 
at  Gillette  during  these  troubled 
times.  The  reason:  "A  lot  of  our  em- 
ployees own  a  lot  of  Gillette  shares," 
he  says.  "I  get  a  lot  of  e-mails  from 
employees,"  he  adds.  The  main  mes- 
sage: "Do  something  about  the  stock 
price."  For  now,  the  best  way  to  do 
that  may  be  to  go  outside  the  compa- 
ny for  the  next  CEO. 

Bureau    Chief   Symonds    covers 
Gillette  from  Bontmi. 
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Deutsche  Banc  Alex.  Brown 


Fueling  the  success  of  our  clients 
makes  us  a  winning  team 

Deutsche  Bank  has  again  been  voted  the  #1  Investment  Bank  for  Capital  Raising 


EUROMONEY    GLOBAL    FINANCING    POLL 


2000 


In  this  poll  of  treasurers  and  financial  officers  at  corporations,  financial  institutions,  state  agencies  and 
supranational  organizations,  respondents  were  asked  to  nominate  banks  providing  the  best  service  in 
capital  raising  and  liability  management. 

#1  Overall  Capital  Raising 


Capital  Raising 

■  #1  International  Equity  Offerings 

■  #1  Euro-Straights 

■  #1  Euro  Floating  Rate  Notes 

■  #1  Private  Placements  and  Structured  Notes 

■  #1  EMTN  (Arrangers  &  Dealers) 

■  #1  ECP  (Arrangers  &  Dealers) 

■  #1  Raising  Capital  in  Europe 

■  #2  Using  the  Internet  to  Raise  Capital 

■  #2  Raising  Capital  in  the  Emerging  Markets 


Liability  Management 

■  #2  Overall  Risk  Management 

■  #1  Credit  Derivatives  -  Service 

■  #1  Exotic  Options  -  Euro 

■  #1  FX  Spot  &  Forwards  -  Euro 

■  #1  Forward  Rate  Agreements  -  Euro 

■  #1  Short-term  OTC  Interest  Rate  Swaps 
(Euro  &  Yen) 

■  #1  Providing  Fair  Value  on  Instruments 
Previously  Sold 

■  #2  Credit  Derivatives  -  Pricing  &  Ideas 

■  #2  FX  Spot  &  Forwards  (USD  &  Yen) 


When  business  needs  capital,  Deutsche  Bank  comes 
through. 

Whether  it's  equities,  fixed  income  or  tools  for  managing 
risk,  clients  get  the  financing  they  need,  in  a  package  that 
grabs  investors'  attention. 

That's  why  we've  been  voted  the  #1  Investment  Bank  for 
Capital  Raising  -  for  the  second  year  in  a  row. 

We've  always  believed  that  if  we  put  our  customers  first, 
we  would  come  out  on  top  in  global  investment  banking. 
Global  performance  in  raising  capital  -  another  reason  why 
Deutsche  Bank  is  leading  to  results. 


GLOBAL  PERFORMANCE 

leading  to  results' 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Paul  Raeburn 


AFTER  TACO  BELL:  CAN  BIOTECH  LEARN  ITS  LESSON? 


It's  been  a  chaotic  month  for  the 
biotech  industry.  The  trouble  began 
in  late  September  when  genetically 
engineered  animal  com — potential- 
ly harmful  to  humans — was 
found  in  Taco  Bell  taco  shells. 
Then  it  showed  up  in  Safeway 
Inc.'s  house-brand  taco  shells. 
In  mid-October,  Kellogg  Co. 
shut  down  a  production  line  in  Mem- 
phis, because  testing  had  delayed 
grain  deliveries. 

What  is  perhaps  most  embar- 
rassing for  the  industry  is 
that  aU  of  this  was  trig- 
gered by  its  critics.  The  an- 
imal-feed contamination 
was  discovered  by  the  Ge- 
netically Engineered  Food 
Alert,  a  coalition  of  environ-       T^mci^ 
mental  groups  that  favor 
tougher  biotech  regulations.  They 
are  now  busy  testing  all  the  com 
products  they  can  get  their 
hands  on.  Some  millers  and 
food  processors  say  they  vidll 
buy  only  white  com  untO  all  of 
the  animal  com — which  is  yel- 
low— has  been  accounted  for. 

Once  again,  it  seems,  the  industry 
has  hurt  itself  with  its  unyielding  op- 
position to  labeling  or  special  regula- 
tions for  biotech  foods.  Many  con- 
sumers, already  wary  of  biotech  foods, 
will  likely  become  even  more  skepti- 
cal. It  could  cost  the  industry  millions 
to  find  the  animal  com  and  get  it  out 
of  the  food  supply.  And  distributors 
and  food  companies  will  find  them- 
selves stuck  with  com  they  can't  use 
or  sell. 

ALLERGENS?  More  than  just  the  in- 
dustry's well-being  is  at  stake,  howev- 
er. Properly  used,  these  new  biotech 
crops  have  enormous  potential  to  re- 
duce pesticide  use,  improve  human 
nutrition,  and  ease  hunger  in  develop- 
ing countries.  But  none  of  that  will 
happen  unless  consumers  believe  that 
the  foods  are  safe. 

The  genetically  engineered  com. 


YIELD 


called  Starlink,  is  made  by  Aventis 
CropScience,  a  U.  S.  subsidiary  of 
Aventis  of  France.  Starlink  was  al- 
tered to  make  it  resistant  to  pests.  It 
carries  a  foreign  protein  that  is  proba- 
bly safe  for  human  consumption  but 
which  does  have  some  of  the  chemical 
characteristics  of  a  human  allergen — a 
general  term  for  substances  that  can 
theoretically  trigger  anything  from  a 
mild  allergy  to  a  fatal  case  of  shock. 

Animal  feed  is  not  supposed  to  get 
into  the  food  supply,  whether  or  not  it 
is  genetically  engineered.  This  is  a 
clear  case  where  special  tracking  of 
biotech  crops  might  have  allowed  the 
industry  to  find  the  contaminated  com 


Because  the  safety  of  biotech 
foods  is  still  disputed,  the  industry  should 
agree  to  labeling  and  better  oversight 


and  remove  it  from  the  human  food 
supply  much  more  quickly  than  it  is 
able  to  do  now. 

Instead,  the  industry  is  scrambling. 
Gary  Strube,  manager  of  the  Superior 
Cooperative  Elevator  Co.  in  northern 
Iowa,  tested  31  cars  of  grain  in  a  75- 
car  train  bound  for  Archer  Daniels 
Midland  Co.  processing  plants 
in  Iowa.  He  found  Starlink  in 
18  of  the  31  cars  tested  and 
stopped  testing — he  as- 
sumed the  entire  lot  was 
bad.  He  sold  it  for  chicken 
feed  in  Arkansas — he  won't 
say  to  whom — at  a  price  7(2 
less  than  what  he  would  have  re- 
ceived from  ADM. 

Aventis  is  trying  to  find  and  buy 
back  all  the  Starlink  com,  which 
was  planted  on  350,000  acres 
across  the  country.  But  it  is  har- 
vest time,  and  9  million 
bushels  have  left  the  farm. 
They  could  already  be  in  the 
human  food  supply. 

That  helps  explain  the  other 
move  Aventis  has  up  its  sleeve. 
On  Oct.  25,  Aventis  asked  the  Envi- 
ronmental Protection  Agency  to  tem- 
porarily approve  Starlink  for  human 
use.  That  would  neatly  solve  Aventis' 
problem — and  infuriate  its  critics.  "I 
think  consumers  would  be  outraged," 
says  Charles  Margulis,  the  genetic- 
engineering  specialist  at  Greenpeace. 
"You're  telling  them  this  is  a  poten- 
tial allergen,  but  because  it's  inconve- 
nient for  the  industry,  we're  going  to 
go  ahead  and  let  people  be  experi- 
mented on." 

None  of  this  has  led  the  biotech- 
food  industry  to  soften  its  opposition 
to  labeling  or  to  any  special  regula- 
tions for  biotech  products.  But  it's 
time  for  a  change.  Biotech  foods  are 
new,  they  are  different,  and  they 
deserve  special  regulations.  The  in- 
dustry should  drop  its  opposition  to 
tougher  regulations.  That  could 
boost  consumer  confidence  and  dis- 
arm the  critics.  Then  we  might 
all  begin  to  enjoy,  much  sooner, 
the  benefits  that  biotech  foods  can 
provide. 

"With  Julie  Forster  in  Chicago  and 
Paul  Magnv^son  in  Washingtoji,  I).  C. 


I 


54  BUSINESS  WEEK  /  NOVEMBER  6,  2000 


©2000  FedEx  See  FedEx  Service  Guide  lor  terms  ol  carnage 


ORDERING 

CHINESE? 


FedEx  provides  direct  service  from  the  U.S.  to  the  most  Asian  cities,  including  Hong  Kong, 
Beijing,  Shanghai  and  Shenzhen.  From  Taipei  to  Tokyo,  from  Seoul  to  Singapore,  FedEx 
is  your  gateway  to  the  Far  East.  And  now  FedEx  introduces  tine  International  Resource  Center, 
ttie  one  stop  tor  all  your  international  trade  needs.  Let  our  International  Document  Assistance 
program  guide  you  through  the  customary  red  tape  of  international  shipping.  Find  out 
more  about  the  International  Resource  Center  and  our  full  menu  of  FedEx  services  at 
fedex.COm  or  call  1-800-Go-FedEx.  Be  absolutely  sure? 


News:  Analysis  &  Commentary 


COMMENTARY 


By  William  Symonds 


A  TWO-PARTY  SYSTEM  IN  NAME  ONLY 


The  mere  mention  of  Ted 
Kennedy's  name  gets  con- 
servative Republican 
blood  boiling  and  eyes  blaz- 
ing. So  you  might  think 
the  GOP  would  be  eager  to 
take  on  the  liberal  patri- 
arch as  he  runs  for  re- 
election this  November. 
But  not  in  Massachu- 
setts, where  Republi- 
can leaders  have 
adopted  the  astonish- 
ing position  of  implying 
that  Kennedy  is  the 
best  man  for  the  job  he 
has  held  since  1962. 

True,  there  will  be  a 
Republican  on  the  bal- 
lot for  Kennedy's  seat: 
Jack  E.  Robinson  III, 
a  Harvard  University-ed- 
ucated lavv^er  and  entre- 
preneur. But  Robinson  has 
become  such  an  embarrass- 
ment that  state  party  offi- 
cials have  refused  to  en- 
dorse him.  Robinson's 
campaign  nearly  aborted  on 
take-off  last  March  when  the 
self-styled  reformer  released  a 
detailed  "complete  report  to  the  citi- 
zens of  the  Commonwealth"  on  his 
checkered  past.  In  it,  Robinson  dis- 
cussed a  drunken-driving  arrest  near 
Fenway  Park,  why  he  failed  the  bar 
exam  three  times,  and  a  restraining 
order  that  a  former  girlfriend  took 
out  against  him  in  1998,  alleging  he 
had  forced  her  to  engage  in  sexual 
relations.  "I  am  not  a  groper,"  Robin- 
son declared,  noting  the  woman  later 
agreed  to  drop  the  charges. 
FORFEITED  FIGHT.  Undaunted,  Robin- 
son insists  his  "grass-roots  guerrilla 
campaign  vdll  pull  off  an  upset,"  just 
as  John  F.  Kennedy  shocked  the  pros 
by  beating  Senator  Henry  Cabot 
Lodge  Jr.  in  1952.  But  with  a  cam- 
paign war  chest  of  some  $25,000 — vs. 
$6  million  for  Kennedy — "he  can't 
possibly  win,"  says  Gerry  Chervin- 
sky,  president  of  Massachusetts  poll- 
sters KRC  Communications  Research. 
In  fact,  Robinson  may  end  up  finish- 
ing third  behind  Libertarian  Carla 
Howell,  who  advocates  abolishing 
federal  income  tax  and  gun  laws  and 


In  Massachusetts,  Ted 

Kennedy  has  been 

practically  endorsed 

by  the  GOP 


full  privatization  of  Social  Security. 

Robinson  is  the  most  obvious — but 
far  from  the  only — sign  of  the  dis- 
turbing descent  of  Massachusetts 
into  a  one-party  state.  Republicans 
are  not  fielding  candidates  for  half 
the  10  congressional  seats  on  the  bal- 
lot— all  of  which  are  held  by  Democ- 
rats. And  the  state  party  has  forfeit- 
ed the  battle  for  control  of  the 
legislature:  Republicans  are  contest- 
ing just  62  of  160  seats  in  the  Massa- 
chusetts House  and  a  mere  14  of  40 
seats  in  the  state  Senate.  With  only 
13%  of  voters  registered  as  Republi- 


cans— vs.  36%  for  the  Democrats  and 
51%  for  independents — it's  "our  most 
one-party  state,"  says  Michael  Franc 
of  the  Heritage  Foundation,  a  con- 
servative think  tank. 
Not  everyone,  however, 
agrees  that  there  is  a  prob- 
lem. "The  system  is  not 
broken  down,"  says  Mar- 
ty Linksy,  a  lecturer  in 
public  policy  at  Har- 
vard's John  F  Kennedy 
School  of  Government.  He 
argues  that  there  are  not 
more  gop  candidates  for 
the  State  Legislature  be- 
cause "many  [Democratic] 
state  legislators  work 
their  tails  off'  for 
constituents.  "If 
_£eople  really 
"wanted  a  choice, 
there  would  be 
her  candidate," 
he  says. 
FREE  REIN.  But  to 
work  well,  democracy 
requires  healthy  com- 
petition among  two 

or  more  political 
parties.  In  the  cur- 
rent climate,  Kennedy 
and  other  Democratic  potentates  "are 
free  to  adopt  an  uncompromising  lib- 
eralism," argues  William  G.  Mayer,  an 
associate  political  science  professor  at 
Northeastern  University. 

Moreover,  "the  kind  of  debate  over 
public  policy  that  takes  place  in  vir- 
tually every  other  state  capital  is 
largely  absent  here,"  complains 
Michael  Widmer,  president  of  the 
Massachusetts  Taxpayers  Founda- 
tion. Take  taxes.  In  1989,  the  legisla- 
ture passed  an  emergency  measure 
raising  income  tax  rates  to  5.95% 
fi-om  5%.  At  the  time,  the  Democrats 
promised  that  the  hike  was  tempo- 
rary. In  a  two-party  system,  they 
would  have  been  held  to  that 
promise.  But  11  years  later,  the 
emergency  is  long  over,  and  the  leg- 
islature still  refuses  to  consider  any 
cut  below  5.75%.  Now  the  issue  is 
being  put  to  the  voters:  A  ballot  ini- 
tiative would  roll  back  rates  to  5% 

Republicans  showed  a  glimmer  of 
life  a  decade  ago,  after  then-Governor 
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Michael  S.  Dukakis  lost  his  1988 
bid  for  the  White  House  and  his 
"Massachusetts  miracle"  collapsed 
into  the  "Massachusetts  mess." 
With  state  finances  in  a  shambles, 
voters  elected  Republican  William 
F.  Weld  govei-nor  in  1990,  and  the 
GOP  picked  up  enough  seats  in  the 
state  Senate  to  sustain  his  veto.  In 
1994,  ventui'e  capitalist  Mitt  Rom- 
ney  mounted  a  credible  challenge 
to  Kennedy. 

UP  FOR  GRABS.  It  has  been 
straight  downhill  for  the  gop  since 
then.  Although  Republicans  hold 
just  7  of  40  seats  in  the  state  Sen- 
ate and  27  of  160  in  the  House, 
the  GOP  is  so  demoralized  that 
John  Brockelman,  executive  direc- 
tor of  the  Massachusetts  Republi- 
can Party,  says  somewhat  patheti- 
cally: "If  we  could  pick  up  [just] 
one  seat  in  both  chambers,  that 
would  be  a  dramatic  change." 
Weld,  now  chairman  of  the  adviso- 
ry board  of  Leeds  Equity  Part- 
ners, has  moved  to  New  York  and 
is  contemplating  running  for  gov- 
ernor there.  Romney  has  moved  to 
Utah  to  clean  up  the  Salt  Lake 
City  Winter  Olympics. 

Worst  of  all,  the  one  remaining 
bastion  of  Republican  power  in 
Massachusetts — the  governor's  of- 
fice— is  poised  to  crumble.  "The 
redoubt  has  been  breached,"  says 
Weld.  An  ethical  scandal  involving 
Lieutenant  Governor  Jane  Swift 
and  huge  spending  overruns  on 
the  "Big  Dig,"  the  $12  billion-plus 
highway  project  that  runs  through 
the  center  of  Boston,  has  sent  Cel- 
lucci's  popularity  rating  to  an  all- 
time  low.  "He  is  lucky  he  is  not  up 
for  reelection  until  2002,"  says 
Chervinsky.  But  with  prominent 
Democrats  already  preparing  to 
run  in  that  race,  most  observers 
believe  it  is  now  only  a  question  of 
which  one  will  prevail. 

The  American  Revolution  began 
here,  and  Massachusetts  is  littered 
with  the  symbols  of  democracy. 
But  the  free  and  vigorous  ex- 
changes that  characterize  democra- 
tic political  institutions  are  fast 
disappearing,  and  increasingly,  the 
people  of  Massachusetts  hear  but 
a  single  voice.  If  they  listen  close- 
ly, though,  they  can  probably  make 
out  another  one — Paul  Revere 
howling  in  his  grave. 

Symonds  is  Boston  bureau  chief. 


Q&A 


BUD'S  TURN 
AT  BAT 

Selig  on  team  disparities,  and 
his  role  as  baseball  commish 

Major  League  Baseball 
Commissioner  Bud  Selig 
took  time  out  from,  the  Sub- 
way Series  to  sit  down  with 
Sports  Business  Contribut- 
ing Editor  Mark  Hyman  and  other  ed- 
itors for  a  freewheeling  discussion  of 
the  great  issues  facing  the  game,  such 
as  the  gulf  between  have  and  have-7iot 
clubs  and  who  will  buy  the  Red  Sox. 
Since  Selig  could  wind 
up  as  the  ultimate  ar- 
biter of  the  bat-throw- 
ing incident  in  Game 
2  of  the  Series  that 
cost  Yankees  pitcher 
Roger  Clemens  a 
$50,000  fine,  he  de- 
clined to  comment  on 
the  episode.  But  he 
wasn't  reticent  about 
the  need  to  fix  the  dis- 
parities between  teams. 

Q:  You've  talked  often 
about  concerns  that 
the  big-revenue  clubs 
are  crowding  out  the 
small-market  teams. 
Isn't  this  [the  Subway 
Series]  another  exam- 
ple of  that  and  therefore  not  good  for 
baseball? 

A:  Well,  the  fact  is  [this  Series]  is  the 
manifestation  of  the  system  that  we 
have  today.  You  have  the  highest-pay- 
roll team  [the  Yankees]  playing  the 
third-highest-payroll  team  [the  Mets]. 
But  in  terms  of  the  continued  renais- 
sance of  the  game,  this  is  a  good  World 
Series. 

Q:  There  seem,  to  be  a  lot  of  people  who 
are  very  bullish  about  baseball,  I  no- 
ticed recently  that  the  financial  mar- 
kets extended  [the  league]  a  billion-dol- 
lar line  of  credit,  plus  TV  feels  very 
positive  about  baseball,  with  Fox  liaviju/ 
just  paid  $2. .5  billio'ii,  for  postseasofi 


rights.  Yet  often  within  baseball,  yot 
hear  more  of  a  pessimistic  view  abou\ 
the  future  of  the  game.  Why  is  that? 
A:  I  think  the  concerns  you  are  talking 
about  internally  are  the  result  of  th( 
disparity  issue  and  the  economic  issues 
that  surround  it.  I  don't  think  anybodj 
inside  the  game  doubts  that  we  are  ii 
the  midst  of  a  renaissance...  but  then 
is  no  doubt  wherever  I  go,  all  peoph 
want  to  talk  about  are  players'  salaries 
disparity,  what  are  you  going  to  d( 
about  it?  It's  really  an  amazing  para 
dox,  because  you  have  this  incredibh 
popularity,  with  attendance  rising  thii 

year  to  almost  73  million On  th< 

other  hand,  you  have  the  Minnesoti 
Twins  with  a  payroll  of  $15  million  am 
the  New  York  Yankees  with  a  payrol 
of  $115  million.  So  that's  my  job — ge 
all  this  in  line. 


Q:  To  fix  the  disparity 
issue,  when  do  yoi 
move  from  persuasion 
to  coercion? 
A:  Shortly.  I've  spen 
enough  time  establish 
ing  all  the  facts. 

Q:   The  Red  Sox  ar 

for  sale.  Wliat  sort 
ownership  group  d 
you  envision  there? 
A:  It  is  a  very  crucis 
franchise.  This  is  not 
happy  set  of  events 
but  that's  life.  Hopefu 
ly,  it  will  be  a  Iocs 
gi'oup  because  I  believ 
in  local  ownership. 


Q:  Wien  you  were  acting  commissione 
you  were  criticized  a  lot  for  not  bein 
tough  erumgh.  Since  you've  become  con 
missicnier  you  liave  consolidated  a  lot  i 
power  in  the  Office  of  the  Commissio'i 
er  and  assembled  a  strong  managemei 
team.  Were  you  just  playing  possm 
when  you  were  acting  commissioner? 
A-  I  wasn't  playing  possum  but  —  I  wj 
reluctant  to  do  anything  without  bull 
ing  a  consensus.  One  thing  about  bein 
commissioner,  whatever  you  do,  somt 
body  is  going  to  be  mad  at  you. 


l^usinessWoekO 


For  a  video  of  Selig,  go  to 
www.businessweek.com/mediacenter/ 


"In  terms  of  the  continued  renaissance  i 
of  the  game,  this  is  a  good  World  Series  I 

I 
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In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


AMAZON'S  EBBING 
TiDEOFREDINK 

IS     THE     WORST     OVER     FOR 

Amazon.com?  Surprising 
skeptics,  the  e-tail  giant  on 
Oct.  24  reported  higher-than- 
expected  third-quarter  sales 
of  $638  milHon  and  a  smaller 
operating  loss  of  $68  million. 
The  reasons:  growing  sales  of 
new  products  such  as  con- 
sumer electronics,  coupled 
with  reduced  inventories  and 
better  deals  from  suppliers. 
CEO  Jeffrey  Bezos  also 
promised  operating  losses 
would  dip  below  5%  of  an  ex- 
pected $4  billion  in  sales  next 
year.  Investors  bid  Amazon 
shares  up  8%,  to  31%,  the 
next  day.  But  with  consumer 
spending  on  the  wane  and 
Amazon.com  still  refusing  to 
predict   when   it   will   turn 


CLOSING    BELL 


OPTiCAL  ILLUSION 

It  was  a  lovely  ride  while  it 
lasted.  But  on  Oct.  25,  JDS 
Uniphase  fell  to  earth.  After 
nearly  tripling  over  the  last 
year,  shares  in  the  No.  1  mak- 
er of  fiber-optic  components 
plunged  25%,  to  71,  on  wor- 
ries of  slowing  fiber-optic 
equipment  sales.  The  rout 
began  when  Nortel  Networks, 
the  leading  seller  of  optical 
gear,  reported  lower-than-ex- 
pected  growth  on  Oct.  24 — 
up  a  mere  90%,  vs.  hopes  as 
high  as  125%.  The  contagion 
spread  quickly  to  all  optical 
companies. 
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profitable,  investors  are  wait- 
ing for  the  critical  fourth 
quarter. 

MICROSOFT  PUTS 
OUT  ONE  FIRE 

THE  JUSTICE  DEPT.   ISN'T  THE 

only  federal  regulator  breath- 
ing down  Microsoft's  neck. 
The  Federal  Trade  Commis- 
sion is  getting  its  licks  in,  too. 
On  Oct.  25,  the  etc  settled 
deceptive  advertising  claims 
vidth  WebTV  Networks,  a  Mi- 
crosoft service. 

The  agency  accused  WebTV 
of  misleading  consumers  with 
ads  that  promised  full  Inter- 
net access  and  failing  to  ade- 
quately disclose  possible  long- 
distance phone  charges  users 
might  run  up.  To  settle  the 
case,  WebTV  agreed  to  run 
accurate  ads,  set  up  a  con- 
sumer education  program, 
and  reimburse  customers  who 
canceled  the  service  because 
of  unexpected  long-distance 
charges.  "We're  willing  to  be 
reasonable  and  get  the  mat- 
ter behind  us,"  says  Microsoft 
spokesman  Vivek  Varma. 
Now  if  Microsoft  could  only 
shake  that  other  dispute  with 
trustbusters. 


WILL  THIS  REVAMP 
HELP  FOCUS  KODAK? 

EASTMAN   KODAK  ANNOUNCED 

management  changes  aimed 
at  boosting  flagging  growth. 
On  Oct.  16,  ceo  Dan  Carp 
combined  seven  business 
units  into  two  and  gave  re- 
sponsibility for  the  company's 
shrinking  professional  and 
commercial  imaging  business 
to  Martin  Coyne,  who  had 
run  Kodak's  health-imaging 
business.  Analysts  say  the 
changes  are  welcome,  but 
won't  quickly  address  Kodak's 
problems.  Its  stock  tumbled 
nearly  40%  last  month  after 
the  company  reported  a 
sharp  slowdown  in  third- 
quarter  film  sales,  along  with 
widening  losses  from  sales  of 
digital  products. 


HEADLINER:  DONALD  KEOUGH 


NOW  THINGS  MAY  GO  BEHER 


Call  it  the  second  coming 
of  Donald  Keough.  After 
retiring  from  a  legendary 
43-year  career  at  Coca- 
Cola  in  1993, 
Keough  was 
treated  as  per- 
sona non  grata 
by  M.  Douglas 
Ivester,  who 
succeeded  him 
as  president  and 
later  became  CEO 
When  Keough  sent 
Ivester  a  memo  last  Octo- 
ber offering  advice  on  how 
to  handle  the  contamina- 
tion scare  in  Europe  and  a 
discrimination  suit  back 
home,  Ivester  sent  a  curt 
thank-you  note. 

Ivester  is  gone,  but  his 
successor,  Douglas  Daft, 
has  no  problem  tapping 
Keough's  wisdom.  Daft  has 


long  sought  Keough's  ad- 
vice, but  on  Oct.  23,  he 
made  the  relationship  offi- 
cial by  naming  Keough 
as  a  special  adviser 
to  the  board  of 
the  Atlanta  be- 
hemoth. 

Daft's  ges- 
ture should  also 
play  well  with 
Coke's  star-stud- 
ded board,  which 
had  grown  weary  of 
Ivester's  go-it-alone  style 
of  management.  Keough, 
74,  was  a  childhood  friend 
of  fellow  Omaha  native 
Warren  Buffett  and  serves 
as  chairman  of  Herbert 
Allen's  New  York  invest- 
ment bank.  Both  Buffett 
and  Allen  sit  on  the  Coke 
board. 
By  Dean  Foust  in  Atlanta 


BIG  BANKS. 
POOR  GRADES 


THE        BANKING        INDUSTRY 

scored  a  C-  overall  in  the 
NAACP's  first-ever  survey  of 
the  industry's  relations  with 
African  Americans.  The 
group  rated  banks  on  em- 
ployment, vendor  relation- 
ships, marketing,  community 
reinvestment,  and  charitable 
involvement. 

Bank  of  America  topped 
the  list,  with  a  B.  Citigroup, 
KeyCorp,  FleetBoston,  Wells 
Fargo,  Mellon,  and  us  Ban- 
corp all  received  failing 
grades  of  D.  SunTrust,  which 
did  not  respond  to  the  sur- 
vey, got  an  F. 


ONE  TOUGH  SELL 
FOR  FEDERATED 

FEDERATED  DEPARTMENT 

Stores  has  put  up  for  sale 
$2.4  billion  in  bad  consumer 
debt  from  its  Fingerhut  cata- 
log unit.  The  unpaid  debt  was 


financed  between  1985  am 
1995  and  has  already  beei 
written  off.  McDonald  In 
vestments  analyst  Jeffrey 
Stein  says  the  debt  has  lit 
tie  value  to  an  acquirer  be 
cause  its  age  will  make  i 
hard  to  collect.  Federatec 
was  aiming  to  boost  its  cata 
logue  and  Internet  businesse: 
when  it  acquired  Fingerhu 
in  early  1999  for  $1.7  billion 
But  rising  credit  delinquen 
cies  and  losses  at  Fingerhu 
have  raised  questions  abou 
the  wisdom  of  the  acquisition 


ETCETERA... 


■  Cendant  will  spin  off  t 
shareholders  much  of  the  busi 
ness  it  inherited  in  its  merge 
with  cvc  International. 

■  Direct  seller  Amway  has  : 
new  corporate  holding  com 
pany  called  Alticor. 

■  Halliburton's  third-ciuarte 
revenue  at  its  engiiu'crin; 
and  construction  business( 
dropped  21'^. 
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BETWEEN  NAFTA  AND  A  HARD  PLACE: 

HOW  MEXICO  WILL  TEST  THE  NEXT  PRESIDENT 

Texas  Governor  George  W.  Bush  and  Vice-President  Al 
Gor-e  are  both  self-proclaimed  free-traders  who  strongly 
support  the  1994  North  American  Free  Trade  Agree- 
ment. But  when  a  NAFTA  dispute  panel  issues  a  report  short- 
ly after  the  Nov.  7  election,  it  is  likely  to  compUcate  relations 
between  incoming  Mexican  President  Vicente  Fox  and  the 
fledgling  Administration  of  either  President  Bush  or  President 
Gore  just  as  the  new  U.  S.  chief  executive  is  trying  to  show- 
case his  leadership  skills  on  the  world  stage. 

The  NAFTA  panel  is  expected  to  rule 
that   the    U.S.    has    violated    a   central 
promise  of  the  trade  treaty:  that  trucks 
from  each  nation  would  be  able  to  deliver 
goods  across  the  border  as  long  as  they 
meet  one  another's  safety  regulations. 
President  Clinton  refused  in  December, 
1995,  to  open  up  border  states  to  Mexican 
trucks.  And  last  January,  he  denied  Mexi- 
can trucks  access  to  all  50  states,  despite  a 
NAFTA  deadline  requiring  him  to  do  so. 
Citing  safety  concerns,  Clinton  has  limited 
Mexican  18-wheelers  to  a  narrow  com- 
mercial zone  along  the  border. 
"SNOWBALL'S  CHANCE."  The  real  reason 
for  the  backtracking  was  political,  many 
observers  say.  Just  days  before  then- 
Transportation  Secretary  Federico  Pena  was  to  announce  the 
border  opening,  the  White  House  reversed  the  decision  as  a 
favor  to  the  Teamsters  union,  which  opposes  letting  low-paid 
Mexican  truck  drivers  enter  the  U.S.  "The  U.S.  has  been 
wrong  from  day  one  on  this  issue,  and  there's  not  a  snow- 
ball's chance  in  hell  that  it  will  win  this  case,"  says  Sidney 
Weintraub,  an  expert  in  Latin  American  trade  issues  at 
the  Center  for  Strategic  &  International  Studies,  a  cen- 
trist  Washington  think  tank.   "This   has   nothing  to   do 
with  safety  and  everything  to  do  with  the  Teamsters  and 
the  election,"  says  James  R.  Giermanski,  who  studied  the  is- 


FOX  AND  BUSH:  Border  buddies? 


sue  as  a  professor  at  Texas  A&M  University  in  Laredo 
If  Gore  becomes  President,  he'll  be  in  a  ticklish  situation 
Should  he  mend  fences  by  cutting  a  deal  with  Mexico — anc 
sending  a  pro-trade  signal  to  business — he  would  alienate 
Hill  Democratic  leaders  and  the  AFL-CIO  allies  who  helped  hin 
get  elected.  Especially  miffed  would  be  Teamsters  Presiden 
James  P.  Hoffa,  whose  union  endorsed  the  Veep  in  September 
That  could  set  the  stage  for  labor  opposition  to  other  Gor( 
trade  initiatives,  including  legislation  that  would  allow  him 
free  hand  in  negotiating  future  tradi 
treaties. 

A  President  Bush,  on  the  other  hand 
would  likely  reverse  Chnton  and  open  thi 
border  to  Mexican  trucks.  But  he  coulc 
find  his  options  limited  by  other  trade  dis 
putes.  Bush,  who  says  he  knows  Fox  wel 
would  also  need  to  address  U.  S.  protec 
tionist  measures  on  tuna,  avocados,  anc 
sugar  "Fox  has  made  it  very  clear  that  h 
wants  a  more  open  relationship  with  th' 
U.S.,  but  you  also  hear  that  the  U.S.  ha 
too  many  barriers  to  trade,"  says  Rior 
dan  Roett,  director  of  the  Western  Hemi 
sphere  Progi-am  at  the  School  of  Advance^ 
International  Studies  in  Washington. 
Bush  would  also  feel  heat  from  telecor 
players  like  AT&T  and  MCi  WorldCom  Inc.  At  their  urging,  th 
U.S.  has  been  trying  to  get  Mexico  to  crack  down  on  the  a 
leged  monopolistic  practices  of  Telefonos  de  Mexico.  Washing 
ton  has  already  taken  the  case  to  the  World  TVade  Organizatio 
but  hopes  to  negotiate  a  resolution  after  Fox,  who  favors  hi 
eralizing  Mexico's  $14  biUion  telecom  market,  takes  office. 

Whoever  wins  the  White  House  will  have  to  confront  sue 
thorny  trade  issues  with  Mexico.  And  that  will  provide  an  eai 
ly  test  of  the  new  President's  ability  to  manage  relatior 
with  America's  second-biggest  trading  partner 

By  Paul,  Magnusson,  with  Geri  Sniitli  in  Mexico  Cit 


CAPITAL  WRAPUP 


BIG  STEEL'S  REVENGE 

►  Senator  Robert  C.  Byrd  (D-WVa.) 
has  slipped  a  rider  onto  an  unrelated 
farm  spending  bill  to  help  U.S.  steel- 
makers and,  in  the  process,  has  an- 
gered exporters  and  their  trading 
partners.  The  measure,  which  Con- 
gress passed  on  Oct.  20  and  which 
President  Clinton  says  he  will  sign,  al- 
lows U.  S.  comi)anies  that  win  anti- 
dumping cases  to  share  in  the  penal- 
ties, which  normally  go  directly  into 
the  treasury.  While  steelmakers  are 
overjoyed — they  bring  most  dumping 


cases — many  of  America's  biggest  ex- 
porters worry  that  the  law  will  en- 
courage a  blizzard  of  anti-dumping  cas- 
es. Worse,  they  say,  it  violates 
international  trade  agreements  and 
will  open  up  the  U.S.  to  retaliation  by 
Europe,  Japan,  and  South  Korea. 
House  Ways  &  Means  Chairman  Bill 
Archer  (R-Tex.)  hopes  to  repeal  the 
amendment. 

THE  GOP'S  MISSOURI  PROBLEM 

►  In  what  could  be  the  strangest  turn 
of  events  in  the  November  elections. 


Republican  insiders  are  increasingly 
worried  that  Missouri  gop  Senator 
John  Ashcroft  could  lose  his  bid  for 
reelection — to  a  dead  man.  Ashcroft 
was  in  a  tight  battle  with  Missouri 
Governor  Mel  Carnahan,  who  died  in 
an  Oct.  16  plane  crash.  Carnahan's 
name  remains  on  the  ballot,  and  the 
state's  new  Democratic  governor, 
Roger  Wilson,  says  he  will  name  Car- 
nahan's widow,  Jean,  to  the  Senate 
seat  if  her  late  husband  outpolls 
Ashcroft.  Republicans  privately  fear 
that  an  outpouring  of  sympathy  could 
turn  the  seat  Democratic. 


. 
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WHY  NORTH  KOREA  IS  RUSHING 
TO  COZY  UP  TO  CLINTON 


Six  months  ago,  much  of  the  world  saw  North  Korean 
leader  Kim  Jong  II  as  a  playboy  terrorist.  But  after 
two  days  of  cordial  talks  Oct.  23-25  with  U.  S.  Secretary 
of  State  Madeleine  K.  Albright — the  first  American  official 
Kim  has  ever  met — the  reclusive  North  Korean  is  suddenly 
projecting  the  image  of  a  man  the  U.S.  can  do  business 
with.  During  Albright's  visit  to  Pyongyang,  Kim  and  Al- 
bright spent  many  hours  together — in  discussions,  at  two 
dinners,  and  at  a  bombastic  spectacle  of  100,000  performers 
extolling  the  ideals  of  the  Korean  Workers'  Party.  As  her  vis- 
it ended,  Albright  suggested  that  Kim 
"pick  up  the  phone  anytime"  he  wanted 
to  reach  her.  Kim  responded:  "Please 
give  me  your  e-mail  address." 

The  Secretary  of  State  and  the  Dear 
Leader  as  e-mail  pen  pals?  It's  hard  to 
imagine.  But  the  speed  with  which  the 
two  nations  are  moving  to  end  what  Kim 
termed  "50  years  of  silence"  is  breath- 
taking. The  Albright  visit  capped  a  year 
of  feverish  diplomacy  by  the  North  Ko- 
reans. For  both  sides,  realpolitik  is  dri- 
ving the  process.  With  only  three  months 
left  before  President  Clinton  leaves  office,  the  North  Koreans 
fear  the  next  Administration — whoever  is  in  charge — may  not 
be  as  accommodating.  Making  nice  to  Albright  was  the  best 
way  for  Kim  to  get  Clinton  to  visit  before  the  end  of  the  year, 
and  sohdify  some  of  the  promises  the  U.S.  President  has 
made  to  get  North  Korea  to  back  down  on  missile  prolifera- 
tion and  its  nuclear  threat.  These  include  steps  toward  diplo- 
matic normalization  and  ending  the  trade  embargo,  plus  more 
economic  aid.  As  a  lame  duck,  Clinton  has  nothing  to  lose  po- 
litically by  locking  in  agreements  that  can't  be  undone  by  his 
successor. 

Neither  Al  Gore  nor  George  W  Bush  have  said  what  their 
policies  toward  North  Korea  would  be.  A  victorious  Gore 
would  be  unlikely  to  squander  political  capital  by  pushing 


KIM  AND  ALBRIGHT:  E-mail  pals'! 


good  relations  with  North  Korea  right  away,  especially  11 
Republicans  dominate  Congress.  The  gop  has  accused  Clintor 
of  giving  in  to  nuclear  blackmail  by  promising  in  1994  tc 
build  nuclear  power  plants  in  exchange  for  Pyongyang  halting 
its  nuclear  weapons  program.  Bush  would  almost  certainljJ 
take  a  hawkish  stance.  He  has,  for  instance,  vowed  to  push 
ahead  with  the  Theatre  Missile  Defense  shield,  developed 
in  part  as  a  deterrent  to  North  Korean  aggression. 
DIPLOMATIC  BLITZ.  It's  been  a  dramatic  year  for  North  Korea 
Kim  has  hosted  his  coimterparts  from  South  Korea  and  Rus- 
sia, and  has  gone  to  China  himself — i 
visit  in  which  Chinese  leader  Jian| 
Zemin  assured  Kim  that  he  can  hav( 
economic  reform  without  losing  pohtica 
control.  Kim  is  working  to  normalize  re 
lations  with  Britain  and  Germany,  fol 
lowing  success  with  Italy  and  Canada 
Until  Albright's  visit,  the  U.S.  seemec 
the  laggard  in  the  campaign  to  bridg( 
the  Demilitarized  Zone. 

This  outreach  has  to  do  with  balancing 
superpowers.  Since  the  collapse  of  th( 
Soviet  Union  in  1991,  Moscow  isn't  in  i 
position  to  help  economically.  That's  left  Pyongyang  heavih 
dependent  on  handouts  from  China,  but  reluctant  to  becom( 
a  client  state  of  Beijing.  Analysts  noted  that  while  Chines( 
Defense  Minister  Chi  Haotian  visited  at  the  same  time  as  Al 
bright,  he  didn't  get  a  quick  meeting  vrith  Kim,  but  rathe: 
was  dispatched  on  a  lengthy  sightseeing  tour  that  includec 
the  birthplace  shrine  of  deceased  Great  Leader  Kim  II  Sung 
In  addition  to  the  promised  steps,  such  as  liaison  offices  ii 
their  respective  capitals,  Kim  wants  the  U.S.  to  removi 
North  Korea  from  the  list  of  terrorist  states  and  help  Py 
ongyang  launch  a  satellite.  A  Clinton  visit  could  cement  sucf 
agreements,  and  enhance  the  security  of  the  Korean  Penir 
sula.  North  Korea  knows  it  has  httle  time  left  to  do  it. 

By  Mark  L.  Clifford  in  Pyongyaiil 
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GLOBAL  WRAPUP 


FEAR  OF  DEFAULT  IN  ARGENTINA 

►  Try  as  it  might,  Argentina's  govern- 
ment cannot  shore  up  crumbling  in- 
vestor confidence.  Fears  that  the  coun- 
try may  be  headed  for  a  debt  default 
caused  Argentine  bond  prices  to 
plunge  to  a  14-month  low  on  Oct.  25. 
The  spread  on  Argentine  debt  widened 
to  more  than  850  basis  points  over 
comparable  U.  S.  Treasuries.  Worries 
about  Argentina's  ability  to  finance  its 
$123  billion  public  debt  have  been 
mounting  since  the  government  an- 
nounced it  might  have  to  tap  a  $7.2  bil- 


lion emergency  credit  line  with  the  In- 
ternational Monetary  Fund  next  year. 
The  country  needs  to  raise  $19  billion 
to  pay  off  maturing  debt  and  fulfill  oth- 
er obligations  over  the  next  14  months. 

Under  normal  conditions,  the  10- 
month-old  government  of  President 
Fernando  de  la  Riia  would  have  tapped 
international  capital  markets  to  raise 
those  fiinds.  But  with  the  economy 
mired  in  a  two-year  recession  and  the 
government  engulfed  by  a  political 
scandal,  investor  appetite  for  the  coun- 
try's bonds  has  all  but  evaporated. 

Economy  Minister  Jose  Luis  Ma- 


chinea  tried  to  boost  confidence  on  Oct. 
23  by  announcing  a  new  package  of  tax 
cuts  designed  to  stimulate  economic  ac- 
tivity. The  measures  include  a  reduction 
in  the  tax  charged  on  interest  pay- 
ments on  corporate  debt  and  the  elimi- 
nation of  some  capital-gains  taxes.  In- 
vestors, however,  were  not  impressed 
and  kept  dumping  Argentine  securities. 
Meanwhile,  rumors  continue  to  circulate 
that  the  government  may  invite  former 
Economy  Minister  Domingo  Cavallo, 
the  architect  of  the  country's  currency 
board  regime  and  a  familiar  face  for 
Wall  Street,  to  join  the  C'abinet. 
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CERTIFIED  PRE-OWNED  LEXUS 


Other  Cars  Are  Pre-Owned. 
But  That's  Where  The  Similarities  End. 


Truth  be  told,  Certified  Pre-Owned  Lexus  Vehicles  have  more  in  common  with  new 
cars.  Like  the  "Lexus  of  warranties"  that  backs  them  for  three  years  from  your  purchase 
date  or  100,000  total  vehicle  miles*  A  complimentary  loaner  car.*  Extremely  competi- 
tive financing  rates  and  lease  terms.  And  one  more  important  thing  that  separates  a 
Certified  Pre-Owned  Lexus  from  others:  They're  available 
only  at  your  Lexus  dealer.  Stop  by  for  a  test  drive  today.      only  AT  YOUR  LEXUS  DEALER 
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Can  it  be  made  to  work  better'^ 


t's  hard  to  figure  how  a  term  that  once  connoted  so 
much  good  for  the  world  has  fallen  into  such  disre- 
pute. In  the  past  decade,  globalization — meaning 
the  rise  of  market  capitalism  around  the  world — ^has, 
undeniably  contributed  to  America's  New  Econo-^ 
my  boom.  It  has  created  miUions  of  jobs  from 
Malaysia  to  Mexico  and  a  cornucopia  of  affordable  gooda^ 
for  Western  consumers.  It  has  brought  phone  sendee 
to  some  300  miUion  households  in  developing  nations 
and  a  transfer  of  nearly  $2  trillion  from  rich  countries  t^ 
poor  through  equity,  bond  investments,  and  commercW 
Joans.  It  has  helped  topple  dictators  by  making  infomnfl 
lion  fi'eely  available  in  once  . '^" " 


heltered    societies.    And 
LOW  the  Internet  is  poised 
irrow  the  commercial 
._and  cultural  gulfs  separat- 
ing rich  nations  from  poor 
even  further  in  the  de- 
cade to  come. 
'Sq,  it's    Httle 
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the  rage  now  being  vented  against  glob- 
alization is  perplexing.  Even  in  this  jit- 
tery autumn,  as  investors  punish  bourses 
and  recession  fears  rise,  many  workers 
and  government  officials  in  nations  such  as 
China,  Mexico,  and  Hungary  still  feel  that 
the  movement  toward  open  markets  has 
paid  off.  The  tumultuous  street  theater  of 
angry  young  middle-class  Westerners  vili- 
fying multinationals  seems  bizarrely  de- 
tached from  the  real-life  concerns  voiced  in 
countries  that  are  supposed  to  be  victims 
of  global  capitalism.  Even  in  the  toughest 
situations,  there  is  little  interest  in  re- 
turning to  the  past.  "The  more  open  the 
Russian  economy  is  to  the  rest  of  the 
world,  the  better,"  says  Yevgeny  Gavrilen- 
kov,  an  architect  of  President  Vladimir 
Putin's  economic  plan. 

RETHINKING.  Yet  it  would  be  a  grave  mistake  to 
dismiss  the  uproar  witnessed  in  the  past  few 
years  in  Seattle,  Washington,  D.C.,  and  Prague. 
Many  of  the  radicals  leading  the  protests  may  be 
on  the  political  fringe.  But  they  have  helped  to 
kick-start  a  profound  rethinking  about  globalization 
among  governments,  mainstream  economists,  and 
corporations  that,  until  recently,  was  carried  on 
mostly  in  obscure  think  tanks. 

This  reassessment  is  badly  overdue.  In  the  late 
20th  century,  global  capitahsm  was  pushed  by 
leaps  in  technology,  the  failure  of  socialism,  and 
East  Asia's  seemingly  miraculous  success.  Now,  it's 
time  to  get  realistic.  The  plain  truth  is  that  mar- 
ket liberalization  by  itself  does  not  hft  all  boats, 
and  in  some  cases,  it  has  caused  severe  damage. 
What's  more,  there's  no  point  denying  that  multi- 
nationals have  contributed  to  labor,  environmental, 
and  human-rights  abuses. 

For  global  capitalism  to  move  into  the  next 
stage  will  require  a  much  more  sophisticated 
look  at  the  costs  and  benefits  of  open  markets.  To 
assess  these  increasingly  important  trade-offs, 
BUSINESS  WEEK  sent  more  than  a  dozen  reporters 
around  the  world,  from  the  deserts  of  Chad  to 
the  factories  of  Guatemala,  to  witness  firsthand 
the  effects  of  global  capitalism.  They  met  workers 
who  toil  16  hours  a  day  for  miserly  pay  making 
garments  sold  in  the  U.S.  as  well  as  villagers 
who  want  oil  companies  off  their  land.  But  they 

EXPORTS  HAVE  SURGED 
FOR  TWO  DECADES... 


also  talked  to  factory  laborers  who  have  seen 
big  gains  in  their  standards  of  living  as  well  as 
creative  bureaucrats  who  have  used  markets  to 
coax  growth  out  of  once  moribund  economies. 

The  overwhelming  conclusion  of  this  reporting 
is  that  there  are  many  examples  of  where  reckless 
investment  has  done  harm — but  there  is  no  case 
where  the  hazards  can't  be  addressed  with  bettei- 
government  and  corporate  policy.  The  real  ques- 
tion isn't  whether  free  markets  are  good  or  bad.  It 
is  why  they  are  producing  such  wildly  different  re- 
sults in  different  countries.  Figuring  out  that  an- 
swer is  essential  before  all  the  benefits  of  global 
markets  are  realized. 

The  extremes  of  global  capitalism  are  aston- 
ishing. While  the  economies  of  East  Asia  havo 
achieved  rapid  growth,  there  has  been  little  ove)- 
all  progress  in  much  of  the  rest  of  the  developing 
world.  Income  in  Latin  America  grew  by  only 
6%  in  the  past  two  decades,  when  the  continent 
was  opening  up.  Average  incomes  in  sub-Saha 
ran  Africa  and  the  old  Eastern  bloc  have  actually 
contracted.  The  World  Bank  figures  the  number  ol 
people  living  on  $1  a  day  increased,  to  1.3  bil 
lion,  over  the  past  decade. 

The  downside  of  global  capitalism  is  the  dis 
ruption  of  whole  societies.  While  the  industrializec 
countries  have  enacted  all  sorts  of  worker  and  en 
vironmental  safeguards  since  the  turn  of  the  cen 
tury,  the  global  economy  is  pretty  much  still  ir 
the  robber-baron  age.  Yet  if  global  capitalism's 
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iLoxs  aren't  addressed,  the  backlash  could  grow 
more  severe.  Already,  the  momentum  for  new 
international  free-trade  deals  has  been  stopped 
cold.  An  ambitious  Multilateral  Agreement  on 
Investment,  which  would  have  removed  restric- 
tions on  cross-border  investment  by  corporations, 
fizzled  last  year.  So  have  hopes  for  a  new  global 
trade  round  through  the  World  Trade  Organiza- 
tion. In  the  U.S.,  Congress  has  refused  to  give 
the  President  fast-track  authority  to  strike  new 
trade  deals. 

The  longer-term  danger  is  that  if  the  world's 
poor  see  no  benefits  from  free  trade  and  IMF  aus- 
terity programs,  political  support  for  reform  could 
erode.  The  current  system  is  "unsustainable,"  says 
United  Nations  Assistant  Secretary  General  John 
G.  Ruggie,  who,  as  a  political  economist  at  Co- 
lumbia University,  examined  how  previous  golden 
ages  of  global  capitalism,  such  as  the  one  at  the 
turn  of  the  19th  century,  unraveled. 

It  all  adds  up  to  a  breakdown  of  what  was 
known  as  the  Washington  Consensus,  the  world 
view  pushed  aggressively  by  the  U.S.  Treasury, 
the  IMF,  and  the  World  Bank  in  the  early  1990s. 
This  dictum  held  that  all  countries  should  open 
their  markets  to  trade,  direct  investment,  and 
short-term  capital  as  quickly  as  possible.  The  tran- 
sition would  be  painful,  but  inevitably,  prosperity 
would  result. 

In  hindsight,  it  was  a  naive  and  self-interested 
view.  Although  developing  nations  badly  needed 


to  import  capital  and  foreign  fi- 
nancial knowhow,  many  simply 
could  not  handle  the  inflows.  The 
results  were  huge  white-ele- 
phant industrial  and  property 
projects — and  foreign-currency 
debt  bombs  that  started  explod- 
ing in  1994. 

A  more  realistic  view  is  now 
gaining  hold.  It  begins  with  a 
similar  premise:  that  trade  and 
inflows  of  private  capital  are  still 
essential  to  achieving  strong, 
sustainable  growth  and  to  re- 
ducing poverty.  But  it  acknowl- 
edges that  multinationals — which 
account  for  the  bulk  of  direct 
cross-border  investment  and  one- 
third  of  trade — have  social  responsibili- 
ties in  nations  where  the  rule  of  law  is 
weak.  And  this  view  dispenses  with  the 
erroneous  notion  that  open  markets  will 
magically  produce  prosperity  in  all  con- 
ditions. Even  the  IMF  now  warns  that  a 
high  degree  of  openness  to  global  capital 
can  be  dangerous  for  some  developing 
nations.  "The  IMF  push  for  capital-market 
liberalization  for  all  nations  was  driven 
by  financial-market  ideology,"  says  for- 
mer World  Bank  chief  economist  Joseph 
E.  Stiglitz,  now  a  vocal  IMF  critic.  "They 
have  conceded  defeat,  but  only  after  the 
damage  was  done." 

NOT  SO  FAST.  According  to  the  new 
pragmatism,  governments  first  must  de- 
liver political  stability,  sound  economic 
management,  and  educated  workers  if 
they  are  to  gain  from  wide-open  mar- 
kets. East  Asia's  Tigers  had  many  of 
these  features  when  they  began  their 
export  drives;  most  of  Latin  America 
and  Africa  did  not.  "To  get  the  benefits 
of  trade  and  capital  flows,  you  need  a 
broader  base  of  development,"  says  Dani 
Rodrik,  a  Harvard  University  economist 
whose  research  has  raised  hackles  by  suggesting 
that  there  is  no  automatic  link  between  openness 
and  growth  in  developing  countries. 

The  search  for  a  more  intelligent  approach  to 
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globalization  is  most  evident  within  developing 
nations.  Russia  is  only  now  starting  to  recover 
from  the  massive  corruption,  capital  flight,  and 
economic  collapse  of  the  19y0s.  President  Putin's 
government  plans  to  continue  market  reforms 
and  wants  to  join  the  WTO.  But  its  blueprint 
also  calls  for  strengthening  the  legal  system 
and  control  of  the  financial  sector.  "There's  an 
emphasis  on  long-term  plans  instead  of  the  hap- 
hazard, piecemeal  policies  of  the  pre-crisis 
years,"  says  Mikhail  Zadornov,  who  was  finance 
minister  under  Boris  N.  Yeltsin. 


i  liave  to  be  addressed 


DETAILS 


Foreign  direct 
investment 
has  soared 
sevenfold,  to 
about  $400 
billion  yearly. 
But  80%  of  it 
goes  to  only 
10  countries, 
while  100 
countries 
average  just 
$100  million  in 
FDI  each  year 


Some  countries  face  such  immense  challenges 
that  it  could  take  a  decade  before  they  benefit 
from  the  lifting  of  trade  and  financial  barri- 
ers. Despite  liberalization  in  sub-Saharan 
Africa,  for  example,  growth  has  fallen  from 
3.5%  in  the  1970s  to  2.2%  in  the  1990s.  "Com- 
panies have  nothing  against  Africa,"  says  U.  N. 
Development  Program  economist  Salim  Jehar. 
"It's  that  stability,  infrastructure,  and  skills 
are  not  there." 

Just  as  there  are  no  one-size-fits-all  policies 
for  development,  there  also  are  no  clear 
roadmaps  for  corporate  behavior.  Balancing 
growth  with  environmental  and  labor  regula- 
tions is  wrenchingly  complex  in  countries  where 
people  live  on  the  margin.  Many  developing  na- 
tions fiercely  resist  discussion  of  labor  or  envi- 
ronmental issues  in  the  WTo  because  they  fear 
that  Western  protectionists  will  shield  jobs  at 
home  by  imposing  standards  that  drive  up  labor 
costs  in  emerging  markets.  "It's  hypocrisy  of 
the  first  sort  for  the  West  to  talk  about  opening 
borders  and  then  hide  behind  barriers,"  says 
Indian  economist  Surjit  Bhalla. 

The  result,  however,  is  confusion.  At  a  time 
when  image  is  [)aramount,  corporations  are  be- 
.sieged  with  activists  who  harangue  executives 
at  shareholder  meetings,  organize  consumer 
boycotts,  and  smear  their  brand  names  on  the 


Web.  To  allay  critics,  companies  such  as  Nike, 
Mattel,  Levi  Strauss,  and  Royal  Dutch  Shell 
Group  have  drawn  up  their  own  guidelines  and 
invited  monitors  to  ensure  that  they  live  up 
to  them. 

But  altering  business  practices  to  appease 
pressure  groups  can  also  hurt  more  than  help. 
Soon  after  a  bill  was  proposed  in  the  U.  S.  Con- 
gress in  1993  to  ban  imports  from  countries 
where  children  work  in  factories,  garment  makers 
in  Bangladesh  fired  36,000  workers  under  age 
18,  most  of  them  girls.  Studies  by  the  Interna- 
tional Labor  Organization  and 
Unicef  found  that  few  of  the  fired 
workers  ended  up  in  school.  In- 
stead, many  took  more  danger- 
ous jobs  or  became  prostitutes. 

Partly  to  avoid  having  ex- 
tremists set  the  agenda,  efforts 
are  now  under  way  to  clarify  the 
rules.  In  May,  the  U.N.  kicked 
off  a  program  called  Global  Com- 
pact. The  idea  is  to  get  multi- 
nationals to  endorse  a  set  of  ba- 
sic human  rights,  environmental, 
and  labor  principles,  and  allow 
private  groups  to  monitor  their 
compliance.  So  far,  some  44  com- 
panies, including  Shell  and  Nike, 
have  signed  up. 

SANCTIONS.  Because  industry 
self-regulation  schemes  lack  real 
teeth,  critics  dismiss  them  as 
mere  public  relations.  But  such 
pacts  are  beginning  to  form  the 
basis  of  a  kind  of  global  capital- 
ism with  rules.  There  already 
are  international  agreements  on  intellectual- 
property  rights  and  prison  labor  that  allow  coun- 
tries to  bar  imports  from  violators. 

And  as  the  costs  of  consumer  boycotts  and 
monitoring  rise,  companies  and  their  investors  are 
likely  to  look  toward  more  uniform  standards  of 
behavior.  Yet  it's  highly  unlikely  anyone  would 
agree  to  a  global  government  to  police  corpora- 
tions and  capital  markets.  The  new  rules  of  glob- 
al capitalism  will  evolve  slowly  and  in  pieces. 

A  serious  discussion  on  globalization  has  be- 
gun. Until  now,  it  has  been  dominated  by  ex- 
tremists on  both  sides.  "At  each  end  of  the 
spectrum  are  ideologues  who  are  pushing  agen- 
das unrelated  to  reality,"  says  World  Bank  de- 
velopment research  director  Paul  Collier.  "It 
has  been  a  dreadfully  silly  debate." 

A  decade  ago,  when  much  of  the  world  was 
still  clinging  to  various  brands  of  wealth-de- 
stroying socialism,  it  may  have  made  sense  to 
push  rigid  doctrines.  But  the  battle  for  mar- 
ket-driven economics  has  been  largely  won.  And 
the  flaws  of  trying  to  force  every  country  into 
the  same  template  have  become  clear.  To  take 
globalization  to  the  next  level,  it  is  time  to 
forge  a  more  enlightened  consensus. 

By  Pete  Engardio  in  Washington,  with. 
Catherine  Belton  in  Moscow,  and  bureau 
reports 
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Global  trade:  Can  all  nations  benefit? 
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^^  nside  his  cramped,  two-bedroom  house,  in  a 
M  subdivision  of  identical  tan-  and  cream-colored 
fM  dwellings,  Jose  Brigido  Aguirre  boasts  of  the 
'"T  changes  in  his  life.  Since  moving  from  his 
•^  small  hometown  to  booming  Ciudad  Juarez 
^  on  the  U.S.-Mexican  border,  he's  found  em- 
iM  ployment  as  a  factory  technician.  And  thanks 
to  a  mortgage  he  lined  up  through  a  program 
funded  by  the  government  and  his  employer,  Del- 
phi Automotive  Systems  Corp.  in  Troy,  Mich., 
Aguirre,  25,  now  supports  three  generations — 
eight  people  in  all — under  one  roof  on  $135  a 
week  before  taxes.  And  he  wants  to  put  his  three 
younger  siblings  through  school.  "I  have  plans 
for  them  to  study  so  we  can  all  make  something  of 
ourselves  in  life,"  Aguirre  says. 

Aguirre's  story  is  one  piece  of  evidence  that 
globalization  can  lift  up  the  poor.  Yet  in  spite  of 
thousands  of  stories  like  Aguirre's,  not  every- 
one will  come  away  from  Juarez  impressed.  The 
overcrowded  city  of  1.5  million  is  a  ramshackle 
sprawl  of  cinder  block  houses  and  dirt  roads. 
Each  year  it  attracts  as  many  as  80,000  new 
workers  willing  to  work  for  less  than  $10  a  day, 
plus  benefits,  at  maquiladoras — factories  that 
assemble  goods  for  export.  To  critics  of  global- 
ization, these  roaring  plants  simply  prove  that 
free  trade  has  triggered  a  desperate  "race  to 
the  bottom"  by  the  world's  workers. 

But  that  is  a  distorted  picture.  As  U.S.  com- 


panies continue  to  upgrade  their 
Mexican  operations  to  profit  from 
the  1994  North  American  Free 
Trade  Agreement,  they  are  offer- 
ing ambitious  workers  like  Aguirre 
better  careers,  training,  and  bene- 
fits. Nations  such  as  Hungary, 
Malaysia,  and  even  China  also  have 
made  the  leap  into  high-end  manu- 
facturing— improving  hving  stan- 
dards and  offering  better  careers 
for  many  workers. 
TWO  PATHS.  What  separates  the 
countries  whose  workers  thrive  un- 
der globalization  from  those  that 
seem  stuck  in  the  screwdriver  as- 
sembly stage?  More  than  anything, 
it  is  governments  that  make  the 
best  use  of  inflows  of  foreign  in- 
vestment and  know-how.  That  re- 
quires a  track  record  of  business-friendly  policiij 
to  lure  multinationals  and  domestic  tycoons  alik 
to  train  workers,  invest  in  modern  technolog 
and  nurture  local  suppliers  and  managers 

It  also  means  paying  more  attention  to  basi 
such  as  solid  macroeconomic  management,  goi 
public  education,  a  legal  system  that  protec 
property  rights,  and  a  society  where  prosperity 
widely  shared.  These  are  the  kind  of  pro-grow 
policies  that  most  of  East  Asia  employed  to 


b 


Globalization's  Mixed  Results 


Winners  with  stronger  educational  systems  enjoy 
higher  growth  and  lower  poverty  levels... 

GROSS  DOMESTIC  PRODUCT         EDUCATION  POVERTY 

AVERAGE  PERCENT  PERCENT  MALES  PERCENT  POPULATION 

GROWTH,  1 990-98       COMPLETING  5TH  GRADE        BELOW  $1  A  DAY 


...  While  laggards  often  have  lower  education  stan- 
dards, more  poverty,  and  lower  growth 
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velop  from  sweatshop  havens  in  the  1960s  and 
1970s  to  industrial  powers. 

Countries  that  have  failed  to  get  these  basics 
right  often  benefit  the  least  from  globalization. 
Whereas  almost  everyone  in  South  Korea,  Tai- 
wan, Singapore,  and  Hong  Kong  received  a  high- 
school  education  when  their  countries'  export 
drives  began  decades  ago,  in  much  of  Central 
America  half  of  the  population  never  makes  it  to 
the  fifth  grade.  Not  surprisingly.  Central  America 
is  mired  in  horrific  poverty. 

Weak  government  also  partly  explains  the  ap- 
palling working  conditions  still  found  in  many  de- 
veloping nations.  China,  for  example,  has  good  labor 
laws.  But  they  often  are  not  enforced.  Even  in 
China,  though,  the  issue  of  labor  oppression  is  com- 
plex. Talk  to  the  workers  and  they'll  take  issue 
with  many  Western  stereotypes  of  exploitation. 

You  won't  get  Mao  Genhe,  29,  for  example,  to 
agree  that  his  family  would  be  better  off  if  Nike 
Inc.  had  never  come  to  China,  as  some  U.S.  ac- 
tivists assert.  He  and  six  of  his  brothers  and  sis- 
ters have  left  their  poor  village  in  Hunan  province 
and  taken  jobs  across  the  country.  An  elemen- 
tary school  graduate,  Mao  works  at  a  Taiwanese- 
owned  tannery  in  the  city  of  Zhongshan  that  sup- 


plies makers  of  Nike  and  Adidas  shoes.  It's  often 
nasty  working  inside  the  hot,  dank  factory.  But 
Mao  sends  up  to  four-fifths  of  his  $150  monthly 
earnings  to  his  parents  and  a  blind  brother  in 
Hunan.  In  five  years,  Mao  figures,  he  and  his  wife 
will  have  the  $1,200  they  need  to  open  a  small 
grocery  or  clothes  store  at  home.  "Our  goal  is 
we  don't  want  to  be  farmers,"  he  says. 
SPREADING  WEALTH.  Thanks  in  large  part  to  $328 
billion  in  foreign  investment,  urban  per  capita 
incomes  in  China  have  grown  more  than  ten- 
fold, to  $705,  since  reform  began  in  1978.  Chinese 
industry  pumped  out  $195  billion  in  exports  last 
year.  Much  of  the  income  from  the  shoe,  toy, 
garment,  and  electronics  factories  on  China's  east 
coast  has  spread  far  into  the  poverty-ravaged 
interior. 

China  also  shows  that,  from  humble  beginnings, 
industry  can  advance  rapidly.  With  two  decades  of 
experience  with  simple  assembly  plants  under  its 
belt,  Chinese  industry  is  now  making  great  strides 
in  electronics  and  machinery.  Millions  of  engineers 
and  scientists  have  helped  the  country  become  a 
big  exporter  of  computer  equipment,  auto  parts, 
and  telecom  gear. 

Other  countries  are  just  now  learning  to  imi- 


One  of  the 
telltale  signs 
of  countries 
that  have 
climbed  the 
ladder  is  a 
higher  level 
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tate  this  pattern  of  public  and  private  invest- 
Q|_Qg^|_  ment.  Mexico  isn't  all  the  way  there,  either. 

LABOR  While  exports  have  soared  fivefold  since  1987, 

to  $137  billion,  47  million  people  still  live  in 
poverty — about  half  the  population.  One  prob- 
lem is  that  half  of  exports  come  from  assembly 
operations  that  have  done  little  to  create  local 
industry  because  they  import  most  parts  and 
materials.  Another:  Only  50%  of  Mexicans  have 
completed  sixth  grade — and  just  20%  enter 
high  school. 

LOTS  OF  ENGINEERS.  Nevertheless,  companies 
such  as  Delphi  are  now  shifting  more  sophisti- 
cated work  to  Mexico  to  take  advantage  of  its 
supply  of  well-qualified  technicians.  Delphi  has 


GUATEMALA'S  GAP 


decade  after  Guatemala 
'  .  began  to  diversify  its 
agricultural  economy, 
the  apparel  industry 
now  generates  $440  million  in 
annual  exports.  Yet  up  to  half 
of  workers  still  earn  less  than 
$3  a  day,  the  minimum  wage, 
and  a  third  of  adults  are  illiter- 
ate. 

Why  has  Guatemala's  export 
push  not  brought  prosperity  as 
quickly  as  it  did  to  East  Asia? 
The  answer  starts  with 
Guatemala's  fractured,  strife- 
ridden  society  and  includes  ne- 
glect of  investment  in  its  own 
people  and  poor  economic  poli- 
cies. Half  of  Guatemalans  are 
indigenous  Indians,  many  of 
whom  still  speak  little  Spanish. 
The  country  is  just  beginning 
to  recover  from  a  36-year  civil 
war,  in  which  the  military  mas- 
sacred entire  villages.  Unlike 
much  of  East  Asia,  where  land 
reform  and  far-thinking  public 
housing  policies  helped  peas- 
ants rise  above  the  subsistence 


economy,  just  2%  of  the  people 
own  70%  of  the  land.  Little 
wonder  the  savings  rate  is 
about  a  third  of  Asia's  level, 
meaning  the  country  must  de- 
pend heavily  on  foreign  in- 
vestors to  grow. 

Since  the  war's  end,  the  gov- 
ernment has  boosted  social 
spending  sharply— from  4.3%  to 
7.3%  of  GDP.  But  Alfonso  Por- 
tillo,  the  new  populist  President 
who  took  office  in  January, 
must  boost  tax  revenue  fVom 
9%  of  (JDP  to  12%  by  2002  to 
comply  with  a  1996  peace  ac- 
cord. But  Guatemala's  business 
class,  which  is  dominated  by  a 
handful  of  families,  has  beaten 
most  reform  efforts.  Not  sur- 
prisingly, the  country  is  rife 
with  sweatshops.  "We  do  want 
work,"  says  Sandra  Gonzalez, 
who  has  tried  organizing  unions 
in  the  garment  sector.  "But  we 
want  to  work  with  dignity." 
That  could  take  decades. 

By  Elisabeth  Malkin  in 
Guatemala  City 


opened  a  research- 
and-development 
center  in  Juarez 
that  employs  700  en- 
gineers developing 
products  Delphi  sells 
worldwide.  IVavel  to 
Guadalajara,  and  the 
trend  is  even  more 
dramatic.  Here,  IBM, 
Hewlett-Packard 
Co.,  and  other  com- 
panies have  long 
manufactured  per- 
sonal computers. 
But  since  nafta, 
there  has  been  an 
influx  of  new  com- 
puter and  telecom 
equipment  plants 
that  require  modern 
production  lines  and 
lots  of  engineers. 
Big  contract  manu- 
facturing companies 
such  as  SCI  Systems, 
Flextronics  Interna- 
tional, and  NatSteel 
Electronics  make 
everything  from  Er- 
icsson cell  phones  to 
Cisco  networking 
equipment.  Since 
1995,  Guadalajara's 
joblessness  has 

dropped  sharply. 
And  most  factory 
workers  now  earn  at 
least  twice  the  mini- 
mum wage  of  $3.72 
a  day. 

"DESPERATE."  To  encourage  high  schools  to 
churn  out  the  right  kind  of  workers  needed, 
the  Guadalajara  government  distributes  pam- 
phlets listing  careers  available  at  companies, 
along  with  their  salaries.  It  also  subsidizes  job 
training  for  new  hires.  And  to  broaden  its  in- 
dustrial base,  Guadalajara  is  wooing  multina- 
tionals that  produce  everything  from  medical 
equipment  to  liquid-crystal  displays.  "We're 
competing  against  China,  Malaysia,  Ireland, 
Hungary,  and  Brazil,"  says  Sergio  Garcia  de 
Alba,  economic-development  director  for  Jalis- 
co state. 

One  can  see  in  the  old  Soviet  bloc  how  that 
competition  is  dividing  Eastern  Europe  into 
winners  and  losers.  Hungary  and  Poland  are 
thriving,  while  Romania,  Bulgaria,  and  to  some 
extent  the  Czech  Republic  are  lagging.  Diff(>r- 
ent  approaches  to  privatization  help  explain  it. 
The  Czech  Republic  and  Russia  essentially  is- 
sued shares  in  local  factories  to  its  citizens 
which  seemed  like  a  fair  way  to  benefit  the 
public.  But  that  approach  put  insiders  in  charge 
of  their  enterprises.  Hungary,  instead,  sold  fac- 
tories to  both  local  businessmen  and  multiiia- 
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In  1960,  the 
world's  20 
richest  coun- 
tries had  30 
times  more 
income  than 
the  poorest 
20%.  Now, 
that  wealth 
gap  has  grown 
to  74  times 


tionals.  That  accelerated  the  restructuring  of 
the  manufacturing  sector. 

Take  the  story  of  Tab,  a  Hungarian  town 
whose  economy  collapsed  when  its  main  busi- 
ness, a  components  plant  for  Russian  guided 
missiles,  shut  down  after  Moscow  recalled  its 
troops.  "We  were  desperate,"  recalls  Mayor  Ist- 
van  Farkas.  At  the  end  of  1992,  the  plant  was 
sold  to  a  British  electronics  entrepreneur,  who  in 
turn  was  bought  out  by  Flextronics.  The  U.S. 
company  reopened  the  factory  and  brought  in 
state-of-the-art  production  machines.  Now,  after 
an  $11  million  expansion,  it  employs  1,500  work- 
ers— twice  as  many  as  under  communism — mak- 
ing expensive  recordable-CD  players,  facsimile 
machines,  and  stereos  for  Philips  and  other 
Western  brands. 

Employees  say  they  work  harder  now  than 
under  the  Soviets,  and  there's  no  union.  But 


working  conditions  have  improved.  "When  the 
communists  were  here,  we  paid  for  a  union  but 
they  did  nothing  for  us,"  recalls  assembly  work- 
er Katalin  Keng,  51,  who  earns  $150  a  month. 
Now  many  of  the  most  qualified  employees  are 
solidly  in  the  middle  class. 

The  problem,  of  course,  is  that  not  all  de- 
veloping nations  are  run  by  leaders  who  pay 
attention  to  such  basics.  If  a  decade  from  now 
these  countries  are  still  stuck  with  low-end 
sweatshop  work,  they  will  have  themselves — 
not  just  multinationals — to  blame.  After  all, 
the  secrets  of  development  don't  belong  ex- 
clusively to  East  Asia.  The  basic  requirements 
are  smart  policies — and  lots  of  hard  work. 

By  Mark  L.  Clifford  in  Hong  Kong  mui  Pete 
Engardio  in  Guadalajara,  with  Elisabeth 
Malkin  in  Ciudad  Juarez,  Dexter  Roberts  in 
Zhongshan,  and  William  Echikson  in  Tab 
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A  WORLD  OF 
SWEATSHOPS 


with  back  supports.  In 
all,  TYI,  which  has  $100 
million  in  annual  sales, 
spent  $2  million  of  its 
own  money  to  satisfy 
Reebok.  But  to  Jung's 
surprise,  "The  workers 
are  more  productive." 
TYl's  efforts  show 
how  much  progress 
Western  companies  can 
make  in  cleaning  up 
sweatshops.  In  the  ear- 
ly 1990s,  many  compa- 
nies adopted  codes  of 
conduct  requiring  con- 
tractors to  fix  harsh  or 
abusive  conditions. 
Based  on  recent  visits 
to  Asia,  companies 
I  such  as  Reebok,  Nike, 
Liz  Claiborne,  and 
Mattel  have  finally  be- 
gun enforcing  their 
codes. 

The  problem  is  that 
such  companies  are  the 
exceptions.  Although 
many  multinationals 
operate    facilities    in 


alk  through  Tong  Yang  Indonesia 
(tyi)  shoe  factory,  an  8,500-worker 
complex  of  hot,  dingy  buildings 
outside  Jakarta,  and  company 
President  Jung  Moo  Young  will 
show  you  all  the  improvements  he  has  made 
in  the  past  two  years.  He  did  so  at  the  behest 
of  his  biggest  customer,  Reebok  International 
Ltd.,  to  allay  protests  by  Western  activists  who 
accuse  the  U.  S.  shoemaker  of  using  sweatshops. 
Last  year,  Jung  bought  new  machinery  to 
apply  a  water-based  solvent  to  glue  on  shoe 
soles  instead  of  toulene,  which  may  be  haz- 
ardous to  workers  who  breathe  it  in  all  day. 
He  installed  a  new  ventilation  system  and  chairs 


Asia  and  Latin  Ameri- 
ca that  are  as  well-run  as  any  in  the  West,  too 
many  still  buy  from  factories  with  appalling 
practices — especially  in  such  labor-intensive  sec- 
tors as  garments,  shoes,  and  toys. 

Investigators  for  U.  S.  labor  and  human-rights 
groups  estimate  thousands  of  sweatshops  make 
products  for  U.S.  and  European  companies.  "It 
would  be  extremely  generous  to  say  that  even 
10%  of  [Western  companies  charged  with  abus- 
es] have  done  anything  meaningful  about  labor 
conditions,"  says  S.  Prakash  Sethi,  a  Haruch 
College  business  professor  who  helped  set  u|)  a 
monitoring  system  for  Mattel  Inc. 

When  accused  by  activists  ol"  buying  IVoin 
sweatshops,  bnind-name  marketei-s  liave  tended  to 
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LABOR 


A  few  of  the 
most 
abusive 
consumer 
goods  plants 
overseas 
are  cleaning 
up  their  act. 
But  most  of 
them  aren't 


dismiss  the  claims.  But  tlieie's  reasuii  Lo  believe 
the  activists  are  often  right.  A  recent  business 
WEEK  probe  found  that  Wal-Mart  Stores  Inc. 
bought  Kathie  Lee  Gifford  handbags  in  a  Chi- 
nese factory  where  guards  beat  workers  and  own- 
ers deducted  up  to  70%  of  their  pay  for  food  and 
lodging  (BW— Oct.  2).  The  National  Labor  Com- 
mittee, a  New  York  watchdog  group,  first  made 
that  charge  in  a  May  report  on  16  Chinese  facto- 
ries used  by  Western  companies.  Some  of  the 
U.  S.  companies  cited  in  the  report,  including  Tim- 
berland  Co.  and  New  Balance,  say  they  reexam- 
ined the  Chinese  factories  and  found  most  of  the 
charges  to  be  accurate.  But  others,  including  Hufly 
Corp.  and  Stride  Rite  Corp.,  refiised  to  discuss  the 
subject  or  let  business  week  visit  their  facto- 
ries. Meanwhile,  a  study  from  Harvard  and  other 
universities  found  that  13  factories  making  colle- 
giate logo  clothing  for  U.  S.  companies  were  guilty 
of  nonpayment  of  wages  and  lax  safety. 

Liz  Claiborne  Inc.'s  experience  shows  the  dif- 

Sweatshops:  All  Too  Common 

A  May  report  by  the  New  York-based  National  Labor  Committee  found  abusive  labor 

conditions  in  16  randomly  chosen  Chinese  factories  producing  for  U.S.  companies. 

Here's  a  sample  of  what  it  found 


U.S.  COMPANY/PRODUCT 

HUFFY  BICYCLES 


FACTORY/TOWN 


WAL-MART 

KATHIE  LEE 
HANDBAGS 

STRlbERITE: 


Baoan  Bicycle 
Shenzhen,  Guangdong 

Qin  Shi  Handbag 

Zhongshan,  Guangdong 


ficulty  of  the  situation. 
In  1998,  the  U.S.  ap- 
parel giant  began  work- 
ing with  Guatemala's 
Commission  for  the  Ver- 
ification of  Corporate 
Codes  of  Conduct  (Cov- 
erco),  a  group  of  local 
and  U.S.  activists,  to 
monitor  one  supplier, 
identified  by  local 
sources  as  Choi  Shin,  a 
Korean-owned  factory 
near  Guatemala  City. 
Choi  Shin  couldn't  re- 
fute workers'  claims 
that  they  never  re- 
ceived proper  overtime 
payments  and  were  ex- 
posed to  hazardous 
chemicals. 

Coverco  says  the 
plant  is  slowly  improving,  thanks  to  Liz  Clai- 
borne's pressure.  Meanwhile,  workers  often  lack 
the  leverage  to  make  much  beyond  subsistence 
wages.  The  Modas  Uno  Korea  plant  in  the 
Guatemala  City  suburb  of  Villanueva  stopped 
paying  workers  on  time  in  August  and  fired  22 
who  complained  to  the  Labor  Ministry.  On  Sept. 
2,  workers  stormed  the  plant  demanding  back 
pay — and  the  company  relented.  But  workers 
who  stayed  on  said  they  were  offered  sewing 
machines  instead  of  severance  pay  when  the 
factory  shut  down.  No  one  was  present  at  the 
closed  plant  to  respond  to  questions. 
OUSTED  MANAGERS.  Even  improvements  in  work- 
ing conditions  may  not  boost  workers'  pay.  tyi 
gets  around  $13  for  every  pair  of  shoes  it  makes 
for  Reebok,  paying  only  $1  for  labor.  Still,  TYI 
says  that  after  paying  for  materials  and  over- 
head, its  margins  are  just  10%.  Says  a  tyi  man- 
ager: "If  we  aren't  cheap  enough,  [customers]  will 
go  to  Vietnam  or  elsewhere." 

Widespread  gains  in 
the  workplace  are  un- 
likely until  workers  can 
organize  unions,  or  a  sys- 
tem emerges  to  punish 
violators  of  international 
codes.  Even  under  the 
programs  set  up  by  Nike 
and  Mattel,  they  are  free 

15-hour  shifts,  7  days  a  week.  No  5°  |^"/^,"f '  ^"""^^ ;"  ^^^ 

'         •'  U.  S.  if  it  turns  out  they 

..«v«rt""e.P^y _ were  made  under  abu- 

Guards  beat  workers  for  being  late 

Excessive  charges  for  food  and  lodging  mean 
some  workers  earn  less  than  H  an  hour 


LABOR  PROBLEMS 


Kunshan  Sun  Hwa  Footwear 


16-year-old  girls  apply  toxic  glues  with  bare 
hands  and  toothbrushes 


KEDS  SNEAKERS 

NEW  BALANCE 
SHOES 


Kunshan,  Jiangsu 

Lizhan  Footwear,  Dongguan, 
Guangdong 


Workers  locked  in  factory  behind  15  ft.  walls 

Lax  safety  standards,  no  overtime  pay  as 
required  by  Chinese  law 


DATA:  NATIONAL  LABOR  COMMIHEE 


sive  conditions.  But  their 
experiments  do  suggest 
that  not  every  factory 
has  to  be  a  sweatshop  to 
make  the  global  economy 
work. 

By  Aaron  Bernstein, 
viith  Michael,  SImri  in 
Jakarta,  and  Elisabeth 
Maikitt  ill  Guatemala 
City 
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from  now, 
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B2B  Internet 
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Special  Report 


WHOSE  GUi 


In  the  Third  World, 
multinationals  face  a 
new  era  of  accountability 


DETAIL 


The  World  Bank 
says  23% 
of  countries 
where  the 
economy 
depends  on 
exports  of 
primary 
commodities 
suffer  military 
conflict- 
which  is  rare 
in  nations 
with  no  such 
exports 
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itting  atop  a  black-rock  outcrop 
in  Colombia,  Roberto  Perez,  the 
political  chief  of  the  U'wa  people, 
gazes  over  the  world  that  he  and 
his  ancestors  have  inhabited  for 
thousands  of  years.  In  the  valley 
below,  bulldozers  and  workers  in 
yellow  hard  hats  are  clearing  land  for  an  ex- 
ploratory oil  well  to  be  drilled  by  Los  Angeles- 
based  Occidental  Petroleum  Corp.  The  govern- 
ment believes  the  land  holds  more  than  half  of 
Colombia's  oil  reserves  and  has  contracted  with 
Occidental  to  find  it. 

The  nature-worshipping  U'wa  adamantly  op- 
pose the  exploration.  For  them,  oil  is  the  "blood 
of  Mother  Earth,"  and  in  the  past  they  have 
threatened  ritual  mass  suicide  if  anyone  tries  to 
extract  it.  "The  government  says  this  oil  pro- 
duction will  bring  development  for  the  coun- 
try," says  Perez,  chewing  a  wad  of  coca  leaves. 
"But  it  will  also  destroy  the  region  environ- 
mentally, ecologically,  and  culturally."  The  U'wa 
have  reason  to  be  concerned:  Rebel  attacks  on 
an  Occidental  pipeline  north  of  their  land  have 
bled  2.3  million  barrels  of  oil  into  the  ground 


smce  19^6,  accordmg  to  the  state  oil  company, 
Ecopetrol.  The  U'wa  say  the  project  forced  the 
local  people,  the  Guahibo,  into  the  cities,  where 
many  of  them  now  beg  for  a  living. 

But  Occidental — which  emphatically  denies 
that  the  Guahibo  were  affected — has  held  dozens 
of  meetings  with  community  groups  and  says  it 
is  trying  to  meet  U'wa  concerns.  And  the 
Colombian  government  remains  determined  to 
develop  the  nation's  oil  reserves — with  or  with- 
out Occidental  and  despite  U'wa  protests.  "We 
are  just  a  contractor,"  says  Occidental  spokesman 
Larry  Meriage.  "If  we  pulled  out  today,  that 
project  would  not  die."  The  question  for  Occi- 
dental, then,  is  how  to  make  it  as  least  disrup- 
tive to  the  U'wa  as  possible. 

Not  long  ago,  the  words  of  tribal  leaders  such 
as  Perez  would  not  have  been  heard  outside 
the  forests  where  they  were  uttered.  Now,  they 
echo  around  the  world — through  myriad  Web 
sites  and  Western  protest  campaigns.  The  plight 
of  indigenous  groups  is  penetrating  the  board- 
rooms of  multinationals,  which  are  being  forced 
to  respond  as  never  before  to  protect  their  rep- 
utations and  brand  names.  Nowhere  are  the  is- 
sues more  contentious  than  in  investments,  such 
as  Occidental's,  that  extract  natural  resources 
from  developing  nations.  Many  of  those  pi-ojccts 
have  long  been  marred  by  corruption,  military 
atrocities,  ecological  damage,  and  social  upheaval. 

Sorting  out  the  issues  gets  vastly  complex. 
Developing  countries  need  revenues  for  devel- 
opment. But  studies  show  that  countries  heavi- 
ly dependent  on  natural  resources  tend  to  re- 
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GLOBAL 
INVESTMENT 


main  underdeveloped,  since  governments  have 
little  incentive  to  nurture  education  or  industries 
needed  for  growth.  Some  23%  of  countries 
where  at  least  one-quarter  of  the  economy  de- 
pends on  exports  of  commodities  have  military 
conflict,  according  to  the  World  Bank.  Coun- 
tries with  no  such  exports  have  a  less  than  1% 
chance  of  conflict. 

More  often  than  not,  though,  local  peoples 
aren't  clamoring  for  foreign  oil  and  mining  com- 
panies to  pull  out.  What  they  really  want  is  a 
more  equitable  share  in  the  revenues  and  job 
opportunities.  That's  what  you  will  hear  from 
Janas  Natkime,  a  leader  of  the  Amungme  tribe 
in  West  Papua,  Indonesia.  Like  most  of  the 
Amungme,  Natkime  inhabits  a  clapboard  shack 
with  chicken  wire  for  window  panes.  Only  40 
years  ago,  most  Amungme  had  never  seen  an 
outsider  and  still  lived  a  Stone  Age  existence. 
That  changed  with  the  arrival  of  New  Orleans- 
based  Freeport-McMoRan  Copper  &  Gold  Inc. 
Under  an  agreement  with  former  Indonesian 
dictator  Suharto,  Freeport  has  been  extracting 
the  world's  largest  recoverable  gold  reserves. 
The  Amungme  see 
the  mine  as  their  only 
means  of  economic  vi- 
ability. But  they  want 
Freeport  to  do  more 
to  clean  up  ugly  mine 
tailings  and  share 
more  revenues  with 
the  community.  "In  the 
era  of  globalization,  I 
want  the  Amungme  to 
hold  an  equal  share 
and  an  equal  position 
with  Freeport,"  says 
Natkime.  There's  some 
progress:  In  August, 
Freeport  pledged  to 
build  modern  housing 
and  provide  more  jobs. 
Such  examples  illus- 
trate how  global  in- 
vesting is  changing. 
Multinationals  that 
were  once  able  to 
brush  off  environmen- 
tal or  human-rights 
concerns  in  the  Third 
World  now  have  to  an- 
swer to  activists  and 
shareholders.  And 
they  must  meet  increasingly  stringent  environ- 
mental and  social  standards  to  get  financing 
and  political-risk  guarantees  from  the  World 
Bank.  "There  is  an  increasing  demand  for  ac- 
countability," says  Gerard  P.  Matthews,  a  Lon- 
don-based Royal  Dutch/Shell  Group  executive. 
The  result  is  shaping  up  as  a  new  era  of  cor- 
porate responsibility.  Multinationals  are  hiring 
human-rights  advisers,  drafting  and  enforcing 
codes  of  conduct,  appointing  monitors,  and  im- 
proving operating  practices.  They  are  develofjing 
global  standards  of  conduct,  such  as  procedures 


A  PIECE  OF 
THE  ACTION 

U  We  don't 
want  to  close 
the  Freeport 
mine.  But  we 
want  to  hold  an 
equal  shared  y 

JANAS  NATKIME, 
Amungme  tribal  leader, 
West  Papua 


for  security  of  their 
installations.  They 
are  putting  local 
people  on  boards  of 
directors  and  urg- 
ing government 
ministers  and  gen- 
erals to  adhere  to 
international  hu- 
man-rights stan- 
dards, lest  their 
misdeeds  reflect 
poorly  on  investors, 
too.  "Acknowledg- 
ing that  is  a  huge 
change,  and  very 
few  companies 
were  doing  it  until 
just  a  few  years 
ago,"  says  Aron 
Cramer,  vice-presi- 
dent of  San  Fran- 
cisco-based Busi- 
ness for  Social 
Responsibility, 
which  helps  compa- 
nies establish  hu- 
man rights  and  la- 
bor standards. 

Shell  has 

emerged  as  a 
leader  of  late,  in 
part  because  it  has  had  to  make  amends  for 
past  offenses.  Condemnation  of  the  oil  giant's  op- 
erations in  Nigeria  peaked  in  1995,  when  the 
government  hanged  Ken  Saro-Wiwa  for  al- 
legedly inciting  violence.  An  internationally 
known  vmter,  Saro-Wiwa  had  crusaded  for  his 
Ogoni  people,  who  were  getting  virtually  no 
economic  benefits  from  the  oil  extracted  from 
their  land  but  had  to  suffer  environmental  con- 
sequences. Shell  was  blamed  for  tolerating  these 
conditions  and  not  doing  enough  to  save  Saro- 
Wiwa's  life.  After  a  huge  public  outcry,  Shell  be- 
came the  first  oil  company  ever  to  acknowledge 
a  responsibility  for  human  rights.  It  has  since 
pulled  out  of  controversial  projects  elsewhere 
and  is  trying  to  improve  its  environmental  and 
human-rights  practices  in  Nigeria.  Human 
Rights  Watch  Program  Director  Arvind  Ganesan 
lauds  the  turnaround.  "There's  a  willingness  to 
be  as  proactive  as  possible  and  make  sure  their 
operations  don't  contribute  to  human-rights  vi- 
olations," he  says,  noting  that  Shell's  reports  on 
its  human-rights  progress  and  environmental 
impact  are  models  for  others. 

As  important  as  such  efforts  are,  only  a  hand- 
ful of  multinationals  have  gotten  serious  about 
cleaning  up  corjjorate  practices.  And  even  if  they 
are  well-intentioned,  the  real  test  is  whether  th(» 
new  standards  and  codes  will  mean  anything  in 
practice.  In  the  new,  wired  world,  there  ai'c  few 
{)laces  a  multinational  can  avoid  scrutiny. 

By  Paid  Raebnni  and  Shcridati  I'msso  in 
New  York,  urith  Suzajirie  Tim.mons  in  Cuhurn, 
Colombia,  and  Michael  Shari  in  West  Papua 
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Call  jour  financial  advisor  or  l-8oo-23^-28o8.   Or  visit  www.vankampen.com 


For  a  prospectus  containing  more  complete  information,  including  o  discussion  of  ris 


VAN  Kampen 


FUNDS 


Generations  of  Experience 


harges  and  expenses  tor  ony  Van  Kampen  investment  product,  contact  your  financiol  advisor 


...,„„  J  ,.„„  „        .  I  I,    ,    ,       .  ,  ' s-' -■■" '-"i'"-"-'^-' '"' ""X  "J" '^u"|(j<:"  "ivesimeni  proauci,  coniact  your  tinanciol  advisor 

ase  read  ttie  prospectus  corefully  before  mvestmg  or  sending  money.  Distributed  by  Von  Kompen  Funds  Inc.,  I  Parkview  Ploza,  Ookbrook  Terrace,  IL  60181.  ©2000  Van  Kampen  Funds  Inc 
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Experience  new  IBM  ThinkPad*^  notebooks,  and  blur  the 
line  between  work  and  play. 

These  days,  there's  no  such  thing  as  nine-to-five.  You  might  work  on 
presentations  between  diaper  changes  -  or  shop  online  while  you  scarf 
a  sandwich  at  your  desk.  New  IBM  ThinkPad  notebooks  give 
you  intuitive  tools'  to  help  you  get  the  job  done  faster  -  easier  -  leaving 
more  time  to  stay  in  touch  with  friends,  or  send  a  picture  of  the  kids  to 
grandma.  Innovations  like  Ultrabay™  2000  fast-swappable  media  drive 
options  (common  to  the  ThinkPad  A,  T  and  X  Series^)  let  you  share 
resources  with  your  co-workers.  Plus,  Titanium  Composite  in  the  covers 
of  select  models  makes  ThinkPad  notebooks  stronger  for  those  unexpected 
knocks  and  bumps.^  So  surf  or  pontificate.  Take  inventory  or  take  it  to  the 
beach.  Choose  to  do  it  all  with  the  power  of  Intel®  Pentium®  III 
processors,  available  on  select  models.  It's  your  experience  -  make 
it  even  better  with  a  ThinkPad  notebook.  To  find  out  which  ThinkPad 
notebook  is  right  for  you,  visit  ibm.com/thinkpad/7875 


Which  ThinkPad  is  right  for  you? 


in 


fe 


The  most  affordable 
ThinkPad  notebook  for 
growing  businesses, 
education  or  individual 
productivity 

IBM  ThinkPad  i  Series 

Mobile  Intel  Celeron™ 
processor  at  up  to  eOOMHz" 

Up  to  13.3"  TFT  SVGA  display 
About  6  lbs.' 

Starting  at  $1,149' 


A  wide  range  of  desktop 
alternative  notebooks  for 
users  who  want  power  and 
performance  that  they  can 
take  with  them. 

IBM  ThinkPad  A  Series 

Mobile  Pentium  III  processor 
at  up  to  850MHz  featuring 
Intel  SpeedStep™  technology 

Up  to  15"  UXGA  display 

6,2-72  lbs. 

Starting  at  $1,999* 


The  extra-light  and  extra- 
small  ultraportable  notebook 
for  the  most  demanding 
mobile  users  who  are 
constantly  on  the  move. 

IBM  ThinkPad  X  Series 

Mobile  Intel  Celeron 
processor  at  500MHz 


12,1"  TFT  SVGA  display 

3.1-3.5  lbs. 

Starting  at  $2,199* 


Pentium®/// 


IBM  recommends  Microsoft*'  Windows'*  2000  Professional  for  business. 


The  perfect  balance  of 
performance  and  portability: 
ideal  for  users  who  need  a 
large  display  in  a  thin  and 
light  design  for  travel 

IBM  ThinkPad  T  Series 

Mobile  Pentium  III  processor 
at  up  to  850MHz  featuring 
Intel  SpeedStep  technology 

Up  to  14,1"  SXGA  display 

4.6-49  lbs. 

Starting  at  $3,199' 


'Not  all  features  available  on  all  models.  Visit  lbm.com/lhlnkpadioj  full  details.  'With  the  optional  UltraBase'"  X2  media  slice  or  the  ThinkPad  Dock,  X  Series  models  can  use  the  Ultrabay  2000  media  devices.  'Tit   i» 
Composite  Carbon  Fiber  Reinforced  Plastic  has  three  times  the  strength  of  ABS  plastic  as  tested  by  IBH/1  using  the  high  flex  modulus  test  on  2/28/00,  Available  on  select  models,  'MHzJGHz  only  measures  microproi 
Internal  clock  speed;  many  factors  alfect  application  performance.  For  Mobile  Intel  Pentium  III  processors  featuring  SpeedStep  technology  this  denotes  maximum  performance  mode:  battery  optimization  m 
approximately  80%  of  maximum  performance  mode  'Weight  and  thickness  may  vary  due  to  vendor  components,  manufacturing  process  and  options.  Weight  includes  battery  (and  optional  Travel  Bezel  In  the 
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Push  here  for  answers 

The  ThinkPad  Button  provides 
access  to  online  information,' 
standard  upkeep  tips,  or  the 
answer  to  "Oh  no.  What  did 
I  )ust  do?" 


Big  technology, 
small  size 

That's  right,  one  gig  of  storage 
in  one  tiny  little  device.  The 
IGB"  microdrive  -  it's  less  to 
weigh  you  down. 


Pick  your  passion 

Easy-loading,  fast-swap  options  - 
like  SuperDisk  (LS-120),  a  DVD- 
ROM,  a  CD-RW,  and  more  -  let  you 
crank  up  your  new  tunes,  or  back 
up  your  files. 


Give  me  strength 

Available  on  select  models. 
Titanium  Composite  makes 
ThinkPad  covers  up  to  three  times 
stronger  than  ABS  plastic.^ 


Get  hooked  up 

When  you  have  to  be  in  the  office, 
use  the  optional  ThinkPad  Port 
Replicator  or  ThinkPad  Dock  to 
tie  into  desktop  peripherals  and 
networked  resources. 


Cut  the  cord 

Zap  e-mails  and  access  network 
capabilities  and  resources  like 
printers  and  scanners,  without 
cords.  Enjoy  wireless  technology 
options  with  the  IBM  802.11  b  PC 
card  and  LAN  Access  Point. 


GET  IT  NOW 


go  to  ibm.com/thinkpad/7875 

or  call  1  888  ShoplBM,  advantage  code  7875 

to  buy  direct  or  to  locate  an  IBM  reseller. 


I »).  'Prices  shown  are  prices  available  from  IBM  directly;  reseller  prices  may  vary  for  ThinkPad  i  Series,  A  Series,  X  Series  and  T  Series.  IBM  price  does  not  include  tax  or  shipping  and  is  sutijecl  to  change  without 
!. 'Requires  Internet  access  account,  available  separately.  "GB  means  one  billion  bytes  when  referring  to  haro  drive  capacity.  Accessible  capacity  may  vary.  All  products  ship  with  an  operating  system  All  IBM  product 
IS  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation.  Intel,  the  Intel  Inside  logo  and  Pentium  ate  registered  trademarks  and  Celeron  and  SpeedStep  are  trademarks  of  Intel 
sration.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others  ©2000  IBM  Corp  All  rights  reserved 
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Success 
could 
lead  other 
corporations 
to  pay  greater 
attention  to 
human  rights 
and  the 
environment 


Chad  pipeline  could  help 
investors  and  the  poor 

The  villages,  farms,  and  scrub-covered  fields 
of  southern  Chad  do  not  inspire  visions  of 
great  wealth.  The  villagers,  mostly  farm- 
ers, live  in  small  one-room  huts  with 
brown  thatched  roofs  and  walls  of  yellow, 
sun-baked  brick.  The  tallest  objects  in  the  land- 
scape are  the  mango  trees,  standing  like  church 
steeples  over  clearings  that  serve  as  village  squares. 
It's  a  pre-industrial  economy,  with  few  cars, 
telephones,  electric  lights,  TVs,  or  refrigerators. 
Only  a  few  Chadians  can  afford  a  metal  pushcart 
or  a  cow  to  pull  the  plow  through  their  fields  of 
corn,  millet,  and  manioc.  Indeed,  with  annual  per 
capita  income  of  $230,  Chad  is  one  of  the  poorest 
countries  on  earth.  On  the  U.  N.'s  human  devel- 
opment index,  which  includes  measures  of  health, 
education,  and  income,  Chad  is  167th  out  of  174 
countries.  Babies  born  in  Chad  have  a  life  ex- 
pectancy of  47.5  years,  a  little  more  than  half 
that  of  babies  born  in  the  U.S.  In  the  capital 
city,  N'Djamena,  many  drivers  buy  their  gas  fr-om 
roadside  entrepreneurs,  who  set  up  wooden  tables 
and  sell  it  in  cast-off  one-  and  two-liter  bottles. 
Now,  however,  Chad  is  about  to  enter  the  21st 


century.  Roughly  a  mile  below  fanners'  fields  lie  al 
least  1  billion  barrels  of  what  oilmen  say  is  sweet, 
heavy  crude — viscous,  low-sulfur  oil  worth  morel 
than  $30  billion  at  today's  prices.  In  mid-October,l 
Exxon  Mobil  Corp.  launched  an  ambitious  plan| 
to  construct  a  650-mile  pipeline  that  will  carrj 
some  225,000  barrels  of  oil  per  day  from  land- 
locked Chad,  near  the  geographic  center  of  Africa  J 
across  Cameroon  to  an  offshore  export  terminalJ 
Soon,  the  humming  of  great  clouds  of  insects  willj 
give  way  to  the  shouts  of  construction  crews,  the 
clang  of  well  casing,  and  the  growl  of  big  yellov 
earthmovers. 

The  $3.5  billion  project  could  bring  Chad  about! 
$200  million  per  year  for  the  next  25  years,  rough-l 
ly  doubling  the  government's  annual  budget.  II 
used  wisely,  it  could  help  rescue  Chadians  from  I 
their  crushing  poverty.  "There  is  no  alternative,'! 
says  Abderahman  Dadi,  secretary  general  of  th^ 
presidency  of  Chad.  "To  develop  a  country,  yoi 
need  revenue." 
UNCERTAIN  FUTURE.  Because  of  political  instabilitj 
in  Chad  and  Cameroon,  ExxonMobil  set  up  th^ 
project  in  an  unusual  way:  It  invited  the  Work 
Bank  to  participate.  The  bank  wants  to  show  thai 
Big  Oil  projects  can  both  make  money  foi-  corpol 
rate  investors  and  improve  the  lot  of  the  poor.  If 
also  wants  to  defuse  criticism  IVom  Western  acl 
tivists,  who  have  made  the  pipeline  a  centerpieed 
of  their  war  against  globalization.  ExxonMobil 
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wants  the  World  Bank  to  help  guarantee 
the  cooperation  of  the  governments  of  Chad 
and  Cameroon.  "If  the  project  is  not  able  to 
repay  those  loans  because  we  are  national- 
ized, for  example,  or  there  is  a  major  civil 
war,  we  would  be  excused  from  repay- 
ment," explains  Andre  Madec,  a  senior 
ExxonMobil  executive  on  the  project,  in 
his  room  at  the  Novotel  in  N'Djamena.  If 
the  project  succeeds,  other  multinational 
corporations  might  decide  that  they,  too, 
can  turn  a  profit  from  incorporating  hu- 
manitarian goals  into  their  plans.  (Exxon- 
Mobil's original  partners  in  the  project, 
ElfTotalFina  and  the  Royal  Dutch  Shell 
Groups,  pulled  out  in  1999,  citing  other 
commitments,  and  were  replaced  by 
Chevron  Corp.  and  Petronas,  Malaysia's 
state-owned  oil  company.) 

The  bank  has  gone  to  unprecedented 
lengths  to  make  sure  the  project  succeeds. 
It  insisted  on  many  changes  in  the 
pipeline's  route  in  Cameroon  to  minimize 
damage  to  virgin  rain  forests  and  endan- 
gered wildlife.  The  bank  also  insisted  on  eq- 
uitable sharing  of  the  oil  revenues.  Under  a 
law  passed  by  Chad's  Parliament  two  years 
ago,  10%  of  the  revenues  will  be  held  in 
trust  for  future  generations.  Eighty  per- 
cent of  the  funds  are  to  be  used  for  educa- 
tion, health,  and  rural  developments. 

Many  at  the  World  Bank  saw  participation 
in  this  project  as  an  obligation.  "When  one  of 
the  poorest  countries  in  the  world  gets  a 
windfall  like  this,  you  can't  walk  away,"  says 
Frederick  E.  Brusberg,  a  social  scientist  and 
environmental  expert  with  the  International  Fi- 
nance Corp.,  the  bank's  private  investment  arm. 

Some  critics  say  the  World  Bank's  agreements 
are  not  strong  enough  to  ensure  the  project's  suc- 
cess. Activist  Soumai'ne  Adoum,  coordinator  of 
Swissaid  Chad  in  N'Djamena,  is  among  the  most 
knowledgeable  skeptics.  "We  hope  the  government 
doesn't  use  the  money  for  arms  or  bombs,"  he 
says,  "but  we  can't  be  sure."  Unlike  many  critics  in 
the  West,  however,  Adoum  doesn't  want  to  stop  the 
project;  he  wants  it  to  be  fixed.  "We  support  the 
project  because  we  think  the  money 
will  help  the  country,"  he  says. 
KILLING  FIELDS.  Chad  occupies  a 
ragged  rectangle  of  land  extending  800 
miles  from  Libya  and  the  Sahara 
Desert  to  the  tropical  forests  of  the 
Central  African  Republic.  It  is  roughly 
the  size  of  California,  Nevada,  Arizona, 
and  New  Mexico  combined  and  has 
only  7  million  people.  Muslim  herds- 
men roam  the  country's  fiery  north- 
em  deserts,  but  most  Chadians  cluster 
in  the  south,  where  an  annual  rainy 
season  makes  farming  possible.  Even 
there,  temperatures  reach  115F. 

As  is  true  of  most  of  sub-Saharan 
Africa,  Chad  has  a  troubled  history.  The 
country  was  under  French  control  for  50 
years,  until  1960,  when  it  won  its  inde- 


pendence. For  30  years,  it  was 
ravaged  by  civil  war,  until  its 
current  President,  Idriss  Deby, 
seized  power  in  1990  in  a 
coup.  Five  years  later,  he  won 
an  election  widely  believed  to 
be  fraudulent.  But  rebel  ac- 
tivity has  declined,  continuing 
only  in  the  north,  where,  ac- 
cording to  U.S.  diplomats, 
desert  sands  conceal  anywhere 
fi-om  100,000  to  1  million  land 
mines. 

According  to  the  U.S. 
State  Dept.'s  most  recent  re- 
port on  human  rights,  Chad's 
state  security  forces  have 
been  guilty  of  killings,  torture,  beatings,  and  rape — 
and  they  are  rarely  prosecuted  for  these  offenses. 
Urbain  Moyombaye,  a  farmer  in  the  oil  region 
and  the  spokesman  for  a  local  farmers'  rights  or- 
ganization, says  kilUngs  are  common  in  his  region. 
He  estimates  that  from  1993  to  1998,  more  than 
100  people  were  killed,  "and  it's  still  going  on,"  he 
says.  "I'm  not  sure  who  is  killing  whom.  But  sol- 
diers use  the  excuse  of  rebel  activity  to  fire  on  the 
population."  Secretary  General  Abderahman  Dadi, 
the  government's  spokesman  for  the  oil  project, 
said  he  could  not  comment  on  such  charges. 

Some  Chadians  would  like  to  see  stiffer  envi- 
rormiental  and  revenue-sharing  commitments,  fear- 
ing the  government  will  renege.  But  whether  or 
not  that  happens,  this  experiment  in  global  capi- 
talism is  now  under  way.  In  September,  factories  in 
Germany  and  France  began  fabricating  pipe  for  the 
project.  Next  year,  work  wWl  begin  on  a  10,000-foot 
airstrip  near  the  oil  fields  to  accommodate  a  steady 
stream  of  cargo  planes  hauling  machinery  and  sup- 
plies. By  the  end  of  2003,  ExxonMobil  hopes  to  be 
pumping  its  first  oil,  and  revenues  will  begin  flow- 
ing into  the  treasuries  of  Chad  and  Cameroon. 
That's  when  the  project's  backers,  and  its  critics, 
will  find  out  whether  the  people  of  Chad  and 
Cameroon  will  truly  benefit — and  whether  multi- 
nationals can  change  their  way  of  doing  business  in 
the  developing  world. 

By  Paul  Raeburn  in  Chad 
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n  the  honor  roll  of  nations  that 
have  done  the  most  to  improve 
their  financial  systems  in  the 
last  decade,  Poland  ranks  near 
the  top.  Since  the  socialist  era 
ended,  Poland  has  taken  its  cap- 
italist medicine:  It  has  cleaned 
up  banks,  privatized  state  enterprises,  floated  its 
currency,  and  made  it  easy  for  investors  to 
come  and  go.  Foreigners  have  anointed  Poland 
the  success  story  of  the  old  Soviet  bloc  and  are 
pouring  cash  into  the  country. 

But  Jaroslaw  Bauc,  Poland's  young 
Finance  Minister,  is  anything  but 
cocky.  He  knows  many  foreign  in- 
vestors keep  their  money  in  securi- 
ties that  are  lucrative  but  can  be  sold 
fast,  such  as  52-week  Polish  Trea- 
sury bills,  which  now  yield  around 
18%.  He  knows  that  if  investors  sud- 
denly bolted,  the  value  of  the  zloty 
would  plunge  and  spark  "a  dramatic 
slowdown  that  would  be  devastating 
for  the  economic  transformation." 

Poland  faces  the  central  dilemma 
of  the  early  21st  century  emerging 
market:   It  needs  a  steady  diet  of 


foreign  investment  to  thrive  but  must  constantly 
worry  that  its  overseas  sustenance  will  be  tak- 
en away.  In  the  past  six  years  alone,  capital 
crises  have  jolted  emerging  markets  three 
times — the  1994  Mexican  peso  crash,  the  '97 
Asian  meltdown,  and  the  '98  Russian  collapse. 
As  a  result,  investors  are  allergic  to  the  sector. 
Net  private  capital  flows  to  emerging  markets 
were  only  $68  bilhon  last  year,  well  below  their 
1996  peak  of  $226  billion,  the  IMF  says. 
PREEMPTIVE  ACTION.  Can  it  happen  again?  Of 
course.  The  grim  truth  is  that  in  the  fight 
against  hot  money,  emerging  markets  are  large- 
ly on  their  own.  Some  global  refomis,  now  being 
put  in  place,  may  help.  But  it's  up  to  leaders  in 
individual  countries  to  figure  out  how  to  get 
the  most  from  short-term  money  flows  without 
courting  disaster. 

Wide-open  capital  markets  have  always  been 
controversial.  Countries  with  ojiaque  banks  and 
small,  poorly  managed  economies  become  over- 
ly dei)endent  on  short-term  foreign  capital. 
When  the  flow  reverses,  devastation  usually  re- 
sults. The  majority  of  Mexicans,  for  instance, 
have  not  fully  recovered  from  the  devaluation 
and  economic  crisis  that  followed  in  1995. 

Since  then,  some  leaders  have  (]uestioned 
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If  yoii  think  we're  good  with  companies  you've 
heard  of,  you  should  see  what  we  can  do  with 
companies  that  don't  even  exist.  Merge  J.P.Morgan's  global 
resources  with  the  world's  most  creative  and  visionary  minds,  and  what  you 
get  is  LabMorgan.  An  incubator  that,  along  with  our  partners,  accelerates 
and  develops  breakthrough  e-finance  ideas  into  successful  companies.  A 
jiowerful  venture  catalyst,  changing  the  workings  of  the  world's  financial 
markets— and  J.P.Morgan  itself.  A  new  opportunity,  a  new  paradigm. 
Tlie  same  innovation,  the  same  l'ei-vor. 


JPMorgan 
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Inco'porated  J  P  Morgan  Secunlies  Inr.  member  SIPC  J  P  Morgan  Securties  LW  ,  member  London  S 
Hong  Kong  MAS  o(  Singapore,  and  fSA  of  Japan  J  P  Morgan  is  the  markeling  name  lor  J  P  Mof 
trademarks  ol  J  P  Morgan  &  Co  incorporated  Other  O'ands  products  ot  services  are  t-ademarks  ' 


it  [«  hinge  [«iiil,iied  by  FSA  Morgan  Guaranty  Trust  Company  of  Nev/  York,  member  fOIC  J,P  Morgan  Securiti';   • 
\s  Co  incorpnraied  and  its  subsidiaries  worldwide.  J.P  Morgan.  LabMorgan.  MorganMarKels.  Morgan  OnLine,  anr) 
Dislered  trademarks  ol  their  respective  holders 
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Only  27  coun- 
tries take  in 
more  than 
90%  of  all  the 
private  capital 
flows  to 
emerging 
markets.  And 
10  of  those 
countries 
suffered  deep 
financial 
crises  between 
1997  and 
1999. 


the  orthodoxy  that  capital  must  always  be  free 
to  work.  Even  champions  of  free  markets  have 
concluded  they  need  some  way  to  call  a  halt 
when  things  go  awry.  In  1998,  Hong  Kong  in- 
tervened in  its  stock  market  to  fend  off  fierce 
speculation.  Its  leaders  still  have  no  regrets. 
"Globalization  means  that  if  a  problem  erupts 
in  Sao  Paulo,  we  will  be  affected,"  says  Hong 
Kong  Financial  Secretary  Donald  Tsang. 
"Every  three  or  four  years  or  so,  we  all  have 
to  start  preparing  for  another  crisis." 

What's  emerging  is  a  more  realistic  view  of 
what  open  capital  markets  can  and  cannot  ac- 
complish. A  country  that  absorbs  a  lot  of  hot 
money  stands  to  see  a  lot  of  it  rush  out.  If 
Poland  chooses  to  put  more  controls  or  taxes  on 
foreign  capital,  less  money  will  come  in,  but  it 
may  be  able  to  moderate  the  flow.  To  try  to 
avoid  future  shocks,  lenders,  regulators,  and 
multinational  agencies  such  as  the  International 
Monetary  Fund  are  asking  for  three  categories 
of  reform: 

■  Better  disclosure.  Countries  that  publish  for- 
eign reserve  and  other  financial  data  frequently, 
as  Hong  Kong  and  Mexico  now  do,  are  an  open 
book  for  investors. 

■  More  flexible  banking  and  legal  systems  that 
can  react  to  a  buildup  of  nonperforming  loans 
quickly. 

■  More  willingness  on  the  part  of  Western  in- 
vestors and  lenders  to  write  off  debt  during 
workouts.  Western  banks  and  corporations  still 
tend  to  expect  an  IMF  or  government  bailout 
when  their  bets  go  bad. 

These  general  goals  are  prompting  some 
specific  steps.  New  IMF  Managing  Director 
Horst  Kohler  recently  set  up  a  capital-mar- 
kets working  group,  which  brings  private 
lenders  together  with  official  agencies  to  dis- 
cuss ways  to  improve  the  stability  of  the  fi- 
nancial system.  And  the  Bank  for  Internation- 
al Settlements,  a  policy  and  coordinating  body 
for  central  banks,  has  set  rules  for  how  banks 
treat  loans  to  official  and  private-sector  bor- 
rowers in  emergini^-  markets  so  they  better 


reflect  the  risk  of 
those  assets. 

One  country 
that  has  taken  se- 
riously the  need 
for  reform  is  Thai- 
land, whose  deval- 
uation of  the  baht 
in  1997  sparked 
the  Asian  financial 
crisis.  Since  the 
meltdown,  Chatu 
Mongol  Sonakul, 
Thailand's  central 
banker,  has  radical- 
ly beefed  up  super- 
vision of  the  bank- 
ing sector,  keeping 
close  tabs  on  short- 
term  capital  flows 
and  external  bor- 
rowing. He  has 
restructured  the 
Bank  of  Thailand 
in  his  bid  to  make 
it  "the  most  trans- 
parent central 
bank  in  all  of 
Asia."  Thailand 
also  no  longer  pegs 
its  currency  to  the 
dollar  as  it  did  be- 
fore the  crisis.  And 
the  government 
has  been  pushing 
companies  to  re- 
duce foreign  debt, 
which  has  dropped 
from  150%  of  GDP 
in  1997  to  less 
than  half  that 
today. 

What  Chatu 
Mongol  knows  is  that  Thailand  and  other  emerg- 
ing markets  desperately  need  foreign  cash  to 
fund  growth.  "The  good  thing  is  that  if  coun- 
tries do  change  their  behavior,  the  capital  mar- 
kets respond  favorably  and  speedily,"  says 
Charles  Dallara,  managing  director  of  the  In- 
stitute of  International  Finance,  a  trade  group 
of  top  global  banks. 

Whether  they  like  it  or  not,  in  the  decade 
ahead,  developing  countries  will  continue  to  op- 
erate in  the  Darwinian  environment  of  global 
markets.  "To  close  the  door  would  shut  out  a 
transfer  of  capital  from  rich  countries  to  poor 
countries.  And  nobody  should  want  that,"  says 
Paul  Collier,  the  World  Bank's  director  of  de- 
velopment research.  What  governments  need 
to  do  is  learn  from  the  capital  crises  of  the 
1990s  before  the  first  disaster  of  the  new  cen- 
tury comes  crashing  down  on  them. 

By  Julia  Lichtblau  in  New  York,  Brian 
Bremner  in  Tokyo,  and  David  Fairlamb  in 
Prague,  with  Frederik  Balfour  in  Bangkok  atitl 
bureau  reports 


ON  ALERT 
ii  Globaliza- 
tion means 
that  if  a  prob- 
lem erupts 
in  Sao  Paulo, 
we  will  be 
affected. 
Every  three 
or  four  years, 
we  all  have  to 
start  prepar- 
ing for  another 
crisis  ^^ 

DONALD  TSANG, 
Hong  Kong 
Financial  Secretary 
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credible 


They  said  it  couldn't  be  done.  Having  an  intelligent 
real-time  view  of  your  overall  business.  But  Allstate, 
Microsoft,  and  Sony  thought  it  possible.  They  discovered 
i-business,  a  software  solution  from  Information 
Builders.  And  now  all  anyone  is  saying  is  "incredible." 
Why?  Because  we  allow  them  to  immediately  integrate 
and  leverage  data  from  disparate  or  complex  systems 
and  deliver  it  as  useable  information  via  the  Web.  You 
can  finally  share  accurate  information  across  your 
organization,  with  all  employees,  business  partners 
and  customers  alike,  i-business  puts  the  intelligence  in 
e-business,  enabling  you  to  outperform  competitors 
and  become  a  market  leader.  Now  that's  incredible. 

i-business  changes  everything 
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InfMinatioii 
Builders 

www.informationbuilders.com 
1.800.969.1NFO 


S2000  Information  Builders,  Inc.   All  trademarks,  registered  marks  and  service 
marks  are  the  property  of  their  respective  owners.   All  rights  reserved. 
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Special  Report 


TAKE  A  BREAK,  TRADE  BULLIES 


COMMENTARY 
BY  PAUL 
MAGNUSSON 


Problem: 
How  to  get 
developing 
nations  to 
accept 
standards 
for  the 
environment 
and  labor 
Solution: 
Tone  down 
the  West's 
rhetoric 


M  t  seems  obvious.  Along  with  the  gains 
m  from  trade  and  investment,  there  are  of- 
M  ten  some  harsh  side  effects.  So  doesn't  it 
¥':  follow  that  trade  agreements  among  na- 
tions should  address  such  issues  as  the  clear- 
cutting  of  rain  forests,  the  enslavement  of 
children,  or  the  jailing  of  abused  workers  who 
try  to  organize  unions?  To  hear  many  ac- 
tivists tell  it,  international  institutions  are  do- 
ing nothing   to  curb  these  abuses. 

This  argument  is  fast  becoming  outdated. 
Almost  unnoticed,  in  a  multitude  of  ways, 
bodies  like  the  World 
Bank  and  Organiza- 
tion for  Economic  Co- 
operation and  Devel- 
opment are  tackling 
labor  rights,  corrup- 
tion, and  environmen- 
tal concerns.  The 
U.  S.  also  is  building 
social  concerns  into 
new  trade  pacts  vdth 
Cambodia  and  Jordan. 
Some  of  the  same 
groups  that  have  led 
protests  are  even 
playing  a  direct  role 
in  proposing  rules 
and  monitoring  corpo- 
rate compliance.  "We 
are  at  the  table,  final- 
ly, and  it  is  a  stark 
difference  from  10 
years  ago,"  concedes 
Andrea  Durbin,  inter- 
national programs  di- 
rector at  Friends  of 
the  Earth. 

DEADLOCKED  TALKS.  All  well  and  good.  But 
for  labor  and  environmental  standards  to  take 
root,  the  world's  developing  nations  also  must 
be  at  the  table.  So  far,  that's  been  the  biggest 
stumbling  block.  Poor  nations  view  Western 
attempts  to  inject  social  issues  into  trade 
regimes  as  a  cloaked  protectionism.  "Now 
that  you've  exploited  your  own  resources,  you 
are  saying  to  us:  'Don't  cut  down  your  own 
trees  or  we  won't  trade  with  you,'"  says 
Liberian  Finance  Minister  Nathaniel  Barnes. 
As  a  result,  the  West  and  developing  coun- 
tries have  been  deadlocked  in  negotiations  for 
a  new  global  trade  round. 

The  West  would  be  wise  to  heed  these  com- 
plaints. The  Third  World  rightly  views  trade 
negotiations  over  the  past  decade  as  a  one- 
way street  where  rich  nations  press  for  intel- 
lectual-property rights  and  lower  tariffs — but 
greater  access  to  Western  markets  for  food 
and  apparel  never  quite  materializes.  Devel- 
oping nations  also  learned  a  harsh  lesson  in 


the  1990s,  when  they  agreed  to  let  foreign 
capital  gush  in,  and  then  saw  their  economies 
collapse  when  it  poured  out.  Now,  the  West 
has  new  social  demands,  some  of  which  seem 
to  undercut  what  little  competitive  edge  poor 
nations  have. 

How  to  break  the  impasse?  First,  the  West 
should  listen  carefully.  Some  of  the  most  out- 
spoken critics  of  Western  sermonizing  are 
democracies,  like  India  and  Mexico.  It's  not 
that  they're  proud  of  sweatshops  or  oil  spills. 
Indeed,  they  face  plenty  of  pressure  at  home 
_  _        to  address  these 

problems.  Most  na- 
tions have  signed 
agreements  barring 
trade  in  endangered 
species,  counterfeits, 
and  prison  goods. 
And  they've  signed 
on  to  a  new  worker's 
rights  initiative 
pushed  by  the  Inter- 
national Labor 
Organization. 
CARROTS.  But  Third 
World  leaders  are 
struggling  to  balance 
these  issues  with  the 
need  to  create  jobs 
for  huge  populations 
and  maintain  social 
stability.  Poor  nations 
must  see  tangible 
benefits  to  labor 
rights  and  the  envi- 
ronmental reforms. 
Giving  them  greater 
access  to  Western 
markets  would  help.  Developing  nations  also 
should  recognize  that  it's  better  to  have  clear 
rules  than  to  just  have  Western  companies 
cave  in  to  pressure  groups  back  home,  with- 
out regard  for  the  economic  impact. 

This  means  they  can  reach  a  consensus 
through  international  bodies  such  as  the  ILO 
that  aren't  seen  as  fronts  for  Washington.  An- 
other is  by  expanding  accords  that  most  na- 
tions have  already  signed.  Instead  of  wielding 
the  blunt  weapon  of  sanctions,  such  pacts  of- 
ten use  moral  suasion  or  punishment  of  spe- 
cific companies  that  violate  rules.  Without  co- 
operation by  all  sides,  they're  usually 
toothless.  But  when  governments  commit  to 
making  guidelines  work,  then  there  is  a  good 
chance  that  the  global  capitalism  of  the  21st 
century  wall  be  guided  by  rules  under  which 
everyone  can  prosper. 

Magnusson  covers  intemational  trade  mid 
economics  in  Washington. 
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If  you  want  to  use  the  Internet  to  help  you  do  business  more  efficiently,  rely  on  Lawson  to  show  you  the  way.  We've  helped 
thousands  of  businesses  like  yours  simplify  their  operations  and  run  more  smoothly.  They  found  our  pnoven  solutions 
took  the  worry  and  risk  out  of  e-business.  To  see  how  we  con  help  you,  ask  for  our  detailed  e-Business  Success  Kit. 

Justvisitusatwww.lawson.com/success600rorcall  1-800-477-1 35)7  code  600r.        L/WwbON  PROVEN. 

Software  , 


-^Ki. 


V^ 


W=m^z^S^' 


-^^iS^ 


■iNfr- 


<-**'?■■ 


N.:^' 


"^^^^ 


^.-i^.■->:"^•^^ 


liiai , 


The  next  step  seems  a  lot  easier  when  you>€t^orkmg. 
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BroachMng\ 


INTRODUCING  THE  WORLD'S  FIRST 

ALL-OPTICAL 
NETWORK. 

NOT  THE  PROMISE  OF  ONE. 

THE  ONE. 


We're  proud  to  present  the  network  we've  all  been  dreaming  about:  all-optical  from 
beginning  to  end.  Which  means  starting  today,  your  network  can  be  simpler,  more  reliable, 
faster  and  more  affordable  than  it  was  yesterday.  Welcome  to  accountability.  Welcome 
to  Broadwing.  Call  1-800-BROADWING  or  visit  broadwing.com  today. 
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STRATEGIES 


REPUTATION  AT  STAKE 

Site  CEO  Jeanne 
Jackson  must  match 
Wal-Mart's  record  as 
the  king  of  retail 
logistics 


WILL  WALMART.COM 
GET  IT  RIGHT  THIS  TIME? 

After  four  years  of  false  starts,  the  retailer  needs  to  prove  it  can  master  the  Web 


When  Walmart.com  warned  visi- 
tors in  late  September  that  the 
online  store  would  close  sev- 
eral weeks  for  remodeling, 
some  Web  watchers  scratched  their 
heads.  Other  e-tailers  managed  to  run 
their  old  sites  while  preparing  new 
ones — why  not  Wal-Mart  Stores  Inc.? 
The  huge  discounter  seemed  to  be  hand- 
ing its  online  rivals  a  golden  opportuni- 
ty. The  latest  Walmart.com  incarnation 
will  be  launched  before  the  peak  of  the 
Christmas  shopping  season  without  a 
splashy  TV  ad  campaign,  and  shoppers 
won't  find  such  bells  and  whistles  as 
personalized  i)romotions  or  'i-D  graphics. 
Amazon.com  "couldn't  have  scripted  a 
better  story  for  the  holiday  season," 


says  analyst  Emme  P.  Kozloff  of  Sanford 
C.  Bernstein  &  Co.  "The  evil  Wal-Mart 
grinch  will  not  steal  Christmas  at  all." 
After  more  than  four  years  of  false 
starts,  is  Wal-Mart  losing  its  zeal  for 
the  Web?  Such  a  shift  might  be  under- 
standable, since  e-tailers  seem  to  be 
falling  by  the  wayside  while  Wal-Mart's 
real-world  stores  keep  chugging  along 
with  double-digit  sales  and  earnings 
growth.  But  rivals  who  mistake  Wal- 
Mart's  slow  and  steady  approach  for  a 
lack  of  commitment  will  be  sorely  dis- 
appointed, insists  Walmart.com  ceo 
Jeanne  P.  Jackson.  She  dismisses  any 
suggestion  of  cold  feet  at  Wal-Mart's 
Bentonville  (Ark.)  headquarters.  In  a 
refrain  that's  often  repeated  at  her  own 


Menlo  Park  (Calif.)  offices,  Jackson  says 
"This  is  a  marathon.  It's  not  a  sprint.' 
That's  not  to  say  that  Jackson,  th 
former  ("EO  of  Gap  Inc.'s  Banana  Re 
pubUc  unit  and  head  of  Gap's  online  ef 
forts,  hasn't  been  doing  plenty  of  spnnt 
ing  since  arriving  at  Walmart.com  i 
April.  The  now  separate  companj 
formed  by  Wal-Mart  and  venture-cu|)it 
firm  Accel  Partners,  is  scrambling  t 
assemble  a  retail-  and  tech-savvy  mar 
agement  team  while  building  a  reliabl 
technology  platform  based  on  assets  ac 
quired  from  the  now-defunct  Homt 
WareHouse.com.  Taking  the  site  dow 
for  several  weeks  made  it  easier  t 
overhaul  the  system's  front  and  bac 
ends  and  to  transfer  mounds  of  invei 
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Success  demands  more. 


lies  a  world  of  possibilities.  We've  built  a  network 


of  13,000  open  minds  in  40  countries,  all  looking 


ahead  at  new  ideas,  challenges  and  opportunities. 


With  new  perspectives  on  investnnent  banking  and 
securities  to  offer;  UBS  Warburg  can  provide  solutions 
as  effective  as  they  are  visionary.  In  technology,  in 
cyberspace,  in  virtual  connmunications  -  and  in  every 


other  business  sector  Because  we  have  one  common 


focus.  More  client  success.www.ubswarburg.com 


UBS  Warburg 


iJBS  Warburg  Ltd,  a  wholly  owned  subsidiary  of  UBS  AG,  regulated  by  the  Securities  and  Futures  Authority  in  the  UK,  to  persons  who  are  not  private  customers  In  the  United  States,  securities  underwritir>g,  trading  and  brokerage 
I  id  M&A  advisory  activities  are  conducted  by  UBS  Warburg  LLC.  a  wholly  owned  subsidiary  of  UBS  AG  that  is  a  registered  broker  dealer,  a  merT>ber  of  the  New  York  Stock  Exchange  and  other  principal  exchar>qes  aod  a  rnember  of  the  UK 
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Bob's  got  a  guy  who  knows 
e-mail. 

Gene's  got  a  guy  who  knows 
LANs. 


Alex's  got  a  guy  who  just 
confuses  the  hell  out  of  you 


3Com 


Simple  sets  you  free 


SCom's  new  line  of  easy-to-understand  networking  products  takes  the  confusion  out  of 
networking.  They're  easy  to  work  with.  Easy  to  expand.  And  they're  all  engineered  to  give 
your  network  the  boost  it  needs  to  exploit  the  Internet  to  its  fullest.  (Now,  that  wasn't  too 
confusing,  was  it?)  Just  talk  to  your  3Com  reseller  or  click  3Com.com.  Home.  Office.  Beyond 
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IF  AT  FIRST  YOU  DON'T  SUCCEED: 
WAL-MART'S  NEW  WEB  STRATEGY 

►  start  with  a  reliable,  easy-to-use  Web  site 
this  holiday  season.  Forget  bells  and  whistles. 

►  Strip  away  products  that  make  no  sense  on 
the  Web,  like  25(Z  plastic  cups. 

►  Expand  categories  that  complement  limited 
store  offerings,  such  as  patio  furniture. 

►  Take  shipping  and  customer-service 
control  away  from  outside  companies. 

►  Integrate  stores  and  the  Web,  for  example 
letting  customers  order  tires  and  schedule 
installations  online. 


tory  data,  Wal-Mart  says.  At  the  same 
time,  Jackson  is  trying  to  blend  the  best 
of  the  $195  billion  retail  goliath  with 
the  180-person  online  startup. 
"NOT  TCRRIBLY  SEXY."  The  failiares  of  ri- 
vals ranging  from  cosmetics  e-tailer 
Eve.com  to  name-your-price  discounter 
WebHouse  Club  have  certainly  eased 
the  pressure  to  deliver  fast  results.  And 
the  online  efforts  of  big-store  retailers 
like  Sears  Roebuck,  Kmart,  and  Target 
are  still  in  their  infancy.  Jackson 
nonetheless  faces  huge  challenges.  For 
starters,  she  must  prove  that  Wal-Mart 
can  serve  up  a  reliable,  easy-to-use  Web 
site  with  flawless  shipping  and  customer 
service.  Last  year,  Wal-Mart,  the  king  of 
store  logistics,  was  forced  to  warn  online 
customers  that  it  couldn't  guarantee 
Christmas  delivery  of  goods  ordered  af- 
ter Dec.  14.  And  an  expanded  site  that 
debuted  in  February  was  widely  panned 
for  its  cumbersome  design,  slow  down- 
loading time,  and  poor  search  engine. 
In  September,  it  ranked  47th  out  of  50 
retail  sites  based  on  the  number  of  vis- 
itors measured  by  Media  Metrix,  part  of 
Jupiter  Media  Metrix. 

Will  Wal-Mart  get  it  right?  A  recent 
preview  of  the  site  showed  a  "very 
streamlined  and  intuitive  layout"  and  a 
much-improved  search  function,  says  an- 
alyst Bill  Dreher  of  Robertson  Stephens. 
Walmart.com  Creative  Director  Erik 
Hagerman  says  he  took  his  cues  from 
Wal-Mart's  easy-to-use  supercenters, 
with  their  wide  aisles  and  plentiful  sign- 
age. "This  is  not  a  terribly  sexy  home 
page,"  he  says,  "but  it  will  load  like 
lightning."  Indeed,  Wal-Mart  CEO  H. 
Lee  Scott  Jr.  insists  that  the  focus  for 
now  is  on  reliability:  "We  care  about 
the  numbers,  but  the  primary  concern 
this  Christmas  has  got  to  be  customer 
service  and  establishing  a  base  that  you 
can  build  on  in  the  future." 

If  Wal-Mart  stumbles  again  this  holi- 
day season,  it  will  hardly  be  a  financial 


disaster  After  all,  online  sales  are  still  a 
tiny  part  of  the  retail  industry — 2%  in 
the  fourth  quarter,  according  to  one  es- 
timate. Analysts  say  Walmart.com  is  in- 
vesting about  $100  million  this  year — 
compared  with  $8.5  billion  that 
Wal-Mart  plans  to  spend  next  year  on 
store  expansion.  Still,  says  Jupiter  ana- 
lyst Ken  Cassar,  if  Wal-Mart  fails  again, 
"they  will  have  missed  a  substantial  op- 
portunity. The  online-only  retailers  are 
by  and  large  strapped  for  cash." 

Indeed,  Wal-Mart's  staying  power  has 
suddenly  become  a  big  draw  in  the  on- 
hne  world.  James  W.  Breyer,  managing 
partner  at  Accel  Partners,  which  holds  a 
20%  stake  in  Walmart.com,  says  he  in- 
tends to  build  up  the  site's  capabilities 
by  purchasing  other  online  outfits  and 
has  been  getting  a  dozen  calls  a  week 
from  hopeful  candidates.  But  to  take 
advantage  of  this  shifting  landscape, 
Jackson  must  maintain  the  attention  of 
executives  back  in  Bentonville  who  are 


For  Now,  Walmart.com 
Barely  Registers 


A  lot  of  large  bricks-and-mortar 

retailers  are  making  a  bigger  splash 

on  the  Web 

TOTAL  USERS  IN  SEPTEMBER 


barnesandnoble.com 

5,615,000 

jcpenney.com 

2,727,000 

sears.com 

2,289,000 

bestbuy.com 

2,073,000 

bluelight.com* 

2,050,000 

staples.com 

1,748,000 

officemax.com 

1,668,000 

officedepot.com 

1,666,000 

target.com 

1,559,000 

toysrus.com 

1,491,000 

walmatt-com 

1,423,000 

*Kmaft's  site 

DATA:  MEDIA  METRIX 

keenly  focused  on  expanding  Wal-Mart'; 
bricks-and-mortar  stronghold  and  fbdnj 
problems  in  its  fledgling  foreign-ston. 
operations.  As  a  result,  one  major  sup 
plier  claims,  Jackson  is  "often  getting 
compliance  but  not  passion"  from  th 
staff  back  at  the  mother  ship. 

Jackson  insists  that's  not  the  cas 
and  that  she's  getting  plenty  of  devo 
tion,  especially  at  the  top:  "I  don' 
think  we've  met  anybody  who's  what 
would  call  a  blocker."  Wal-Mart  CE 
Scott  and  Chairman  S.  Robson  Walto; 
sit  on  the  four-person  Walmart.cor 
board.  They  attend  monthly  meeting 
and  call  or  e-mail  Jackson  and  Breye 
the  other  two  directors,  every  fe\ 
days.  Jackson's  team  also  meets  regu 
larly  with  lower-level  executives,  sue 
as  six  district  managers  who  help  cc 
ordinate  the  transfer  of  "Wal-Mar 
DNA,"  she  says. 

That  melding  of  "bricks  and  cUcks"  i 
now  considered  the  best  route  to  We 
profitability.  But  it  demands  innovatio 
and  seamless  execution.  Walmart.com 
first  mistake  last  year  was  to  try  t 
mimic  the  stores,  offering  a  jumble 
product  categories  and  selling  items  thj 
simply  weren't  economical  online.  Bac 
then,  it  couldn't  promise  last-minute  d( 
liveries.  A  leader  in  delivering  trucl 
loads  of  goods  to  its  stores,  Wal-Maif 
wasn't  adept  at  handling  individual  ]jacl 
ages.  Adding  to  the  problems,  Wal-Mai 
and  outside  fulfillment  vendor  Fingerhi 
didn't  properly  integrate  their  inform 
tion  systems.  Some  customers  were  tol 
that  goods  were  in  stock  when  the 
weren't,  and  vice  versa. 

New  Chief  Logistics  Officer  Joh 
Rittenhouse,  formerly  of  LVMH  an 
Target,  is  in  charge  of  making  sui 
those  nightmares  aren't  repeated.  Wa 
mart.com  is  still  using  outsiders  for  lii 
fillment — Fingerhut  and  newcomer  Ai 
borne  Logistics  Services.  But  in  tim 
Walmart.com  will  take  control  with  i 
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warning: 


object  shown  may 
dramatically  improve 
your  appearance 


5 


You  won't  believe  how  easy  it  is.  Whether  you  seek 


o  springier  step  or  a  svelter  silhouette,  SportBrain  is  the  simplest, 


most  elegant  way  to  help  you  achieve  your  goals.  Just  clip  it  on 


your  waistband  and  go.  While  you  stroll 


at  the  malt  or  race  along 


wilderness  trails,  SportBrain  records 


your  efforts  and  then  automatically  displays 


your  results  on  your  personalized  Web  page.  Cheer  your 


progress.  Share  your  triumph  with  friends.  And  earn  rewards 


with  every  step.  Alt  for  just  $99.".  Call  1-888-235-9608  or  visit 


www.sportbrain.com  to  begin  your  transformation. 


^ 


SPORTBRAIN 


fAlso         ovailobl 


e         at: 


©2000  SPORTBRAIN,  INC    SpoitBroin,  Ihe  Spo'lBroin  logo  ocd  SponPoii  ore  icodemorks  ot  SporlBrain.  In. 
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Deutsche  Post  jQf  World  Net 

MAIL  EXPRESS  LOOISTICS  FINANCE 


bounds.  The  same 


j    I 
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'MM. 


Danzas  provides  all  logistics  services  from  a  single  source.  That  saves  valuable  time,  and  gives  you 
the  necessary  scope  to  focus  fully  on  what  you  do  best  -  your  core  business. 


For  us,  one-stop-shopping  is  not  just  a  turn  of  phrase,  it's  a  way 
of  life.  Thanks  to  the  integration  of  Nedlloyd  ETD,  ASG  and  AEI, 
we're  perfectly  poised  to  meet  our  lofty  aspiration  day  in,  day  out  in 
each  of  our  three  business  units.  Danzas  Solutions  covers  the  entire 
field  of  supply  chain  management;  Danzas  AEI  Intercontinental 
takes  care  of  global  air  and  ocean  freight  and  project  forwarding;  and 
Danzas  Eurocargo  lives  up  to  its  name  when  it  comes  to  European 
transport  services.  The  result?  Whatever  your  logistics  needs,  Danzas 
offers  you  seamless  solutions  tailored  to  suit. 

Not  only  do  we  think  ahead,  we  also  go  the  extra  mile  for  our 
customers.  Danzas  single-handedly  delivers  the  entire  spectrum 
of  logistics  services,  from  warehousing  and  fulfilment  through 
co-packing  and  transport  all  the  way  to  price  labelling,  invoicing  and 
processing  returns.  Sales  promotion  measures  are  also  as  much  a 
part  of  the  picture  as  financing  packages  and  insurance.  Making  sure 
you  never  lose  sight  of  what  matters  most:  your  business. 


Danzas  Group-Logistics.  Worldwide. 


•  Worldwide  No.  1  in  air  freight 
•»  Global  leader  in  ocean  freight 

•  Leading  in  European  overland  transport 

•  Customized  supply  chain  management 

•  eBusiness  partner 

•  Represented  in  150  countries 


www.danzas.com 


The  Corporation 


own  dedicated  distribution  centers.  Rit- 
tenhouse  contrasts  that  gradual  ramp- 
up  to  Amazon.com  Inc.'s  expensive  ef- 
fort to  build  distribution  capacity  well  in 
advance  of  demand.  Amazon.com 
spokesman  Bill  Curry  responds:  "The 
proof  of  the  pudding  was  last  Christ- 
mas. More  than  99%  of  our  orders  were 
delivered  on  time." 

Jackson,  meanwhile,  is  lopping  items 
off  Walmart.com's  600,000-product  of- 
fering. She  keeps  a  25(2  plastic  cup  in 
her  office — whose  cost  of  two-day  ship- 
ping was  $8 — as  a  reminder  of  what 
doesn't  work.  At  the  same  time,  she's 
looking  for  opportunities  to  extend  Wal- 
Mart's  reach  in  such  categories  as  patio 
furniture  and  appliances — products  that 


take  up  a  lot  of  floor  space  in  stores. 
Because  her  online  customers  are 
seeking  convenience  as  much  as  low 
prices,  Jackson  will  also  focus  on  creat- 
ing new  services.  For  instance,  some- 
time next  year,  Walmart.com  should  be 
able  to  offer  online  listings  of  real-time 
inventories  in  individual  stores.  Cus- 
tomers could  then  decide  whether  to 
head  to  the  store  or  buy  it  online.  Also 
on  her  to-do  list:  a  system  for  ordering 
virtually  any  car  tire  online,  while  al- 
lowing customers  to  schedule  a  store 
visit  for  installation.  And  Walmart.com 
has  joined  up  with  RealNetworks  Inc., 
an  Accel-backed  company,  to  create  a 
system  for  easily  downloading  music. 
That  could  be  crucial  to  protecting  Wal- 


Mart's  huge  in-store  sales  of  music.  "II 
we're  not  figuring  out  how  to  be  part  ol 
the  new  way  music  is  delivered  to  cus- 
tomers," Jackson  says,  "then  I  think 
we're  going  to  be  caught  flat-footed,  and 
that's  something  Wal-Mart  never  is." 

Few  rivals  profess  to  be  worried 
about  Wal-Mart's  moves  on  the  Web 
In  fact,  Mark  H.  Goldstein,  CEO  oj 
Kmart-backed  BlueLight.com,  says  he's 
rooting  for  Walmart.com:  "It  will  con 
vince  people  that  big-box  retail  is  how 
you  should  buy  online."  Goldstein,  o: 
course,  is  already  a  believer.  But  manj 
others  are  waiting  to  see  if  Wal-Mart 
will  be  a  winner  in  this  marathon. 

By  Wendy  ZeLlner  in  Menlo  Park 
Calif. 


WHY  BANANA  REPUBLIC'S  STAR  JUMPED  TO  WAL-MART 

When  Jeanne  R  Jackson,  the             lie  grew  rapidly  under  her  leader-            [Banana  Republic]  from  a  niche 
merchant  who  transformed             ship,  jumping  from  an  estimated  $750     brand  to  a  mega-brand,"  says  Gap 
Banana  Republic  into  a  chic,          million  in  sales  to  $1.5  billion  in  four       Executive  Vice-President  Ronald  R. 
urbane  shopping  destination,  joined         years.  That  included  reviving  the            Beegle.  In  1998,  Jackson  took  over 
Walmart.com  this  spring  as  CEO,              chain's  lapsed  catalog.  "She  has  taken     Gap's  Direct  division,  which  included 
some  analysts  considered  it  an  odd  |m|  |[          ^^H^^HV      /  IV^^^i^i-  H^H  ^^^^S^^S  i^^  Internet  sites, 
mix  of  cultures.  But  while  the  ^^U'l  lLj    l^^^^^^RmL  iwi^ '  ^^h  ^^^  daughter  of  a  Colorado  ar- 
world's  biggest  discounter  is  a  far  ^^■■IjiBl^^^^Hri^^^^^HBM  -_^^H  chitect,  Jackson  stumbled  into  re- 
cry  from  upscale  Banana,  Jackson,  ^^^^^^^^K^^^iT   j^ ^^^^^^^^^^M  ^^^^^^S-  While  working  her  way 
49,  felt  immediately  at  home  when  ^^B^^^^^^'     '' jf    >*. '  ^^^^^^^^|  through  Harvard  Business  School, 
she  attended  a  Saturday  morning  ^^y^  ^  ^            s^J^      »9^^^^^R  ^^^  caught  the  attention  of  a  de- 
management  meeting  at  Wal-Mart  j^BL                                           *^^^§^^^B  partment  store  ceo  who  was  at- 
Stores  Inc.  headquarters  in  Ben-  ^^ V^^^**;^                           '^"  '^^^mrk  tending  an  executive  program.  He 
tonville,  Ark.,  before  taking  the                 ^5JB^^b  »^_ -^^  '  ■*     'l|^^j^^^'  frequented  the  campus  pub,  man- 
job.  To  her  amazement,  then-CEO                    f^^^^HH^^^'  ^^^5^S^^^  ^^^'^  '^^  Jackson  and  three  male 
David  D.  Glass  was  sifting  through                  4^^^^^^^^Tm\'-'-^^  partners.  Jackson  was  there  first 
store-by-store  sales  reports.                               "(■^^^W^^F^.Sr''^^*!*  thing  in  the  morning  as  the  short- 
"David  Glass  is  concerned  about                           ICAIIMC  D     lAPtfCnM  order  cook,  and  she  was  back  at 
how  many  lawn  mowers  were  be-                      JtAWIlt  r.  JAvlvoUR  night  as  the  bartender.  Anyone  so 
ing  sold  in  Poughkeepsie  last                BORN  Aug.  10    1951    Denver  tireless  should  be  in  retailing,  he 

week.  I  was  blown  away,"  says            ' ' told  her.  Jackson  was  persuaded  to 

Jackson,  who  considers  herself  a          EDUCATION  Harvard  MBA,  1978;  BS,  give  up  her  plan  to  go  into  pack- 
fanatic  about  retail  detail  after  22        finance,  University  of  Colorado,  1974  aged  goods,  and  joined  Federated's 

y^^f  i"  !^^,^f  f '"'t    ,         u    ,         CURRENT  job' CEO,  Walmart.com vaunted  management  training  pro- 

Up  until  that  day,  Jackson  had         ■ gram.  She  later  did  stints  at  Saks 

rejected  repeated  overtures  to             PREVIOUS  EXPERIENCE  CEO,  Gap's  Fifth  Avenue,  Walt  Disney,  and 

lead  Walmart.com,  established  by         catalog  and  Web  operations;  CEO  oif  Victoria's  Secret. 

Wal-Mart  and  venture  capital  firm       Banana  Republic  (above);  stints  at  A  mother  of  two  who  now  trav- 

Accel  Partners.  But  Accel  manag-       Victoria's  Secret,  Walt  Disney,  Saks  els  to  Arkansas  almost  every  other 

ing  partner  James  W  Breyer  says       Fifth  Avenue,  and  Federated  week,  Jackson  hasn't  changed^ 

the  companies  persisted  because           much  from  those  early  days.  She'U 

Jackson  "was  absolutely  our  first         WHAT  SHE  MISSES  ABOUT  GAP  jigg^j  that  energy  and  quick  mind 

choice."                                                       Having  time  for  lunch  and  shopping  as  she  attempts  to  extend  the 

CAMPUS  PUB.  No  wonder.  Jackson       trips  to  Paris,  New  York,  and  Chicago  largest  bricks-and-mortar  brand 

had  established  herself  as  a  super-       FAMILY  "Husband,  Doug;  two  young «"to  the  Web.  Says  Russell 

star  since  joining  Gap  Inc.  in  1995.       children                  -         °           .-        o  Stravitz,  who  hired  her  at  P  eder- 

In  one  gutsy  move,  she  persuaded       ated's  Bullock's  unit  in  Los  Ange- 

Banana  Republic's  parent  to  open        WAL-MART  ADJUSTMENT  To  fit  cost-  les:  "The  worid  is  watching,  and 

large,  expensive  flagship  stores  in        conscious  culture,  sometimes  cooks  the  pressure  is  on." 

key  markets  to  sell  the  Banana            dinner  at  home  for  job  candidates  By    Wendy    Zellner    in    Menlo 

Republic  lifestyle.  Banana  Repub-  Park,  Calif. 
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we  increase 


your  i)roductivity^^j)  ^^j^siis^^K* 

your  printing  costs? 


I 


leio 


Sure,  we  pioneered  digital  copiers. 

And  yes,  we're  the  fastest  growing  maker  of 

network  printers  in  key  markets.  * 

But  what  keeps  our  customers  coming  back 

in  more  than  120  countries  is  our  uncompromising 

dedication  to  individual  output  needs. 

Talk  to  us. 


fc 


ricoh-usa.com 


>s«'»rP:!f^»*.Ti«^-mj«'tr  ■.n*\i^.  mw 


Were  m  your  comer. 


Image  Communication 


We  develop  innovative  pharmaceuticals  for  the  treatment  of  cancer. 


So  that  cancer  doesn*t  stand  in  the  woi 


Millions  of  people  are  diagnosed  with  cancer  every  year.  This  disease  hampers  the 
prospects  of  many  for  a  long  and  full  life.  At  Aventis,  one  of  the  world's  leading  pharmaceutical  companies, 
we  offer  innovative  drugs  for  the  treatment  of  common  cancers,  such  as  breast,  lung  and  colorectal  cancer. 
Our  scientists  are  utilizing  new  technologies,  including  gene  therapy  and  immunology  to  develop  new  agents 
for  the  treatment  of  head  and  neck,  lung  and  gastric  cancer.  Our  goal  is  to  develop  more  effective  treat- 
ments for  cancer;  ones  that  give  people  a  better  chance  to  make  their  dreams  come  true. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,    www.aventis.com 


I 

/  your  dreams. 


Aventis 


1= 
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STRATEGIES 


EBAY  STEAMS 
INTO  EUROPE 

France  is  its  latest  port  of  call 


01 


In  a  September  afternoon,  Thierry 
Peuchot     stops     by     Arkham 
Comics,  a  funky  shop  on  the 
Left  Bank  in  Paris  crammed  with 
comic  books  and  movie  memorabilia. 
But  Peuchot,  a  30-year-old  marketing 
manager  for  online  auctioneer  eBay  Inc., 
isn't  looking  for  a  Darth  Vader  action 
figure  or  an  old  Spider-Man  edition.  He 
wants  Arkham's  customers — who,  he 
hopes,  will  soon  trade  on  the  French 
site  eBay  is  launching  on  Oct.  5. 

After  some  amicable  haggling,  Peu- 
chot strikes  a  deal  with  Arkham's  own- 
ers: They'll  let  eBay  hand  out  T-shirts, 
caps,  and  pins  at  a  toy  collectors'  show 
they  are  sponsoring.  In  return,  eBay 
will  promote  the  event  by  auctioning 
off  items  from  Arkham  on  its  French 
site.  It's  hardly  a  great  victory  in  the 
annals  of  e-commerce.  But  little  steps 
like  this  could  add  up  to  a  big  win  for 
eBay  in  Europe. 

A  year  after  crossing  the  Atlantic, 
the  U.  S.  auction  giant  is  on  a  roll  across 
Europe.  It  has  conquered  Germany  and 
erased  the  lead  of  Britain's  QXL.com  PLC. 
Now,  eBay  is  heading  into  France  to 
take  on  iBazar,  which  runs  France's  top 
auction  site.  eBay's  French-bom  foimder 
and  chairman,  Pierre  Omidyar,  has  re- 
turned to  help  oversee  the  launch.  "We 
won't  win  overnight,"  says  Matthew  J. 
Bannick,  vice-president  for  international 
business.  "But  we  will  in  12  to  18 
months." 

Maybe.  In  the  meantime,  the  strate- 
gies in  this  coming 
war  diverge.  QXL 
and  iBazar  spend 
heavily  on  advertis- 
ing: iBazar  puts  $8 
million  a  year  into 
its  French  ads.  With 
relatively  low  Inter- 
net usage  in  Eu- 
rope, both  figure 
they  need  to  drum 
up  business  through 


THREE-PRONGED 
DRIVE 

rif^rrnQriv  ^^^  American 
VJClluail^  auction  site  is  far 
ahead  of  rival  QXLricardo  — and 
probably  unbeatable. 

Rriti^lTl  '^°'^^  °^  ^  contest.  QXL 
JJllldilL  draws  more  visitors, 


Peuchot  to 
target  poten 
tial  users 

eBay's     five-person 
staff  in  France  includes  a  former  an- 
tiques dealer  and  a  music  promoter  who 
use  their  contacts  for  advice  and  pro- 
motional help. 

JITTERY.  Besides  costing  less,  the  ap- 
proach seems  to  produce  better  cus- 
tomers. In  Britain,  QXL  has  almost  50% 
more  users  than  eBay.  But  eBay  users 
average  90  minutes  a  month  on  the  site, 
compared  with  under  20  minutes  for 
QXL,  according  to  Net  research  service 
MMXI  Europe.  "eBay  has  been  more  suc- 
cessful in  converting  members  into  buy- 
ers or  sellers,"  says  George  Garafas,  an 
analyst  at  Lehman  Brothers  Inc. 

Although  the  companies  don't  release 
country-by-country  figures,  eBay's  first- 
quarter  European  sales,  the  most  re- 
cent reported,  were  $87  million;  QXL 
and  Ricardo.de,  a 
German  site  QXL  is 
acquiring,  had  sales 
of  $38  million  in  the 
same  period.  Such 
figures  are  crucial 
because  auctioneers 
make  money  only 
when  a  sale  is 
completed.  QXL  in- 
vestors are  jittery. 
Its     shares     have 


^     ,.^.      ,       ^,  ^        but  eBay's  users  spend  more.  ,         ,,    ^., .,, 

traditional  outlets plunged  to  $3.12  on 

eBay   is   using   its 

U.S.  formula — and 

shunning    ads.     It 

hires      grass-roots 

marketers  such  as 


"PrJlTir^P  Launched  Oct.  5. 
rid-IlLc  Faces  strong  competi- 
tion from  local  champion  iBazar. 


DATA:  ANALYSTS'  REPORTS,  BUSINESS  WEEK 


the  Nasdaq,  from  a 
peak  of  $117  earli- 
er this  year,  qxl's 
plan  to  buy  Ricar- 
do.de,  which  badly 


trails  eBay,  is  also  unnerving  investors. 

iBazar  could  prove  to  be  a  tougher 
contender.  While  the  privately  held  com- 
pany doesn't  release  sales  figures,  it  has 
a  strong  brand  name  in  France,  where 
it  conducts  more  than  300,000  auctions  a 
month.  Marketing  chief  Andre  Haddad 
says  that  while  eBay's  U.S.  customers 
might  spend  hours  browsing,  that's  un- 
likely in  Europe,  where  most  people 
pay  per-minute  phone  charges  for  In- 
ternet access.  Haddad  says  iBazar's  ad- 
vertising-based strategy  is  intended  to 
compensate  by  building  a  large  user 
base.  It's  also  making  trading  as  rapid 
as  possible. 

For  eBay,  Europe  is  an  important 
prize.  With  an  estimated  85%  of  the 
U.S.  online  auction  market,  eBay  has 
little  room  to  grow  at  home.  And  as  in 
the  U.  S.,  European  markets  are  likely  to 
become  near-monopolies:  As  the  biggest 
site  draws  more  buyers  and  sellers,  the 
smaller  ones  become  less  competitive. 

To  win,  though,  eBay  may  need  to 
bulk  up.  Several  months  ago,  it  negoti- 
ated to  buy  iBazar;  while  the  talks  did 
not  go  far,  analysts  think  the  compa- 
nies would  make  a  good  fit.  Apart  from 
its  top  spot  in  France,  iBazar  is  a  major 
player  in  Italy  and  Sjjain.  iBazar  C'hief 
Executive  Marc  Piquemal  even  has  a 
little  bargaining  chip:  Anticipating  I'Bay's 
arrival,  he  accjuired  the  domain  name 
ebay.fr — forcing  eBay  to  launch  as 
eBayfrance.com.  All's  fair  in  auctions 
and  war,  it  seems. 

By  Carol  Matlack  in  I'(tris 
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What  makes 
a  company 
more  than 
just  a  bunch 
of  desks? 
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A  curved  tabSal 
a  playful  touch  to  Toni 
Stccdman's  ad  agency 
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HERE'S  YOUR  CHANCE  TO  MAKE  UP  FOR 
THOSE  SCRATCH-AND-SNIFF  BUSINESS  CARDS. 


Okay,  it  seemed  like  a  good  idea  at  the  time.  But  not  all  decisions  are  as  easy  as 
choosing  America's  most  popular  car*  for  your  company's  fleet.  For  one  thing,  every- 
body who  has  to  drive  one  is  bound  to  be  happier  for  it.  But  best  of  all,  management 
will  recognize  Camry's  ability  to  retain  its  value  as  smart  fiscal  thinking  on  your  part. 
And  while  everybody's  patting  you  on  the  back,  you  can  bring  up  your  idea  about 
replacing  the  office  coffee  with  beef  bouillon. 


®  TOYOTA  FLEET 


'Based  on  R.L.  Potk  calmdarvKMi*  1997. 1996  aitd  U999  toUil  passenger  cm  regjstrMions.  www.toyota.com  •  1 800  732  2798  02000  Toyota  Motor  Sulai,  U.S.A.,  Inc.  Buokia  Upl  Do  It  for  thon  who  lov«  von 
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rhe  Entrepreneur's 
mh  Site 

rontier.businessweek.com 

.ook  for  more  news  and  advice 
•very  weekday  at  frontier  Online 

'ECHNOLOGY 

^ead  the  online  version  of  Digital 
Manager  every  Tuesday.  Consult 
lur  Buyers  Guide  every  day 

•INANCE 

.ook  for  regular  updates  on  inter- 
:st  rates  for  snnall  companies  and 
enture  capital 

VORK  &    FAMILY 
•ill    Hamburg    Coplan    and    Pam 
^endels  balance  personal  and  busi- 
less  lives,  fvlonday  and  Wednesday 

iMART  ANSWERS 

'he  online  version  of  our  help  col- 
imn  for  managers  of  small  com- 
lanies  every  Tuesday  and  Thursday 

)IARIE5 

Joing  Global:  "Asian  Entrepreneur" 
ollows  former  investment  banker 
iandy  Oh  as  she  chronicles  her  ad- 
entures  at  an  Internet  startup  in  Sin- 
lapore.  Look  for  it  on  Fridays 

•LUS:  Create  your  own  sales  leads, 
nee  online  loan  searches,  and  a  start- 
ip  guide  for  budding  entrepreneurs. 
\LSO:  Keep  in  touch  with  our  week- 
/  e-mail  newsletter  Send  your 
.ubscription  request  to  frontier@ 
iusinessweek.com 
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F.30  Investing  for 
Entrepreneurs 

Here's  some  advice  about  investment 
advice:  Forget  everything  you've  heard. 
The  familiar  strategies  are  fine  for 
wage-earners  but  potentially  disas- 
trous for  business  owners.  How  to 
design  the  right  portfolio.  Why  stock- 
picking  is  for  chumps. 

F.38  Sell  Out/  Stay  On 

Some  ex-owners  just  can't  bear  to 
leave,  even  if  they  really  do  want  to 
cash  in.  So  they're  signing  on  as  em- 
ployees. All  the  fun,  none  of  the 
headaches? 


A  porno  theater- or  a  Victo- 
rian house  tuf-ned  into  a 
sleek  headquarters.  All 
the  furniture  on  wheels. 
A  communal  kitchen  to 
die  for.   Lighting   that 
looks  like  candy.  That's 
how  to  make  a  busi- 
ness more  than  just  a 
collection  of  desks. 


Departments 


F.A  InBox 

A  postage  stamp  to 
honor  small  busi- 
ness, advice  on  the 
Web,  what  startups 
really  want  now. 

F.8  Trends 

Minority  groups  now  hold  20%  of 
the  country's  buying  power— a 
market  too  big  to  ignore. 

F.10  Who's  Hot 

A  maker  of  specialty  oil  paints 
is  especially  good  at  making 
green.  Plus:  Instant  Expert  gives 
a  short  course  on  the  Family  and 
f^edical  Leave  Act. 

F.I 2  What  Works 

How  to  push  through  a  price  hike 
and  make  your  customers  like  it. 


F.u  Keeping  Score 

If  you've  been  slow  to  pay  SBA 
loans,  bad  news:  The  agency  is 
selling  its  portfolio  to  private  in- 
vestors who  want  their  money. 

F.48  My  Company 

One  day,  Kevin  Kelly 
plunged  his  fist 
through  the  Sheetrock 
in  his  hallway.  Now 
our  man's  getting 
serious  about  stress 
management. 

F.50  Under  30 

"Jezebel"  is  usually  a  name  for  a 
shameless  woman.  These  entre- 
preneurs think  it's  a  name  for  hip 
Atlantans. 

Cover  photograph  by  Brian  Smith 
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He'ULick'EmYet 

REAL  ESTATE  DEVELOPER  Arthur  Sweet's  latest  project  is  the  size  of  a 
postage  stamp.  Indeed,  it  is  a  postage  stamp.  Sweet,  74,  wants  the  U.S.  Postal 
Service  to  pay  philatelic  tribute  to  America's  small  businesses. 

So  far,  the  idea  hasn't  stuck.  The  Postal  Service's  Citizens  Stamp  Adviso- 
ry Committee  receives  about  40,000  proposals  for  new  stamps  every  year, 
and  Sweet's  was  returned  to  sender  in  October,  1999.  A  Postal  Service 
spokesperson  says  small  business  "may  be  too  general  a  topic.  The  idea  is  to 
commemorate  something  historical." 

But  Sweet  thinks  he'U  put  his  stamp  on  things  yet.  He  hopes  a  public  outcry 
wiU  save  his  project,  just  as  it  saved  the  Elvis  Presley  and  Audie  Murphy 
stamps.  "We're  the  economic  engine  of  the  21st  century,"  says  Sweet.  "We  de- 
serve a  stamp."  Sweet  has  persuaded  61  members  of  Congress  to  sign  a  letter  in 
support.  You  can  post  your  support  at  www.nsbu.org/stamp/signpetition.htm — 
no  postage  required. 


You  Read  It  Where? 


The  Web  is  a  font  of  information  and  advice  on  every  subject,  and  small  business  is  no 
exception.  But  what's  it  worth?  Here's  a  sampling  of  what's  out  there. 

THE  GOOD  THE  BAD 


ASKME.COM^ 

l^skme.com 


Short  and  to  the  point.  Can  search 
by  subject  matter  or  by  the  names 
of  "experts"  you  like. 


Advice  on  reading  an  income 
statement  verges  on  haiku. 
Often,  its  experts  just  refer 
you  to  another  site. 


EH0W.COM 


Rates  each  task  by  its  difficulty. 
Lets  visitors  add  their  ow^n 
tips  to  those  of  the  site's 
experts. 


"How/  to  finance  a  small 
business"  is  rated  "moder- 
ate." You  could  get  a  loan 
faster  than  some  pages  load. 


Includes  a  good  lesson  on 
incorporation  vs.  LLCs  and 
S  corps. 


Advice  for  v^riting  a  business 
plan  contains  gems  like 
"provide  a  table  of  contents," 
and  "don't  exaggerate." 


S0Y0UWANNA.COM 


W¥OUW&W»-<0»*.^ 


Advice  with  attitude.  Best  primer 
on  v\/riting  a  business  plan. 


Says  VCs  invest  in  exchange 
for  a  percentage  of  profits.  Not 
quite.  They  usually  take  a  share 
of  the  whole  company. 


SO  THEY  SAY 

"In  the  last  twelve  months,  a 

lot  of  small-business  people  in 

technology  got  real  rich  and 

.1              1                   I  r     ^  » 

S0METHIN6T0  BUILD  ON 

10% 

^^^^UAROLD  EVENSKY,  a  Coral  Gables  iFla.) 
^^^^^H                  financial  planner  (page  F.30). 

of  La 

0 

tina  entrepreneurs  own  businesses 
in  the  construction  industry 

NE  IOTA 

Credit  Scorning 

FINANCIAL  WEBSITES  can't 
buy  a  break.  Redbricks.com  is 
under  reconstruction  and  Cap- 
italThinking  is  thinking  again. 
Botli  hoped  to  eliminate  mort- 
gage brokers'  fees  by  using 
the  Web  to  link  commercial 
real    estate    financiers    with 


small-biz  customers.  But  the 
borrowers  never  materialized: 
It  turns  out  diey're  happy  to 
pay  a  fee  to  guarantee  their 
loan  will  close.  So  now  the 
sites  are  trying  to  sell  their 
technology  to  lenders.  While 
the  brokering  sites  regroup, 
thebizbank.com — an  online 
bank  which  also  planned  to 
court  small  business — is 
seeking  a  buyer  before  even 
clearing  all  regulatory  hur- 
dles. The  live  loan  agent  may 
not  be  ready  for  the  tar  pit 
after  all. 
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Hearing  the  phrase 

''essential  resource" 

makes  most  people  think  of  water. 


We  think  of  printers. 


Color  printers  to  be  exact.  Clearly  we're  obsessive,  but  consider  the 
upside.  Who  better  to  buy  a  printer  from  than  a  fanatic. 

Case  in  point:  the  magicolor'^  2200  desktop  color  laser  printer.  It 
combines  color  and  monochrome  printing  in  one  printer,  so  you  no 
longer  need  to  buy  a  monochrome  printer  and  an  inkjet  for  color.  Plus 
it's  fast.  The  2200  can  print  up  to  20  ppm  in  monochrome  or  up  to 
5  ppm  in  color.  We  even  offer  standard  network  interface  for  group 
printing— an  extra  cost  with  HP* — because  we're  not  only  obsessive, 
we're  nice  too. 


So  whether  you  consider  printers  to  be  the  center  of  your  universe  or  just 
an  indispensable  tool,  you'll  find  MINOLTA-QMS  printers  provide  all  the 
essentials  of  imaging.  For  more  information  about  the  complete  line  of 
MINOLTA-QMS  color  laser  and  monochrome  printers,  call  1-800-49COLOR 
or  visit  us  at:  www.mlnolta-qms.com 


The  essentials  of  imaging 


©  2000  MINOLTAOMS,  Inc.  All  rights  reserved.  The  MINOLTA-QMS  logo,  magicolor.  and  Crown  are  trademarks 
or  registered  trademarks  of  MINOLTA-QMS.  Inc.  MlnolUj  Co..  Ltd..  Osaka.  Japan.  All  other  trademarks  are 
tne  property  of  their  respective  owners.  •Comparing  magicolor  2200  color  laser  to  HP  color  LaserJet  4550. 
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Follow 
The  Monet 

FORGET  THE  government- 
sponsored  venture  fund  and  the 
tax  credits  for  worker  training. 
What  attracts  budding  entre- 
preneurs is  ample  outdoor 
recreation,  hip  arts  scenes,  and 
good  mass  transit,  according  to 
researchers  at  Carnegie  Mellon 
University. 

The  professors  ranked  cities 
by  their  cultural  offerings,  then 
tallied  the  number  of  highly 
educated  residents.  Low-rank- 
ing El  Paso,  for  example,  had 
only  one  resident  with  a  grad- 
uate degree  for  every  seven 
high  school  dropouts.  In  cul- 
ture-heavy Boston,  there  were 
three  postgrads  for  every  four 
dropouts. 

How  does  that  lead  to  new 
businesses?  Companies  will  go 
where  the  talent  is,  says  CMU 
professor  Richard  Florida. 
And  if  they  don't?  "Every 
one  of  these  people  has  a 
business  plan  in  their  back 
pocket,"  he  says. 

Sure  beats  a  sUde  rule. 


Designer  E-Mail 

YOUR  LETTERHEAD  MAY  have  person- 
ality, but  your  e-mail's  probably  a 
bore:  black  type,  white  background. 
Well,  now  you 
can  put  your 
logo  into  out- 
going e-nnail. 
You  just  upload 
the  logo  to 
logorilla.com, 
then  download 
the  artwork  in  a  compressed  file.  It  will 
be  embedded  autonnaticaUy  in  every 
mail  you  send  out.  A  few  catches:  It 
only  works  with  Microsoft  Outlook,  and 
if  you  don't  "opt  out,"  you'll  get  a  load 
of  e-mail  promotions  later. 


Loyalty  in  Numbers 

WFL^T  KEEPS  WORKERS  in  their  jobs?  Chal- 
lenging work  and  work-life  balance,  says 
Fortune  Personnel  Consultants.  Pay  ranks 
third.  Small  companies  must  be  deliver- 
ing— their  employees  are  much  more  loyal. 


■  VERY  LOYAL      ■  SOMEWHAT  LOYAL      ■  NOT  AT  ALL  LOYAL 
COMPANIES  WITH  FEWER  THAN  100  EMPLOYEES 


Q  mmi 


News  and  advice  from  our 
small-business  Web  site 

Cashing  in  on  Soggy  Fries 

So  maybe  priceline.com  didn't 
make  it  in  the  grocery  business. 
Founder  Jay  Walker  is  hardly  out 
of  ideas.  Now  he's  trying  to  su- 
persize  fast-food  sales. 

Walker's  latest  brainstorm  is 
"Digital  Deal,"  a  point-of- 
sale  system.  It  links  cash 
registers  with  food  inven- 
tory, so  clerks  can  offer 
last-minute  specials  on 
perishables  in 
Lieu  of  change. 
Say  an  order  to- 
tals $3.39,  and  the 
apple  pies  are 
near  the  end  of 
their  15-nninute  shelf  life.  Digital 
Deal  might  prompt  a  clerk  to  offer 
the  customer  an  apple  pie— nor- 
mally 89C— for  6U,  bringing  the 
total  to  $4.  If  the  customer  bites, 
the  restaurant  sells  an  extra  pie 
and  the  clerk  doesn't  have  to 
count  out  change.  A  manager  at  a 
Burger  King  in  Stamford,  Conn., 
says  up  to  40%  of  customers  are 
taking  the  bait. 

More  Rate  Hilces  Ahead? 

Interest  rates  on  small-business 
loans  rose  again,  says  the  Federal 
Reserve's  third-quarter  report,  and 

private  surveys  suggest  rates 
haven't  peaked  yet.  The  Fed 
pegged  the  average  rate  on  loans 
of  less  than  $100,000  at  10.36%, 
up  from  9.94%  in  the  prior  quarter 
and  9.04%  a  year  ago.  On  loans 
up  to  $1  million,  the  average  was 
9.67%,  up  from  9.26%  in  the  prior 
quarter  and  8.22%  a  year  ago. 

And  it's  not  over  yet:  21%  of 
members  surveyed  in  September 
by  The  National  Federation  of  In- 
dependent Business  reported  high- 
er rates,  and  Phoenix  Management 
Services  Inc.,  a  Chadds  Ford  (Pa. I 
turnaround  specialist,  found  most 
of  the  76  banks  it  surveyed  expect 
rates  to  rise  a  quarter-  to  a  half- 
point  in  the  fourth  quarter. 


DATA  FORTUNE  PERSONNEL  CONSULTANTS 
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For  the  full  stories, 
click  Online  Extras  at 
frontier.businessweek.cor 
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Same  great  Lucent  equipment. 

New  Exponets™  products  &  services. 
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Lucent's  Growing  and  Emerging  Markets  Division  is  now  Expanets 


At  Expanets,  we're  leading  a  revolution  in  the  way  your  business 
communicates,  providing  solutions  to  help  you  stay  connected 
no  matter  what  technology  you're  using. 

That's  because  we'll  unify  all  of  your  different  communications  systems 
into  one  seamless  network.  Make  your  phone  system  compatible  with 
your  computers.  Get  your  fax  machine  talking  to  your  website.  We  even 
offer  local  and  long  distance  service  for  a  total  communications  solution. 

Plus,  we're  the  largest  distributor  of  Lucent's  mid-market  communications 
technology  and  strategic  partner  of  giants  like  Cisco,  HP  and  IBM,  so  you 
can  take  advantage  of  the  best  names  in  the  industry  without  having  to 
manage  multiple  vendors.  A//  of  which  means  you'll  spend  less  time  keeping 
up  with  technology  and  more  time  making  use  of  it. 

Ready  to  learn  more?  Call  us  today  1-800-247-7000  Prompt  2 


mm. 


We  Listen.  We  Connect. 


□    □ 


I  trndcmarks  of  Expano 
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Melting  Pot  of  Gold 


CURRENTS 


Don't  underestimate  the  spending  power  of  minorities 


THE  HOTTEST  NEW  MARKET  for  your 
business  isn't  across  a  great  ocean.  It's 
right  next  door. 

The  combined  buying  power  of  U.  S. 
minority  groups  totals  $1.3  trilUon,  or 
some  20%  of  the  country's  purchasing 
power,  according  to  the  U.  S.  Commerce 
Dept.  African  American  buying  power 
alone  is  five  times  larger  than  the  value  of 
U.  S.  exports  to  the  European  Union,  ac- 

Color  of  Money 

MINORITY  PURCHASING  POWER  IS 
PROJECTED  TO  EXPLODE 


2000  2045 

4  TRILLIONS  OF  DOLLARS 

DATA  COMMERCE  DEPT 

cording  to  the  Selig  Center  for  Economic 
Growth  at  the  University  of  Georgia. 

And  that's  nothing  compared  with 
what's  ahead.  Thanks  to  continued  im- 
migration and  a  comparatively  low  birth 
rate  among  whites,  minority  purchasing 
power  is  on  a  steady  march  upward.  The 
Commerce  Dept.  estimates  that  dispos- 
able income  of  non-whites  will  reach 
$4.3  trillion,  or  32%  of  the  total,  by 
2045  (chart). 

This  is  no  secret  to  Corporate  America, 
which  has  been  spending  millions  on  so- 
phisticated campaigns  to  reach  minority 
consumers.  But  entrepreneurs  have  been 
less  aggressive,  says  Selig  Center  Director 


Jeffrey  M.  Humphreys.  "Small  business  is 
missing  many  opportunities." 

In  many  cases,  it  may  be  too  late  for 
small  companies  to  grab  "first  mover" 
status.  But  that  doesn't  mean  there  aren't 
unfilled  niches  to  target.  There  are  26 
million  foreign-born  consumers  in  the 
U.S.,  the  highest  number  in  the  nation's 
history,  according  to  the  Census  Bureau. 
WorldByNET.com  has  built  an  entire  busi- 
ness on  this  fact.  The  Houston-based  In- 
ternet startup  targets  immigrant  commu- 
nities with  12  Web  sites,  such  as 
IrelandByNET.com,  that  offer  e-commerce 
and  advertising.  When  the  SO -employee 
outfit  launched  in  1999,  deep-pocketed 
competitors  already  were  well  entrenched 
in  Mexican-American  and  other  Hispanic 
markets.  So  WorldByNET  tapped  into  oth- 
er ethnic  markets.  The  sites  now  draw 
150,000  page  views  a  month — modest 
by  most  measures,  but  a  strong  showing 
in  terms  of  reaching  Vietnamese  and 
Russian  communities,  says  spokeswoman 
Laura  Young. 

It's  not  too  late  for  entrepreneurs  to 
seek  out  and  serve  other  untapped  niches. 
According  to  the  Selig  Center,  Asian  pur- 
chasing power  will  have  increased  125% 
between  1990  and  2001,  and  Hispanic 
buying  power  118%.  Each  of  these  groups 
is  remarkably  diverse  in  its  own  right, 
comprised  of  numerous  distinct  sub-nich- 
es. A  generic  marketing  message  will  not 
work — making  minority  markets  the  per- 
fect size  for  small,  nimble  companies. 

-ALISON  STEIN  WELLNER 
and  KIMBERLY  WEISUL 


Q 


To  [earn  more  about  multicultural 
marketing,  click  Online  Extras  at 
frontier.businessweek.com 


The  Need  for  Speed 

U.S.  entrepreneurs  are  the  world's  most  wired,  but 
they  waste  a  lot  of  time  waiting  for  Web  pages  to 
load.  Only  21%  of  small-  and  medium-size  companies  in 
the  U.S.  have  high-speed  Internet  access,  says  AMI 
Partners,  compared  with  59%  in  Germany  and  40%  in 
Japan.  Why  are  we  so  slow?  Overseas  telecoms  rolled 
out  affordable  high-speed  services,  says  AMI's  Anindya 
Bose,  while  U.S.  companies  spent  years  unsuccess- 
fully hawking  more  expensive  T-1  lines.  Bose  expects 
the  gap  to  close  within  two  years. 


PERCENTAGE  OF  SMALL  AND 
MEDIUM  BUSINESSES  WITH 
HIGH-SPEED  INTERNET  ACCESS 


20  40 

DATA;  AMI  PARTNERS  INC 


Backto  School 

if  you  can't  understand  the  tax 
code,  don't  feel  bad:  Neither  can 
the  Internal  Revenue  Service  or 
commercial  Web  sites  that  tout 
expert  tax  advice. 

The  disheartening  news  sur- 
faced from  a  test  performed  re- 
cently by  the  Treasury  Dept.'s 
Inspector  General  for  Tax  Admin- 
istration. The  IG  submitted  50  tax- 
law  questions,  all  related  to  small 
business  or  self-employment,  to 
the  IRS'  Web  site,  then  queried 
three  undisclosed  commercial  tax- 
help  Web  sites.  The  tally:  The  IRS 
got  only  54%  of  the  answers  right. 
The  commercial  sites  did  even 
worse,  scoring  a  dismal  47%. 
(They  did,  however,  answer  in  a 
more  timely  fashion  than  the 
Feds).  There  were  12  questions 
that  no  one  managed  to  answer 
correctly. 

The  IRS  Web  site  responded  to 
262,000  tax  law  questions  last 
year  and  is  projected  to  answer 
350.000  this  year  The  IRS  main- 
tains that  overall,  its  Web  site 
provides  correct  answers  to  80% 
of  the  e-mails  it  receives.  Close 
enough  for  government  work? 

A  Peacock  Gets  Plucked 

The  small-biz  business  just 
keeps  getting  tougher.  In  yet  an- 
other lesson  that  marketing  to 
entrepreneurs  on  the  Web  isn't 
as  easy  as  it  sounds,  NBC  Inter- 
net Inc.  plans  to  shed  its  money- 
losing  AllBusiness.com  unit.  The 
service  will  be  merged  into  a  joint 
venture  with  Bigvine.com,  a  Red- 
wood Shores  (Calif.)-based  barter 
exchange,  leaving  NBCi  to  focus 
on  consumer  mass  markets. 

That's  quite  an  about-face. 
Only  last  February,  San  Francis- 
co-based NBCi  paid  about  $225 
million  in  stock  to  buy  AllBusi- 
ness  when  it  was  barely  more 
than  a  year  old.  Back  then,  NBCi 
stock  was  trading  for  more  than 
$100  a  share.  With  its  shares  now 
below  $5,  NBCi's  entire  market 
cap  is  just  $280  million.  No  won- 
der they  want  to  change  the 
channel. 
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bCentrai 


Easy. 


Here's  a  radical  new  vision  for  your  business— Microsoft"  bCentraP  now 
makes  it  easy  for  any  small  business  to  launch  a  complete  Web  presence. 
With  our  Business  Web  Services,  you'll  get  your  own  Web  address,  making  it 
easy  for  customers  to  find  you.  You'll  have  powerful  business  e-mail, 
including  scheduling  and  Web  file  storage.  You'll  get  the  tools  you  need  to 
build  your  own  e-commerce-ready  Web  site  in  just  minutes.  And  you'll 
find  easy  ways  to  promote  your  business  to  thousands  of  new  prospects. 
It's  so  perfectly  simple,  it's  positively  revolutionary. 

Do  it  the  easy  way.  Get  Microsoft  bCentral  Business  Web  Services  for  just 
$24.95  a  month  at  www.bcentral.com 


Where  do  vou  want,  to  go 


icms 
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Paint  By  Numbers 


Gamblin  Artists  Colors  turns  feelings  into  a  palette 
of  hues  popular  with  the  lilies  of  David  Hockney 


ing  up  fans  along  the  way,  be- 
fore launching  the  company 
in  1987  with  his  wife,  Martha. 
Now,  with  IS  employees  and 
$3  million  in  sales,  the  com- 
pany creates  colors  in  special- 
ly designed  high-speed  mix- 
ers, linseed  oil  and  ground-up 
minerals  are  fed  into  the  ma- 
chines, then  run  through  a  se- 
ries of  metal  rollers,  which  re- 
sults in  a  brilliant  paste — a 
technique  that's  150  years  old. 
"What  we  do  is  make  essences 
of  emotions  that  are  reflected 
in  colors,"  says  Robert  Gam- 
blin, SI.  "Then  we  put  them 
into  tubes." 

Martha,  SO,  runs  the  factory 
with  a  somewhat  less  poetic 
approach.  Computers  track 
every  bag  of  pigment  and 
every  tube  of  paint,  allowing 
the  company  to  run  a  just-in- 
time  inventory  system.  The 
paints  retail  for  $  1 0  to  $  1 6  per 
tube.  Sales  have  been  increasing 
at  about  1S%  annually.  Earlier 
this  year,  the  company  intro- 
duced Gamblin  Conservation 
Colors,  a  special  line  designed 
for  restoring  old  paintings — which  are 
used  by  the  MetropoUtan  Mu 
seum  of  Art  in  New  York 
and  the  National  Gallery 
in  London. 

But  even  as  they  help 
restore  the  past,  the 
Gamblins  keep  an  eye  on 
the  future.  Each  fall, 
Martha  pores  through  de- 
sign magazines,  search- 
ing for  the  latest  color 
schemes.  That's  because 
art  buyers  will  soon  wani 
paintings  to  go  with  new- 
ly redecorated  rooms.  Who  knows? 
Perhaps  you  have  a  Gamblin  on  your 
own  living  room  wall. 

—  DOUGLAS  GANTENBEIN 


INSTANT 


MARTHA  AND  ROBERT  GAMBLIN 'S 
work  hangs  in  some  of  the  world's  top 
art  museums.  But  don't  bother  look- 
ing for  their  names  on  gallery  walls. 

The  Gamblins  toil  behind  the 
scenes,  manufacturing  some  of  the 
world's  finest  oil  paints.  Each  year, 
Gamblin  Artists  Colors  in  Portland, 
Ore.,  ships  more  than  SOO.OOO  tubes 
and  cans  of  paint  in  some  150  colors 
to  artists  and  supply  stores  worldwide. 
Leading  painters  such  as  David  Hock- 
ney and  Chuck  Close  swear  by  them. 
"They  make  colors  other  companies 
just  don't,"  says  Wolf  Kahn,  a  West 
Brattleboro  (Vt.)  landscape  painter 
whose  work  is  on  display  in  muse- 
ums nationwide. 

Robert  Gamblin  was  a  struggling  oil 
painter  when  he  founded  the  compa- 
ny. Determined  to  make  a  living  in 
the  art  world,  he  began  mixing  paints 
in  his  garage  in  the  early  1980s,  pick- 
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For  more  profiles  of  leading 
entrepreneurs,  click  Online  Extras 
at  frontier.businessweek.com 


Family  Leave 

The  Family  &  Medical  Leave  Act  re- 
quires companies  with  50  or  more  em- 
ployees to  offer  up  to  12  weeks  of  un- 
paid leave  to  care  for  a  sick  parent.  But 
even  if  you're  not  legally  obligated,  it's 
not  a  bad  idea  to  offer  some  assistance. 

CASE  IN  POINT 

Expensive  elder-care  benefits  are  out 
of  reach  for  Dillon  Works!  Inc.,  a  35- 
employee  custom-design  and  fabrica- 
tion company  in  l^lukilteo  (Wash.).  So 
Dillon  has  instituted  a  "policy  of  com- 
passion." On  an  individual  basis,  em- 
ployees are  granted  paid  leave  to  handle 
caregiving  needs.  In  the  last  12  months, 
one  worker  took  off  two  weeks,  with 
less  than  a  day's  notice,  to  care  for  her 
ill  father.  Others  are  granted  flex  time  to 
care  for  their  loved  ones.  "As  a  small 
company,  we're  like  a  family,  and  we 
can  operate  like  one,"  says  Leslie 
Wilder,  the  company's  sales  and  mar- 
keting manager.  "We  do  everything  we 
can  to  keep  people  here." 

RESOURCES 

To  learn  if  your  company  is  covered  by 
the  Family  &  Medical  Leave  Act,  go  to 
the  Labor  Dept.'s  e-laws  adviser  pro- 
gram (www.dol.gov/elaws/fmla.htm). 
There,  click  on  the  fmla's  home  page, 
where  you  can  download  a  compliance 
guide.  Download  fact  sheets  about  care- 
giver programs  at 
www.caregivenorg, 
the  Web  site  of 
I  the  Family  Care- 
giver Alliance.  For 
^^  tips  on  setting  up 

■■\/  a  dependent-care 

program  check 
Small  Business 
Legal  Smarts,  by 
Deborah  L.  Ja- 
cobs (Bloomberg, 
1998,  $16.95). 
Help  employees  find  free  or  low-cost 
assistance  with  the  Eldercare  Locator,  a 
government-sponsored  database  of  tax- 
payer-supported services  (800  677-1116). 
If  an  employee  needs  data  about  a  spe- 
cific illness,  direct  them  to  the  National 
Alliance  for  Care  Giving  (www.caregiv- 
ing.org).     -ALISON  STEIN  WELLNER 


]]  BUSINESS  WEEK  FRONTIER 


NOVEMBER  6,  2000 


Log  in  NOW 

www.hp.com/go/business9 


Just  the  right  help. 


The  right  help  starts  with  a  visit  to  the  HP  Business  Center.  Because  it  can  help  you  spend  less  time  on  technology, 
and  more  time  on  your  business.  It's  the  one-stop  source  for  companies  like  yours  that  need  integrated  business  serv- 
ices and  solutions.  Hard  to  believe?  Check  out  HP's  Web  Wizard— it's  the  easy  way  to  create  a  website  for  your 
company— complete  with  e-commerce  capabilities.  And  it  only  takes  30  minutes,  start  to  finish!  HP  will  provide  you 
with  the  services  of  a  web  hosting  consultant,  to  help  you  get  the  most  from  your  website— absolutely  free! 
Plus,  we'll  waive  the  initial  set-up  fee. 

To  take  advantage  of  this  special  offer,  or  find  out  more  about  HP's  business  services, 
just  visit  >wvw.hp.com/go/business9.  You  can  set  up  e-mail  for  the  whole  office. 
Access  professional  services  like  printing,  binding  and  distribution.  Host  meetings  on- 
line and  more!  Some  services  are  free,  some  have  a  fee.  Just  pick  what's  right  for 
you,  and  leave  the  rest  to  HP. 


Register  today  and  create  your  company  ^vebsite  in 
minutes,  and  for  a  limited  time  only  v/e'W  waive  the 
initial  set-up  fee.  Visit  \A/ww.hp.com/go/business9 


m 


invent 


For  complete  HP  Web  Wizard  offer  terms  and  conditions  go  to  www.fip.cofn/go/business9. 
*2000  Hewlett-Packard  Company. 
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The  Delicate  Art  of  Price  Hikes^ 


Entrepreneurs  are  finding  they  can 

charge  more — without  driving  away  customers 


LIKE  MOST  OTHER  SMALL 
companies  scrambling  for 
market  share,  Mi8  Corp.  was 
reluctant  to  raise  prices.  But 
then,  the  Manhattan  applica- 
tion service  provider,  which 
rents  and  services  Microsoft 
server  software  over  the  Web, 
learned  that  Microsoft  Corp. 
was  planning  to  raise  its 
prices.  In  response,  Mi8  hiked 
its  own  rates  by  14%.  The  re- 
sponse? Not  one  complaint 
and  not  one  lost  customer. 

After  years  of  little  or  no 
inflation,  entrepreneurs  are 
feeling  newfound  pricing 
power.  A  net  13%  of  small 
companies  reported  raising 
prices  in  September,  compared 
with  just  8%  a  year  earlier, 
according  to  the  National  Fed- 
eration of  Independent  Busi- 
ness. The  challenge  for  entre- 
preneurs is  how  to  flex  that 
muscle  without  battering  your  cus- 
tomers. Mi 8  offered  customers  a  90- 
day  grace  period  and  also  gave  them 
the  chance  to  lock  in  a  lower  rate — if 
they  signed  a  yearlong  contract.  Few 
took  the  offer.  "Most  seemed  to  want 
to  go  month  to  month,  even  if  it 
meant  paying  more,"  says  Patrick  Fet- 
terman,  vice-president  for  marketing. 

That's  a  lesson  many  small  compa- 
nies never  learn,  says  Al  Osborne,  di- 
rector of  the  Price  Center  for  Entre- 
preneurial Studies  at  the  University  of 
California  at  Los  Angeles.  "If  you  es- 


The  trick  is  to  make 
it  stick  without 
making  customers 
feel  they've  been  stuck 

tablish  a  niche,  you  can  charge  what- 
ever the  market  will  bear,"  he  says. 
But  instead  of  basing  prices  on  market 
conditions,  many  entrepreneurs  let 
their  costs  drive  their  prices,  he  says. 
StiU,  a  litde  fmesse  goes  a  long  way. 


Pompanoosuc  MiUs  Corp.,  a  furniture 
maker  in  East  Thetford,  Vt.,  raised  its 
prices  7%  in  May  in  response  to  rising 
costs  of  labor  and  raw  materi- 
j    als.  The  company  alerted  cus- 
tomers by  sending  out  post- 
cards. Since  raising  prices,  the 
company    hasn't    heard    any 
complaints,  says  Rob  Chapin, 
Pompanoosuc's    director    of 
marketing.  "We  try  to  hold  the 
line,  but  we  needed  to  keep 
our  margins,"  he  says. 

Even  heftier  increases  can  be 
palatable  if  presented  the  right 
way.  In  June,  Berland  Technol- 
ogy Inc.,  a  custom- software 
developer  in  Culver  City,  Calif., 
raised  its  hourly  rates  50%,  to 
$225  an  hour.  The  move  was 
largely  dictated  by  the  higher 
salaries  the  company  pays  its 
40  employees.  To  cushion  the 
blow,  Berland  offered  to  com- 
plete any  work  in  progress  at 
the  old  rate.  Those  who  balked 
were  permitted  to  switch  to  a 
flat  fee,  rather  than  an  hourly 
rate.  "Some  customers  just 
seem  to  feel  better  with  a  fixed  price," 
says  Executive  Vice-President  Bill  Craig. 
The  result?  Nobody  jumped  ship. 

The  most  important  thing  is  to  be 
decisive.  "The  market  will  allow  you 
to  raise  your  prices  this  year,  but  it 
may  not  let  you  do  it  again  for  anoth- 
er five  years,"  says  ucla's  Osborne. 
Just  be  gende:  Customers  bruise  easily. 
-MICHELLE  LEDER 
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For  more  on  how  to  raise  your 
prices,  click  Online  Extras  at 
ifrontJer.busJnessweek.com 


Smart  Answers 

Q:  \'m  an  83-year-old  engineer  and 
need  advice  on  hiring  a  successor  so 
my  50-year-old  company  can  contin- 
ue after  I  retire. 

— H.D.,  Long  Island  City,  N.Y. 
A:  If  you  are  just  now  looking  for  a 
successor  at  age  83,  one  has  to  wonder 
whether  you  are  so  tied  to  your  com- 
pany that  subconsciously  you  feel  no 
one  can  take  your  place.  But  if  you  re- 
ally are  ready  to  hand  over  the  reins, 


start  by  defining  your  business  and  the 
skills  needed  to  run  it.  In  many  cases, 
a  company's  founder  has  never  writ- 
ten down  exactly  what  he  does,  or  de- 
fined the  roles  he  plays  in  the  company. 
You  might  consider  hiring  a  business 
consultant  to  bring  an  outside 
perspective. 

If  no  current  employees  fit  the  bill, 
take  your  successor  profile  to  people 
who  can  refer  candidates.  Contact  engi- 
neering and  business  professors  at  local 
universities;  money  managers;  other  en- 


trepreneurs; and  executives  at  banks, 
law  firms,  and  accounting  firms.  "If  the 
business  is  sound,  then  this  is  a  terrific 
opportunity  and  people  will  be  eager," 
says  Peter  Cowen,  a  Westwood  (Calif  1- 
based  investment  banker  Making  the 
transition  out  of  a  company  can  be  a 
lengthy  process.  Don't  dawdle:  It's  time 
to  get  to  work.  -KAREN  E.  KLEIN 

Have  a  question  about  running  your 
small  company?  Send  an  e-mail  to 
frontier®businessweel(.com 
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Some  heLpfuL  advice  when  shopping  around 
for  a  new  Local  phone  company. 


• 


• 


Our  own  netwo 


Lots  of  communications  companies  are  nothing  more  than  middlemen.  Buying 
and  re-selling  capacity  on  someone  else's  old  copper  wire  network.  But  at 
Teligent  we've  built  our  own  high-performance  communications  networks.  Which 
means  your  company  can  get  high-quality  local  and  long  distance— plus  lightning- 
fast  Internet  access  and  data  transfer— all  for  surprisingly  affordable  prices. 
So  forget  about  those  other  companies  that  pretend  to  have  a  powerful  network. 
Go  with  someone  who  really  does.  For  more  information,  visit  us  at  teligent.com. 


Teligent 

The  Smart  Way  To  Communicate 


:  Teligenl  and  The  Smart  Way  To  Communic 
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Deadbeats  Beware 


The  SBA  is  getting  out  of  the  loan-collection 
business — and  private  outfits  won't  be  so  lenient 


FOR  YEARS.  THE  SMALL  Business  Ad- 
ministration has  been  one  the  coun- 
try's most  forgiving  creditors.  No  pay- 
ment? No  problem.  Compared  with 
private  lenders,  the  sba  was  slow  to 
collect  and  loath  to  foreclose. 

The  agency's  not  about 
to  start  breaking  legs,  but 
change  is  on  the  way  for 
anyone  who's  late  on  a 
small-business  or  disaster 
loan.  That's  because  the 
SBA  is  getting  out  of  the 
collections  business,  sell- 
ing its  loan  portfolio  to 
private-sector  institutions. 
Such  outfits  tend  to  be 
less  patient  than  govern- 
ment collectors — bad 
news  for  those  unwilling 
or  unable  to  repay. 

The  SBA  is  required  to 
make  loans,  currently  at 
4%,  to  uninsured  disaster 
victims.  It  also  guarantees 
business  loans,  at  80%  of 
their  value,  made  by 
commercial  lenders  to  en- 
trepreneurs who  other- 
wise might  not  be  eligible 
for  financing.  If  the  loans 
go  bad,  they  come  back 
to  the  SBA  for  collection. 

Pressure.    And   go   bad 

they  do.  At  the  sba's  most 
recent  loan  auction,  in 
August,  24%  of  business 
loans  made  under  die  dis- 
aster program  and  47%  of 
nondisaster  loans  were  in 
default — a  consequence  of 
allowing  nonperforming 
loans  to  drift  for  years. 
Leniency  played  a  big  role.  "The  sba 
would  never  squeeze  someone,"  says 
John  Boyd,  a  former  sba  liaison  in  the 
Virgin  Islands.  By  contrast,  commercial 
lenders  are  far  more  likely  to  restruc- 
ture loans,  pressure  recipients,  or  fore- 
close and  seize  collateral.  "Some  banks 
wUl  foreclose  on  a  $140,000  house  to 
get  $20,000."  Boyd  says. 

Behind  the  move  is  a  congressional 


authorization  for  all  federal  agencies 
to  sell  their  loan  assets  to  the  private 
sector.  As  part  of  the  push,  the  sba 
plans  to  vmload  its  entire  $10  billion 
direct-loan  portfolio  by  2003,  and  up 
to  $1  billion  in  new  loans  every  year 


The  agency  intends  to  unload  its 
entire  $10  billion  portfolio  by  2003 


thereafter.  The  move  makes  sense,  says 
Richard  Blewett,  the  agency's  director 
of  asset  sales,  because  commercial  in- 
stitutions possess  sophisticated  loan- 
servicing  methods  that  the  sba  lacks. 
"They  can  throw  the  necessary  re- 
sources at  these  loans,"  Blewetl  says. 

Private  financiers  are  snatching  up 
the  loans  for  an  average  of  50^  to  60(i 
on  the  dollar.  In  August,  for  example. 


a  package  of  debt  with  unpaid  bal- 
ances of  $1.2  bilhon  sold  for  just  $530 
million. 

The  high  default  rates  don't  appear 
to  be  deterring  buyers.  "It's  a  judg- 
ment call,"  admits  Jeff  Leu,  executive 
vice-president  of  the  financial-markets 
group  at  the  Watzata  (Minn.)  con- 
glomerate Cargill  Inc.,  which  recently 
bought  a  package  of  sba  guaranteed 
loans.  But  the  deep  dis- 
covints  make  it  a  gamble 
worth  taking,  he  says. 
Other  major  buyers,  in- 
cluding affihates  of  Beal- 
Bank  in  Dallas,  apparent- 
ly agree. 

"Wasteful."  Some  critics 
cite  the  fire-sale  prices 
as  evidence  that  the  sba 
should  abandon  the 
lending  business.  "Sell- 
ing for  60(t  on  the  dollar 
unveils  how  wasteful  it 
is,"  says  Scott  Hodge, 
executive  director  of  the 
Tax  Foundation,  a  Wash- 
ington group  that  moni- 
tors fiscal  policy. 

SBA  supporters,  who 
argue  the  merits  of  the 
program,  agree  the  dis- 
counts are  big,  but  point 
out  they're  still  more 
than  the  agency  would 
get  if  it  tried  to  collect 
the  bad  loans  itself  "It's 
appropriate  to  get  the 
bad  loans  off  the  books 
and  have  the  money 
available  for  the  next 
disaster,"  says  Roberto 
Barragan,  president  of 
Valley  Economic  Devel- 
opment Center  Inc.,  a 
Van  Nuys  (Calif)  small- 
business  consulting  firm. 
Of  course,  sba  borrowers  won't 
be  thinking  about  policy  debates 
when  more  efficient  debt  collectors 
come  knocking.  They'll  probably  just 
wish  the  bureaucrats  were  still  in 
charge.  -THERESA  FORSMAN 
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For  more  on  SBA  disaster 
loans,  click  Online  Extras  at 
frontier.businessweek.com 
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'SD  Of  course  you  would.  You  eat  fire.  You're 
a  strong  leader  You  started  the  company.  You 
carry  the  torch.  And  the  people  who  work 
for  you  follow  your  lead.  But  they're 
not  tireless.  They're  human.  And 
they  need  an  incentive.  A  little 
something  beyond  the  next 
paycheck.  Something  that  makes 
them  feel  like  you  care  beyond  the 
next  presentation.  Like  a  401  (k)  plan.  Yes, 
it  can  he  expensive.  But  not  this  one.  "Q^ 
impact40lk.com  has  features  comparable  to 


plans  reserved  for  much  larger  companies. 
Yet,  it's  low  in  cost  (there  are  no  sales 
charges,  nor  is  there  a  penalty  should  you 
choose  to  leave  the  program).  And,  it's 
easy  to  enroll  in.  Just  log  on. 
"^^^  Lastly,  it's  empowered  by 
the  Principal  Financial  Group* 
\  In  fact,  more  employers  choose 
The  Principal*  for  their  401  (k)  plans 
than  any  bank,  mutual  fund  or  insurance 
company.^      'c^    Take  a  moment  to  enroll 
your  people.  They're  worth  it.  Aren't  they? 


©2000  Principal  Life  Insurance  Company.  Dcs  Moines,  lA  50392.  Group  annuities  and  other  products  and  services  offered  through  Principal 
Life  Insurance  Company  (The  Principal*),  its  subsidiaries  and  affiliates.  "CFO  Magazine.  April/May  2000.  Senior  Financial  Executive  Ranking. 


inipact401k.coin"    I 

Empowered  by  the  Principal  Financial  Croup 
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ahd  you  have  three 
employees 


does  that  mean  you 
now  have  nine? 


When  hiring,  you  want  employees  that  go  the  extra  mile  for  your  business. 
You  should  expect  the  same  from  your  technology  investments.  Outfit 
your  business  with  PCs  preinstalled  with  Microsoft*^  Windows®  2000 
Professional  and  Office  2000  and  make  the  most  of  your  time  and  your 
people.  Running  the  2000  generation  of  software  from  Microsoft  ensures 
your  PCs  are  powered  by  the  most  reliable  Windows  operating  system. 
And  you'll  be  able  to  do  more  with  what  you  have  using  the  world's  leading 
productivity  suite— complete  with  tools*  specially  designed  to  help  smaller 
companies  better  manage  their  finances,  serve  their  customers,  and  reach 
new  markets.  Choose  Windows  2000  Professional  and  Office  2000  and 
watch  your  business  multiply. 

To  learn  more,  visit  www.microsoft.com/businessdesktop 
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KIND  OF  BLUE: 
BodyMedia's  panels  cast    ■ 
asoothingglowina  _ 

renovated  Pittsburgh  hotel 
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What  does  it  take  to  turn  a  drab 
workplace  into  a  perfect 
environment?  A  little  cash 
and  a  lot  of  creativity 


by  Larry  Kanter    AN  OFFICE  IS  MORE  THAN  a  place  to  house 
employees.  These  days,  it's  a  place  to  seek  the  inspiration  of  an 
urban  skyline  or  a  peaceful  sunset.  Not  to  mention  a  place  to  shoot 
a  few  hoops,  play  some  ping-pong,  take  a  nap,  sip  an  espresso — or 
build  a  little  buzz,  x-i  Today's  small  companies  seek  an  environment 

that  quickly  communicates  an  image  of  suc- 
cess and  creativity,  one  that  wows  potential 
chents,  reassures  investors,  attracts  hard-to-fmd 
recruits,  and  helps  employees  forget  how  hard 
they're  working.  Achieving  all  that  can  mean 
going  to  extraordinary  lengths. 

Consider  Future  Protocol  Inc.  The  Austin 
(Tex.)  computer  network  design  company  spent 
most  of  its  five  years  in  a  stodgy,  uninspiring  of- 
fice complex.  When  their  lease  expired,  the 
partners  asked  their  real  estate  brokers  for  some- 
thing really  different,  and  they  got  it:  an  aban- 
doned adult-movie  theater. 

To  convert  the  former  porno  palace  into  a 
high-tech  headquarters.  Future  Protocol  punched 
!      windows  into  the  walls,  added  skylights,  and 
tore  out  the  theater's  seats  to  make  room  for 
workstations.  The  balcony  was  extended  to  add 
a  second  level  of  offices  and  conference  rooms. 
The  theater's  marquee  is  now  used  for  free  ad- 
vertising. The  price  tag?  Just  $200,000   (not 
coimting  exterior  improvements  paid  for  by  the 

building's  owner).  Not  only  did  the  renovation 
generate  considerable  publicity,  but  the  com- 
pany's 25  employees  love  it.  "I've  seen  the  mo- 
tivation level  chmb  to  a  new  height,"  says  Jen- 
nifer Hussey,  Future  Protocol's  34-year-old  ceo. 
"People  seem  to  get  here  a  htde  earher,  stay  a 
little  longer." 

Indeed,  attracting  employees  in  the  first  place 
and  enticing  them  to  stick  around  motivates 
many  of  the  most  innovative  office  designs. 
Bob  Cagle,  ceo  of  Thuridion,  a  Santa  Cruz 
(Cahf)  software  developer  with  48  employees, 
offers  a  light-soaked,    15,000-square-fbot  of- 
fice, packed  with  amenities  like  a  communal 
kitchen  and  coffee  bar,  a  comfy  upstairs  lounge, 
and  a  balcony  where  employees  can  hook  up  to 
the  Internet  and  enjoy  the  ocean  views.  "It 
gives  people — both  job  candidates  and  cus- 
tomers— the  feeling  that  they  are  going  to  be 
treated  well  here,"  says  Cagle,  41. 

Image  may  not  be  everything,  but  it  certain- 
ly comes  close.  In  the  following  pages,  frontier 
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takes  a  look  at  companies  that 
have  creatively  defined  their 
dream  offices,  often  by  utilizing 
stardingly  simple  and  inexpen- 
sive materials  and  making  the 
most  of  their  building's  innate 
virtues.  While  some  of  these 
entrepreneurs  admittedly  have 
splurged  on  their  spaces,  they  know  that  a  really 
good-looking  office,  like  the  right  clothes,  often 
pays  for  itself  many  times  over. 

While  everyone  expects  freshly  minted  dot-coms 
to  strive  for  coolness,  they're  not  the  only  ones 
on  the  creative  edge,  gma  Capital  has  managed  to 
portray  a  solid,  dependable  image  but  hint  at  its 
techie  sophistication  by  letting  Victorian  charm  and 
a  cool  contemporary  interior  merrily  clash.  David 
Oakey  Designs  built  a  new  office  that  fully  exploits 
its  bucoUc  setting  and  in  the  process  makes  a  state- 
ment about  the  entrepreneur's  own  source  of  in- 
spiration. Toni  Steedman,  ceo  of  Steedman  Wilson,  es- 
chews the  popular  trend  of  office-as-playground, 
but  all  the  same  she  manages  to  inject  visual  ex- 
citement into  her  ad  agency's  offices  with  bold 


furniture  and  textile  designs. 
While  open  space  prevails  in 
most  of  these  offices,  the  cubi- 
cle isn't  dead  just  yet.  It's  being 
redefined  with  inventive  fab- 
rics by  companies  like  Body- 
Media.  When  there  are  private 
offices,  walls  and  partitions  are 
Future  Protocol's  usually  put  on  wheels.  Drywall 
Hussey  beneath  is  defmitely  out,  and  industrial 

the  old  porn-  chic  is  in — ^with  plenty  of  con- 

palace  marquee  crete  and  exposed  ducts. 

The  ultimate,  drop-dead  of- 
fice can  cost  a  miUion  bucks,  as  in  the  case  of  Ver- 
sion! Editing,  but  even  a  splash  of  color,  softer  light- 
ing, and  some  movable  partitions  can  go  a  long 
way  toward  improving  your  existing  space  (below). 
And  if  you  can't  get  the  office  you  know  you  de- 
serve just  yet,  it  never  hurts  to  dream  a  htde. 

Profiles  and  pictures  begin  on  PAGE  F.24 
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Want  to  see  more  dream  offices?  Click  Online 
Extras  at  frontier.businessweek.com  for  more 
photographs  of  creative  office  design. 


Design  Tips  That  Won't  Bust  Your  Budget 


COLOR  SCHEME 
Color  it  interesting.  Make 
sure  the  hues  of  communal 
spaces  don't  rankle  anyone— 
but  don't  use  a  boring  palette. 
Instead  of  off-white,  try  beige, 
brown,  green,  or  gray 
Use  undertones.  Does  the 
color  have  a  blue,  red,  or  yel- 
low cast?  Choose  warmer  col- 
ors for  cooler  climates  and 
vice  versa. 

Convey  a  mood.  Earth  tones 
suggest  stability.  Blue-gray  is 
great  for  conference  rooms, 
suggesting  calm,  reasoned 
thought.  Pale,  relaxing  colors 
are  best  for  lunchrooms. 

LIGHTING 
Light  up  your  image.  Tnendy 
right  now:  the  sleek,  high-tech 
look  of  brushed  metal  and 
aluminum  fixtures.  Or  go  for 
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dramatic  lighting  in  lobbies 
and  reception  areas  to  express 
your  corporate  identity. 
Diffuse  it.  Minimize  comput- 
er-screen glare  and  make 
sure  workstations  have  fully 
adjustable  task  lighting.  Avoid 
overhead  fixtures  that  beam 
down  on  workers.  Choose  dif- 
fused lighting  from  suspended 
fixtures  that  bounce  light  off 
the  ceiling.  ^_ 


SPACE  PLANNING 
Open  it  up.  Open  spaces  can 
encourage  teamwork  and  col- 
laboration. Make  sure  staffers 
have  a  private  space  to  handle 
confidential  matters  or  con- 
centrate on  a  big  project. 
Rethink  the  cube.  The 
Dilbert-style  cubicle  isn't  dead, 
but  divider  walls  can  be  scaled 
down  to  admit  more  natural 
light. 


Move  it  around.  Folding 
screens  and  lightweight, 
movable  partitions  available 
at  many  suppliers  of  used 
office  furniture  can  increase 
flexibility.  Or  make  your  own 
dividers  by  hinging  together 
sections  of  plywood  and 
painting  them. 

Expose  hidden  charms.  Re- 
move drywall  to  reveal  quaint 
old  brick.  Get  rid  of  dropped 
ceilings  to  expose  duct  work 
and  rip  up  carpets  to  show 
off  concrete  floors. 
Plan  it  out.  Take  advantage  of 
free  planning  services  that  use 
computer-generated  graphics, 
offered  at  such  stores  as  IKEA, 
Nextoffice.com,  and  OfficeMax. 
Or  pay  a  designer  an  hourly 
rate  to  help  you  rearrange 
what  you  have. 


FURNITURE 
Think  modular.  Modular  sys- 
tems can  be  reconfigured  or 
expanded.  Choose  a  line  from 
an  established  manufacturer 
that  won't  be  discontinued 
soon,  so  that  adding  pieces 
later  won't  be  a  problem. 
Choose  your  image.  Light 
woods  suggest  a  youthful  busi- 
ness. Darker  ones  send  a 
more  conservative  message. 
Be  ergonomically  correct. 
To  help  limit  crippling  work- 
place injuries,  go  for  fully  ad- 
justable chairs  and  worksta- 
tions that  can  be  used  by 
everyone  with  equal  comfort. 
Bargain-hunt.  Save  up  to 
50%  at  dealers  of  refurbished 
office  furniture.  Try  liquidation 
sales,  auctions,  and  rental 
company  closeouts. 

NIIVI  Mill  K   I..   .MKK) 


'-s*?^- 


esk. 
leshoot. 
1%flifto6mmute. 

Anywhere,  anytime. 


pcAplienI 


No  matter  where  you  are  in  the  world,  here  is  the  #1  seller  for  fast,  easy  access  to  any  remote 
computer.  If  your  job  takes  you  on  the  road,  pcAnywhere  lets  you  retrieve  information, 
transfer  files,  and  run  desktop  applications — as  if  you  were  back  in  your  office.  If  you're  trouble 
-shooting  systems  and  providing  helpdesk  support  for  mobile  users,  it  lets  you  quickly  and 
conveniently  resolve  user  problems  and  manage  mission-critical  workstations  servers  by  remote 
control — without  leaving  your  desk.  Helpdesk,  troubleshoot,  telecommute?  There's  no  better 
way.  pcAnywhere  9.2  now  Windows®  2000  certified! 

Visit  www.symantec.com/pca  or  see  your  local  retailer  for  pcAnywhere  9.2. 
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WELL-CONNECTED 


Symantec,  the  Symantec  logo,  and  pcAnywhere  are  U.S  registered  trademafhs  of  Symantec  Corporation.  Microsoft.  Windows. 
Windows  NT,  the  Wmdows  logo  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries 
Copyright  ©  2000  Symantec  Corporation.  All  rights  reserved.  9/00  Prmted  m  (he USA 


SYMANTEC. 


AT  THESE 

PRICES,  WHO'S 
THE  PERFECT  - 
HOST? 


Pentium®/// 


Are  you  confident  that  your  current  Webhosting  solution  can  handle  your  business  growth? 
Don't  pay  to  be  squeezed  on  to  a  cramped  shared  Webhosting  server.  Team  up  with  Dell,™  an 
E-Commerce  leader.  With  dedicated  Webhosting  services  starting  at  only  $199  per  month,  we'll  base 
your  network  on  its  own  dedicated  Dell  PowerEdge™  or  PowerApp™  server,  featuring  Inter  Pentium"  III 
processors,  which  is  monitored  24x7.  It's  scalable  and  flexible  enough  to  reconfigure  as  your 
business  needs  grow.  In  other  words,  perfect. 

DELL"  HOSTING  SOLUTIONS: 


DEDICATED  WEBHOSTING  SOLUTION 

DEDICATED  WEBHOSTING  SOLUTION 

DellHost'"  D-2950 

■  Dell'"  PowerApp. web"  100  Server  Appliance 

■  Inter  Pentium*  III  Processor  at  600MHz 

■  64MB  RAM;  IX  9GBI  7.2K  SCSI  HD 

■  2X  10/100  Ennbedded  NICs;  Red  Hat*  Linux"  6.2  OS 

■  Dedicated  21GB  Monthly  Transfer  (Metered) 

■  TrellixWeb™  and  NetObjects"  Website  Design  Tools 

■  99.9%  Uptime  Guarantee";  7x24  Site  Monitoring 

$l99/mo. 

PLUS  S299  ONE  TIME  SETUP  FEE 

■  Optional  Weekly  Back-up  Services  $75/mo., 
plus  $150  One-time  Setup  Fee 

■  E-Com  Options:  Add  Mercantec*  Softcart*  Pro  for  $99/mo. 
with  $99  Setup  Fee.  Transaction  Fees  Extra 

■  Add  Traffic  Analysis  and  Tools,  Starting  at  $9.95 

DellHost'"  D-3250 

■  Dell'"  PowerEdge'"  2450  Server 

■  2X  Intel*  Pentium*  III  Processor  at  866MHz  with  256K  Cache 

■  512MB  RAM;  2X  9GB^  10K  SCSI  HD 

■  Redundant  Power;  2X  10/100  Embedded  NICs 

■  Red  Hat*  Linux'"  6.2  OS,  Single-channel  RAID1 

■  Dedicated  21GB  Monthly  Transfer  (Metered) 

■  NetObjects*  Fusion*  5  at  No  Additional  Charge 

■  99.9%  Uptime  Guarantee";  7x24  Site  Monitoring 

$549/mo. 

PLUS  S350  ONE-TIME  SETUP  FEE 

■  E-Com  Options:  Mercantec*  SoftCart*  Pro  $99/mo., 
plus  $99  One-time  Setup  Fee.  Transaction  Fees  Extra 

■  Add  Weekly  Back-up  for  $75/mo.,  plus  $150  Setup  Fee 

■  Add  Traffic  Analysis  and  Tools,  Starting  at  $9.95 

DEDICATED  WEBHOSTING  SOLUTION 

WEBSITE  STARTER  KIT 

DellHost™  D-3350 

■  Dell'"  PowerEdge"  2450  Server 

■  2X  Intel*  Pentium*  III  Processor  at  933MHz  with  256K  Cache 

■  1GB  RAM;  3X  9GB',  10K  SCSI  HD 

■  Redundant  Power;  2X  10/100  Embedded  NICs 

■  Red  Hat*  Linux'"  6.2  OS,  Single-channel  RAID5 

■  Dedicated  21GB  Monthly  Transfer  (Metered) 

■  NetObjects*  Fusion*  5  at  No  Additional  Charge 

■  99.9%  Uptime  Guarantee";  7x24  Site  Monitoring 

$799/mo. 

PLUS  S350  ONE  TIME  SETUP  FEE 

■  E-Com  Options:  Mercantec*  SoftCart*  Pro  $99/mo., 
plus  $99  One-time  Setup  Fee.  Transaction  Fees  Extra 

■  Add  Weekly  Back-up  for  $75/mo.,  plus  $150  Setup  Fee 

■  One  Year  Domain  Name  Registration  from 

Network  Solutions  ($25  value) 

■  Professionally  Designed  3-page  Website  from 
Dell'"  Design  Services  ($389  value) 

■  One  Year  of  Shared  Hosting  ($215  value) 

■  100MB  Storage 

■  5GB  Transfer  Rate 

■  10  E-Mail  Accounts 

$399  for  kit 

PLUS  S20  ONE-TIME  SETUP  FEE 

D^LLOCOM 


GET  EXACTLY  WHAT  YOUR  BUSINESS  IS  LOOKING  FOR       800.727.4239      WWW.DELLHOST.COM 


GSA  Contract  »GS-35F-4076D 

Prices,  specificalioiis,  and  availability  may  change  without  notice.  Taxes  and  shipping  charges  extra,  and  vary.  Cannot  be  combined  with  other  offers  or  discounts  U.S.  only.  'For  a  copy  of  our  Guarantees  or 
Limited  Warranties,  write  Dell  USA  LP.,  Attn:  Warranties,  One  Dell  Way,  Round  Rocl<.  Texas  7B682  'For  hard  drives.  GB  means  1  billion  bytes;  accessible  capacity  varies  with  operating  environment 
'See  terms  and  condiiions  in  the  DellHost  Acceptable  Use  and  Service  Guidelines  at  hnp://www.dellhost.coni/legaLaceptabiouse.hlml#99.  Oell,  the  OolfHostcom  logo,  the  Delf  E  Com  logo,  and  stylized 
E  logo,  E-Value,  DellHost,  PowerEdge  and  PowerApp.web  are  trademarks  of  Dell  Computer  Corporation.  Intel,  the  Intel  Inside  logo,  and  Pentium  are  registered  trademarks  and  Intel  SpeedStep,  Pentium  III  Xeon, 
and  Celeron  are  trademarks  of  Intel  Corporation,  ©2000  Oell  Computer  Corporation,  All  rights  reserved. 


OMA  Capital  LLC 

Farmington  Hills,  Mich. 

WHAT  IT  DOESi  Investment  banking 

EMPLOYEES:   10 

GOAL:  To  blend  the  old  with  the 
new  for  an  image  of  solid  depend- 
ability and  sophistication. 
cosTi  $2.25  million 

Walk  up  to  the  front  door  of  GMA 
Capital's  new  offices,  and  you 
might  wonder  whether  you've  trav- 
eled in  time  back  to  the  1880s. 
The  headquarters  of  the  Farming- 
ton  Hills  (Mich.)  investment  bank 
and  venture-capital  firm  is  a  115- 
year-old  Victorian  house  with  a 
sunny  yellow  paint  job,  a  stately 
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front  porch,  and  fanciful  ginger- 
bread trim. 

But  go  inside,  and  you'll  find 
yourself  in  a  cool,  thoroughly  21st 
century  interior— more  suited  to 
Silicon  Valley  than  subur- 
ban Detroit.  That  discon- 
nect suits  Charles  Roth- 
stein,  GMA  Capital's 
founder  and  managing  di- 
rector, just  fine.  "The  building  is 
symbolic  of  what  we  stand  for," 
he  says.  "We  have  a  traditional 
business,  but  bring  a  new  energy 
to  it." 

New  energy  is  exactly  what 
Rothstein,  A],  was  looking  for 
when  the  lease  expired  on  GMAs 


previous  home,  an  undistinguished, 
3,500-square-foot  space  in  an  up- 
scale suburban  office  complex.  The 
firm,  which  has  some  $100  million 
under  management,  was  ready  for 
a  new  look,  one  that  befit  its  high- 
tech  specialty. 

When  a  partner  first  showed 
Rothstein  the  Victorian  house,  he 
was  less  than  impressed.  Although 
it  had  been  built  more 
than  a  century  ago  by  a 
prominent  local  farmer,  it 
had  later  been  converted 
into  a  warren  of  dark  and 
musty  offices.  Nevertheless,  he 
asked  his  architect  friend  Ken 
Neumann  to  take  a  look.  Neu- 
mann was  so  impressed  by  its  po- 
tential that  he  offered  to  take  on 
the  project  himself. 

Neumann  faithfully  restored  the 
exterior  of  the  National  Historic 
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Register  property,  but  gutted 
the  insides  completely.  He 
added  thoroughly  modern 
touches— marble  floor  tiles, 
dramatic  glass  paneling,  and 
sleek  blond-wood  furnishings. 

So  far,  visitors  seem  im- 
pressed. "There's  an  efficiency 
to  their  organization  that's  re- 
flected not  only  in  their  people, 
but  also  in  their  facility,"  says 
James  Mault,  CEO  of  Healthe- 
Tech  Inc.,  a  Golden  (Colo.)  outfit 
that  GMA  invested  in. 

A  pricey  renovation,  the  cost 
included  $675,000  to  buy  the 
house.  "It  was  probably  an  aw- 
ful real  estate  investment," 
Rothstein  admits  with  a  laugh. 
"But  it  was  a  great  business  in- 
vestment. It's  given  us  a  new 
identity."  A  perfect  marriage  of 
something  old,  something  new. 
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Bringing  Nature  Indoors 


David  Oakty  Datignt 

LaGrange,  Ga. 

WHAT  IT  DOiSi  Textile  design  and 

manufacture 

EMPLOYEES!  12 

oOALi  To  inspire  creativity  and 
make  the  best  use  of  natural 
materials  and  the  landscape. 
COST.  $1.4  million 

When  designer  David  Oakey  cre- 
ates his  soft,  muted  textile  and 
carpet  patterns,  he  often  draws 
inspiration  from  the  countryside 
around  him.  So  it  was  only  natu- 
ral to  set  up  shop  among  the 
rolling  hills  of  LaGrange,  Ga.,  an 
hours  drive  from  Atlanta. 

Welcome  to  Pond  Studios, 
David  Oakey  Designs'  12,000- 
square-foot  headquarters,  named 
for  its  picturesque  meditation 
pond.  Formerly  housed  in  an  old 
Coca-Cola  Co.  bottling  plant  in 
LaGrange,  the  company  moved 
in  1997  to  a  custom-built  head- 
quarters on  six  wooded  acres. 

Designed  by  the  St.  Louis  firm 


of  Rubio/Durham  Architects,  the 
two-story  steel-and-concrete 
building  is  actually  three  sepa- 
rate, connected  structures:  a  de- 
sign studio,  a  conference  and 
display  area,  and  a  small  manu- 
facturing facility.  Floor-to-ceiling 
windows  keep  employees  in 
touch  with  nature  and  create  a 
light  and  airy  ambience.  Adhering 
to  Oakey 's  green  esthetic,  his  ar- 
chitects designed  an  energy-effi- 
cient building  and  chose  local 
building  materials,  such  as  Geor- 
gia cedar  siding  and  the  rustic 
touch  of  exposed  nailheads. 

Bringing  the  great  outdoors 
indoors  has  proved  to  be  every 
bit  as  inspirational  as  Oakey 
had  hoped.  He  recently  designed 
a  new  line  of  carpet 
tiles  that  mimic  the 
random  patterns  in 
a  field  of  grass.  What 
could  be  more 
natural? 

-STEPHANIE  B. 
GOLDBERG 


Oakey's 
separate  but 
connected 
studio/display 
area/manufac- 
turing facility 
has  an 
airy,  leafy 
ambience 
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Focus  on  Function 


Ceilings  in  the 
former  textile 
warehouse 
soar  30-feet 
high.  Snack 
drawers  beat 
out  vending 
machines  in  the 
pantry.  Curved 
desks  help 
enliven  the 
space 


Steedman  Wilson 

Charlotte,  N.C. 

WHAT  IT  DOESt  Advertising  agency 

EMPLOYEES)  15 

OOALi  To  create  a  highly  functional 
workplace— visually  appealing  but 
not  frivolous. 
cosTi  $900,000 

Before  moving  into  her  new  head- 
quarters, Charlotte  (N.C.)  adver- 
tising pro  Toni  Steedman  spent  a 
lot  of  time  scrutinizing  current 
trends  in  office  design. 

The  whole  world,  it  seemed, 
was  scrambling  to  appear  young 
and  hip,  adding  foosball  tables, 
nap  rooms,  even  basketball  courts. 
Sure,  Steedman  wanted  to  project 
a  fresh  image  to  attract  both 
clients  and  employees.  But,  she 
wondered,  did  anyone  get  any 
work  done  in  these  spaces? 

She  opted  not  to  find  out.  When 
Steedman,  ^5,  was  ready  to  move 


Steedman  Wilson,  her  15-person 
ad  agency,  into  an  80-year-old, 
6,100-square-foot  former  textile 
warehouse  on  Charlotte's  "Dot- 
com Alley,"  she  kept  the  focus  on 
function,  not  frivolity.  With  $5  mil- 
lion in  2000  revenues  and  clients 
in  traditional  industries  such  as 
health  care  and  financial  servic 
es,  she  needed  to  main- 
tain "a  certain  profession- 
alism   I'm  not  sure  I 

want  to  send  the  message 
that  this  is  where  you 
come  to  play  basketball." 

Nearly  every  detail  of  the 
agency's  new  office  design  invites 
employees  to  work  efficiently  and 
creatively.  In  designing  her  dream 
office  with  architect  John  Gardner 
and  designer  Diane  Tucker,  Steed- 
man went  so  far  as  to  measure 
the  distance  between  desks  and 


light-tables  to  minimize  art  direc- 
tors' steps.  She  also  created  a  fil- 
ing system  to  track  paperwork 
and  stock  images,  and  two 
libraries. 

Functional  as  it  is,  the  space 
defies  boredom.  The  ceilings,  with 
exposed  beams  and  ducts,  soar 
30-feet  high;  the  desks  and 
conference  tables  curve 
seductively  amid  bright- 
ly colored  walls  and 
checkerboard -patterned 
chairs.  Employees  can't 
play  ball,  but  they  can  relax  in  the 
inviting,  fully  stocked  kitchen. 

While  there  are  closed  offices 
for  executives,  all  but  two  walls 
are  temporary.  "As  she  expands, 
the  entire  office  can  be  moved  into 
a  different  configuration,"  says 
Tucker  Just  don't  expect  one  of 
them  to  include  a  half-court. 


I'm  not  sure  I  want  to  send  tho 
message  that  this  is  where  you  come 
to  play  basketball/'  toni  steedman,  ceo 


BUSINESS  WEEK  FRONTIER 


NOVl  MHI  \<  (.,  ,'()0() 


BUSINESSWEEK 


FRONTIER 


An  Avant-Garde  Sandbox 


BodyMedia  Inc.  Pittsburgh 

EHPLOYEESi  40 

WHAT  IT  DOESi   Makes  wearable 
health-monitoring  devices 
oOALi  To  create  a  cutting-edge  and 
flexible  workspace 
coSTi  $225,000 

There  are  cubicles,  and  then  there 
are  cubicles.  At  BodyMedia  Inc.'s 
4,000-square-foot  headquarters, 
there's  nothing  Dilbert-esque  about 
the  office  partitions,  which  are 
formed  by  stretching  sheer  Lycra 
fabric  sail-like  be- 
tween the  desks. 
When  figures 
move  behind  the 


cloth,  they  are  seen  as  silhouettes. 

A  bit  avant  garde,  perhaps,  but 
they  provide  just  the  right  sort  of 
image  and  design  flexibility  for 
techy  BodyMedia.  The  company, 
founded  originally  as  Sandbox  Ad- 
vanced Development  by  four  class- 
mates at  Carnegie  Mellon  Univer- 
sity, has  raised  $8  million  to  make 
wearable  health-monitoring  devices 
that  are  used  with  Web-based  soft- 
ware to  keep  track  of  heart 
rate,  sleeping  patterns,  and 
other  bodily  functions. 

The  partners  wanted 
their  space  to  promote 
collaboration  yet  provide  some  pri- 
vacy. Also  important:  impressing 
potential  investors  and  recruits 
alike.  "Space  can  be  a  terrific 
marketing  tool,  as  far  as  showing 
off  some  real  Boy  Scout  ingenuity, 
and  making  you  look  successful 
even  though  you're  still  young," 
says  Pittsburgh  architect  Gerard 
Damiani.  who  refurbished  Body- 


Media's  offices  for  $25  a  square 
foot. 

Based  on  the  10th  and  12th 
floors  of  an  80-year-old  hotel,  the 
space  evokes  the  city's  industrial 
past,  with  exposed  beams,  heating 
ducts,  and  plumbing.  In  a  nod  to 
the  New  Economy,  a  Ping-Pong 
table  sits  next  to  the  CEO's  office, 
and  there's  a  giant  sandbox,  a 
playful  reference  to  the  company's 
origins. 

For  a  flexible  work 
area,  the  partners  opted 
to  put  most  furniture  on 
wheels.  Desks  can  be 
rolled  together  for  impromptu 
meetings;  walls,  which  double  as 
pin-up  boards,  reconfigure  to  cre- 
ate instant  conference  rooms.  "We 
like  to  encourage  the  serendipi- 
tous exchange  of  ideas,"  says  co- 
founder  Chris  Pacione. 

Even  if  it  does  mean  your  neigh- 
bor can  see  a  shadowy  version  of 
you,  dozing  off  behind  the  Lycra. 


The  partners 
wanted  to 
promote 
collaboration 
yet  provide 
some  privacy. 
Pacione  (above, 
far  left)  says 
they  put 
furniture  on 
wheels  to  add 
flexibility 


We  want  people  to  like 
coming  to  work.  Part  of 
the  excitement  is  just  bein 
here.'      chris  pacione,  co-foun 


NOVEMBER  6,  2000 


BUSINESS  WFTK  FRONTIER 


"vi 


/ 


r-»fry^-  ■■  -, 


Manhattan  Mellow  Dranna 


Version2  Editing 

New  York 
EMPLOYEES:  17 

WHAT  IT  DOESi  Audio  and  video 

postproduction 

GOALi  To  create  a  strong  corporate 

image  and  provide  an  innpressive 

high-tech  workspace  for  clients. 

COSTi  $1  nniLlion 

For  Vito  DeSario,  a  good-looking 
office  is  more  than  a  luxury:  It's 
the  way  to  stand  out  from  the 
competition.  So  when  the  presi- 
dent of  Version2  Editing,  a  New 
York-based  post-production  studio, 
needed  a  new  headquarters,  he 
splurged  on  a  lease  for  a  2,500- 


square-foot   space   on   the    15th 
floor  of  the  trendy  Starret-Lehigh 
building,  a  onetime  manufacturing 
complex  now  housing  style  maven 
Martha     Stewart     and     fashion 
designer  Hugo  Boss. 
DeSario  wanted  both  im- 
pressive creature  comforts 
and  state-of-the-art  tech- 
nology    to     please     his 
clients,  including  some  of 
the  city's  leading  ad  agencies. 

Of  particular  appeal  are  the 
striking  floor-to-ceiling  windows 
and  a  360-degree  wraparound  deck 
with  a  breathtaking  skyline  view. 
"It's  nice  to  be  able  to  see  what 
goes  on  outside,  rather  than  being 


in  a  dark  box  all  day, "  says  client 
Chris    Coccaro,    a    producer    for 
Merkley  Newman  Harty,  a  Man- 
j  hattan-based  advertising  agency. 
DeSario's  architects.  New  York- 
based  Bogdanow  Partners  Archi- 
tects, kept  the  industrial  slab  con- 
crete floors,  ceilings,  and  columns 
but  added  teak  paneling  and  wal- 
nut doors  for  a  warmer  look.  "I 
,  did  this  to  be  inspired  by  my  own 
-/oV    j^    business  again,"  says  De- 


Sario, who  spent  10  years 
in  increasingly  cramped 
quarters. 

It  seems  to  have  worked. 
Since  relocating  in  March,  DeSario 
has  aggressively  drummed  up  new 
business,  including  a  deal  with  a 
London-based  editing  shop  so  V2 
can  expand  overseas.  Here's  a 
case  where  looking  like  the  million 
bucks  you  spent  is  paying  off. 


Among  the 
creature 
comforts  at 
DeSario's 
office:  Sleek 
public  spaces, 
floor-to-ceiling 
windows,  and 
elegant  teak 
paneling 
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Go  to  www.port.com  and 


GRAND  PRIZE: 

•  HP  Jornada 

•  Targut  Stowaway 
Folding  Keyboard 
for  HC  lomada 

•  Targu*  Leather  Wallet 
for  HP  Jornada 

•  "^Trgus  Stylu»/Pen 

'  ends  1 2/ IS/00.  See  port.com 
-  mptett  rules  description 
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my  mobile  office"  \ 


PowerlChargt  Your 
Notebook  or  Call  Phone 
On  The  Ground  or 
InTheAIri 


power- 

ACCLSSOklES 


commuriication — ^j 


ACCESSORIES 


^^^^ 


security 

ACCESSORIES 


Targus 
Universal 
AutolMr™ 
Power  Adapter 
Prices  I  19.99 


E5 


8ftofR}-45 

EthernetllSDN  Cord 

In  a  Self-Retracting 

PC  Card-Size  Reell 


Now  You  Can  Accest  USB,  Parallel, 
Serial,  and  PS/2  Devices  Through 
Your  USB  Port..  All  At  Once/ 


carrying  cases^ 


The  Mo$t  Thought  Out, 
Best  Designed  Notebook 
Carrying  Cases...  Evert 


PORT  2. 1  Series 
Notebool< 
Carrying  Cases 
Price  $79-$  1 49 


poit.com  knows  mobile 

computing  —  so  they 
know  just  what  mobile 
accessories  make  me  the 
most  productive  I  can  be. 

When  I  needed  a  CD-RW 
PC  Card  Drive  for  my 
storage  needs,  they  had  it. 
Connectivity  to  the  home 
office...  securing  my  note- 
book anywhere  I  go...  a 
power  adapter  that  works 
both  in  my  car  and  on  the 
plane,  they're  one  step 
ahead  of  me.  And  when  it 
came  to  a  carrying  case 
with  patented  notebook 
protection  for  my  portable 
who  else  could  I  go  to. 

port.com...  It's  where 
you'll  find  over  500  mobile 
accessories  that  make 
computing  hassle-freel 

For  a  catalog 
or  to  order,  call 

800-995-4720 
log  on  to  • 

portxx>rTl 

The  Essential  WebSite 
For  Portable  Computin"^ 
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What's  right  for  most  people 
is  wrong  for  you.  Small-biz 
execs  need  a  plan  all  their  own 

by  Lynn  Brenner  "INVEST  IN  WHAT  YOU  KNOW."  It's  the  mantra  of 
do-it-yourself  stock  pickers,  the  reality  check  against  Wall  Street  fads,  the 
gold  standard  of  common  sense.  It's  also  perhaps  the  most  dangerous  ad- 
vice an  entrepreneur  can  get.  ♦  Buying  things  you  understand  may  be  a 
great  strategy  for  wage  earners  because  it  lowers  the  risk  that  they'll  be 
wrong.  But  for  an  entrepreneur,  it  compounds  the  risk  by  putting  more  of 


your  money  in  the  same  industry  where  you  al- 
ready have  your  biggest  asset — your  company.  The 
result:  Your  portfolio  might  collapse  at  the  same 
time  your  business  is  struggling,  dealing  a  double 
whammy  to  your  net  worth. 

As  the  current  year's  stock  market  shows,  this  is 
not  a  theoretical  problem.  For  instance,  do  you 
own  a  tech-oriented  company?  Let's  hope  you 
didn't  put  your  expertise  to  work  in  the  Nasdaq 
market,  which  has  plummeted  33%  since  its  March 
peak.  "In  the  last  twelve  months,  a  lot  of  small- 
business  people  in  technology  got  real  rich  and 
then  real  poor,  real  fast,"  says  Harold  Evensky,  a 
Coral  Gables  (Fla.)  financial  planner.  Hubris,  usually 
an  entrepreneur's  ally,  can  make  things  worse. 
"Business  owners  tend  to  overestimate  how  much 
influence  they  have  over  how  well  their  company 
does,"  says  Ross  Levin,  an  Edina  (Minn.)  adviser. 
"Even  incredibly  well-run  companies  are  subject 
to  the  business  cycle." 


The  solution:  Entrepreneurs  need  to  diversify 
even  more  than  ordinary  investors,  and  put  aside 
their  hunches  and  insights  even  if  they  are  well- 
founded.  "I  know  some  financial-services  companies 
are  very  strong,"  says  Janet  Briaud,  a  planner  m 
Bryan,  Tex.,  "but  I  wouldn't  invest  in  diem  because 
my  business  is  related  to  the  markets ....  You  want 
to  invest  in  sometliing  that  will  do  well  when  your 
business  doesn't  do  well." 

That's  the  whole  point  of  portfolio  theory:  If 
you  own  a  variety  of  assets,  with  a  mix  of  high- 
and  low-risk  holdings  that  don't  move  in  lockstcp, 
the  gains  in  some  classes  will  make  up  for  the  in- 
evitable losses  in  others.  The  result  is  a  smoother 
ride  with  less  risk  of  an  untimely  phmge  in  your 
overall  net  wordi.  Better  still,  you'U  spend  less  lime 
managing  your  portfolio,  leaving  more  time  to  rim 
your  company — and  wind  up  richer  in  the  end. 
Why?  Because  your  company  is  your  largest  in- 
vestment, and  a  well-run  small  business  should 
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produce  higher  returns  than  the  stock  market. 
What  you  need  is  an  investment  plan  that  pro- 
vides consistent  long-term  growth,  a  cushion  against 
setbacks  during  your  working  years,  and  a  com- 
fortable income  for  your  retirement — ^with  minimal 
maintenance  along  the  way.  The  building  blocks  for 
this  strategy: 

A  professional  advisar.  This  is  no  different  from 
delegating  other  tasks  that  you  don't  have  time  to 
do  yourself.  Sure,  it's  hard  to  listen  to  your  friends 
brag  at  cocktail  parties  about  their  latest  stock  fmd. 
But  running  a  company  doesn't  leave  time  to  run  a 
portfolio  properly,  says  Ed  Emerman,  43,  owTier  of 
Eagle  Public  Relations  in 
Princeton,  N.J.  Emerman 
may  soon  turn  over  part 
of  his  holdings  to  a  cer- 
tified financial  planner. 
Many  cfps  charge  fees — 
flat,  hourly,  or  as  a 
percentage  of  assets — 
rather  than  commissions, 
which  helps  keep  them  objective,  and  they  often 
have  a  broad  knowledge  of  different  investments 
and  tax  rules.  "There's  a  lot  at  stake,"  says  Emer- 
man, who  is  counting  on  his  portfoho  to  provide  a 
comfortable  retirement  for  himself  and  his  wife 
Wendy,  40,  and  coUege  for  their  9-  and  12 -year-old 
daughters.  "And  there  are  probably  smarter  people 
out  there  than  I  am  at  managing  assets." 

Mary  Anne  Graf,  S3,  feels  the  same  way.  "If 
something  isn't  your  area  of  expertise,  why  mess 
with  it?"  says  the  president  of  Health  Care  Innova- 


Your  investment  pro 
should  have  some 
views  that  challenge 
your  own  outlook 


tions,  a  15 -year-old  hospital  consulting  firm  in  Salt 
Lake  City.  Her  friends  talk  constantly  about  their 
winning  stocks.  ("All — the — time,"  she  says  in 
mock  exasperation.  "Daily.  Hourly.").  But  Graf, 
who  employs  three  staffers  and  IS  consultants, 
can't  remember  offtiand  which  investments  she 
owns.  "I'm  so  busy.  I  can't  keep  track  of  this 
stuff. ...  I  like  to  take  risks,  and  I  try  to  keep  people 
around  me  who  can  balance  off  that  tendency." 

In  this  case,  it's  Bonnie  CaviU,  a  broker  at  A.G. 
Edwards  in  Salt  Lake  City.  She  found  a  unit  trust  that 
gives  Graf  both  diversity  and  bragging  rights.  A 
unit  Crust  resembles  a  mutual  fund,  but  there's  no 
portfoho  turnover:  It  buys  and  holds  a  preset  hst  of 
stocks.  The  downside  is  high  cost — commissions 
can  run  a  hefty  4%.  But  Cavill  says  tax  planning  is 
easier,  and  entrepreneurs  get  some  stock  names  to 
drop.  "It's  nice  for  a  cocktail  party,"  she  points  out. 

Like  Graf,  you  might  want  to  seek  an  adviser 
whose  oudook  is  different  from  yours.  "Entrepre- 
neurs are  vulnerable  to  buying  a  story  from  a  very 
high-energy,  take-charge  financial  person,"  says 
Frances  Twiddy,  a  St.  Clair  (Mich.)  financial  planner. 
"The  person  for  whom  you  feel  the  greatest  affinity 
may  not  be  the  one  to  entrust  with  your  finances." 

A  writtan  investmant  plan.  Most  business  owners 
invest  haphazardly,  says  Marilyn  Bergen,  a  Pordand 
(Ore.)  financial  planner.  "Having  a  written  plan — 
a  business  plan  for  your  portfolio — really  helps 
you  to  stay  focused  when  the  market  is  driving 
short-term  greed  or  fear." 

A  good  adviser  will  insist  that  you  spell  out  how 
your  portfolio  should  be  divided  between  stocks 


The  Right  Portfolio 


What  investments  should  an  entrepreneur  own,  and  how  much  should  go  in  each  one?  It  depends  on  your  age,  your  tolerance 
for  risk,  and  how  well  your  business  is  doing.  Below  and  on  the  following  pages  are  some  examples  of  portfolio  allocations  com- 
posed at  frontier's  request  by  R.  W.  Roge  &  Co.,  a  financial  planning  firm  that  often  deals  with  small-business  owners. 

THE  YOUNG  BE6INNER 


The  business  founded  by  this  30-year-old  ar- 
chitect is  beginning  to  throw  off  extra  income. 
She  has  $80,000  in  a  savings  account  (plus  six 
months'  living  expenses  in  a  money-market 
fund,  which  is  not  reflected  in  the  following 
portfolio).  She  wants  to  begin  saving  to  edu- 
cate her  children  and  fund  her  retirement.  A 
conservative  investor,  she  knows  she  needs  to 
take  some  additional  risk  to  help  achieve  her 
long-term  goals. 

STRATEGY:  A  young  person  has  a  long  time 
horizon,  which  allows  her  to  recover  from  any 
short-term  market  dips.  So  the  portfolio  is 
heavily  weighted  toward  equities,  using  dollar- 
cost-averaging  to  make  small  but  regularly  timed  investments  over  many  years,  re- 
gardless of  what  the  market  is  doing.  Over  time,  this  should  help  her  learn  to  deal 
with  a  more  aggressive  portfolio  than  she  would  normally  be  comfortable  with. 


Asset  AllocBtion 


MUNI  BONDS 
U\RGE-CAP  FUNDS 
MID-CAP  FUNDS 


SMALL-CAP  FUNDS 
INT'L  FUNDS 
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WEBSITE 


PER      MONTH 

Includes  name  registration, 

semi-custom  design  by  Verio, 

and  shared  hosting. 


Online  entrepreneur  next  weel<. 

SiteMerlin'"  it's  never  been  faster  or  easier  to  take  your  business  online.  Verio,  the  world's  leading 
Web  hosting  company,  is  now  offering  a  professionally  designed  and  hosted  Website  for  just  $69  per 
month  with  a  one  time  set-up  fee  of  $50.  Included  in  the  price  is  domain  name  registration,  shared 
hosting  on'Verio's  state-of-the-art  servers,  and  a  monthly  maintenance  allowance  that  lets  ypu 
modify  graphics  and  add  links  at  no  extra  charge.  Best  of  all,  with  Verio's  amazing  SiteMerlin 
service,  you'll  be  online  and  open  for  business  in  just  days. 

Get  started  now  at  www.sitemerlin.com  or  877-837-4693 

VERIO 

the  new  world  of  business 
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irks  of  Verio  Inc.  All  other  reterenced  produc 
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and  bonds,  what  annual  re- 
turn you  expect,  what  degree 
of  volatility  you  can  live  wltli, 
what  types  of  stock  you'll 
overweight  or  vmderweight, 
and  what  areas  you'll  never 
invest  in — such  as  yom-  own 
industry.  "If  you  supply  wdnd- 
shields  to  Ford,  for  example, 
we'd  screen  out  auto  compa- 
nies for  you,"  Levin  says.  "If 
they  do  well,  so  will  your 
business." 

A  prudanl  mix.  That  means  a 
money-market  fimd  or  very 
short-term,  high-quaHty  bonds 
for  liquidity,  plus  a  mix  of 
large-,  mid-,  and  small-cap 
stocks  for  growth.  If  you're 
in  a  high  tax  bracket,  short- 
term  municipal  bonds  make 
sense.  "Keep  enough  cash  re- 
serves to  meet  your  overall 
business  plan.  You  want  to 
make  sure  you  don't  starve 
the  golden  goose,"  says 
William  NeweU,  president  of  Atlantic  Capital  Man- 
agement Inc.  in  Sherbom,  Mass. 

Since  you  have  a  big  venture-capital  investment, 
keep  a  smaller  percentage  of  your  portfolio  in 
stocks  than  the  average  person,  says  Richard  Stevens, 
a  principal  at  Vanguard.  "If  you're  someone  who'd 
normally  invest  80%  ia  stocks,  20%  in  bonds,  for 
example,  we'd  be  inclined  to  adjust  it  to  70/30." 

If  you  want  to  spice  up  your  portfolio  with 
volatile  investments  such  as  emerging  markets,  real 
estate  investment  trusts,  or  commodities,  keep  them 
small.  Evensky  allocates  5%  of  the  total  to  com- 


EXPERT  ADVICE:  "If  something  isn't  your  area  of  expertise,  why  mess  with  it? 
I'm  so  busy.  I  can't  keep  track  of  this  stuff,"  says  hospital  consultant  Graf 


modities,  for  example.  He  uses  Oppenheimer  Real 
Asset,  a  mutual  fund  designed  to  mimic  the  Gold- 
man Sachs  Commodity  Index. 

Once  a  year,  rebalance  your  portfoHo  to  retvim  to 
yovu  original  allocation.  In  other  words,  sell  some 
winners,  and  buy  some  losers.  "Think  of  it  as  tak- 
ing some  of  your  profit  to  buy  things  that  are  on 
sale,"  says  Bergen. 


l-basad  mutual  funds.  Buying  such  funds  is  the 
simplest  way  to  get  a  diversified  portfoHo,  and  the 
cheapest  if  you  use  index  funds.  The  latter  don't 


THE  MID-LIFE  CRUNCH 


This  50-year-old  faces  a  conundrum:  His 
company  is  healthy  and  worth  a  considerable 
sum,  but  he's  not  planning  to  sell  anytime 
soon.  He  has  put  away  $100,000,  but  that's 
not  a  lot  when  he's  staring  down  the  double 
barrel  of  college  tuition  and  wedding  costs  for 
his  kids,  not  to  mention  retirement. 

STRATEGY:  The  entrepreneur  needs  to  set 
up  an  emergency  fund  for  setbacks  in  the 
business  or  his  health.  So  he  puts  aside  a 
5%  cash  position  in  the  portfolio,  which  will 
be  increased  until  it  equals  six  months  of 
living  expenses.  Next,  bonds  will  fund  obli- 
gations that  he  knows  are  coming  up.  Start 
with  a  20%  allocation  to  help  pay  for  a  21 -year-old  daughter's  wedding  and  a  13-year- 
old  son's  future  college  tuition.  Once  college  and  weddings  are  covered,  the  portfolio 
will  be  reallocated  toward  growth  stocks  to  provide  for  retirement. 
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Small  business  insurance  online  from  someone  you  trust. 


Wausau  Insurance  Companies  •  2000  Westwood  Drive  ■  Wausau,  Wl    54401 
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pick  stocks.  They  just  buy  whatever  is  in  a  broad 
market  gauge  such  as  the  Standard  &  Poor's  500- 
stock  index,  which  eliminates  most  costs  associated 
with  management,  research,  and  trading.  True, 
you'll  never  beat  the  market,  but  you'll  virtually 
match  it — and  over  the  past  decade,  that's  better 
than  80%  of  all  diversified  mutual  funds. 

Don't  limit  yourself  to  the  s&p  500,  which  rep- 
resents only  big-cap  stocks  and  is  now  heavily 
skewed  to  technology.  Several  sponsors  offer  small- 
or  mid-cap  index  funds  and  funds  that  track  the  en- 
tire stock  market.  Look  for  tax-managed  funds  that 
avoid  transactions  that  might  create  a  big  capital- 
gains  bill.  Vanguard's  Tax-Managed  Capital  Appre- 
ciation Fund,  which  tracks  the  Russell  1000  Index, 
hasn't  paid  a  capital  gain 
since  its  launch  in  1994. 
Does  this  mean  you 
can't  do  any  of  your 
own  investing?  Of 
course  it  doesn't.  The 
trick  is  to  limit  your  play 
money  to  a  small  per- 
centage— ^perhaps  10%  to 
20%  of  your  portfolio — 
so  that  you  can't  do  any  serious  damage.  Look  at 
Emerman  of  Eagle  PR.  He  holds  a  perfectly  sensible 
mix  of  Fidelity  mutual  funds,  a  few  riskier  sector 
funds,  some  government  bonds,  and  utility  stocks 
given  to  him  by  his  dad.  But  he  also  owns  shares  in 
Dell  Computer,  Cisco  Systems,  and  General  Elec- 
tric. "They're  fun,"  he  says.  "For  the  most  part, 
mutual  funds  are  rather  boring.  And  although  I 
wouldn't  say  there's  peer  pressure,  when  you're 
around  others  who  are  involved  in  individual  stocks, 
it  kind  of  seeps  into  you." 

More  often  than  not,  though,  entrepreneurs  are 
disappointed  by  stocks  that  they  "know,"  because 
their  knowledge  often  turns  out  to  be  superficial, 


The  S9^  500,  which 
has  only  big-caps,  is 
now  heavily  skewed 
to  technology 


warns  Ron  Roge,  a  Bohemia  (N.Y.)  financial  plan- 
ner. "They  base  their  opinion  on  customer  service. 
They  haven't  seen  the  balance  sheet  and  the  in- 
come statement  or  talked  to  management.  They 
just  don't  have  time."  Such  entrepreneurs  would  be 
better  off  spending  time  on  their  own  company, 
where  returns  are  higher,  and  they're  intimately 
acquainted  with  the  balance  sheet  and  manage- 
ment. It's  the  one  case  where  "invest  in  what  you 
know"  looks  like  a  sure  thing. 
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Test  your  portfolio  allocation  and  find  the  right 
nnutual  funds  right  for  you.  Click  Online  Extras 
at  frontier.businessweek.com. 


READY  TO  RETIRE 


This  entrepreneur  has  nnade  it.  At  60  years 
old,  he  just  sold  his  business  for  $12  mil- 
lion. Now  he  needs  $150,000  annual  in- 
come to  meet  retirement  living  expenses, 
but  he  also  wants  to  leave  something  to  his 
children,  grandkids,  and  charity. 

STRATEGY:  At  current  interest  rates,  this 
portfolio  should  provide  more  than  $170,000 
in  tax-free  income— and  still  leave  65%  of 
portfolio  in  equities  for  growth.  Given  to- 
day's life  spans,  this  ex-workaholic  may 
well  spend  as  much  time  in  retirement  as 
he  did  working,  so  he'll  need  some  stocks 
for  growth  in  the  portfolio  so  he  can  keep 
up  with  inflation  and  ensure  something  is  left  over  for  the  estate.  That  said,  the  al- 
location and  fund  choices  are  more  conservative,  since  the  entrepreneur  won't  have 
new  money  coming  in  to  make  up  for  capital  losses.  source;  rw  roge  4  co 
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Relax.  We'll  help  you  with  all  this  confusing  e-stuff. 
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Micronpc.com  is  where  you  can  get  ail  the  l<ey  building  blocks  for  your  e-business 

in  one  place.  And  your  one  point  of  contact  will  walk  you  through  the  entire  process. 

Beginning  with  the  gateway  to  your  e-business,  our  ClientPro*'  desktop,  which  features 

the  Intel®  Pentium*  III  processor.  Start  making  the  most  of  e-business  today 

Visit  micronpc.com/ebiz13  or  call  1-888-807-5801. 
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web  hosting 
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Value  Added 

SMALL  COMPANIES  ARE  FETCHING 
HIGHER  PRICES  IN  ACQUISITIONS,  BASED 
ON  VALUATION  RATIOS* 
PRICE/ASSETS 


0  12  3 

•UP  TO  $ :  0  MILLION  SALE  PRICE 

DATA  NVSTCOM/DONEDEALS 


Will  Christini  now  pedal  off  intcj 
die  sunset,  cash  in  hand?  Not  likely. 
He  looks  forward  to  running  his 
small  Philadelphia  group  of  engi- 
neers and  product  developers  as  a 
tiny  unit  of  a  well-fmanced,  3,000- 
employee  concern.  The  deal  also 
means  his  company  will  be  able  to  produce  a  lot 
more  bikes,  at  a  lower  price  than  he  could  have  on 
his  own.  "Instead  of  spending  half  my  day  on  the 
phone  with  investment  people,  I  can  focus  on  what 
I  do  best,  wliich  is  the  design  and  marketing  of 
products,"  says  Christini,  who  is  negotiating  a  three- 
year  employment  agreement  with  Derby  Cycle. 

While  seUing  out  and  staying  on  may  strike  most 
entrepreneurs  as  the  worst  of  both  worlds,  that's 
just  what  a  pragmatic  new  breed  of  owners  is  do- 
ing. These  owners  view  the  sale  of  their  companies 
not  as  a  get-rich-quick  exit  strategy  but  as  a  long- 
term  investment  to  help  take  their  businesses  to 
the  next  level.  And,  to  get  there,  they're  willing  to 


1997 
2000 


check  their  egos  at  the  door.  "I 
have  a  duty  to  manage  the  future 
of  this  company,"  says  Scott  Heifer- 
man,  who  sold  his  Internet  mar- 
keting startup,  i-traffic,  to  the  larg- 
er Agency.com  Ltd.  in  New  York 
last  year.  "You  have  to  be  honest 

about  deciding  where  the  company  will  be  most 

successful." 

CONSIDER  THE  ALTERNATIVES 

Take  expansion.  It's  expensive,  but  if  you  don't 
grow,  you  risk  losing  out  to  better-financed  com- 
petitors. An  acquiring  company  may  be  able  to 
provide  resources,  connections,  and  expertise  you 
lack.  Then,  too,  consider  the  alternatives:  Seeking  a 
venture  capital  firm's  investment  isn't  problem- 
free  either,  as  they're  likely  to  demand  a  big  stake 
in  your  company.  And  even  if  you're  game,  finding 
a  willing  vc  these  days  isn't  easy,  particularly  for  In- 
ternet startups.  Ditto  for  going  public.  Meanwhile, 

Tight  labor  can  mean 

you  and  i^^f*^* 
Ite  welcome  to  stay 

rising  interest  rates  are  making  debt 
financing  less  attractive  to  many 
entrepreneurs. 

While  the  long-running  boom 
doesn't  guarantee  your  company  will 
fetch  a  strong  price,  experts  say  it  has 
contributed  to  both  a  rise  in  mergers 
and  acquisitions  among  small  com- 
panies and  higher  sale  prices  (chart). 
In  1995,  nearly  37,000  small  compa- 
nies were  acquired,  says  Lori  King, 
president  of  nvst  Inc.,  a  Bellevue 
(Wash.)  subscription  service  that 
tracks  mergers  and  acquisitions.  This 
year.  King  estimates  about  57,000 
small  companies  wiU  be  sold. 

"Everything  is  high  today:  The 
stock  market  is  high,  housing  prices 
are  going  out  of  sight,  and  small  busi- 
ness owners  know  the  mood,"  says 
Tom  West,  author  of  Business  Brokerage 
Basics.  "When  everything  is  high,  it's  a 
good  time  to  get  out." 

But  it's  also  a  good  time  to  sell  out 
and  stay  on.  The  persistent  tight  labor 
market  means  that  many  companies 
are  likely  to  want  both  you  and  your 
staff  "When  management  wants  to 
stay  and  grow  with  the  new  owner, 
that's  a  great  situation,"  says  Brian 
Murphy,  president  of  Acquisition 
Management  Services  Inc.  in  King  of 
Prussia,  Pa.,  which  represents  compa- 
nies looking  to  acquire  entrepreneur- 
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We  All  KnovNf  Who  Invented  The  Airplane 

Visioneer  Invented  One  Touch  Scanning^ 


Visioneer's  revolutionary  OneTouch 

technology    is    changing    the    way 

people  think  about  and  use  scanners. 

Visioneer's  OneTouch  8650  uses  a 

JET  (JPEG  Enhancement  Technology) 

compression  engine  and  an  Automatic 

Document  Feeder  to  fly  through  multi-page 

documents  at  3  pages  per  minute.  It  even  scans 

legal  size  documents— up  to  50  pages  at  a  time. 

Take  off  with  the  latest  Intelligent  Imaging  Solution  from 

Visioneer  and  find  out  how  simple  it  isfo  fax,  copy,  e-mail  and 

store  all  your  documents  and  images.with  the  OneTouch  8650. 

It's  fast,  easy  and  affordable. 


>/ visioneer' 

intelligent  imaging  Solutions 


Features 

•  50  page  capacity 
Automatic  Document  Feeder 

•  3  PPM  at  200  dpi  in  black  and  wtiite 

•  600  X  1 200  dpi,  36-bit  color 

•  7  buttons:  scan,  copy/print,  fax, 
OCR,  email,  custom  and  cancel 

•  Dual  USB  and  Parallel  Interface 

•  Affardable  technology— $299.99 


www.visioneer.com/onetouch 


Staples.coir 


Wearing  too  many  hats?  Relax.  Take  a  deep 
breath.  And  start  ordering  nnore  than  office  supplies 
from  Staples.com.  Because  now  we  can  solve  your 
other  business  needs.  Like  Payroll.  Web  Design. 
Printing.  Marketing.  Insurance.  The  list  goes  on. 

Introducing  Business 
Services  from  Staples.com 

Since  1986,  you've  trusted  Staples  to  bring  you 
great  deals  on  the  best  office  products.  All  in  one 
convenient  location.  Now  you  can  expect  the  same 
thing  with  Business  Services  from  Staples.com. 
We've  used  our  experience,  our  resources  and  our 
connections  to  make  your  business  run  smoother. 


We've  done  all  the  research 
and  price  shopping  for  you. 

Whether  you  need  help  with  printing,  web  site  desigr 
direct  mail,  staffing  or  payroll,  count  on  Staples.con 
Every  service  partner  is  researched.  Screened.  An 
scrutinized.  We  continually  search  for  the  bes 

$350  says  you'll  want  to  try  oui 
Business  Services  for  yourseH 

There's  only  one  thing  better  than  getting  yo 
Business  Services  from  Staples.  Saving  $350  whe 
you  sign  up  for  our  most  popular  offerings.  Go 
www.staples.com/serviceoffers  for  this  special  de< 
It's  a  decision  you'll  be  absolutely  comfortable  wi 


I  Oter  Bipifes  12/31/00.  R^er.COT  offer  valid  on  .oom,  .org  and  .net  names  only.  IntetPay  offer  requires  one-year  cpmmitinent,  MyProspeds  offer  applies  to  first  download  only  of  a  minimum  pi  100  consumer  OR  25  business  namw.  Std 


BUSINEvSS  SERVICES 


ortable 


Work  smarter.  Not  harder. 

Over  65  high-quality  services  to  choose  from. 

Staples  Print  Center 

Buy  500  custom-printed  business 
envelopes,  get  500  free. 

Register.com 

Register  your  domain  name. 
Get  6montlis  free  witti  a  1-year  registration. 

Concentric 

Special  web  hosting  and  customization. 
First  montf)  free  and  no  set-up  fee. 

Staples  InterPay 

Expedite  payroll.  Eliminate  problems. 
First  two  montfis  free  witti  sign  up. 

MyProspects 

Qualified  prospects  for  profitable  direct  mail. 
Buy  1  name,  get  1  name  free  -  up  to  500  names. 


SAVE  UP  TO 

$350 

ON  THE  ABOVE  BUSINESS  SERVICES.'' 

Log  on  to  www.staples.com/serviceoffers 

*$350  reflects  total  savings  for  all  five  services. 
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>  n  envelopes,  white  bond  paper  and  black  ink.  Offers  valid  only  at  wM.staples.com. 
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ial  enterprises.  "These  are  the 
healthiest  deals — the  ones  that 
often  produce  the  best  growth 
surprises." 

Lisa  Hammond  recently  sold 
her  Palo  Alto  (Calif.)  promo- 
tional-marketing business  to  local 
e-commerce  company  MadeTo- 
Order.com  because  she  felt  her 
company  lacked  the  technologi- 
cal expertise  to  go  it  alone  in 
the  Internet  economy.  MadeToOrder  ceo  J.  Weston 
Rose  went  to  great  lengths  to  keep  Hammond  and 
her  2  3 -person  staff  happy — even  if  it  meant  ac- 
commodating her  employees'  needs  for  flexible 
work  schedules  in  the  frenetic  culture  of  his  Red- 
wood City  (Calif)  company.  "My  goal  is  zero  at- 
trition. I  don't  want  to  lose  a  soul,"  says  Rose. 
"What  we  needed  to  flex  to  make  this  happen, 
we  did." 

Hammond,  now  vice-president  for  merchandis- 
ing, negotiated  both  the  terms  of  her  own  contin- 
ued employment  as  well  as  the  role  of  her  em- 


ployees. "I  feel  like  I'm  back  do- 
ing what  I  love  to  do,  focusing 
on  the  creative  spin  of  the  busi- 
ness," she  says.  "As  for  the  peo- 
ple who  have  been  with  me — 
some  of  them  since  the 
beginning  seven  years  ago — I 
feel  I'm  giving  them  opportu- 
nities that  I  couldn't  have  given 
them  on  my  own." 

ROLLUPS 

As  Hammond's  experience  shows,  your  buyer  could 
be  an  entrepreneur  much  like  you,  who  is  acquiring 
smaller  outfits  to  grow.  In  the  arts-and-crafts  busi- 
ness, for  example,  Playa  del  Rey  (Calif.) 
CraftCUck.com,  with  50  employees,  has  acquired  19 
smaller  craft-related  Web  sites  since  the  beginning 
of  the  year.  "We  knew  that  to  be  successful  in  the 
arts-and-craft  space,  there  would  have  to  be  a  roll- 
up,"  says  CEO  Peter  YoUin.  "We  had  to  develop 
economies  of  scale." 

Once  smaller  Web  sites  join  the  CraftClick  net- 


Avoiding  Culture  Shock 

What  makes  an  acquisition  deal  go  sour? 
It's  not  usually  contract  terms  or  price, 
says  Elcha  Euckman,  president  of  Buck- 
man  Consulting  Associates  in  Fort  Laud- 
erdale, Fla.  Most  often,  the  culprit  is  a 
clash  between  the  buyer's  and  seller's 
cultures.  "Culture  is  the  other  bottom 
line,"  says  Buckman,  who  draws  from 
her  business  experience  and  her  back- 
ground as  a  psychiatric  nurse  to  help 


evaluate  the  potential  success  of  a  small- 
company  acquisition.  Buckman  spoke 
with  reporter  Ellen  Neuborne  about  the 
importance  of  what  she  terms  "cultural 
due  diligence."  Edited  excerpts  follow. 

Q:  What's  the  best  cultural  predictor 
of  a  successful  merger  between  a 
small  company  and  a  larger  one? 

A:  Mostly,  you  are  looking  for  pieces 


"You  can  do  it  H  y»« 
don't  fall  into . 
igement  ues 


manai 


that  match.  It's  nice 
when  a  lot  of  pieces 
match,  such  as  vision, 
mission,  and  philoso- 
phy. But  if  the  way 
change  is  managed  at 
both  companies  match- 
es, you've  got  a  winner. 

Q:  What's  the  top  mis- 
conception of  entrepre- 
neurs who  plan  to  sell 
out  and  stay  on? 

A:  That  they  can  retain 
their  independence.  Re- 
maining independent  is 
impossible.  Even  if  the 
acquirer  says  "we  will 


leave  you  alone,"  that  probably  is  not 
realistic.  That  can't  happen.  You  can't 
have  two  CEOs.  You  have  to  blend. 

Q:  Can  an  acquisition  work  even  when 
the  two  companies  have  very  different 
cultures? 

A:  Yes.  When  I  evaluate  a  target  and 
determine  cultural  differences,  I  don't 
say:  "Don't  do  this  deal."  I  say:  "Here  is 
what  you  are  going  to 
have  to  do  to  make  the 
human  element  work." 
You  can  do  it  if  you 
don't  fall  into  manage- 
ment lies,  such  as 
"Nobody  is  going  to 
lose  their  job"  or 
"Nothing  is  going  to  change."  Commu- 
nicate what  will  happen. 


Q:  Suppose  the  firm  that  wants  to  buy 
you  is  family-owned? 

A:  That  is  a  big  challenge.  I  had  a  situ- 
ation once  where  a  family-owned  tool 
and  die  shop  in  Florida  bought  a  small- 
er California  business.  Everyone  thought 
the  cultures  should  mix— similar  busi- 
ness, similar  climate.  But  the  California 
operation  was  not  a  family  business  and 
they  really  didn't  understand  how  dif- 
ferent it  would  be.  Family  businesses 
are  often  softer,  more  touchy-feely,  and 
this  was  not  what  they  were  used  to.  We 
did  a  lot  of  workshops  with  them  to 
help  them  get  used  to  this  new  culture. 
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BIZZED  INTRODUCES  GOVERNMENT  CONTRACTING 
AND  INTERNATIONAL  GATEWAY. 

TWO  POWERFUL  RESOURCES  TO  BUILD  YOUR  BUSINESS. 


GOOD       Make  cold  calls  to  potential  clients  —  here  and  abroad. 

BETTER     Attend  a  seminar  about  domestic  and  foreign  business  opportunities, 

BIZZED      Expand  your  horizons  with  access  to  US.  government  contract 
openings,  worldwide  business  information  and  a  galaxy 
of  support  systems  to  facilitate  your  national 
and  international  expansion. 


Powerful  resources  for  your  small  business 

Bizzed.com  lesoui ces  include  ADP,  BellSouth,  B»yond.com.  Bizfinity,  Bizti.ivel.com.  C.irdservice  International, 

Citibank.  Diners  Club.  iSyndicate.  LanguageWorks.  <>g||pia.  Network  Solutions.  PrimeStrcet.  Qpass.  Salomon  Smith  Barney. 

U.S.  Small  Business  Administrati^B^vhrs  Insurance.  Vista.com  and  Worlds  Easiest  Printing  Center. 
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work,  the  original  owners  generally  stay  on  to  run 
their  Web  sites,  free  from  worries  about  securing 
capital  or  dealing  with  technical  issues.  "I  knew 
how  to  run  tliis  site,"  says  Renee  Chase,  founder  of 
Crafter.com,  which  was  launched  in  1995  in  Mid- 
lothian, Tex.,  as  one  of  the  Web's  first  community 
sites  for  craftspeople  and  acquired  by  CraftClick 
earlier  this  year.  "But  I  didn't  have  any  technical  re- 
sources." Her  tech  problems  solved,  Chase  now 
gets  to  focus  on  her  passion  full-time.  "It's  a  dream 
job.  I  telecommute.  I  love  what  I'm  doing,  and  I 
even  get  a  regular  paycheck." 

REALITY  CHECK 

Still,  going  from  "ceo  to 
Joe  Paycheck"  isn't  for 
everyone,  warns  Fred 
Zirkle,  of  Zirkle  &  Co.,  a 
mergers-and-acquisitions 
consulting  firm  in 
Spokane,  Wash.  Indepen- 
dent-minded entrepreneurs  often  fmd  it  hard  to 
suddenly  take  a  backseat.  Roderick  Robertson  sure 
did.  Robertson  intended  to  stay  on  when  he  sold 
his  $  1 0  mOlion  pet-supply-distribution  business  in 
Boston,  Great  Eastern  Premium  Pet  Co.,  to  a  group 
of  private  investors  last  year.  But  about  two  months 
into  the  new  arrangement,  Robertson  felt  superflu- 
ous. "AU  of  a  sudden,  you're  on  the  outside  looking 
in,"  he  says.  "I  went  to  a  meeting  once  and  there 
were  four  people  in  the  room.  And  one  turned  to 
me  and  said;  'O.K.,  Rod,  we'U  call  you  if  we  need 
you.'  I  was  shocked.  I  was  always  the  one  sitting  at 


An  entreprenEur's 
independence  can 
make  taking  orde« 
from  others  diHicult 


Ready  to  Roll? 


Before  you  put  your  company  on  the  block: 

ORDER  YOUR  FINANCES  Get  an  audit,  if  necessary.  Depending  on 
your  industry,  you  may  also  need  to  prepare  records  covering 
more  than  just  your  finances,  such  as  Web  site  traffic  info. 

PREPARE  A  BUSINESS  PLAN  OR  PROSPECTUS  If  you  never 
wrote  a  plan,  it's  high  time  you  did.  If  you're  updating  an  old  doc- 
ument, make  sure  projections  of  revenues,  sales,  and  expenditures 
reflect  current  business  realities. 

LEARN  WHAT  YOUR  COMPANY  IS  WORTH  Unrealistic  valua- 
tions can  kill  a  deal.  Research  similar  transactions  in  your  indus- 
try; work  with  accountants  and  business  brokers.  Speak  to  a  spe- 
cialist wfio  knows  your  industry.  You  can  expect  to  pay  anywhere 
from  $2,000  to  $20,000  for  a  professional  valuation. 

LEAVE  NOTHING  HANGING  Have  any  active  lawsuits?  Settle  them. 
Environmental  issues?  Clean  them  up.  Buyers  don't  want  any- 
thing troublesome  hanging  over  the  company. 

INVEST  IN  UP-TO-DATE  TECHNOLOGY  The  cost  of  integrating 
your  data  with  that  of  an  acquirer  can  be  a  deal-breaker— especially 
if  you're  in  a  tech-dependent  business,  Find  out  what  systems 
and  platforms  others  in  your  industry  are  using  and  invest  in 
those  rather  than  proprietary  systems. 


the  table,"  he  says.  By  mutual  agreement,  Robertson 
departed.  He  now  runs  a  small  company  that  makes 
promotional  cd-roms.  "The  flexibility  to  call  my 
own  shots  far  outstrips  the  security  of  a  big  ship," 
he  says. 

SHARED  VISION 

How  do  you  know  if  selling  but  staying  on  is  the 
right  strategy?  First,  honestly  gauge  your  commit- 
ment to  sell  and  your  stomach  for  ceding  control. 
The  emotions  of  the  owner  are  often  a  bigger  ob- 
stacle than  price,  says  Brace  Carpenter,  of  Carpenter 
Hawke  &  Co.,  a  Boston  fum  that  specializes  in  small 
and  mid-size  company  mergers  and  acquisitions. 

In  addition,  carefully  review  the  nonfinancial  as- 
pects of  the  deal.  Consider  how  your  work  cul- 
tures will  mesh  and  whether  you  share  a  vision 
for  your  product  and  market.  How  wiU  you  manage 
personnel  issues — not  just  for  yourself  but  for  your 
employees?  Will  there  be  changes  in  the  compen- 
sation strategy?  In  benefits?  In  work  processes? 

Before  you  sign  a  deal,  nail  down  all  the  per- 
sonnel details,  from  executive  changes  to  seating 
arrangements.  And  don't  forget  to  clarify  your  owai 
role  and  title,  as  well  as  incentives,  stock  options, 
and  other  compensation. 

Ultimately,  entrepreneurs  who  have  sold  their 
companies  with  the  intent  of  staying  on  offer  tliis 
advice:  Keep  sight  of  what  you  really  want.  If  it's  to 
get  out,  fine.  But  if  tlie  sale  is  intended  to  jump-stait 
your  business'  growth,  don't  lose  sight  of  your  goal. 
"Any  time  you  start  a  business,  you  put  your  heart 
and  soul  into  it,"  recalls  Crafters'  Chase.  "But  being 
acquired  gave  me  the  potential  to  put  my  hiowlcdge 
and  efforts  into  something  thai  could  truly  grow 
larger.  I  never  would  have  been  able  to  do  that  by 
myself"  That,  she  .says,  is  selling  up,  not  out. 


r 


~A  For  more  on  how  to  value  your  business 
and  prepare  it  for  sale,  click  Online  Extras 
at  frontJer.businessweek.com 
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yi'g.  I   Creole  your  document. 


/ig.  2   Convert  to  a  print-reody  file 
using  Kinko's  File  Prep  Tool"  software. 


www.kinkos.com 


fig.  s   Log  on  and  click: 
Print  to  Kinko's" 


fig.  4   Quality  output  that  you 
can  pick  up  or  hove  delivered. 


Now  there's  a  better  way  to  print  your 
document  from  your  desktop.  Just 

visit  kinkos.com'"  and  submit  it  using 
Kinko's  File  Prep  TooP  software.  Download 
your  free  copy  of  Kinko's  File  Prep  Tool" 
software  from  kinkos.com'"or  get  it  ot  any 

Kinko's  location  today.  And  make  sure 

nothing  gets  lost  in  the  transmission. 


ELECTRONIC  FILE  SUBMISSION  •  PRESENTATIONS  •  MANUALS  &  REPORTS  •  BUSINESS  CARDS 
STATIONERY  •  BINDING  &  FINISHING  SERVICES  •  SHIPPING  SERVICES 


Kinko's  File  Piep  Tool  avoilable  in  Window.* 
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Before  You  Go  Ballistic 


When  stress  literally  makes  you  hit 
the  wallp  it's  time  to  rethink  how  you 
run  your  business 


BY  KEVIN  KELLY 


I  AM  NOT  A  VIOLENT  MAN.  I  do  not 
hit  my  wife  or  children,  I  am  kind  to 
animals,  and  I  hate  yelling.  So  when  I 
found  my  fist  plunging  through  the 
Sheetrock  in  our  hallway  one  day  last 
summer,  I  knew  I  was  in  trouble.  I 
turned  to  my  wife,  with  w^hom  I  had 
been  discussing  problems  in  our  fam- 
ily-run plastics-manufacturing  compa- 
ny, and  confessed  the  obvious:  The 
stress  was  getting  to  me.  It  was  time 
for  a  change — past  time,  as  my  bruised 
hand  bore  witness.  I  had  to  figure  a 
way  to  control  my  stress  and  learn  a 
better  way  to  handle  the  anxieties  that 
come  with  operating  a  business. 

Over  the  past  several  months  I've 
made  some  moves  that  didn't  always 
come  easily.  I  hired  an  operations  man- 
ager to  oversee  our  factory,  a  responsi- 
bility that  had  swamped  my  time  and, 
given  my  other  tasks,  was  hard  to  do 
well.  I've  also  made  a  point  of  getting 
home  by  6:30  p.m.  three  nights  a  week 
so  I  can  see  our  children  and  eat  dinner 
with  my  wife.  And  I'm  exorcising  my 
demons  by  working  out  more  and  ex- 
perimenting with  yoga  and  meditation. 

How  did  I  let  myself  get  so  pent-up? 
Call  me,  in  part,  a  victim  of  circum- 
stance. The  past  year  has  been  a  roller 
coaster.  First,  our  sales  skyrocketed,  and 
that  put  huge  demands  on  my  time. 
Then  last  April,  we  lost  our  second- 
largest  customer,  which  brought  me  to 
the  brink  of  depression.  It  may  be  a 
failure  of  my  personality,  but  I  took 


the  loss  of  this  21 -year  relationship 
very  personally.  Sales  then  took  off 
again.  The  ups  and  downs  wore  me 
out,  and  the  stress  of  managing  opera- 
tions, finance,  and  sales  made  it  difficult 
to  leave  the  job  at  the  office,  which 
isolated  me  from  my  wife  and  kids. 

Clearly,  some  of  the  blame  rests 
with  me.  Like  many  other  entrepre- 
neurs, I  tend  to  involve  myself  in 
every  detail  of  my  company.  With  sales 
growing  20%  this  year,  the  flood  of  is- 

NoW/  I  get  home  by 
6:30  three  nights 
a  week  to  see  more 
of  my  wife  and  kids 


sues  I  faced  each  morning  just  became 
overwhelming.  My  management  style 
in  the  factory  compUcated  matters  fur- 
ther because  I  tended  to  manage  by 
putting  out  fires,  rather  than  prevent- 
ing them.  Twelve-hour  days  increas- 
ingly became  the  norm.  As  a  man  with 
few  hobbies,  I  really  had  no  outlets 
for  the  growing  stress. 

So  it's  not  surprising  my  fist  ended 
up  planted  in  our  wall.  But  with  that 
outburst  as  a  warning  sign. 


and  some  prodding  from  my  wife, 
Erin,  I  began  to  make  changes.  The 
first  move  was  relatively  easy.  Our 
company  had  been  sharing  an  opera- 
tions manager  part-time  with  a  friend- 
ly rival  who  really  didn't  need  him 
any  more.  He  wanted  to  come  on 
board  full-time,  which  I  agreed  to  in 
August.  To  my  relief,  that  off-loaded 
the  nagging  problems,  and  the  accom- 
panying stress,  of  overseeing  the  fac- 
tory. I  kept  a  hand  in  personnel  is- 
sues, including  decisions  about  raises 
and  firings,  but  at  least  I  didn't  have  to 
make  them  alone  anymore. 

Personal  changes  have  come  more 
slowly.  I  took  a  small  step  forward  just 
by  fulfilling  the  commitment  to  be 
home  for  dinner  more,  which  has 
helped  me  reconnect  with  my  family. 
Another  step  was  taking  our  first  vaca- 
tion in  three  years  last  September,  a 
10 -day  trip  to  the  mountains,  where  I 
actually  felt  myself  uncoil.  I  joined  a 
local  gym  to  get  some  exercise  during 
my  lunch  hour.  And  taking  a  cue  from 
heart  guru  Dr.  Dean  Ornish,  I've  start- 
ed taking  yoga  lessons  to  help  me 
learn  how  not  to  blow  gaskets  when 
the  inevitable  daily  pressures  close  in. 

Clearly,  I'm  not  home  free  yet.  But  I 
think  I'm  pointed  in  the  right  direc- 
tion. And  I  can  already  see  that  dele- 
gating some  of  my  responsibilities  to 
others  has  helped  the  business:  Our 
new  operations  manager  has  our  fac- 
tory humming  like  it  hasn't  done  in 
years.  If  he  keeps  it  up,  I'll  be  hum- 
ming, too — as  in  "Ommmmmm." 

Kelly  is  an  officer  of  Emerald  Packag- 
ing Inc.  in  Union  City,  Calif.  How  do 
you  cope  with  stress?  E-mail  us 
at  frontier@businessweek.com 


Turn  A  Good  Business  Trip  Into  A  Great  Weekend. 


Business Hf  Options 
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Add  Up  to  2  Weekend  Nights 
at  50%  off  the 
Business  Options  Rate* 

□  Full  Breakfast** 

□  500  Bonus  Frequent  Flyer 
Miles  or  2,000  Bonus 
Priority  Club  Points*** 

□  Upgrade  to  Junior  Suite, 
Business  Room  or  Club 
Inter-Continental 


To  customize  your  next  husiness  trip,  ask  ior 
Business  Options.  Acicl  up  to  two  weekend  nights 
ror  nail  price,  or  choose  one  ol  the  other  Options 
availanle  at  more  than  100  locations  in  North 
America.  A  privilege  that  will  unaouLtealy  make 
your  next  business  trip  more  pleasurable.  Either 
contact  your  travel  agent,  or  call  toll-tree. 


INTER-CONTINENTAL 

HOTEI..S   AND    RESORTS 
interconti.com 

800-327-0200 


CROWN  E    PLAZA 


crownepUiza.com 

800-2-CROWNE 


North  America  •  Latin  America  •  Europe  •    Asia  Pacific  •  Middle  East  ■  Africa 


Blackout  dalei  apply.  Advance  ruenialiom  required.  I.imiled  number  of  rmm\  iivmlnhle  in  llii\  jnnmnlmn.  Opiwn  mmt  hr  \elnied  al  time  of  ruervalimt;  if  option  not  availablr  al  check-in,  subuilule  will  >»■ 
offered.  *50%  off  weekend  nights:  Limited  number  of  discount  rooms  iiimilahle.  liecewe  up  to  turn  weekend  nighl-s  on  mme  stay  al  50%  off  the  Business  Options  rate.  To  receive  Fnday  or  Friday  and  Saixndny 
at  30%  off  stay  must  include  Thursday  night  at  the  regiiUir  Bxisine.ss  Options  rate.  To  receive  Saturday  and  Sunday  al  50%  off,  slat  must  include  Monday  night  at  the  regular  Businejs  Opiicms  rale. 
Discount  applied  at  check-out.  30%  discount  not  applicable  to  Sunday  check-in,  or  on  slays  of  more  than  seven  nights;  not  available  in  fapan,  at  Resorts  and  selected  other  locations  '"Bieahfcul  for  up  lo 
two  people  per  night,  in  designated  restaurant.  ***Mu.st  be  Priority  Club  member  to  receive  I'riorily  Club  points.  Al  Crmme  I'laza,  must  be  I'riorily  Club  member  lo  receive  bonus  miles  on  parlmpaling  airliner, 
if  bonus  miles  are  not  available  on  your  designated  airline.  Priority  Club  fioinls  will  he  awarded.  Allmti  6-8  weeks  for  miles  en'  points  to  be  posted  to  ymir  account.  Points  or  miles  awarded  according  In 
standard  terms  and  conditions  of  Priority  Club  and  airline  freijuml  flyer  programs.  Call  I -HOO-27 2-927 3  for  free  Priority  Club  membership.  Void  where  pmhihitrd  Iry  law.  Not  available  lo  groups  or  with  any 
other  promotional  offer.  Other  restrictions  may  apply.  O2000  Bass  Hotels  and  Resorts,  Inc.,  a  subsidiary  of  Bass  PLC.  All  rights  reserved.  Most  hotels  are  independently  owned  and/or  operated. 
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Dixie  Clicks 

Jezebel ,  a  youth-oriented  lifestyle  magazine,  is  burning  up  Atlanta 

■  started  their  own  alternative  paper,      copies  of  a  64^^  magazine  in  trendy 


Jezebel   didn't    even    exist   yet. 
sounded  like  sonnetliing  they  aire 

It 
ady 

nli- 

liked  having  in  their  lives,    says  oo»- 
hart  lleftl.  He  and  Capes  took  the  hint, 
and  the  duo's  lifestyle  magazine  for 
hip  young  Atlantans  is  as  popular  as 
the  focus  group  suggested  it  w^ould  be. 
Capes.  28,  and  Goodhart,  27,  caught 
the  publishing  bug  early.  The  Cornell 
University  roommates  found  that  the 
campus  newspaper  ignored  the  local 
entertainment  scene.  So  in  1993  they 
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Jezebel  gets  any  hotter,  the  publishers 
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business  management  software  customers  worldwide. 


We're  Sage®,  the  world's  leading  provider  of  business  management  software,  with  more  than  1 ,200  new  customer 
every  business  day.  For  medium-size  businesses,  there's  MAS  90,  recommended  by  more  CPAs  than  any  othf 
mid-range  business  management  software;  Abra,  the  market  leading  HR/Payroll  solution;  and  FAS,  the  standard  for 
fixed  asset  management,  outselling  the  competition  3  to  1 .  For  larger  businesses,  there's 
Sage  Enterprise  Suite,  which  has  won  the  Microsoft®  Industry  Solution  award  three  years 
running.  For  more  information,  call  us  at  1-888-878-7822.  Or  visit  us  at  www.sage.com.       "Jioot^  ineMe^^  teAu^itaSel 
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Get  the  CitlBusiness  Card  for  Small  Business. 


CuiBUSINESS 


1  800-965-3355  /~i?ihDnl/ 

No  Annual  Fee  for  Charter  Members.  Call  now.        CI  LIUdi  lr\ 


CHiBusiness*  and  Platinum  Select*  are  registered  service  marl<s  of  Citicorp  ©2000  Citicorp  A  Charter  Member  is  defined  as  a  primary  cardmember  who  has  applied  for  the  CitlBusiness* 
Platinum  Select*  Card  between  5/17/2000  and  12/31/2000   The  fee  for  additional  cards  Is  $20  per  year  and  Includes  up  to  the  first  four  cards  Each  card  thereafter  is  just  $5  per  year 


BUSINESS    WEEK/ARCHITECTURAL    RECORD    AWARDS 


SUPER 
STRUCTURES 


This  year's  best  architecture  projects  bring  elegance,  economy, 
and  spirit  to  the  solution  of  business  problems 


The  power  of  architecture  to  integrate 
people,  spaces,  and  even  complex 
workflow  is  the  dominant  theme  run- 
ning through  this  year's  BUSINESS 
week/ Architectural  Record  Awards, 
sponsored  by  the  American  Institute 
of  Architects  (aia).  Architects  used  materi- 
als such  as  glass  to  enhance  the  transparency 
of  work  and  bring  together  various  teams. 
They  crafted  office  spaces  to  spark  creative  in- 
teraction among  employees — and 
corporate  clients.  And  they  mas- 
tered the  "wow  factor"  by  design- 
ing a  ''cosmic  cathedral"  of  glass 
and  steel,  a  planetarium  of  as- 
tonishing beauty  that  allows 
people  to  see  through  walls 
to  learn  about  the  stars  and 
the  planets. 

If  this  contest  is  any  mea- 
sure, the  awareness  of  archi- 
tecture's abilities  to  expand 
market  share  and  generate 
irevenue  appears  to  be 
spreading.  Indeed,  architec- 
ture's special  ability  to  gen- 


erate buzz  and  attract  mass  audiences  and 
ehte  participants  is  increasingly  evident  to 
private  businesses  and  public  institutions. 

This  is  the  fourth  annual  BUSINESS  WEEK/ Ar- 
chitectural Record  Awards  contest  (business 
WEEK  and  Architectural  Record  are  owned 
by  The  McGraw-Hill  Companies;  Architectur- 
al Record  has  its  own  write-up  in  the  October 
issue).  It  is  unique  among  major  awards  pro- 
grams in  that  the  jury  includes  both  busi- 
nesspeople  and  architects.  Appli- 
cations are  judged  on  the  basis 
of  architectural  renderings  and 
business  plans.  The  goal  is  to 
solve  difficult  business  problems 
with  architectural  solutions.  Serv- 
ing on  this  year's  jury:  William 
Agnello,  vice-president  at  Sun  Mi- 
crosystems; Edward  Ciffone,  se- 
nior vice-president  at  Morgan 
Stanley  Dean  Witter;  and  Tom 
Peters,  author  of  In  Search  of  Ex- 
cellence and  guru  of  management, 
innovation,  and,  recently,  design 
to  Corporate  America. 
The    extraordinary    range    of 
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projectvS  shows  architecture's  reach.  An  en- 
tire container-shipping  terminal  in  Los  An- 
geles was  redesigned  to  increase  the  effi- 
ciency of  the  trucks  moving  through  its  175 
acres.  From  a  graceful  canopy  that  shields 
lunching  truckers  from  the  rain  to  gates, 
guard  booths,  and  landscaped  patios,  archi- 
tects improved  productivity  as  well  as  the 
rough  working  environment. 
A  terraced  w^all  of  green  that  climbs  up  a 


15-story  office  and  municipal  building  in 
Fukuoka,  Japan,  extends  a  public  park — ver- 
tically. In  India,  combining  modern  architec- 
ture with  traditional  clay  and  other  local  ma- 
terials permits  the  new  Mahindra  United 
World  College  to  create  a  campus  that  hugs 
the  rolling  hills  of  the  Sahayadri  Mountains — 
and  attract  students  and  faculty  from  around 
the  world. 
French-based  Valeo  Thermal  Systems,  a 


AWE-INSPIRING 


The  Rose  Center  for  Earth  & 
Space  at  the  American  Museum 
0/  NaturaJ  History  lights  up  the 
Manhattan  night 
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supplier  of  new  and  replacement  automotive 
equipment,  and  their  architectvS  used  glass  to 
bring  together  designers,  engineers,  and  pro- 
duction people  in  their  new  Auburn  Hills 
(Mich.)  facility.  Glass  walls  enhance  visual  con- 
tact between  different  teams,  and  skylights 
flood  the  entire  building  with  natural  light. 
There  is  a  certain  elegance  to  glass,  a  key 
material  used  by  many  winners  this  year. 
The  AIA  chooses  the  jury  that  judges  the 


BUSINESS  week/ Architectural  Record  con- 
test. This  year  there  were  147  entries,  with 
131  coming  from  the  private  sector  and  16 
from  the  public.  The  largest  category  of  en- 
trants was  for  new  construction  of  build- 
ings, followed  by  interiors  and  renovation  of 
older  structures.  There  were  big  projects 
and  small — 87  projects  submitted  were  more 
than  $25  million  and  22  less  than  $1  million. 
Entries  came  from  22  countries,  including 
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Japan,  India,  Aus- 
tralia, Canada,  Britain, 
Barbados,  Malaysia, 
Virgin  Islands,  the 
Netherlands,  Germany, 
Austria,  and  the  U.S. 
Architecture  here  is 
transformative  not  just 
of  small  spaces — be 
they  work  areas  or 
schoolrooms — but  also 
of  huge  structures, 
such  as  planetariums 
and  shipping  terminals. 
It  solves  problems  in- 
side the  passageways 
that  connect  subways 

to  retail  stores  in  Japan,  or  outside  on  Indian 
mountainsides.  It  can  integrate  complex  com- 
ponents to  create  something  entirely  new  and 
profitable.  A  more  detailed  look  at  the  win- 
ners of  this  year's  business  week/ Architectur- 
al Record  Awards  and  why  they  won  begins  on 
page  122. 

By  Bruce  Nussbaum  in  New  York 


TRADE  SCHOOL  SECRET 

Quebec's  Saint-Hyacinthe 
School  doubled  enrollment 
after  its  new  building  went  up 


WILLIAM  AGNELLO.VP  of 

Workplace  Resources, 
Sun  Microsystems 

CAROL  ROSS  BARNEY, 

Founder  and  President,  Ros: 
Barney  &  Jankowski 

EDWARD  CIFFONE,  Senior  VP  and  Facilities  Director, 
Morgan  Stanley  Dean  Witter 

HENRY  COBB,  Founding  Partner,  Pel  Cobb  Freed  &  Partner 

JULIE  EIZENBERG,  President,  Koning  Eizenberg  Architectur 

ROBIN  M.  ELLERTHORPE,  Senior  Associate  Director, 
Facilities  Consulting,  O'Donnell  Wicklund  Pigozzi  & 
Peterson  Architects 

JAMES  0.  JONASSEN,  Managing  Partner,  NBBJ 

TOM  PETERS,  CHAIRMAN,  Tom  Peters  Group 

WILSON  POLLOCK,  Founder  and  President,  ADD 

JANE  WEINZAPFEL,  Principal,  Leers  Weinzapfel  Associate 
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TRYING  TO  PROVE  RELIABILITY  in  the  service  provider  landscape  can  drive  you  crazy-  until  now. 

SUNTONE  CERTIFICATION  is  an  objective  way  to  ASSURE  CUSTOMERS  that  you're  coMMinEo  to  providing  the  uptime  they  need. 

developed  by  sun,  together  with  many  of  TODAY'S  BEST-OF-INTERNETcoMPANiES,  the  suntone  PROGRAM'S  RIGOROUS  evaluation  leaves  no 

STONE  UNTURNED.  EVERY  CATEGORY  critical  to  an  sp's  performance  is  evaluated  -  FROM  SERVICES  TO  INFRASTRUCTURE  to 

software  to  operations,  those  who  earn  SUNTONE  CERTIFICATION  have  proven  they  can  provide  services  enabling  dialtone-like  reliability 

(IT'S  like  gehing  an  eleven  on  a  ten  SCALE).  CUSTOMERS  WANT  YOU  TO  STOP  THE  OUTSOURCE  INSANITY,  the  only  sane  thing  to  do  is 

VISIT  WWW.SUN.COM/SUNT0NE-N0W  and  find  out  how  to  get  CERTIFIED. 

^Sun 

microsystems 

'fctKENBwoiiiisiH[(o»[WfrWM.SyN.COM/SUNTON^NOW&!oooMMicii[isi(sifMsj»cmMisiiSimBmMi«iciiosw»^  \A/o'rQ  tko  Ant  in    mrr^- 

SMSl)«OKEtOW.SUTONEJHE»nWOIIIISIH[CO«PUIE(,ANDW-RiIH(OOIIK  COmAinWOiMWCOIJMSIiliiOIMMKOfSUNMItllOSrSIWi  WE  16  1116  QUI   in   .com 


SUlSfTONF 

CERTIFIED 
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SUBCONTINENTAL 
SERENITY 


The  goal  was  to 
create  in  14 
months  a  campus 
for  a  college- 
prep  school  that 
^^         would  attract 

students  and  fac- 
ulty from  within  India  and 
around  the  world.  The  reso- 
lution: Combine  modem  ar- 
chitecture with  local  materi- 
als. There  was  also  an 
attempt  to  pay  strict  atten- 
tion to  traditional  Indian  be- 
liefs. Clay  roof  tiles,  stone, 
and  poured  concrete  create 
an  earthy  palette  of  colors 
that  fits  into  the  surrounding 
hills  of  the  Sahayadri  Moun- 
tains, distant  lakes,  and  the 
river  valley  below.  The 
buildings  offer  striking  views 
of  the  landscape,  and  the  en- 


trance gate,  or  malmdwara, 
ahgns  with  the  north-south 
axis,  an  important  factor  in 
the  belief  system  of  this  re- 
gion of  India.  It  binds  cultui-- 
al  insight  to  educational  ex- 
perience. An  art  center 
makes  bold  use  of  walls  of 
glass.  Outside,  broad  steps 
provide  access  as  well  as 
places  for  students  to  meet 
and  relax.  The  school's  ad- 
missions goals  have  so  far 
been  exceeded. 


The  Mahindra  United  World 
College  of  India  uses  stone, 
clay,  and  other  local  materials 
to  create  an  environment  that 
fits  into  the  surrounding  hills 


MAHINDRA  UNITED  WORLD  COLLEGE  OF  INDIA  India 

CLIENT  Mahindra  United  World  College  of  India 

ARCHITECT  Christopher  Benninger  &  Assoc.;  Peter  Wilson  &  Assoc. 

BUILDING  TYPE  College-preparatory  school 

AWARDS  CATEGORY  Private  sector,  under  $5  million 
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FRUGAL, 
BUT  FULL 
OF  ENERGY 
AND  LIGHT 


What  does  a 
fast-growing 
young  ad  agency 
like  Ground 
Zero  do  when  it 
needs  a  larger, 
more  flexible 
and  inexpensive  space  with 
a  sharp  design  that  shows 
clients  that  it  is  superinnov- 
ative?  The  answer  is  to  pick 
an  architecture  flrm  that 
embodies  a  similar  culture. 
Its  solution  was  to  punch 
skylights  into  the  roof  of  an 
inexpensive,  windowless  tilt- 
up  concrete  warehouse,  and 
knock  down  the  walls.  A 
dramatic  ramp  access  to  the 
building  creates  an  immedi- 
ate sense  of  excitement  for 
clients.  Open  spaces,  ex- 
posed beams,  and  metal  ceil- 
ing ducts  generate  a  sense 
of  edginess,  energy,  and  dy- 
namism. Ten  "war  rooms" 
for  intense  collaboration  Hne 
one  wall,  each  clad  in  panels 
of  translucent  plastic  and 
framed  with  metal  studs. 
This  is  definitely  a  cool 
space  for  employees  and 
clients. 
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Open  spaces,  exposed  beams, 
and  metal  ceiling  ducts  give 
the  concrete  warehouse  a  sense 
of  edginess  and  dynamism, 
while  10  "war rooms" make 
collaboration  a  bright  prospect 


GROUND  ZERO  HEADQUARTERS  Marina  Del  Ray,  Calif 

CLIENT  Ground  Zero 

ARCHITECT  Shubin  &  Donaldson  Architects 

BUILDING  TYPE  Office  for  ad  agency 

AWARDS  CATEGORY  Private  sector,  under  $1  million 
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©Agilent Technologies,  Inc.  2000 


Notice  the  way  the  bubbles  catch  the 
light?  We  did.  Photonic  switching  from 
Agilent  can  deliver  the  wide-open  speed 
of  an  all-optical  network  by  bending  light 
with  bubbles.  Bottlenecks  are  broken. 
Fiber  is  uncorked.  Data  flows  like,  well, 
you  know.  Cheers. 


\ 


Agilent  Technologies 

innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 
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LEARNING 
EXPERIENCE 


The  building  it- 
self is  a  teaching 
tool  for  a  con- 
struction-related 
trade  school. 
The  excellent 
use  of  fine 
woods  and  masonry,  atten- 
tion to  detail,  and  introduc- 
tion of  natural  light  cele- 
brate |)ride  of  workmanship 
and  the  art  of  creating  well- 
done,  bright,  Hvable  spaces. 
An  elegant  metal  and  glass 


canopy  covers  the  "preau," 
the  large  gathering  space 
for  student  dining,  studying, 
and  hanging  out.  By  giving 
dignity  to  the  form,  the  ar- 
chitects pay  respect  to  the 
function  of  building  with 
one's  hands.  It  seems  to 
have  worked.  The  school's 
enrollment  has  more  than 
doubled  since  the  building's 
completion,  and  the  number 
of  programs  teaching  skills 
has  tripled. 


The  Saint-Hyaclnthe  School  of 
Trades  &  Technologies  features 
an  elegant  metal  canopy  over 
the  student  gathering  area  (top) 


SAINT-HYACINTHE  SCHOOL  Quebec,  Canada 
CLIENT  Saint-Hyacinthe,  Quebec,  Canada 
ARCHITECT  ABCP  Architecture-Urbanisme 
BUILDING  TYPE  State-of-the-art  trade  school 
AWARDS  CATEGORY  Public  sector,  under  $25  million 
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EVERY  BUSINESS  PLAN 


HAS  A  FEW  WRINKLES.  OR  SO  THEY  SAY. 


Consulting  Services 

Financial  Planning 

Performance  Management 

Technology  Services 

International  Services 

Information  Integrity 

Assurance  Services 


Nothing  in  life  is  guaranteed.  Even  less  is  guaranteed  in  business. 
But  when  you  work  with  CPAs,  you  understand  the  implications 
of  every  step  you  make.  You  know  the  alternatives.  You're  ready 
for  anything  that  comes  up  along  the  way.  There  may  be  wrinkles, 
but  you'd  never  even  know  it  in  the  end. 
The  CPA.  Never  underestimate  the  value.'^^' 


American  Inslilulc  i>f  OiliTH-d  I'nblif  AttourilanI*. 
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When  business  teams  with  technology. . . 

VERITAS®  gets  you  to  the  to* 


The  Data  Availability  Company" 


In  a  rocky  and  fiercely  competitive  global  economy,  your 
data  is  your  most  valuable  asset. 

Unrivaled  solutions  from  VERITAS  give  you  the  vital  edge 
necessary  to  scale  new  business  heights. 

VERITAS,  The  Data  Availability  Company,  provides  you 
with  essential,  industry-leading  software  solutions,  UNIX 
to  NT,  data  center  to  laptop,  to  continuously  access  and 
protect  your  business  critical  data. 


VERITAS 


BUSINESS    WITHOUT    INTERRUPTION' 


Visit     us     at     www 
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i 'COSMIC 
CATHEDRAL 
NTHE 
ilG  APPLE 


An  incredibly 
powerful  archi- 
tecture makes 
Ihe  Rose  Center 
fWr  Earth  & 
Space  an  imme- 
diate global  icon, 
iiiii;4  the  likes  of  Frank  O. 
•hry's  Guggenheim  Museum 
Bilbao,  Spain.  Inside  a  glass 
be  120  feet  on  each  side 
ats  a  metal  sphere  87  feet 
diameter  that  houses  a 
?h-tech  planetarium.  Low 
m  content  in  the  glass 
ikes  it  unusually  clear, 
ndering  the  building  a  bea- 
n  in  the  New  York  City 
?ht.  This  is  a  brave  struc- 
re  that  combines  simple 
ometric  forms  with  new 
iterials  to  create  a  "cosmic 
thedral"  that  inspires  awe. 
•mpared  to  the  planetarium 
replaced,  attendance  was 
58%  in  the  first  eight 
;eks  after  opening,  group 
servations  by  200%,  and 
imbership  apphcations  by 
0%.  Polshek  Partnership 
•chitects  designed  the  struc- 
"e.  The  exhibits  and  graph- 
meant  to  convey  such  con- 
pts  as  scale  and  time  in  the 
iverse  were  created  by 
ilph  Appelbaum. 


e  new  planetarium  combines 
nple  geometric  forms  witti 
w  materials.  Unusually  clear 
)ss  turns  the  cube  housing 
b  a  beacon  at  night 


ROSE  CENTER  FOR  EARTH  &  SPACE  New  York  City 
CLIENT  American  Museum  of  Natural  History 
ARCHITECT  Polshek  Partnership  Architects 
BUILDING  TYPE  Planetarium/museum 
AWARDS  CATEGORY  Public  sector,  over  $25  million 
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Integrating  researct),  testing, 
and  administration,  the  Valeo 
Teclinical  Center  maizes 
extensive  use  ofglass-l<eeping 
worl<ers  in  constant  visual 
contact 


VALEO  TECHNICAL  CENTER  Auburn  Hills,  Mich. 

CLIENT  Valeo  Thermal  Systems 

ARCHITECT  Davis  Brody  Bond 

BUILDING  TYPE  Headquarters 

AWARDS  CATEGORY  Private  sector,  over  $25  million 


PEOPLE 
WHO  WORK 
IN  GLASS 
HOUSES 


This  is  a  trans- 
parent solution 
to  a  French 
automotive- 
,  equipment  man- 

■i'Sillliil^    ufacturer's  U.S. 

needs.  Glass  is 
used  extensively  inside  the 
building  to  open  up  and 
connect  offices  and  keep 
people  in  touch.  The  labora- 
tory and  testing  areas  are 
divided  by  soundproof 
glass,  so  that  employees  are 
in  constant  visual  contact 
throughout  the  work 
process.  The  cafeteria 
opens  onto  a  shaded  outdoor 
space.  Dropped-lighting  ar- 
matures also  incorporate 
power  and  data  cables,  al- 
lowing for  quick  reconfigura- 
tion of  work  spaces  and 
work  teams.  Designers,  en- 
gineers, testing  staff,  office 
administrators,  and  sales 
staff  are  brought  together 
to  interact  in  efficient, 
spare,  and  often  elegant 
spaces.  This  is  simply  a 
glass  box  that  exposes  the 
entire  process  of  creating 
and  testing  to  view. 
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'  Around  the  world,  the  future  of  Visual 
Technology "  looks  bright  with  ViewSonic 


Welcome  to  the  Visual  Revolution^ 

We  have  entered  the  new  information 
economy.  Where  demand  for  niched 
content,  e-commerce,  business 
information  and  entertainment  will 
be  supplied  through  a  variety  of 
visual  and  communication  products 
and  services  from  ViewSonic. 

ViewSonic  is  leading  the  visual 
technology  revolution  with  OptiSync'" 
digital  displays  and  networked 
internet  appliances  designed  for  B2B 
and  62C  commerce.  Look  for  our 
latest  display  technology  and  Internet 
appliances  designed  to  deliver  the 
ultimate  visual  communications 
experience  across  the  world  wide  web. 

ViewSonic,  the  #1  best  selling 
monitor  and  display  company  in  the 
USA*  is  working  hard  to  lead  the 
visual  technology  revolution  in  the 
information  economy.  Welcome  to 
the  Visual  Revolution?' 

For  more  information  visit: 
www.VJewSonic.com 


The  Visual  Technology"'  Company 


ViewSonic 
on  top 


(800)  888-8583  •  Specifications  subject  to  change  without  notice.  •  Copyright©  2000,  ViewSonic  Corporation  •  Corporate  names  and  trademan<s  stated  herein  are  the  property  of  their  respective  companies 
•  -ViewSonic  ranks  as  United  States'  #1  best  seiling  flat  panel  display  and  the  leading  non-captive  monitor  brand  by  Stanford  Resources,  Inc.  (Flat  Panel  Monitrak,  04  '99  and  Monitrak  04  '99).  •  All  rights  reserved. 
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THAT'S  SOME 
TRUCK  STOP 


The  power  of 
architecture  to 
integrate  com- 
plex work  envi- 
ronments is 
captured  in  this 
project.  Korea- 
based  Hanjin  Shipping  Co. 
is  one  of  the  world's 
fastest-growing  ocean 
container  shipping  lines, 
with  3,400  employees  in  47 
countries.  It  needed  a  much 
larger,  more  productive 
terminal  in  the  U.  S.  to 
handle  containers  and  the 
trucks  that  move  them.  The 
owner,  operator,  and 
architect  collaborated  in 


dissecting  the  operations  of 
a  port  facility,  rebuilding  it 
piece  by  piece,  and  match- 
ing the  flow  of  work  and 
the  way  it  gets  done.  Gate 
buildings,  guard  booths,  and 
employee  facilities  were  all 
designed  to  keep  trucks 
moving  efficiently.  A 
canopy  cuts  down  on 
exhaust  fumes  during  in- 
spection. "Who  says  a 
container  terminal  can't 
have  beauty,  grace,  and 
wow?"  says  one  juror.  Han- 
jin's  goal  of  doubling  its 
volume  was  met  within  two 
years  of  the  terminal's 
opening  in  1997. 


Beauty,  grace,  and  wow: 
Hanjin  Shipping's  new  termim 
provides  the  company  with 
much-needed  space  as  well 
as  a  more  efficient  and 
pleasurable  work  environment 


HANJIN  CONTAINER  TERMINAL  Los  Angeles 
CLIENT  Port  of  Long  Beach 
ARCHITECT  Robert  Stewart  Architect/Caldwell  Architect 
BUILDING  TYPE  Shipping  terminal  entry-gate  complex 
AWARDS  CATEGORY  Private  sector,  under  $25  million 
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HOMEWOOD 
SUITES 

Hilton 


1-800-CALL-HOME' 

www.homewood-suites.com 


6:35  AM, 
HOMEWOOD 


^ 


k 


Being  on  the  road  doesn't  have  U)  mean  changing  your  routine. 
Berause,  at  Homewood  Suites'  by  Hilton,  you'll  find  a  lot  of  the 
thii  1)  help  you  feel  at  home.  TWngs  like  a  spacious 

n\(>room  suite  with  a  fully  equipped  kitchen  and  a  dally 
complimentary  breakfast.  In  other  MAKE 

words,  everything  you  need  to  condnue  YO U  RS  ELF 
to  live  your  life  your  way.  att  |jniU|r" 


ii   ! 


Jilton  HHonors-    Points&Miles" 

Hlompwiiod  SiiiKs  1>5  Milton  is  now  part  of  Hilton  HHonors? 
■he  only  hotel  rewards  program  to  offer  both  Points  &  Miles  for 
ithe  same  stay.  To  join,  visit  www.hiltonlihonors.com. 

42000  Htlton  Hospitality,  Inc 
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ARTISTS 
ON  THE 
FACTORY 
FLOOR 


Sticks  Inc.  spe- 
cializes in  de- 
signing and 
manufacturing 
contemporary 
art  objects  made 
from  fallen  tim- 
ber. Hence,  the  term 
"sticks."  Artists  work  in 
studios,  and  their  creations 
are  packaged  and  sent 
around  the  world.  Demand 
grew  so  high  that  new 
space  was  needed.  Work  in 
the  old  building  was  on  two 
floors  and  not  very  efficient. 
A  collaboration  between 
artists,  architects,  and  own- 
ers of  the  enterprise  rede- 
fined the  work  process,  cre- 
ating a  linear  flow  on  one 
floor.  The  artists'  studios  are 
now  integrated  with  the 
manufacturing  and  shipping 
departments.  The  new 
building  is  situated  in  a 
grove  of  mature  oak  trees. 
Output  is  up  20%  since  it 
opened,  while  time  for 
handling  and  transportation 
is  down.  Products  are  get- 
ting to  market  and  cus- 
tomers a  lot  faster. 


Des  Moines-based  Sticks,  which 
sells  art  made  from  fallen 
timber  to  customers  worldwide, 
boosted  output  by  integrating 
its  artists'  studios  with 
manufacturing  and  shipping 


STICKS,  INC.  Des  Moines,  Iowa 

CLIENT  Sticks  Inc. 

ARCHITECT  Herbert  Lewis  Kruse  Blunck  Architecture 

BUILDING  TYPE  Commercial  artists'  building 

AWARDS  CATEGORY  Private  sector,  under  $1  million 


\ 


^  Celanese 


maximum 


efficiency 

Our  benchmark:  maximized  cost  efficiency  in  all  of  our  businesses. 

We  have  already  taken  decisive  action  to  restructure  our  businesses  for  greater  efficiency.    ' 
Going  forward,  we  will  continue  to  invest  in  state-of-the-art  plants  located  in  strategic  growth  markets  around  the  world. 
We  will  also  seek  to  improve  our  manufacturing  technologies  to  maintain  our  market  leadership  positions. 
Our  goal:  a  continuous  increase  of  shareholder  value. 


Celanese  AG.  A  global  leader  in  the  chemical  industry,  www.celanese.com 
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Riglt  now'lj.otorola's  Smart  Networks  Platform  is  helping  the  world's  leading  networking  companies  create  programmable,  upgradeable 
products  that  won't  become  part  of  next  year's  landfill.  Thanks  to  DigitalDNA"  chips,  systems,  software  and  ideas.  Our  sophisticated 

inications  [^ocessors  can  enable  products  to  live  longer  in  market  by  adapting  to  future  networking  needs  and  standards.  Imagine 
unleashiifcthist«hnology  on  your  next  smart  product.  Find  out  moreatwww.digitaldna.com. 


*m^Mm''^ 


'Oimo  Motorola,  Inc  Motorola.  DjgilalDNA,  The  Hoart  of  Smart,  Iho  DigitalDNA  Logo  and 
the  Slylunri  M  Logo  are  Iraflamarks  or  regislerocJ  tradomarks  of  f^^olorola,  Inc. 


^'DigitalDNA 

from  Motorola 

THE  HEART  OF  SMART. 
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TURNING  A  TUNNEL 
INTO  A  TEMPTATION 


n 


By  transforming 
what  is  essen- 
tially a  pedestri- 
an tunnel  into 
an  enjoyable  ex- 
'  perience,  the 

Iwataya  Depart- 
nent  Store  in  Fukuoka, 
fapan  was  able  to  attract 
nore  customers  from  the 
■ubway  to  its  basement 
hops.  Fukuoka  is  the 


"Venice  of  Japan,"  with 
heavy  rainfall  and  canals 
criss-crossing  the  city.  Peo- 
ple use  underground  tunnels 
to  go  from  building  to  build- 
ing without  getting  wet. 
The  retail  store  was  losing 
business  because  people 
were  shopping  in  stores 
within  the  subway  station 
rather  than  walk  outside  a 
few  blocks  in  the  rain  to  its 


building.  The  solution  was 
to  build  an  underground 
passageway  consisting  of 
three  suspended  "bridges," 
of  shimmering  steel,  cable, 
and  glass,  that  appear  to 
span  water  Indeed,  sounds 
of  water  play  in  the  back- 
ground. Customers  seem  to 
like  the  surprise.  The 
bridges  guide  people  direct- 
ly into  Iwataya's  basement 
shops,  and  their  elegance 
meshes  with  the  store's  own 
modem  style.  After  the  un- 
derground passageway  was 
completed,  the  number  of 
shoppers  increased  9.6%  on 
weekdays,  boosting  profits. 


Three  suspended  underground 
"bridges "  made  of  shimmering 
steel,  cable,  and  glass  seduce 
customers  into  passing  directly 
from  the  subway  to  the  store  s 
basement  shops 


WATAYA  PASSAGE  Fukuoka,  Japan 

ILIENT  Iwataya  Dept.  Store,  NT&K  Kyushu  Dev.  Co. 

ARCHITECT  Walker  Group/CNI 

IIUILDING  TYPE  Underground  passageway 

AWARDS  CATEGORY  Private  sector,  under  $5  million 


i\/i:  MPro  A    ■ir.n.n  1  TT 


!! 


BUSINESS    WEEK/ARCHITECTURAL    RECORD    AWARDS 


When  the  company  relocated,  it 
installed  top-of-the-line 
furniture  and  work  tools  in  a 
light-hlled  space.  Most 
employees  chose  to  stay  in 
spite  of  the  longer  commute 


THE  CHILDREN'S  PLACE  HEADQUARTERS  Secaucus,  NJ. 

CLIENT  The  Children's  Place 

ARCHITECT  Davis  Brody  Bond 

BUILDING  TYPE  Corporate  headquarters 

AWARDS  CATEGORY  Private  sector,  over  $25  million 


KIDS' 

MERCHANT, 
GROWN-UP 
NEEDS 


This  fast-grow- 
ing designer  and 
retailer  of  kids' 
clothes  had  sev- 
eral goals  in 
mind.  It  wanted 
a  new  building 
in  a  less  expensive  location 
vdth  open  spaces  to  bring 
its  employees  together,  plus 
a  retail  store  to  act  as  a 
working  laboratory  for  mer- 
chandising and  design  con- 
cepts. Retaining  employees 
in  the  move  was  also  impor- 
tant. The  company  got  all  of 
that  and  more.  Using  the 
kinds  of  materials  and  prod- 
ucts already  in  its  retail 
stores,  architects  built  a 
light-filled,  comfortable 
working  environment.  Top 
of-the-line  furniture,  flat- 
screen  technology,  and  other 
quality  work  tools  were  or- 
dered and  installed.  Once 
they  saw  the  building,  near- 
ly all  the  employees  chose  a 
longer  commute  to  the  new 
headquarters  over  quit- 
ting— yielding  savings  in  in- 
tellectual capital,  as  well  as 
money. 


iu^^^a 
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We  have  the 


TECHNOLOGY 

A  leading  Java-based  personalization  and  e-comnnerce  platform. 


We  have  the 


PARTNERSHIPS 

A  network  of  more  than  150  of  the  world's  best  technology  and  solution  partners. 


We  have  the 


E-BUSINESSES 

Over  400  worldwide  customers  including  Benetton,  BlueLight.com,  Eastman  Kodak,  and  J.Crew. 


We  have  the  best 


PLATFORM 


Do  you? 


The  Internet  is  fundamentally  changing  the  way  businesses  interact  with  their  customers.  ATG  is  a  part 
of  that,  and  has  created  a  blueprint  for  maximizing  the  value  of  your  e-business  initiatives.  Attend  one  of 
our  Blueprint  for  Customer  Mariagement  executive  seminars  to  find  out  how  your  organization  can  take 
advantage  of  the  ATG  Dynamo  e-Business  Platform  for  building  and  managing  online  .  __ 

relationships  with  customers,  suppliers,  and  partners.  For  more  information,  including        ' 
seminar  locations  and  online  registration,  visit  www.atg.com/blueprint 
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TOWER  IN 

A  WILD  KINGDOM 


When  the  city 
(if  Fukuoka  ap- 
l)ropriated  half 
of  the  five-acre 
Tenjin  Central 
Park  for  a 
mixed  govern- 
ment-commercial building, 
the  residents  were  not  hap- 
py about  losing  so  much 
open  space.  Good  architec- 
ture was  viewed  as  one 
way  to  take  some  of  the 
sting  out  of  the  loss.  And 
Emilio  Ambasz  &  Associ- 
ates' 15-story  building  with 
lushly  planted  terraces 
spilling  into  the  park  is  a 
creative  solution  to  the 
problem.  "The  wall  of  wild 
hillscape  is  magical,"  says 
one  juror.  "It  is  an  icon 
that  helps  the  business 


identity  of  the  city."  The 
terraces  also  act  to  insulate 
the  building  itself,  lowering 
heating  and  cooling  costs 
by  20%.  Because  the  ter- 
races also  have  stairs  that 
double  as  fire  exits,  the 
owners  gained  a  great  deal 
of  additional  interior  space 
to  lease  out.  The  milHon- 
square-foot  building  is 
known  as  ACROS  Fukuoka. 
The  acronym  means  "Asian 
Crossroads  Over  the  Sea." 


Terraces  lushly  spilling  into  the 
park  make  up  for  the  loss  of 
much  of  the  public  open  space. 
One  juror  called  the 
landscaped  walls  "magical" 


FUKUOKA  PREFECTURAL  &  INTL.  HALL  Fukuoka,  Japan 
CLIENT  Daiichi  Mutual  Life,  Mitsui  Real  Estate 
ARCHITECT  Emilio  Ambasz,  Nihon  Sekkei,  and  Takenaka 
BUILDING  TYPE  Office  space 
AWARDS  CATEGORY  Public  sector,  over  $25  million 


Hole  14  Kemper  Lakes  Golf  Couise,  long  G'ove.  Illinots 


I  How  can  you  tell  when  Omron  products  are  hard  at  work?  When  you're  not.  A  global  technology 
leader,  Omron  designs  and  manufactures  innovative  solutions  to  make  your  life  easier, 
more  productive,  and  more  comfortable.  From  industrial  automation  to  electronic  sensors. 
From  healthcare  devices  to  fare  management  systems.   We  make  it  all  work  for  you. 

COmron.  The  human  side  of  technology,  www.omron.com 


omRon 


AUTOMATION  I  ELECTRONIC  COMPONENTS 
HEALTHCARE  I  AUTOMOTIVE  ELECTRONICS  I  SOCIAL  SYSTEMS 


The  path  to  e-business  success 
is  easy  to  follow. 


BusinessWeek  online 


Get  on  the  fast-track  with  BusinessWeek  e.biz,  our  resource 
for  everything  you  need  to  know  about  e-business. 

ebiz.businessweek.com 


E-business  moves  at  lightning  speed.  To  stay  aliead  of  it, 
you'll  need  e.biz  at  businessweek.com.  The  channel  that's 
unsurpassed  at  offering  timely  information,  analysis,  and  tools 
you  can  use  every  day.  BusinessWeek  e.biz's  in-depth  coverage 
and  archives  let  you  look  into  the  future  and  learn  from  the 
past.  Our  award  winning  editorial  staff  makes  sure  you  know 
what's  important  on  a  daily  basis.  And  best  of  all,  it's  all  free 

AOL  Keyword:  BusinessWeek 
Internet  Keyword:  BusinessWeek  ebiz 


to  BusinessWeek  subscribers.  One  click  and  you're  armec 
with  the  power  only  BusinessWeek  Online  can  offer  to  help 
make  your  e-business  ventures  successful.  And  make  you 
leader  worth  following.  Activate  your  free  subscription  today. 

J|M      2000  National  Magazine  Award  Winner 
r  rfi\        General  Excellence  in  New  Media 


A  Divhion  of'lhcMcGraH'IIiU (  'ohz/jihi/cs 
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Profiles  of  Leading  Architectural,  Engineering  and  Construction  Management  Firms 


Wakely  Associates 


Mt.  Pleasant,  Ml  •  517-773-9945  •  vww.gwa-wa.com 

Wakely  Associates  is  one  of  Michigan's  oldest  continuously  operating  A/E  firms. 

Wakely  Associates  is  an  award  winning,  nationally  recognized  design  firm  delivering 

value  ttirough  results.  Featured  is  the  Saginaw 

Valley  State  University  Student  Living  Center.  The 

success  of  this  project  was  defined  when  100%  of 

available  rooms  were  leased  prior  to  the  completion 

of  construction.  The  320  bed,  106,000  square  foot 

facility  offers  data  jacks  at  a  rate  of  one  for  each 

bed,  full  kitchens  in  each  unit,  laundry  and 

community  rooms  on  each  floor.  SagmawValley state Umwsity  student 

Uving  Center 


SmithGroup 

www.smithgroup.com 

SmithGroup  professionals     ^^^^HHH    SmithGroup 

planning,  ^^^^^^H    .  ^^^^^^ 
design,  and  management     ^^^^^^|    .learning 
solutions  for  the  natural       ^^^^H    .  rea search 
and  built  environment,         ^^■■l    .  manufacturing 
emphasizing  Ideas  and         nMiQ    •  cities  &  communities 
collaboration  in  support  of    ■^^■H    .  office  workplace 
diverse  business  interests.    ^^^^^^^H 

Ann  Arobor  •  Chicago  •  Detroit 

Kula  Lumpur  •  Los  Angeles  •  Madison 

Manila  •  Miami  •  Phoenix  •  Reston 

San  Francisco  •  Washington  DC 

BHI 

HDR  Architecture 


55  offices  worldwide  •  800-366-7757  •  www.hdrlnc.com 

1 


DLR  Group 


^y 


Healthcare 

1/  Healthcare  Design  Finn  in  US 

•  Ambulatory  Care 

•  Women's  Health 

•  Oncology 

•  Replacement/Renovation 


^UHwidiUi 


Justice 

Amrd-mnning  Facility  Designer 

•  Courthouses 

•  Crime  labs 

•  Juvenile  Facilities 

•  Jails/Prisons 


Science  &  Technology 

Leading  Edge  Thmltmg 

•  Aduanced  Technology 

•  Biosciences 

•  Corporate  Workplace 

•  InformationTechnology 


Call  for  Employment  Opportunities 
Architecture  •   Engineering  •   Planning  •   t 


www.dlrgroup.com 

•  There's  strength  in  our  numbers 

•  19  offices  nation  wide 

•  500  national  employees 

•  Ranked  in  the  top  10  of  A/E  firms: 

•  Largest  justice  firm  (World  Architecture) 

•  3'"  largest  educational  firm 
(ENR  Sourcebook) 

•  6"'  largest  sports  firm  (ENR  Sourcebook) 

•  7'"  largest  architectural/engineering 
firm  (Building  Design  and  Construction) 

But  our  real  strength  is  our  people.    DLR  Group:  We  design  confidence 


URS  Corporation 


Columbus,  OH  •  614-464-4500  •  www.urscorp.com 


RTKL  Associates  Inc. 


Ready  for  Takeoff  •  2000  American  Architecture  Award 

China's  economy  is  poised  for  takeoff  Into  the  global  marketplace.  After  a 
world  class  design  competition,  the  Chinese  government  selected  URS  to 
design  and  engineer  its  new  International  Terminal  at  Guangzhou  Baiyun 
Airport.  More  than  16,000  professionals  in  160  principal  offices  worldwide 
make  URS  the  natural  choice  for  clients  ranging  from  local  businesses  to 
national  governments  in  helping  their  professional  planning,  architectural 
design  and  engineering  needs  take  wing.  URS's  design  for  Guangzhou  will 
help  the  Airport's  smooth  flight  into  the  21st  Century. 
Whatever  the  project,  URS  Corporation  has  the  professional  talent  and 
resources  to  meet  the  goals  and  expectations  of  clients  nationwide  and 
around  the  world 


URS 

Arctiitects  bngineers  Planners 


www.rtkl.com 


We 

design  places 

for  every  aspect 

of  life. 


WORKING  •  HEALTH  •  LIVING  •  TRAVELING 
GOVERNING  •  SHOPPING  AND  ENTERTAINMENT 


William  Nicholas  Bodouva  +  Associates 


New  York,  NY  10001  •  212-563-5655  •  www.bodouva.com 

WNB+A.  a  leading  architectural  firm  spe- 
cializing in  transportation  facilities,  has 
for  30+  years  been  providing  comprehen- 
sive planning  and  design  services  to  dis- 
tinguished airline,  airport  and  rail  trans- 
portation clients.  Their  success  is  a  result 
of  completing  major  complex  terminal  projects  on  schedule,  on  budget,  and  to 
the  client's  satisfaction.  Major  projects  include:  Terminal  One  at  JFK,  the 
International  Pier  at  BWl,  the  Times  Square  Redevelopment,  and  the  New  Airport 
at  BNIA.  Significant  projects  presently  in  design  include:  United  Airlines  and 
JetBlue  Terminals  at  JFK,  and  the  West  Midtown  Intermodal  Ferry  Terminal. 
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Helimuth,  Obata  &  Kassabaum,  Inc. 


800-788-5518  •  hok.com 

Designing  and  delivering  creative  ideas  Inr  curiniMtf  work  environments. 


Creativity 
Expertise 
Service 


m 


Boeing  Leader.  ,  .  Louis,  Missouri 

Architecture,  Engineering.  Interiors,  Planning,  Graphics,  Consulting,  Program  Management 


MarguiJes  &  Associates 


Boston,  MA  •  817-482-3232  •  www.margulies.com 

Clients: 

•  Intercontinental 

•  Forrester  Research 

•  Akamai  Technologies 

•  BlueCross  BlueShield 

•  Allaire  Corporation 

•  StorageNetworks 

•  Open  Market,  Inc. 

Intercontinental  Corporate  Headquarters 

Innovative  Corporate  Architecture 


Carter  &  Burgess 


800-624-7959  •  www.c-b.com 


Carter  &  Burgess  brings  creativity  and  iiiiiuvalive  solutions  to  the  design  of 
commercial,  retail  and  institutional  facilities.  With  full  architectural,  engi- 
neering, environmental  graphics  and  construction  management  capabilities, 
we  work  with  the  client  through  every  phase  of  the  project  from  concept  to 
completion.  Our  design  professionals  and  project  managers  are  team 
players  who  emphasize  constant  communication,  attention  to  detail  and 
quality  assurance.  The  results  are  award-winning  facilities,  satisfied  clients 
and  lasting  relationships. 

Carter-Burgess 

Atlanta,  Austin,  Baltimore,  Boston,  Chicago,  Dallas,  Denver,  Detroit, 
Fort  Worth,  Greenville,  Hartford,  Honolulu,  Houston,  Las  Vegas,  Little  Rock, 
Los  Angeles,  Oakland,  Orlando,  Phoenix,  San  Antonio,  San  Francisco,  Seattle 


RBB  ARCHITECTS  INC 


Los  Angeles,  CA  •  310-473-3555  •  www.rbbinc.com 


I  Established  in  1952,  RBB  ARCHITECTS  INC 

^1  has  been  planning  and  design  of  complex 

^^*  institutional  facilities  for  nearly  50  years. 
RBB  designs  an  average  of  over  $150  million  in  con- 
struction annually.  RBB's  resources  and  reputation 
have  afforded  the  firm  the  privilege  of  being  ranked 
among  the  top  50  Architectural  design  firms  in  the 
USA.  RBB  has  received  8  AIA  Design  Awards  in  the 
last  two  years  alone.  Over  90%  of  their  work  is  for 
repeat  clientele  and  stands  as  testimony  to  the  high 
level  of  client  satisfaction  they  achieve. 


Saint  Francis  Medical  Center 
Lynwood,  CA 


Walker  Parking  Consultants 


Chicago,  IL  •  800-880-1579  •  www.walkerparking.com 

For  more  than  30  years  Walker  Parking  Consultants  has 
been  driven  to  find  creative  parking  solutions.   In  the 
process,  it  has  set  the  pace  for  an  entire  industry  by 
offering  a  full  range  of  services  from  initial  feasibility 
studies  to  final  design  to  complete  restoration;  by 
designing  functional,  durable,  attractive  structures 
that  meet  its  clients'  needs  in  a  wide  range  of  locations; 
and  by  delivering  the  quality  that  makes  everyone 
involved  with  the  project  look  and  feel  better:  the  owners 
and  developers,  the  architects  and  conatractors,  and 
most  important  of  all,  the  drivers  and  pedestrians. 


www.nbbj.com 


Irnii 


Reebok  World  Headquarters 


Harris  Architects,  Inc. 


Chicago,  IL  •  847-303-1155  •  www.harrisarchitects.com 

Harris  Architects  is  a  multifaceted  architectural  firm  specializing  in  industrial 
facilities  with  28  years  of  experience  in  20  states.  The  firm  delivers  an 
undeniable  commitment  to  service  by  meeting  and  exceeding  the  clients'  needs 

•  Target  Corporation  ■  I)  Proieds 
ranging  Irani  13-1/  Million  Sf 

•  Daimler  Chrysler  Corporation 
6  Projecti  ranging  from  300,000  • 
4/5,000  SF, 

•  Juno  Lighting,  Inc.Corporate  Headquarters 

•  The  Home  Depot  -  750,000  SF 

•  The  Bosch  Group    650,000  S.F 

Servicing  the  Client  ^^^^^^  corporation  •  l  /  MiIIiom  S  F  Disliihulinn  Ccnlcf  lylii.  IX 
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Law/Kingdon,  Inc. 


Wichita.  KS  •  Dallas.  TX  •  316-268-0230  •  www.law-kingdon.com 


Bajy     Law/Kingdon  is  a  full  service 
1^^^  international  design  firm 

offering  arcfiitecture,  interior 
design,  landscape  arcfiitecture, 
mecfianical  and  electrical  engineering 
In  ttiirty  years,  ttiey  tiave  completed 
hundreds  of  projects  in  40  states  within 
their  speciality  of  retail,  healthcare  and 
hospitality  for  numerous  repeat  clients. 

Architects  -  Engineers  -  Planners 
Landscape  Arcliitects 


Anderson  Brule  Architects 


San  Jose,  CA  •  408-298-1885  •  www.aba-arcti.com 


Strategies 

for.. .businesses 

for.. .life 

creating  built 

environments 

for  working 

and  living 


mm 


WE  MAKE  YOUR  VISION  A  REALITY 


E.  A.  Bonelli  +  Associates,  Inc. 


San  Francisco  &  Visalia,  CA  •  415-864-6450  •  www.eabonelli.com 


Dairy  Processing  Distribution  Centers  Food  Processing 

Providing  Architecture  &  Engineering  for  the  Food  Industry  since  1960. 

•  Feasibility  Study  through  Design  and  Construction 

•  Clean  Room  Environments  to  large  Distribution  Center 

•  Proud  reputation  for  Quality  Service  &  Cost  Effective  Design. 


Gorman  Richardson  Architects  Inc 


Hopkinton,  MA  •  508-497-2590  •  www.gra.net 


^^■^    Leading  architectural  firm  of  senior 
I    ^B   project  managers  providing  successful, 
^^^H   "flashtrack"  design  solutions  and 

■^^^B  construction  strategies  for  advanced 
'        ^  technology  firms  and  institutions. 

Specializing  in  large  corporate,  R&D,  manufacturing 

and  educational  buildings. 

Where  design  and 
technology  converge 


EMC  Northeastern  corporate  offices 
and  manufacturing  facility 


L  Robert  Kimball  &  Associates,  Inc. 


Ebensburg,  PA  •  814-472-7700  •  www.lrkimball.com 

KiinllSlll     ^'  '^°'^^^  Kimball  &  Associates  is  an 

,f ..r.^A..?,,,,,..     architectural  and  engineering  design 

tirm  serving  the  governmental,  correctional,  educational  and 
;orporate  marketplace  since  1953.  With  a  staff  of  nearly  500 
Drofessionals,  Kimball  delivers  services  in-house  through  a 
letwork  of  12  offices  located  in  the  eastern  U.S.  The  firm  is 
;ontinually  ranked  as  one  of  the  top  design  firms  by  such 
jublications  as  World  Architecture  and  Building  Design  and 
Construction.  The  company's  commitment  to  quality  ensures 
hat  every  staff  member  plays  an  important  role  in  the 
]uality  of  service  that  clients  receive. 


Clayton  G.  Graham  Public 
Safety  Building, 
Atlantic  City,  N) 


Legat  Architects 


847-605-0234  •  www.legat.com 

Responsive  Design    •  Exceptional  Service    •  Commitment  to  Quality 
All  types  of  domestic  &  international  projects  from  6  Chicago  area  studios. 


Motorola.  Inc  •  Schaumburg.  Illinois 


;— O — rm 


Baxter  Healthcare,  Inc  -  Johannesburg,  South  Africa 


McKissack  &  McKissack 


Washington,  DC  •  202-347-1446  •  www.mckissackdc.com 

McKissack  &  McKissack  is  a  full-service  architectural/engineer- 
ing/program management  firm  supporting  private  and  public 
sector  clients  on  such 

irominent  engagements  as:  Renovation 

)f  the  Main  Treasury  Building;  the  New 

Vashington  DC  Convention  Center;  and 

•reddie  Mac's  New  Government  Relations 

)ftice.  Program  Management  is  one  of 

he  firm's  key  strengths  and  they  are  cur- 

ently  managing  over  $  2  Billion  worth  of         ■-  ^^  , 

:onstruction. 


Kaufman  Meeks  +  Partners 


Newport  Beach  •  Houston  •  Barcelona 
281-558-8787  •  www.kaufmanmeeks.com 


Diagonal  Mar 


Barcelona,  Spam 


Founded  in  1974,  Kaufman  Meeks  +  Partners  is  a  full  service  international 
architectural  firm  offering  complete  design  and  land  planning  services. 

Commercial  Housing  Mixed-Use  Hotels&Resorts 
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Manhattan  Studio/Group  3 


New  York,  NY  •  212-627-9400  •  www.manhattan-studio.com 

Manhattan  Studio/ 
Group  3  is  dedicat- 
ed to  exceptional 
service  and  quality 
design.  Its  experi- 
ence encompasses 
commercial  and  residential  architecture  and  inte- 
rior design  tor  Fortune  500  corporations  and 
clients  world-wide.  The  firm  offers  a  combination 
of  design  excellence,  management  skill  and  cost 
effectiveness  that  cannot  be  matched. 


The  Office  Of  Michael  Rosenfeld,  Inc.,  Architects 


Acton,  MA  •  978-264  0160  •  omr-architects.com 


OMR  is  a  full  service  award  winning  archi- 
tectural firm.  We  specialize  in  educational,  corpo- 
rate, religious  and  residential  projects.  We  listen 
carefully  and  work  closely  with  our  clients.  Our  fully 
tailored  design  solutions  seamlessly  integrate  func- 
tion and  aesthetics  to  provide  our  clients  with  envi- 
ronments that  express  their  philosophy  and  reflect 
their  unique  identity.  We  design  for  our  clients' 
enduring  and  integrated  sense  of  well-being  and 
are  proud  of  our  long-standing  collaboration  with 
them  both  as  institutions  and  as  individuals. 


• 

HarleyEllis 

www.harleyellis.com 
HARLEYELLIS 
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L 

Planning  •  Management  •  Design  •  Build  Services 

U 

Southfield  •  Asheville  •  Cincinnati  •  Denver  • 
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Los  Angeles  •  Orlando  •  Seattle 
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FIRM  OF  THE  YEAH 

Taylor  Scott  Architects 


Tulsa,  OK  •  918-587-8600  •  www.taylorscott.com 

Taylor  Scott  Architects  has  developed  extensive  expertise  through  its 
ongoing  relationships  with  clients  which  include  the  nation's  largest 
retailers.  Surpassing  its  clients'  goals  of  success  and  its  people's  vision  of  excel- 
lence, Taylor  Scott  Architects  continues  to  deliver  comprehensive  services  including 
concept  design,  prototype  development,  and  program  rollout  in  over  40  states. 


Setter  Leach  &  Lindstrom 


Minneapolis,  MN  •  512-338-8741  •  www.setterleach.com 

^^^^  As  Minneapolis'  premier 

'"'''''''  provides  complete 
architecture,  engineering,  and  interior 
design  services.  Specializing  in 
technology,  service,  healthcare, 
manufacturing,  distribution,  and 
large  public  assembly  projects,  their 
hallmark  is  a  balance  of  design 
excellence  and  technical  expertise. 


SSOE,  Inc. 


419-255-3830  •  Success  by  Design  •  www.ssoe.com 

<orx~y2^    Founded  in  1948,  SSOE,  a  privately  held  firm,  is  a  nationally 
^^"^^^j;^^    acclaimed  leader  in  architectural  /  engineering  services.  SSOE 
"'"""""""'""     serves  the  following  key 
markets:  automotive,  chemical,  com- 
mercial, education,  food,  health  care, 
manufacturing,  personal  care,  pharma- 
ceutical, and  retail.  With  a  highly  dedi- 
cated and  experienced  staff  of  more  than 
600  professionals,  the  firm  has  offices  in 
Ohio,  Michigan,  Illinois,  Tennessee,  and 

Washington.  Cummms  Engine 


Tucker,  Sadler  &  Associates 


San  Diego,  CA  •  619-236-1662  •  www.tuckersadler.com 
I    ARCHITECTURE  &  PLANNING 


42  years  of  design  excellence  in  governmental, 
commercial,  mixed-use,  residential,  institutional, 
high-rise,  industrial,  hospitality,  retail,  educational, 
healthcare,  research,  and  assisted  living  projects. 

Current  projects  include: 

•  San  Diego  Convention  Center 

•  San  Diego  New  Main  Library 

•  San  Diego  Zoo  Master  Plan 

•  San  Diego  Museum  of  Art 

3D  Liljijiy 
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The  Thornton  -Tomasetti  Group  Inc. 


New  York,  NY  •  212-741-1300  •  www.TheTTGroup.com 

•structural  engineering  design 

•  Multidisciplinary  building  investigations 
and  restoration  engineering  and  design 

•  Complete  building  design 


Thornton  ■  Tomasetti  Engineers 
LZA  Tectinology 
LZA  Associates 
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Profiles  of  Leading  Architectural,  Engineering  and  Construction  Management  Firms 


Skanska  USA  Building,  Inc. 


Parsippany,  NJ  •  973-394-9100  •  www.skanskausabujld.com 

Skanska  USA  Building  serves  the  building  construction  industry  throughout  the 
U.S.  through  its  network  of  local  companies  nationwide. 
Skanska  USA  Building's  vast  corporate  resources  and  network  of  affiliated 
companies  provides  clients  with  the  best  of  two  worlds:  the  resources  of  a 
leading  national  builder,  with  the  hands-on  service  of  a  local  company. 
Skanska  USA  Building  has  the  depth  and  range  of  technical,  operational  and 
financial  resources  that  can  be  put  to  work  in  a  single  location  or  deployed  all 

'"''*''"""'■  CLTAMCLTA 

National  resources,  local  client  service.  3l^/nlNZ3lS^% 

That's  Skanska  USA  Building,  Inc. 


McClier 


Chicago,  IL  •  312-373-7700  •  www.mcclier.com 


Design 


consulting 
architecture 
Interiors 
engineering 


Build 


Advanced 

Manufacturing/Distribution 

Aviation/Aerospace 

Commercial/  Institutional 

Food/Beverage 

IT/Communications 

Newspaper/Broadcast 


construction 
program  management 
design-build 
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Skidmore,  Owings  &  Merrill  LLP 


www.som.com 
Today,  as  always,  creating  your  future  workplace. 


Architecture 

Interior  Design 

Structural  Engineering 

Mechanical/Electrical 

Urban  Planning 

Strategic  Planning 

Project  Management 

Graphics 


SOM 


Chicago 
New  York 
San  Francisco 
Washington  DC 
Los  Angeles 
London 
Hong  Kong 
Sao  Paolo 


CM.  Architecture,  P.A. 


Minneapolis,  MN»  Fort  Worth,  TX  •  888-262-9109  •www.cmarch.com 


Design 
that  Works 


For  Additional  Information 
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America's  Leading  Architectural, 
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He's  either  dreaming  or  working  with  CA's  CRM  solution. 


There  have  never  been  so  many  ways  to  lose  a  customer.  Thanks  to  the  Internet, 
your  customers'  expectations  have  never  been  higher.  Their  sources  of  information  have 
never  been  greater.  And  their  access  to  your  competitors  has  never  been  faster.  What's 
more,  research  tells  us  that  companies  can  boost  profits  by  almost  1 00%  just  by  retaining 
5%  more  of  their  customers.*  The  first  step  to  retaining  those  customers  is  gaining  a  better 
understanding  of  them. 

Computer  Associates'  CRM  solution  offers  you  a  comprehensive  suite  of 
applications  to  understand  and  retain  those  demanding  customers.  From  our  predictive 
Customer  Intelligence  that  mines  the  information  in  your  database  for  decision-making 
analyses  and  insights  to  our  predictive  Sales  and  Marketing  that  provides  you  with  a 
consolidated  view  of  all  customer  activity  across  your  business  through  personalized 
portals:  CA's  CRM  solution  is  unique  in  the  industry. 

Furthermore,  our  3-D  visualization  technologies  bring  information  and  analyses  to 
life  and  give  customers,  staff,  and  suppliers  the  opportunity  to  perceive  it  in  all  its  many 
dimensions  rather  than  simply  view  it.  Whether  you  begin  with  a  single  application  or 
choose  the  entire  solution,  it's  powered  by  Jasmine"  //,  CA's  eBusiness  platform.  So  it 
seamlessly  integrates  with  your  existing  systems  and  applications  to  leverage  your 
investment,  regardless  of  underlying  technologies. 

To  find  out  more  about  how  Computer  Associates  can  help  you  get  closer  to  your 
customer  and  empower  your  staff,  visit  www.ca.com/solutions/crm.htm  or  call 
1-800-225-5224.  Don't  wait  too  long,  your  competitors  are  reading  this  too. 


©2000  Computer  Associates  International,  inc.,  Islandia,  NY  11749.  All  trademarks,  trade  names,  service  marks  and  logos 
referenced  herein  belong  to  their  respective  companies,  "Harvard  Business  Review,  Sept.-Oct.  1990,  Frederick  F.  Relchheld 
&  Earl  Sasser  Jr ,  Zero  Defections:  Quality  Comes  to  Services. 


Customer  Intelligence 


Human  Touch 


Customer  Service 


Sales  and  Marketing 


QOMPUTER 

ySssociATES 

Software  superior  by  design. 
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STERLING  PERFORMANCES 
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Hugh  L.  McColl  Jr. 
BANK  OF  AMERICA 


Philip  M.  Condit 
BOEING 


Philip  H.  Knight 

NIKE 


Sumner  M.  Redstone 

VIACOM 


Carl  H.  Lindner 

AMERICAN  FINANCIAL  GROUP! 


NO 


SPOTTY  RECORDS 


FHE  ELECTORATE 


DO  CEOs  VOTE? 

NOT  ALWAYS^ND  NOT  OFTEN 

)f  100  top  execs  examined,  most  were  inconsistent  visitors  to  the  ballot  booth 


fLECTION 


3M 


As  CEO  of  Hallibur- 
ton, Dick  Cheney 
helped  bankroll  a  lot 
of  political  campaigns. 
He  apparently  figured 
hat  was  enough,  since  when  Election 
)ay  rolled  around,  Cheney  often  didn't 
other  going  to  the  polls.  The  onetime 
)efense  Secretary  under  President 
leorge  Bush — now  George  W.  Bush's 
unning  mate — voted  in  federal  elections 
ut  skipped  14  out  of  16  local  elections  in 
le  five  years  he  lived  in  Texas. 

As  it  turns  out,  Cheney  has  plenty  of 
ampany.  business  week  examined  the 
oting  record  of  100  top  executives.  (For 
le  complete  list,  go  to  the  Nov.  6  issue 
nline  at  www.businessweek.com.)  We 


found  that  the  majority  voted  in  most 
federal  elections,  but  even  as  Congress 
shifts  more  decision-making  power  to 
state  governments,  precious  few  both- 
ered to  vote  regularly  in  state  or  mu- 
nicipal elections. 

A  disturbing  number  of  top  execu- 
tives, however,  had  worse-than-spotty 
records.  No  registration  could  be  found 
for  a  small  group  of  execs  such  as  AT&T's 
Mike  Armstrong,  eBay's  Meg  Whitman, 
and  Yahool's  Tim  Koogle.  Charles  Ergen 
of  EchoStar  Communications  registered 
on  Oct.  10,  and  James  Goodwin  of  UAL 
updated  his  registration  on  Oct.  18 — ^both 
after  inquiries  were  made.  And  some 
corporate  chieftains,  such  as  Oracle's  Lar- 
ry Ellison  and  Nabisco  Group's  Steven 


Goldstone,  are  registered  but  don't  vote. 
On  the  other  hand,  a  significant  num- 
ber of  high-level  executives  are  ster- 
ling citizens,  voting  in  every  federal, 
state,  and  local  election.  Among  them 
are  Glen  Barton  of  Caterpillar,  Warren 
Buffett  of  Berkshire  Hathaway,  Busi- 
ness Roundtable  co-Chairman  Joseph 
Gorman  of  TRW,  and  Herb  Kelleher  of 
Southwest  Airlines. 

ECLETIC  LIST.  To  compile  the  list  of  100 
executives,  business  week  paid  Wash- 
ington (D.C.)-based  Aristotle  Interna- 
tional Inc.,  a  political  research  firm,  for 
use  of  its  nationwide  database  of  voter- 
registration  information.  We  then  verified 
the  information  with  election  officials — 
and  executives  themselves  whenever 
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possibio.  Because  local  laws  vary,  we 
were  able  to  obtain  access  to  intbrmation 
dating  back  to  the  1980s  for  some  exec- 
utives, while  much  shorter  histories  were 
available  for  others. 

Our  list  includes  executives  from  a 
cross-section  of  industrial  and  New 
Economy  businesses,  though  we  espe- 
cially focused  on  sectors  that  are  facing 
legislative  and  regulatory  challenges  in 
Washington.  That's  why  executives  from 
the  top  financial-services,  pharmaceuti- 
cal, and  high-tech  companies  are  heavi- 
ly represented.  We  added  execs  who 
hold  leadership  positions  with  trade  or 
lobbying  groups,  such  as  W  R.  Timken 
Jr.,  chairman  and  ceo  of  Canton  (Ohio)- 
based  Timken  Co.  and  president  of  the 
National  Association  of  Manufacturers. 
Finally,  we  included  a  few  political  high- 
rollers,  such  as  Repubhcan  Dick  Devos, 
president  of  Amway,  and  Thomas  J. 
Pritzker,  chairman  and  CEO  of  Hyatt 
and  a  top  Democratic  fund-raiser. 

An  eclectic  list,  to  be  sure,  and  not 
one  to  be  used  to  make  sweeping  gen- 
eralizations. But  we  did  turn  up  some  in- 
teresting tidbits.  Approximately  two- 
thirds  of  the  execs  voted  in  the  '98 
congressional  elections,  giving  them  al- 
most twice  as  good  a  turnout  that  year 
as  the  public  at  large.  Only  25%  ever 
cast  ballots  in  state  or  municipal  elec- 
tions; even  fewer  do  so  regularly.  That's 
on  a  par  with  the  number  of  eligible 
voters,  on  average,  who  participate  at 
the  state  and  local  level. 
NUDGED.  The  view  from  Washington's 
lobbyists  is  that  there's  room  for  im- 
provement on  the  home  front.  Groups 
such  as  the  U.S. 
Chamber  of  Com- 
merce, NAM,  and  the 
National  Beer  Whole- 
salers Assn.  this  year 
launched  a  program 
to  encourage  execu- 
tives to  get  to  the 
polls  or  send  in  ab- 
sentee ballots  if 
they're  going  to  be 
on  the  road. 

Corporate  lobby- 
ists say  that  business 
leaders  as  a  group 
could  make  a  differ- 
ence in  key  races  if 
they  turned  out  in 
higher  numbers. 
Case  in  point:  the 
1998  Senate  race  in 
Nevada,  where  in- 
cumbent Senator 
Harry  Reid  defeated 
Republican  chal- 
lenger and  business 


Geoffrey  C. 
Bible  of 

Philip  Morris: 
Hasn't  voted 
since  the  last 
Presidential 
election  but 
continues 
to  write 
checks  to 
congressional 
candidates. 


The  Executive  Ballot  Box 


NAME/TITLE 


VOTING-CHALLENGED* 

COMPANY  REGISTRATION 


DO  THEY  VOTE? 


^ 

C.  Michael  Armstrong 

CEO 

AT&T 

Unknown 

1 

• 

m 

Peter  1.  Bijur 

Chairman  &  CEO 

Stephen  G.  Butler 

Chairman  &  CEO 

TEXACO 

Connecticut 

KPIVIG 

Connecticut 

Stephen  M.  Case 

Chairman  &  CEO 

AIVIERICA 
ONLINE 

Virginia 

Vance  D.  Cotfman 

Chairman  &  CEO 

LOCKHEED  MARTIN 

Maryland 
since  '96 

• 

James  E.  Copeiand  Jr. 

CEO 

DELOIHE  & 
TOUCHE 

Connecticut 

— -i 

John  T.  Dillon 

Chairman  &  CEO 

INTERNATIONAL 
PAPER 

New  York 
since  '88 

1 

Lawrence  J.  Ellison 

Chairman  &  CEO 

ORACLE 

California 

Roger  A.  Enrico 

Chairman  &  CEO 

PEPSICO 

Texas 

.^ 

Charles  W.  Ergen 

Chairman 

ECHOSTAR 
COMMUNICATIONS 

Colorado 

m 

Steven  F.  Goldstone 

Chairman 

James  E.  Goodwin 

Chairman  &  CEO 

NABISCO  GROUP 
HOLDINGS 

Connecticut 
since  '96 

UAL 

Illinois 

m 

William  A.  Haseltine 

Chairman  &  CEO 

HUMAN  GENOME 
SCIENCES 

Wfashington, 
D.C,  since  '95 

Steven  P.  Jobs 

Chairman  &  CEO 

APPLE 
COMPUTER 

California 
since  '96 

B 

David  H.  Komansky 

Chairman  &  CEO 

MERRILL  LYNCH 

Connecticut 

m 

Timothy  Koogle 

Chairman  &  CEO 

YAHOO! 

Unknown 

C.  Steven  McMillan 

CEO 

SARA  LEE 

Florida 
since  '92 

John  F.  Smith  Jr. 

Chairman 

GENERAL 
MOTORS 

Michigan 
since  '88 

John  F.  "Jack"  Welch 

Chairman  &  CEO 

GENERAL 
ELECTRIC 

Connecticut 

Meg  Whitman 

CEO 


EBAY  Unknown 


STERLING  CITIZENS* 


Declines  to  say  if  he  is 
registered 

A  typical  Presidential-year 
voter 

Voted  in  '96,  but  otherwise 
stayed  home 

Hasn't  voted  since  at  least 
'96 

Ho-hum  record.  Voted  in 
'96  only 

Casts  a  ballot  for  President 
every  four  years 

Has  big  gaps;  missed 
votes  in  '98,  '96,  and  '90 

Hasn't  voted  since  at  least 
'92 

Makes  it  to  the  polls 
once  every  four  years 

Registered  to  vote  on  Oct.  10 

Says  he  doesn't  vote 
in  protest  of  the  system 

No  votes  since  '95;  updated 
registration  after  inquiries 

Voted  once  since  then, 
in '96 

Voted  in  '96,  but  has 
stayed  home  since 

Hasn't  cast  a  ballot 
in  at  least  five  years 

No  voting  record  found; 
says  he  votes 

Voted  in  '92,  but  apparently 
lost  interest  after  that 

Votes  every  four  years 
for  President 

Votes  only  in  Presidential 
election  years 

No  voting  record  found 


■ 

I 
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Steven  A.  Ballmer 

CEO 

Warren  E.  Buffett 
Chairman  &  CEO 

August  A.  Busch  III 

Chairman  &  CEO 

Philip  M.  Condit 

Chairman  &  CEO 

Richard  Devos  Jr. 

President 


MICROSOn 

BERKSHIRE 
HATHAWAY 

ANHEUSER- 
BUSCH 

BOEING 
AMWAY 


Washington 
State  since  '90 

Nebraska 


Missouri 
since  '76 

Washington 
State 

Michigan 
since  '75 


L.JohnDoerr  KLEINER  PERKINS    California 

Partner,  TechNet  founder  CAUFIELD  &  BYERS 


Charles  F.  Golan 

Chairman 

William  H.  Gates  III 

Chairman 


CABLEVISION 
SYSTEMS 

MICROSOFT 


New  York 


Washington 
State 


Makes  every  federal  election 
and  even  a  few  state  ones 

A  die-hard  Democratic  voter; 
even  school  board  elections 

Never  misses  a  chance 
to  cast  a  ballot 

Hits  his  precinct  every  year, 
even  for  primaries 

Even  votes  for  school  board; 
an  exemplary  record 

Votes  every  year,  nationally 
and  locally 

Has  voted  nearly  every  year 
since  '88 

Votes  even  in  primaries 
and  local  elections 


iit'i 
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Why  settle  for  mere  parts  when  you  can  have  a  fully  integrated  eCRM  solution? 


n  customer  relationship  management,  parts  are 
not  parts.  Only  parts  that  fit  together  seamlessly 
elevate  customer  service  to  a  work  of  art. 
As  new  communication  channels  emerge,  every 
part  of  your  CRM  must  work  together  perfectly. 
Because  no  matter  how  a  customer  contacts  you  - 
e-mail,  voice,  fax  -  you  must  respond  promptly 
or  face  losing  a  customer. 


here's  one  company  who  can  offer  a  fully-integrated,  fully- 
roven  eCRM  solution.  It's  Quintus. 


Quintus'  eCRM  solution  provides  a  single  integrated  view 
of  customers  across  all  channels  -  e-mail  management, 
web-enabled  contact  centers.  Voice  over  IP,  CTI  and  more. 
Customers  receive  the  service  they've  come  to  expect, 
in  the  time  frame  they've  come  to  demand,  in  any  way 
they  choose  to  make  contact.  Period. 

More  than  500  companies  including  Mercata.com,  United 
Airlines,  Ashford.com  and  Ticketmaster  already  use  Quintus. 
Shouldn't  you?  Contact  us  at  www.quintus.com, 

1-877-eContact,  or  sa(es@quintus.com. 


Quintus 

Turn  the  e-generation  into  loyal  customers. 


30  Quintus  Corporation.  All  trademarks  are  the  property  of  their  respective  holders.  Famous  sculpture  photographed  in  Tuscany  by  lames  Cotier. 
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Louis  V.  Gerstner  Jr.        IBM 

Chairman  &  CEO 

Raymond  V.  Gilmartin 

Chairman  &  CEO 

Joseph  T.  Gorman 

Chairman  &  CEO,  and 
Co-Chairman  of  the 
Business  Roundtable 

Charles  A.  Heimbold  Jr. 

Chairman  &  CEO 

Herbert  0.  Kelleher 

Chairman  &  CEO 

Philip  H.  Knight 
Chairman  &  CEO 

Carl  H.  Lindner 

Chairman  &  CEO 

Hugh  L.  McColl  Jr. 

Chairman  &  CEO 

Sumner  M.  Redstone 

Chairman  &  CEO 

James  J.  Schiro 

CEO 

Ivan  E.  Seidenberg 

Co-CEO 

Kelly  N.  Stanley 

CEO;  Chairman  of  the 
U.S.  Chamber  of  Commerce 

William  R.  Timken  Jr. 

Chairman  &  CEO 
Chairman,  National 
Assn.  of  Manufacturers 

Joiiathan  M.  Tisch 

President  &  CEO 

Robert  E.  "Ted"  Turner 

Vice  Chairman 


MERCK 


TRW 


BRISTOL-MYERS 
SQUIBB 

SOUTHWEST 
AIRLINES 

NIKE 


AMERICAN 
FINANCIAL  GROUP 

BANK  OF 
AMERICA 

VIACOM 


Connecticut 
New  Jersey 
Ohio 

Connecticut 

Texas 
since  '88 

Oregon 
since  '83 

Ohio 
since  '85 

North 
Carolina 

Massachusetts 


PRICEWATERHOUSE-  New  Jersey 
COOPERS 


VERIZON 
COMMUNICATIONS 

ONTARIO 
CORP 

TIMKEN 


New  Yori( 


Indiana 


Missed  only  two  votes 
in  eight  years 

Has  voted  every  year 
for  at  least  a  decade 

Never  misses  a  chance 
to  go  to  the  polls;  has  cast 
primary  ballots  for  GOPers 
and  Democrats 

Has  voted  in  every  state  and 
federal  election  since  '92 

Even  came  out  for  a  primarv 
runoff  in  '90 

Diligent — even  makes 
local  primaries 

Votes  almost  as  often  as  he 
writes  donation  checks 

A  fine  record;  rarely 
misses  a  vote  at  any  level 

Another  die-hard  voter; 
turns  out  every  year 

Misses  a  local  election 
only  occasionally 

Stops  at  the  polls  each  year, 
primaries  included 

Votes,  and  dutifully  turns  out 
for  Republican  primaries 


Ohio 


Votes  annually  and  in 
every  GOP  primary;  thinks 
others  should  follow  his 
example 

Votes  in  federal  and, 
occasionally,  state  elections 

Almost  never  misses  a  vote 
or  a  Democratic  primary 
SPOTTY,  BUT  RESPECTABLE,  RECORDS 


LOEWS 


TIME  WARNER 


New  York 
since  '93 

Georgia 


Glen  A.  Barton 

Chairman  &  CEO 

Jeffrey  P.  Bezos 

Chairman  &  CEO 

Geoffrey  C.  Bible 

Chairman  &  CEO 


CATERPILLAR 


AMAZON.COM 


PHILIP  MORRIS 


lllmois 
since  '90 

Washington 
State  since  '96 

Connecticut 
since  '94 


Never  misses  a  primary, 
let  alone  an  election 

Voted  that  year  and  in  '98 

Stayed  home  in  '98  after 
voting  in  '96  and  '94 


Gordon  M.  Binder 

Chairman 

AMGEN 

California 
since  '93 

Donates  annually,  but 
missed  '98  election 

John  Henry  Bryan 
Chairman 

SARA  LEE 

Illinois 

Another  exec  who  sticks 
to  federal  elections  only 

Robert  N.  Burt 

Chairman  &  CEO 
Chair  of  the  Business 
Roundtable 

FMC 

Illinois 

Comes  out  for  federal 
elections  and  Republican 
primaries 

John  T.  Chambers 
CEO 

CISCO 
SYSTEMS 

California 
since  '92 

Limits  his  efforts 
to  federal  elections 

Peter  H.  Coors 

CEO 

COORS  (ADOLPH) 

Colorado 

Usually  goes  to  the  polls;  but 
missed  votes  in  '92  and  '90 

Jon  S.  Corzine 

Former  Co-Chair,  now 
U.S.  Senate  candidate 

GOLDMAN 
SACHS 

New  Jersey 

Missed  the  '98  election  and 
local  votes  in  '95 

Edward  E.  Crutchfield 

Chairman 

Michael  S.  Dell 

Chairman  &  CEO 

Michael  D.  Eisner 

Chairman  &  CEO 

William  T.  Esrey 

Chairman  &  CEO 


FIRST  UNION  North 

Carolina 

DELL  Texas 

COMPUTER 

DISNEY  (WALT)         California 


SPRINT 


Kansas 


Oops!  Missed  the  '96 
Presidential  election 

Another  exec  who 

sat  out  the  '98  elections 

Voted  in  the  last  three 
federal  elections 

Sticks  mostly 

to  federal  election  years 


Bill  Gates 

of  Microsoft: 
Registered  to 
vote  when  lie 
was  21.  He 
rarely 
misses  an 
election. 


favorite  John  Ensign  by  only  428  votes. 
Despite  good  turnout  by  the  nation's 
highest-ranking  executives,  the  Business- 
Industry  Political  Action  Committee,  a 
Washington  group  that  supports  pro- 
business  candidates,  estimates  that  there 
are  12  million  mid-  and  upper-level  man- 
agers who  don't  vote. 
"Some  10,000  votes 
spread  over  13  races 
in  '98  could  have 
changed  the  party  in 
power  in  the  House," 
says  Greg  Casey, 
president  of  BIPAC 
"Effective  political  in- 
volvement is  more 
than  money." 

Surprisingly,  some 
execs  viith  a  lot  on 
the  line  in  Washing 
ton  even  skip  federal] 
elections.  Americ 
Online  Chairma: 
Steve  Case  is  on^ 
example.  Case  i 
looking  for  federa 
trustbusters  to  si: 
off  on  aol's  planned  megadeal  wit 
Time  Warner.  He  wants  a  permanen 
ban  on  Internet  taxes  and  is  pushing] 
to  increase  the  number  of  skilled  immi 
grants  allowed  to  work  in  the  U.  S.  Cas- 
registered  to  vote  in  Fairfax  County 
Va.,  but  hasn't  cast  a  ballot  there  sinc< 
at  least  1996,  the  earliest  year  for  whic' 
local  records  are  available.  America  On 
line  President  and  coo  Robert  Pittman 
who  also  is  registered  to  vote  in  Vir 
ginia,  missed  the  '98  election,  too. 
"PRIVATE  MATTER."  It's  anybody's  guess 
whether  Case  and  Pittman  will  vote  oi 
Nov.  7.  They  and  nearly  every  other  ex 
ecutive  queried  about  gaps  in  their  vot 
ing  records  declined 
comment.  Througli 
their  spokespeople, 
most  said  that  voting 
was  their  personal 
business.  A  typical 
response  was  this 
statement  from  Philip 
Morris  spokeswoman 
Peggy  Roberts:  "We 
consider  it  a  personal 
and  private  matter." 
Philip  Morris  Chair- 
man and  CVA)  Geof- 
frey Bible  has  voted, 
but  he  stayed  home 
in  1998  and  doesn't 
turn  out  for  local 
elections,  according  to 
officials  in  P'airficld 
County,  Conn. 

Voting  might  be  a 


Warren 
Buffett  of 

Berkshire:  The 
rare  exec  who 
votes  almost 
more  often 
than  he  makes 
campaign 
contributions. 


,52 
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Business  in  the  Internet  Age  is  a  loving, 
nurturing,  non- competitive  environment. 


Yeah,  right.  What  battlefield  are  you  on? 


Is  your  business  combat-ready  with 
eLearning  to  succeed  in  the  age  of  the  Internet? 


Let's  face  it,  business  is  a  battlefield. 
And  the  war  of  business  requires 
having  the  right  information  at  the 
right  time  to  stay  ahead  of  the 
competition  and  deliver  impact  to 
the  bottom-line.  Docent  Inc.'s 
Knowledge  Exchange  Platform  is  rapidly 
becoming  the  business-critical  application 
that  thrusts  companies  forward  through 
the    effective    application  of    knowledge. 


Over  100  companies  have  achieved 
their  business  goals  by  using 
Docent's  award-winning  applica- 
tions for  eLearning  to  launch  new 
products  quickly  and  efficiently, 
bring  new  sales  people  up  to  speed, 
and  increase  customer  satisfaction.  Choose  your 
business  arsenal  wisely  and  choose  Docent!  Call 
us  today  at  1-888-DOCENT5,  1-650-934-9500 
or  email  us  today  at  infoC^/docent.com. 


www.docent.com 


O  Copyrighl  2000  Docenl,  Inc.  All  rightb  reserved. 
Docent  and  the  Decent  logo  are  trademarks  of  Docenl,  Inc. 


Government 


[)ersoniil  and  private  matter  to  some 
executives,  but  "you  forfeit  tiie  right 
to  complain  if  you  haven't  been  involved 
in  the  election  process  itself,"  asserts 
NAM  lobbyist  Mike 
Baroody.  "The  best 
way  to  lead  is  by 
example." 

TAKE  THAT!  Others 
say  not  voting  is  a 
statement  in  itself. 
Steven  Goldstone, 
chairman  and  CEO 
of  Nabisco  Group 
Holdings,  doesn't 
vote  on  principle. 
Nabisco  spokesman 
Jason  Wright  says 
Goldstone  was  "dis- 
gusted" with  both 
parties  when  he 
tried  to  help  reach 
a  settlement  on  to- 
bacco lawsuits.  "He 
voted  not  to  vote," 
Wright  says.  "He 
has  not  been  enam- 
ored of  the  political 
process  of  late." 
That  strikes  others 
as  hypocritical.  "It's 
inconsistent,  partic- 
ularly if  those  peo- 
ple are  otherwise 
active  in  the  process  and  raising  mon- 
ey," says  Kelly  Stanley,  chairman  of 
the  U.  S.  Chamber  and  CEO  of  Ontario 
Corp.  in  Muncie,  Ind. 

Novell  CEO  Eric  Schmidt,  a  registered 
Democrat,  missed  the  '98  elections  (he 
can't  remember  why),  but  he  urges  his 
employees  to  get  to  the  polls  and  wants 
other  Silicon  Valley  execs  to  be  more 
involved  in  public  policy.  At  the  same 
time,  he  understands  why  some  of  his 
peers  don't  vote.  On  Nov.  7,  while  others 
are  casting  their  ballots,  San  Jose-based 
Novell  will  be  hold- 
ing a  big  meeting  for 
its  sales  staff  in  San 
Francisco.  Schmidt 
has  planned  ahead, 
though,  and  has  ob- 
tained his  absentee 
ballot. 

By  Larraine  Woei- 
lert,  with  Courtney 
Calvin  in  Washing- 
ton, Jim  Kers tetter 
in  Silicon  Valley, 
Nanette  Byrnes  in 
New  York,  Amy 
Barrett  in  Philadel- 
phia, Ann  Therese 
Palmer  in  Chicago, 
and  bureau  reports 


John  F. 
Smith  of 

General 
Motors:  Votes 
only  in 
Presidential 
elections.  That 
hasn't  stopped 
him  from 
donating  to 
Michigan 
Senator 
Spencer 
Abraham,  a 
Republican 
facing  a  tough 
reelection. 


Scott 
MoNealy  of 

Sun.-  Votes 
absentee  when 
he's  not  in 
town  on 
Election  Day. 
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Carly  S.  Fiorina 

CEO 

William  C.  Ford  Jr. 

Chairman 

Thomas  f.  Frist  Jr. 

Chairman  &  CEO 

Christopher  B.  Galvin 

Chairman  &  CEO 

Maurice  R.  "Hank" 
Greenberg 

Chairman  &  CEO 

Leo  J.  Hindery  Jr. 

CEO 

James  P.  Kelly 

Chairman  &  CEO 

Philip  A.  Laskawy 

Chairman  &  CEO 

Kenneth  L.  Lay 

Chairman  &  CEO 

Alfred  Lerner 

Chairman  &  CEO 

Gerald  M.  Levin 

Chairman  &  CEO 

John  C.  Malone 

Chairman 

Scott  G.McNealy 

Chairman  &  CEO 

Henry  M.  Paulson  Jr. 

Chairman  &  CEO 

Robert  W.  Pittman 

President  and  COO 

Thomas  J.  Pritzker 

Chairman  &  CEO 

Leonard  Riggio 

Chairman  &  CEO 

Eric  E.  Schmidt 

Chairman  &  CEO 

Bernard  L.  Schwartz 

Chairman  &  CEO 

John  W.  Sidgmore 
Chairman  &  CEO 

Frederick  W.  Smith 

Chairman  &  CEO 

John  W.  Snow 

Chairman  &  CEO 

Steven  Spielberg 

Partner 

Sidney  laurel 

Chairman  &  CEO 

Douglas  A.  Warner  III 

Chairman  &  CEO 

Sanford  I.  Weill 

Chairman  &  CEO 

David  S.  Wetherell 

Chairman  &  CEO 

Gary  WInnick 

Chairman 

Stephen  M.  Wolf 

Chairman 


HEWLEn-PACKARD  New  Jersey 
since  '97 

FORD  MOTOR  Michigan 


HCA-THE  Tennessee 

HEALTHCARE  CO. 

MOTOROLA  Illinois 


AMERICAN 

INTERNATIONAL 

GROUP 

GLOBAL 
CROSSING 

UNITED  PARCEL 
SERVICE 


ENRON 


MBNA 


TIME  WARNER 

LIBERTY  MEDIA 
GROUP 


FEDEX 

CSX 

DREAMWORKS 
SKG 

LILLY  (ELI) 

J.P  MORGAN 

CITIGROUP 

CMGI 

GLOBAL 
CROSSING 

US  AIRWAYS 


New  York 


California 


Georgia 
since  '92 

ERNST  &  YOUNG      New  York 


Texas 

Ohio 

New  York 
since  '93 

Colorado 
since  '92 


SUN 
MICROSYSTEMS 

GOLDMAN  SACHS 
GROUP 

California 

Illinois 
since  '98 

AMERICA 
ONLINE 

Virginia 
since  '97 

HYAH 

Illinois 

BARNES  & 
NOBLE 

New  York 

NOVELL 

California 
since  '92 

LORAL 

New  York 
since  '80 

WORLDCOM 

Maryland 
since  '92 

Tennessee 

Virginia 

California 
since  '92 

Indiana 
since  '96 

New  York 
since  '92 

New  York 

Massachusetts 
since  '98 

California 


Virginia 
since  '96 


Hasn't  voted  since  before 
'97 

Missed  '98  federal  and  local 
elections 

Was  absent  in  '90, 

but  hasn't  missed  one  since 

Hits  the  polls  in  federal 
election  years 

Traveling  on  Election  Day 
doesn't  slow  him  down. 
Voted  absentee  in  '96,  '98 

Has  voted  every  other  year 
since  '92 

Votes  every  two  years 
and  in  every  GOP  primary 

Mostly  votes  in  federal 
elections 

Voted  in  '94  and  '96;  skips 
local  elections 

A  respectable  record;  misses 
the  occasional  local  election 

Votes,  but  sticks  to  federal 
elections 

Stayed  home  in  '94,  but 
otherwise  went  to  tiie  polls 

Has  voted  in  every  federal 
election  since  at  least  '92 

Hasn't  voted  since  then;  on 
Cook  County's  "inactive"  list 

Hasn't  seen  a  voting  booth 
since  he  registered  in  '97 

Has  voted  every  two  years 
since  at  least  '90 

Cast  a  ballot  in  '98;  where 
was  he  in  '94  and  '96? 

Missed  '98  but  made  this 
year's  Presidential  primary 

Votes  in  every  federal 
election 

Voted  in  '92  and  '98,  but 
stayed  away  in  '94  and  '96 

Voted  in  '94  and  '99,  but 
otherwise  stayed  home 

Voted  in  '96  and  '97; 
didn't  make  it  in  '98  or  '99 

Another  exec  who  sticks 
to  federal  elections 

Registered  upon  becoming 
a  U.S.  citizen;  voted  in  '98 

Missed  the  '98  election, 
like  many  of  his  peers 

Votes  routinely  in  federal 
elections,  sits  out  local 

Hasn't  been  to  his  polling 
place  since  he  registered 

Can  be  counted  on  to  vote 
every  two  years 

No  votes  recorded  in  '96  or 
'97;  voted  in  '98 


We 

istc 

livei 

Up* 


'People  for  wfiom  voting  records  couldn't  be  found,  wlio  registered  after  inquiries,  oi  who  haven't  voted  since 
at  least  '96 
**Voters  who  even  pay  attention  to  state  and  local  elections 

DATA;  BUSINESS  WEEK 
ror  the  complete  list  o(  100  CEOs,  go  to  the  Nov,  6  Issue  online  at  mww.businessweek.com 
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Unlimited  IP  possibilities  for  your  business 
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Explosive  changes  in  communications  promise  infinite 
potential  for  business  success.  For  growth  and  expansion. 
For  increased  efficiencies  and  new  capabilities.  We 
recognize  this  is  an  opportunity.  Not  only  to  transform  the 
global  communications  landscape.  But  also  to  help  our 
customers  redefine  their  business  through  fully  integrated  IP- 
driven  solutions.  AT&T,  in  cooperation  with  Concert,  is  a 
powerful  combination  of  global  expertise  and  local 
experience  ready  to  make  this  happen.  Today,  Concert's 
global  network  delivers  innovative  services  with  seamless 
connectivity  in  147  countries.  Together,  we  are  delivering 


simplified  solutions  to  complex  business  needs  through  a 
range  of  IP-driven  solutions,  from  easy-to-implement, 
cost-effective  services,  to  comprehensive  corporate  IP 
infrastructures.  Put  simply,  we  are  redefining  business 
communications  value  and  efficiency.  For  multinationals  with 
complex  global  needs,  to  smaller  companies  with  global 
aspirations.  The  communications  revolution  is  underway,  and, 
together,  we  will  make  sure  your  company  is  on  the  winning 
side.  To  find  out  more,  visit  www.att.com/ipservices  or 
call  1-800-288-3199,  dept.  12.  Discover  how  AT&T  and 
Concert  can  take  your  business  to  the  nth  degree. 


Taking  your  business  to  the  (Q'"  degree. 


colflcert 
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The  McGraw-Hill  Companies 

Keeping  the  world  up  to  speed* 


AT  ANY  MOMENT  WE 

COULD  BE  PROVIDING  THE 

LATEST  FINANCIAL  RATINGS. 


OR  A  LESSON  ON 
THE  LIFE  CYCLE 
OF  A  SALAMANDER. 


world,  teachers 
levels  depend  on  us  to  help  ! 
curricula.  But  it  hardly 
there.  From  online  learning  to 
business  news  to  the  latest  credit 
ratings  end  financial  analyses,  The 
McGraw-Hill  Companies  gives  people 
the  knowledge  to  be  their  best  at 
any  age. 

www.mcgraw-hill.com 
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Phe  CEO  of  Time  Warner 
lefends  the  AOL  merger 
ind  surveys  the  changing 
ech  terrain 

Nearly  10  months  ago,  the  world 
was  first  introduced  to  the  Deal 
of  the  Century — America  Online 
Inc.  's  acquisition  of  Time  Warner 
nc.  This  New  and  Old  Media  mar- 
ijoge  promised  to  create  a  peerless  com- 
any,  using  aol's  powerful  Internet 
rand  to  leverage  Time  Warner's  deep 
neup  of  entertainment,  news,  and  ca- 
le  properties.  Despite  a  tough  regula- 
rry  review  in  Brussels  and  Washington 
nd  the  spring  dot-com  shakeout  that 
unished  technology  stocks,  nobody  re- 
tains mare  bullish  on  the  potential  of 
OL  Time  Warner  than  Time  Warner 
EO  Gerald  M.  Levin.  He  insists  the 
eal  is  on  track  to  close  by  the  end  of 
le  year.  On  Oct.  19,  in  a  public  forum 
\at  was  part  of  business  week's  "Cap- 
lins  of  Industry"  series,  Levin  sat 
own  with  BUSINESS  week  Editor-In- 
':hief  Stephen  B.  Shep- 
rd  at  the  92nd  Street 
in  Manhattan  to  talk 
•bout  the  status  of  the 
zal,  why  he  believes  it 
ill  makes  sense,  his 
^mpetitors — and  even 
!>ft  money. 


Q:  You  liave  said  that  the  Internet  is 
such  a  transforming  technology  that  a 
traditional  media  company  such  as 
Time  Warner  wouldn't  be  able  to  fully 
realize  [a  New  Media]  vision,  and  it 
was  necessary  to  go  outside.  Putting 
AOL  together  unth  Time  Warner  has  to 
be  fundamentally  revolutionary  urithin 
your  own  company. 
A:  But  also  revolutionary  for  AOL,  be- 
cause now  you  have  CNN,  you  have 
Warner  Bros.,  Tim£  magazine,  and  HBO. 
Normally,  in  most  mergers,  there  is 
what  the  Street  calls  risk  of  execution. 
Over  and  over  again,  two  people  stand 
up,  they  high-five,  [they  say]  "this  is 
the  greatest  thing.  We're  going  to  have 
all  these  synergies."  And  you  know  it 
just  can't  be  that  great,  and  then  a 
year  later  one  of  the  two  is  gone  and 
things  haven't  quite  worked  out.  In  this 
case,  I  have  to  say,  and  this  is  not  an 
arrogant  statement,  the  concept  of 
putting  these  two  companies  together  is 
profound.  The  Internet  is  not  going 
away,  whatever  the  dot-com  crash,  the 
tech  crash.  This  is  not  only  here  to 
stay,  but  it's  causing  such  rapid 
change — most  of  it  positive,  by  the 


440perating  cash  is  going  to  grow 
at  a  25%  to  30%  rate  off  an  $11  billion 

baSe^^  —  GERALD  LEVIN,  Time  Warner  CEO 


way — that  we  are  trying  to  overlay  old 
doctrines,  regulatory  or  old  manage- 
ment ideas,  onto  this  system.  So,  yes, 
it's  a  revolutionary  change. 

Q:  When  tlie  deal  was  announced,  AOL's 
stock  was  at  about  $73 . . .  and  that  rep- 
resented a  71%  premium  to  Time  Warn- 
er shareholders.  Now  aol's  stock  has 
declined  38%  as  of  today,  to  ^5.  The 
value  of  the  deal  to  Time  Warner  share- 
holders is  only  a  5%  premium  over 
Time  Warner's  pre-deal  price.  Why  is 
this  still  a  good  deal  for  Time  Waryier 
shareholders? 

A:  First  of  all,  the  deal  was  never  done 
in  the  traditional  sense  that  there  was  a 
control  premium,  because  control  was 
not  surrendered  . . .  there  is  a  50-50 
board.  I'm  the  one  who  came  up  vdth 
the  exchange  ratio  [each  Time  Warner 
shareholder  will  get  1.5  shares  in  the 
new  company  for  each  share  of  Time 
Warner].  No  bankers.  This  was  very 
hard  to  arrive  at.  It  is  not  an  acquisition 
premium  for  control.  It's  simply  a  way 
of  trying  to  balance  the  two  stocks  to 
represent  the  value  that's  intrinsic  in 
Time  Warner  and  recognize  that  Aoi,  is 
on  a  trajectory,  so  that 
over  a  period  of  time  it 
is  going  to  be  the  equiv- 
alent in  revenue  and  opn 
erating  cash  to  all  of 
Time  Warner. 

We  needed  that   1.5 
shares  of  AOL  for  each 
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share  of  Time  Warner  in  order  to  do 
that.  So  it  was  not  an  acquisition  pre- 
mium. If  you  look  at  the  [earnings] 
numbers  [released  Oct.  18],  you  can  see 
how  this  is  going  to  happen,  aol's  rev- 
enues grew  34%.  Advertising  [and]  e- 
commerce,  80"%'.  Time  Warner's  adver- 
tising grew  17%.  I'm  proud  of  it.  So 
this  is  a  mei-ger  of  equals.  We  could 
have  had  a  one-to-one  exchange.  But 
the  reason  it's  1.5  is  because  there's  a 


"  This  is  a  merger  of 

equals.  We  could  have 

had  a  one-to-one 

exchange  " 

gap  in  time,  and  it  was  also  designed  to 
take  into  account  the  fact  that,  yes,  the 
Time  Warner  assets  are  historic  and  un- 
derstood. The  AOL  assets  don't  have  the 
same  70-  or  80-year  history. 

Q:  //  AOL  stock  was  at  Jf5  and  the  deal 
was  being  done  in  aol's  stock,  would 
you  have  doyie  the  deal? 
A:  It  depends  on  where  Time  Warner's 
stock  would  have  been  at  the  time. 
AVhen  you  put  the  two  numbers  togeth- 
er, and  I'm  now  thinking  of  Time  Warn- 
er shareholders,  you  have  a  company 
next  year  that's  large.  It's  going  to  have 
north  of  $40  billion  in  revenues,  growing 
at  a  12%  to  15%  rate.  But  its  operating 
cash,  what  we  euphemistically  call  EBIT- 
DA, is  going  to  grow  at  a  25%  to  30% 
rate  off  of  an  $11  billion  base. 

That  kind  of  financial  engine  should 
command  a  premium  multiple.  We  have 
also  [told]  the  Street  that  over  a  period 
of  time,  the  company  will  have  $.50  bil- 
lion in  capacity.  Time  Warner  couldn't 
deliver  those  kinds  of  numbers. 

Q:  Often  a  collar  is  put  on  a  deal, 
meaning  a  mechanism  that  protects  Uie 


acquired  company  or  the  merged  com- 
pany from  the  share  price  going  below 
what  it  was  at  the  time  of  the  deal.  You 
didn't  seek  a  collar  for  this  deal? 
A:  No,  because  a  collar  is  traditionally 
used  where  there  is  indeed  an  acquisi- 
tion, where  there  is  a  premium,  and  the 
acquired  company  is  trying  to  get  a 
zone  of  protection,  and  outside  that  zone 
is  uncomfortable  vidth  the  deal.  A,  this 
was  not  an  acquisition;  B,  there  was  no 
need  for  a  collar,  which  only  forces  a 
lot  of  arbitrage  activity;  and  C,  vdth  a 
collar,  the  implication  is  that  you  are 
really  not  sure — your  commitment  to 
the  valuations  is  somewhat  insecure, 
and  you  need  this  kind  of  protection.  I 
wanted  to  make  a  statement  that  I  be- 
lieve in  it.  It  will  be  good  for  Time 


"  No  collar . . .  means 

a  total  commitment  to 

the  deal  come  hell  or 

high  water" 

Warner  shareholders,  it  makes  sense 
for  AOL.  In  other  words,  no  collar  deal, 
not  an  acquisition,  means  a  total  com- 
mitment to  the  deal  come  hell  or  high 
water 

Q:  Let's  talk  about  regulatory  issues. 
One  is  open  access  to  Time  Warner  ca- 
ble for  other  Internet  service  providers, 
not  just  AOL.  You've  stated  you're  in  fa- 
vor of  open  access. 

A:  Yes,  I  don't  use  the  phrase  open  ac- 
cess. I'm  very  much  in  favor  of  what  we 
call  multiple  [Internet  service  providers]. 
It's  obviously  good  for  the  consumer, 
but  it  also  means  that  all  these  services 
come   in    and    market.    So   w'lat    ^' 
said — this  has  been  lost  in  th"  ii 
brush — as  a  business  matter,  I've  \ 
ed  to  do  multiple  isps.   Not  becaii  ,> 
there  is  a  regulatory  issue — we've  made 


that  quite  clear.  I've  offered  my  e-mail 
address  to  any  isp  that  wants  to  come 
in  and  negotiate.  Not  surprisingly,  there 
are  lots  of  companies  that  are  taking 
this  occasion  to  try  and  better  the  com- 
mercial terms  they  might  otherwise 
have  by  running  to  Washington. 

Q:  You  can  declare  yourself  in  favor  of 
access,  but  theyi  in  the  negotiation  [v/ith 
an  isp],  the  price  [of  access  to  Time 
Warner's  cable  lines]  might  become  so 
onerous  tliat  no  one  wants  to  do  it. 
A:  Cable  is  competing  with  what's  called 
DSLs.  Cable  is  in  a  competitive  envi- 
ronment. The  only  way  it  can  succeed  is 
to  offer  as  much  consumer  choice  as 
possible.  So  it's  more  than  just  "trust 
me."  I'm  saying  it's  essential  to  the 
business  of  cable  to  have  as  many  isPs 
as  possible  to  compete  against  the  oth- 
er services. 

Q:  //  you  don't  favor  your  own  con- 
tent, then  what's  the  point  of  the 
merger?  You  may  as  well  not  have 
merged    and    just    partnered    with 


"There's  a  whole 
infrastructure  at  aol  that 
will  facilitate  the  Internet 
activity  of  Time  Warner  " 

anybody  you  wanted  to  for  conten 
A:  There's  a  whole  infrastructure  a| 
AOL  that  will  facilitate  the  Interne 
activity  of  Time  Warner.  Also,  the  abi 
ity  to  cross-promote  is  significan 
which  all  companies  do.  I  have  bee 
asked,  why  not  just  enter  into  th 
kind  of  arrangements  you  are  cui- 
•ntly  do'n'',,  just  make  joint  ventures 
omp;  are  human,  too.  It  makes 

jig  (li  ence  if  you're  part  of  tii 
same  family  or  not  as  to  the  coojn  i;i 
tion,  the  ability  to  make  things  lia 


It  means  solving  the 
paradox  of  a  world  that 
wants  mobility  and  a 
clean  environment. 


What  on  earth 
does  it  mean  for 
an  energy  company 
to  go  beyond? 
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John  Bogle  on  Investing. 

From  the  genius  of  simplicity 
in  investing  strategy  to  the 
universality  of  indexing  in 
the  financial  markets,  Bogle 
covers  nothing  less  than  the 
rock-solid  foundation  of  suc- 
cess in  independent  investing 
for  the  21st  century — 
as  only  Bogle  can. 
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pen,  and  most  partnerships  usually 
come  apart. 

Q:  It's  -probably  also  true  that  most 
mergers  don't  work,  either. 
A:  And  most  mergers  fail,  that's  cor- 
rect. And  50%  of  marriages  fail,  too. 

Q:  You  said  this  question  of  access  de- 
pends 071  trust  and  fair  negotiations. 
Yet  when  you  had  a  contract  dispute 
with    Disney,     ABC    was 
knocked  off  your  cable  net- 
work. Why  did  you  do  it, 
and  how  do  we  know  that 
something  similar  won't 
liappen  again? 
A:  Well,  this  was  a  prod- 
uct of  a  part  of  the  law 


44rve  cutout 
all  soft  money 
at  Time 


AOL  does 
[give  softmon 
ey  donations]. 
So  there  are 
certain  things 
I  will  do 
differently  y^ 


that  I  think  is  misplaced.     Wamer.  DUI 
It's  called  "re-transmission 
consent,"  and  that  is  for  a 
cable  company  to  carry  a 
broadcast    signal    it    can 
choose    something   called 
must-carry,  or  if  they  don't, 
you  have  to  negotiate.  Un- 
less the  broadcaster  gives 
you  permission,  you  are 
not  authorized  to  carry  the 
signal.  So  our  cable  com- 
pany was  engaged  in  a  ne- 
gotiation and  had  reached 
an  agreement  at  the  end 
of  last  year.  With  the  an- 
nouncement of  the  AOL-Time  Warner 
deal,  some  of  our  friends  at  Disney,  and 
[ceo]  Michael  [Eisner]  in  particular,  be- 
came concerned  and  paranoid,  and  all 
of  a  sudden,  the  terms  changed. 

We  kept  getting  extensions  for  the 
right  to  carry  the  ABC  signals.  We  final- 
ly reached  a  point  where  we  were  run- 
ning out  of  the  last  extension,  and  it 
wasn't  helping  our  consumers  because  in 
one  particular  market,  Houston,  if  a  sig- 
nal is  going  to  come  off,  the  FCC  rules 
say  you  have  to  send  30  days'  notice.  So 
in  Houston  they  said  you're  not  going  to 
be  authorized,  and  they  started  to  put 
ads  in  the  paper  saying  come  and  get 
your  satellite  antenna,  so  we  had  to  put 
out  a  notice.  It  was  really  jerking 
around  the  consumer. 

I'll  take  full  responsibility.  It  was  a 
mistake.  I  felt  we  didn't  have  an  agree- 
ment and,  therefore,  we  were  not  au- 
thorized to  carry  the  signal.  So  at  mid- 
night we  took  it  off  because  under  the 
law  you  are  in  violation  of  copyright. 


Q:  Suppose  it  were  LHsn^y  merging  witli 
AOL.  Would  you  be  any  less  paranoid 
than  Micfiael  Eisner  is?  Would  you  be 
have  any  differently  in  running  to 
Washington? 
A:  Absolutely.  Obviously  I  would  say 
this — but  I  think  it's  a  mistake  to  lobby 
for  certain  things,  particularly  in  this 
area  where  it's  hard  to  figure  out  how 
the  government  should  regulate  the  In 
temet.  How  should  the  government  reg 
ulate  interactive  televi 
sion?  You're  going  tc 
end  up  with  something 
that  is  going  to  come 
back  to  bite  you,  so  yoi; 
better   try    and    solve 
your  problem  througl 
commei-cial  negotiatior 
with  [the  other]  partj 
or  have  your  own  strat 
egy.  Which  is  ultimatelj 
what   Disney  will   do 
Having     said     this 
Michael   and    I   hav( 
known  each  other  foi 
more  than  30  years  am 
have  a  very  nice  rela 
tionship — except  whei 
it  comes  to  business 


Q:  So  whxit  was  the  mistake? 
A:  The  mistake  was,  I  should  not  have 
been  so  technical  about  it.  I  should  have- 
violated  the  co[)yright  and  kept  the  sig- 
nal on. 


Q:  Before  the  merger,  o 

course,  AOL  was  lobby 

ing  to  get  greater  acces 

to  cable  systems. 

A:  That  is  correct.  There  are  a  couple  c 

things  AOL  has  done  that  I  haven't  be 

lieved  in.  For  example,  I've  cut  out  a 

soft  money  at  Time  Wamer.  We  can  ge 

into  that  discussion.  But  AOL  does  [giv 

soft  money  contributions].  So  there  ar 

certain  things  I  will  do  differently. 

Q:    Would  the  merged  company  not  u. 
soft,  money? 

A:  I  don't  believe  in  soft  money.  I  thin 
it's  horrendous.  As  a  matter  of  fact,  wh; 
I  did  this  year  was  to  take— I'm  emba 
rassed  to  say — the  almost  $2  million  w 
may  have  given  in  the  past  almost  o 
an  annual  basis  and  give  it  to  CNN,  oi 
five  local  cable  news  services,  and  Tin 
magazine  and  said:  "Do  extra  coverage 
the  issues,"  which  they  have  done. 


Q:  As  CEO  of  the  merged  company,  n, 

you  saying  that  the  merged  cotujxu 

would  not  use  soft  money  in  polit 

campaigns? 

A:  That's  correct. 
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To  see  the  entire  interview  on  video, 

go  to  the  Nov.  6  issue  online  at 
www.businessweek.com/mediacenter/ 
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MOVIES 

IS  THERE  A  HIT 
IN  SONY'S  STARS? 

It's  betting  big  on  Christmas  to  break  its  losing  streak 

For  Hollow  Man,  this  summer's 
horror  film,  the  turning  point 
comes  when  the  character,  played 
by  Kevin  Bacon,  struggles  to  re- 
turn from  his  invisible  state.  The  same 
can  be  said  for  Sony  Pictures  Enter- 
tainment, the  studio  that  made  the  film. 
Since  1997,  when  it  led  all  Hollywood 
studios  with  films  like  Men  in  Black 
and  Jerry  Maguire, 
Sony  has  been  mostly 
an  invisible  studio. 
Hits  like  The  Patrioi 
were  far  outweighe 
by  such  duds  as  Wfuil 
Planet  Are  Yon 
From?,  a  Garry  Shan- 
dUng  bomb  made  foi- 
million  that 
grossed  only  $6.3  mil- 
lion. So  far  this  yeai-, 
Sony  ranks  seventli 
among  Hollywood's 
eight  largest  studicjs, 
the  second  straight 
year  it  has  finishec 
far  down  on  that  list. 
HUGE  BET.  But  like  Kevin  Bacoi 
character,  Sony  seems  deter- 
mined to  fight  its  way  back  into 
the  spotlight  and  may  spruce  up 
the  company  enough  to  allow 
execs  to  test  the  waters  for  a 
long-contemplated  merger.  By 
mid-December,  the  studio  will  re 
lease  four  films  with  heavy  buzz, 
including  the  special-effects-laden 
mountain-climbing  drama  Vertical 
Limit,  which  Hollywood  insiders 
are  predicting  will  hit  the  jackpot. 
It  will  cost  Sony  nearly  $400  mil- 
Uon  to  make  and  market  the  four 
flicks,  a  huge  bet  for  a  studio 
whose  films  this  year  have  aver- 
aged $30  million  apiece  at  the  box 
office,  trailinji;  most  majors  and  even 


smaller  players  like  Miramax  Film  Corp. 
and  New  Line  Cinema.  "This  can  turn 
out  to  be  a  strong  year  for  us,"  says 
Mel  Harris,  president  of  Sony  Pictures, 
which  oversees  Columbia  Pictures. 
"We've  back-loaded  the  year  pretty  well." 
Sony  won't  have  to  wait  too  long  to 
find  out.  The  first  of  the  four  films,  a 
movie  remake  of  the   1970s  TV  show 


SONY'S  BOX- 
OFFICE  WOES. 


...HAVE  SLICED  ITS 
MARKET  SHARE 


Charlie's  Angels,  hits  theaters  on  Nov.  3.' 
Starring  Cameron  Diaz,  Drew  Barry- 
more,  and  Lucy  Liu,  the  film's  production 
was  plagued  by  fighting  egos  on  the  set 
that  put  it  over  budget  and  behind 
schedule.  But  Sony  is  giving  it  a  hearty 
send-off,  with  marketing  plans  that  in- 
clude near  wall-to-wall  advertising  and 
specials  on  MTV  and  HBO.  Two  weeks  lat- 
er, Sony  hits  the  the 
aters  again,  this  tinu 
with  The  6th  Day 
a  futuristic  actior 
film  starring  Arnolc 
Schwarzenegger. 

A   couple   of  hits 
this    fall    would    dc 
wonders  for  the  stuJ 
dio's    income    state] 
ment.    In   the   fiscal 
year  that  ended   ir 
March,  both  revenue^ 
and  operating  earnj 
ings   at    Sony's   filr 
unit  fell  by  10%,  th 
second  straight  annu 
al  decline.  And  hit 
have  been  rare  for  Sony  since  buy 
ing  the  studio  in  1989  to  ensure 
constant   flow    of  films    and    T^ 
shows  to  feed  its  successfu 
line  of  video  players,  set-to 
boxes,  and  more  recently 
s     soon-to-be     releast 
PlayStation2  game  play( 
No     wonder,     the: 
that  Sony  is  backiii 
off    of    head-to-ht'a 
battles  to  win  box- 
fice  share.   Recentl 
it  has   reversed    il 
long-held  policy  of  not  shai 
ing  costs  with  other  stu(li( 
to  make  its  movies.  The  tlictn 
then:  control  the  film  and  tal 
advantage  of  whatever  tcchiu 
ogy  might  \u-  ilcv cluiicd   Id  v 


BIG  GUNS:  Stellar  cdsts  in  Charlie's  Angels  and  The  6th  Day  (top)  may  beef  up  the  box  office 
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:ognize  this  city?  It's  in  Asia.  Here's  another  hint:  A  lot  of  global  companies  do  business  here.  If  you're  feeling  left 
t,  try  getting  connected  with  NTT  Communications.  As  Japan's  leading  telecommunications  company,  NTT 
mmunications  can  provide  your  business  with  everything  it  needs  to  stay  ahead  of  the  competition,  including  our  one- 
ip  networl<  solutions  service:  /vrcstar.  Currently  serving  25  major  cities  around  the  world  and  available  in  53 
jntries,  Arcstar  can  develop  the  network  solution  that's  right  for  you.  And  with  special  focus  on  IP  (Internet  Protocol), 
:star  offers  top-quality,  high-speed  and  secure  access  to  the  Internet.  So  when  it  comes  to  connecting  to  Tokyo,  or 
^where    else    in    the    world,    connect    with    NTT    Communications.    Your    trusted     partner    In     Network    Sotutions. 


Global  Connections  From  East  to  West. 
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www.ntt.com/world 


Bangkok      Van. I 
iglon  D  C        V.rg.i 


Singapore     jakafU     Sydnay 
0     LOS  Angam     P.o  ia  Jana.'i 


Communications  Group  in  the  Americas:  NTT  America  New  York  Head  Office  -I-1-212-661-0810  /  Washington  D.C.  Office  +1-202-312   1444  /  Virginia  Office  t1 
■288-3103  /  New  England  Office  +1-978-392-4764  /  Chicago  Office  +1-773-693-0080  /  Mountain  View  Office  +1-650-940-1414  /  Seattle  Office  +1-206-762-5362  / 
Angeles  Office  +1-310-516-2111  /  NTT  do  Brasil  Telecomunicacoes  Ltda..  Sao  Paulo  Head  Office  +55-11-253-0108  /  Rio  de  Janeiro  Office  +55-21-553-7297 


Entertainment 


ploit  it.  No  more.  Earlier  this  year,  it 
bought  half  the  rights  to  Universal's 
hit  Erin.  Brockovicli.  and  also  has  a 
half-interest  in  Dreamworks  SK(;'s  '70s 
rock  film  Almost  Famous,  a  critical 
hit  but  lackluster  at  the  box  office.  It 
also  has  a  half-interest  in  Schwarz- 
enegger's The  6th  Day. 

Sony's  new  attitude  toward  sharing 
the  costs  is  only  part  of  a  financial  over- 
haul that  began  last  year.  Since  then, 
Sony  has  eliminated  its  fledgling  family 
film  unit,  merged  its  TriStar  film  label 
into  Columbia,  and  ended  several  pricey 
deals  with  producers.  And  in  a  recent 
standoff  with  director  Michael  Mann,  it 
refused  to  make  the  Will  Smith  boxing 
film,  Alt,  until  the  director  slashed  costs 
and  agreed  to  help  cover  any  overruns 
of  its  $106  mOlion  budget.  It's  also  shar- 
ing production  costs  with  Germany's  Ini- 
tial Entertainment  Group. 
"TOO  MANY  PICTURES."  The  most  dra- 
matic change  at  Sony,  however,  was  its 
sweeping  six-year  deal  with  former  Walt 
Disney  Studios  Chairman  Joe  Roth.  Un- 
der that  agreement,  Sony  pays  half  the 
costs  of  as  many  as  eight  films  a  year, 
effectively  turning  over  to  Roth  one- 
third  of  the  movies  it  releases.  And 
those  could  be  expensive,  given  Roth's 
track  record  of  working  with  top-flight 
stars  like  Julia  Roberts  and  Bruce  Willis. 

Why  would  Sony  give  up  control? 
According  to  Sony  Pictures  Chairman 
John  Galley,  his  studio  gets  more  time 
to  focus  on  the  15  or  so  films  that  aren't 
being  made  by  outsiders.  Sony  Corp. 
Chairman  and  ceo  Nobuyuki  Idei  says 
simply:  "We  make  too  many  pictures." 

The  financial  revamping  may  accom- 
plish what  has  been  a  goal  for  Sony's 
Japanese  owners  for  years,  namely  find- 
ing a  way  to  reduce  their  Hollywood 
holdings.  Idei  says  he  still  hasn't  given 
up  the  notion  of  merging  the  studio 
with  a  major  company  with  distribution 
that  could  help  it  sell  its  content.  By 
then,  the  70-year-old  Galley  is  likely  to 
have  left  the  company.  One  possible  suc- 
cessor is  Roth,  whose  noncompete  clause 
with  Disney  expires  next  year,  when 
Galley's  own  contract  is  up. 

Until  then,  Sony  will  try  to  bring  its 
film  unit  back  from  Hollywood's  lower 
rungs.  It's  hoping  for  a  hit  with  Fin/iimj 
Forrester,  a  drama  starring  Sean  Gon- 
nery  as  a  cranky  reclusive  author  who 
mentors  a  South  Bronx  African-Ameri- 
can. Then  there  are  sequels  to  hits  like 
Men  in  Black  and  Stuart  Little  that 
are  somewhere  in  the  studio  pipeline. 
But  like  Sony's  market  share  so  far, 
they're  still  invisible. 

By  Ronald  Grover  in  Los  Angeles, 
with  Irene  Kunii  in  Tokyo 


CHRISTMAS:  THE  SEQUEL 
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I  el  Gibson  discovers  his  feminine 
side.  A  green-faced  Jim  Carrey 
does  Dr.  Seuss.  Nicholas  Cage 
does  his  best  Jimmy  Stewart  imita- 
tion. It's  beginning  to  look  a  lot  like 
Christmas  in  Hollywood.  And  even 
before  the  Federal  Trade  Commis- 
sion in  September  trashed  Hollywood 
for  its  violent  ways,  studios  were 
preparing  a  two-month  holiday-sea- 
son fest  of  sweetness, 
schmaltz,  and  family  values 

Starting  absurdly  early 
this  year  on  Nov.  3,  Hol- 
lywood's holiday  season 
will  have  more  than 
the  usual  dose  of  fam- 
Oy  feel-good  films. 
And  it  couldn't  have 
come  at  a  better 
time  for  Tinseltown, 
which  is  suffering 
through  a  dreadfiil 
fall  with  the  box  office 
off  15%  as  viewers 
tuned  in  to  the 
Olympics  and  baseball 
and  ignored  generally 
lackluster  films  in  the 
theaters.  "We've  all 
kind  of  limped  into 
the  fall,"  says  Walt 
Disney  Studios  Pres- 
ident Richard  W  Cook.  "The  good 
news  is  that  we're  releasing  mass- 
appeal  films  now." 

Disney  is  doing  its  part,  with  102 
Dalmations  and  its  animated  The 
Emperor's  New  Groove,  both  of 
which  are  expected  to  do  brisk  busi- 
ness. But  Disney  will  have  plenty  of 


IN  PARIS:  Paramount  is 
betting  on  the  Rugrats  again 


competition  for  the  kiddie  audience. 
Universal  Studios,  on  a  hot  streak  of 
late,  unleashes  Jim  Carrey  as  the 
lead  character  in  Dr.  Seuss'  How  the 
Grinch  Stole  Christmas.  And  Para- 
mount Pictures  offers  up  a  sequel  to 
its  1998  blockbuster  with  Rugrats  in 
Paris — The  Movie.  They'll  both  start 
battle  on  Nov.  17. 

Even  action  stars  are  putting 
dovm  their  guns  and  ditching 
speeding  cars  this  year. 
Nicholas  Gage  sees  his  fu- 
ture unfold  in  Family 
Man,  inspired  by  It's  a 
Wonderful  Life.  Mel 
Gibson  reads  women's 
minds  in  Paramount's 
lomedy,  Wfmt  Women 
Want. 
The  early  betting 
^    among  Holljrwood  in- 
siders has  Gibson  and 
Carrey  holding  the  hot 
hands.  Less  certain  is 
Tom  Hanks,  who  is  re- 
united with  Forrest 
Qiim^-p  director  Robert  Ze- 
meckis  as  an  island  survivor 
in  20th  Century 
Fox's  Cast  Away. 
Then  there  is  Adam 
Sandler  as  the  devil's 
bumbling  youngest  son  in  New  Line 
Cinema's  Little  Nicky.  Sandler  can 
usually  count  on  luring  lots  of  20- 
somethings.  This  time,  Sandler  fans 
may  get  trampled  by  the  hordes  of 
kids  and  parents  heading  for  the 
ticket  booth. 

By  Ronald  Grover  in  Los  Angeles 
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HOLLYWOOD'S  HOLIDAY  HOPEFULS 


FILM 

CHARLIE'S 
ANGELS 

102  DALMATIANS 

DR.  SEUSS' HOW  THE 
GRINCH  STOLE  CHRISTMAS 

RUGRATS  IN  PARIS: 
THE  MOVIE 

CASTAWAY 


STUDIO/ 
RELEASE  DATE 

Sony 
Nov.  3 

Walt  Disney 
Nov.  22 

Universal 
Nov.  17 

Paramount 
Nov.  17 

Fox 
Dec.  22 


COMMENTS 

Revival  of  TV  show,  complete  with 
martial  arts  and  bikinis 

The  puppies  beat  Glenn  Close,  again 

Jim  Carrey  gets  nasty 

Nickelodeon  kids  return  to  the  screen 

Forrest  Gump  duo  Tom  Hanks  and  director 
Robert  Zemeckis  hang  out  on  a  desert  island 
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Developments  to  Watch 


DITED  BY  ELLEN  LICKING 


ERODYNAMIGS 
lAKES  FOR 
;AFER  TRUCKS 

NGINEERS  OFTEN  USE  WIND 

innels  to  test  aircraft  de- 
gns.  But  Bob  Englar  is  test- 
ig  trucks.  Based  on  months 
'  experiments,  the  inventor 
id  principal  researcher  at 
eorgia  Tech  Research  Insti- 
ite  believes  he  can  achieve  a 
)%  reduction  in  aerodynam- 

drag  on  tractor-trailers 
/  venting  compressed  air 
trough  small  slots  on  the 
des  and  back  of  the  trailer, 
hat  reduction  translates  to 
lughly  a  12%  drop  in  fuel 
■nsumption.  If  this  technolo- 
I  were  applied  to  the  whole 
.  S.  fleet  of  trucks,  it  could 
ve  as  much  as  1.2  billion 
illons  of  fuel  a  year,  accord- 
g  to  the  American  Truck- 
g  Assns.,  which  enthusi- 
tically  support  Englar's 
search. 

Drag  reduction  is  just  one 
mefit,  says  Englar,  whose 
Drk  was  done  under  con- 
act  with  Oak  Ridge  Na- 
mal  Laboratories.  Con- 
oiled  air  gusts  could  also 
duce  rolling  resistance — the 
ction  of  weighted  tires  on 
e  road.  By  blowing  air 
)m  vents  at  the  top  of  the 
ck  panel  on  a  fortified 
,000-pound  truck,  the  en- 
leer  believes  he  can  pro- 
ce  12,000  to  15,000  pounds 

effective  lift.  "It's  as 
ough  the  tractor-trailer 
;re  a  wing,"  says  Englar. 
lere  is  also  a  safety  pay- 
':  By  venting  air  from  the 
ttom  slots  on  the  trailer, 
•action  is  better,  and  so  is 
aking,"  he  says.  Neil  Gross 


THIS  IS  MISSION  CONTROL  START  THE  CAR' 

TODAY,  IK  A  car's  IGNITION  SWITCH  STOPS  RESPONDING,  IT 

probably  means  a  costly  repair  to  the  wiring.  For  a  mil- 
itary vehicle,  it  could  mean  dangerous  delays  on  the 
battlefield.  But  fixing  the  malfunction  could  be  as  simple 
as  rerouting  the  faulty  command,  thanks  to  new  tech- 
nology being  developed  at  the  Product  Development  & 
Manufacturing  Center  (pdmc)  at  Oakland  University  in 
Rochester,  Mich. 

PDMC  is  working  with  the  National  Automotive  Center 
of  the  U.  S.  Army  Tank  Command  and  a  consortium  of 
carmakers  to  develop  the  technology,  which  uses  radio 
frequencies  instead  of  wires  to  send  commands  to  vehicle 
equipment.  If  a  control  panel  is  damaged,  critical  func- 
tions can  be  transferred  to  another  set  of  controls  by  an 
onboard  computer.  The  consortium  is  currently  testing 
the  technology,  which  operates  through  a  laptop  attached 
to  the  vehicle's  dashboard,  in  both  a  Jeep  Grand  Chero- 
kee and  a  Hummer  military  vehicle.  Future  versions  of 
the  device  will  be  integrated  into  the  car's  internal  sys- 
tems— and  may  even  be  operated  and  monitored  remote- 
ly, says   Patrick  E.  Dessert,  pdmc  director  The  radio 
frequency  system  would  replace  much  of  the  car's 
wiring.  Dessert  estimates  that  this  could  translate  into 
$300  in  savings  per  vehicle  in  warranty  costs.  Jeff  Green 


THIS  BRAIN  PROTEIN 
MAY  LOOSEN 
PARKINSON'S  GRIP 

NEW  RESEARCH  PUBLISHED  IN 

the  Oct.  27  Science  offers 
hope  to  the  1  nnillion  Ameri- 
cans suffering  from  Parkin- 
son's disease.  A  team  of  in- 
ternational scientists  led  by 
Dr.  Jeffrey  H.  Kordower  of 
Rush  Presbyterian-St.  Luke's 
Medical  Center  in  Chicago 
has  used  gene  therapy  to 


GDNF  MOLECULE:  It 

works  in  monkeys 


prevent  the  degeneration 
of  brain  cells  in  monkeys 
with  Parkinson's.  Ronald  D.G. 
McKay,  a  neurobiologist  at 
the  National  Institutes  of 
Health,  calls  the  study  "a 
step  forward,"  but  cautions 
that  "there  is  still  a  lot  of 
work  to  be  done." 

The  loss  of  muscle  control 


and  function  that  occurs  in 
Parkinson's  is  caused  by  the 
progressive  degeneration  of 
certain  brain  cells  called 
dopamine  neurons.  Previous 
studies  with  a  specific  brain 
protein  called  gdnf  suggested 
that  this  molecule  can  pre- 
vent dopamine  neuron  loss. 
But  delivering  gdnf  to  the 
critical  brain  cells  is  difficult. 
To  overcome  this  barrier, 
Kordower  and  his  colleagues 
first  used  a  sample  of  Hiv 
that  was  gutted  of  its  in- 
fectious genes  to  ferry 
the  gdnf  gene  inside 
the  neurons. 

The  group  then 
directly  injected  this 
viral  carrier,  or  vec- 
tor, into  the  brains  of 
the  monkeys  that  had 
Parkinson's  disease. 
One  month  after  treat- 
ment, the  monkeys  that  had 
been  treated  vdth  GDNF  had 
much  better  control  over 
their  movements  than  un- 
treated monkeys.  In  addition, 
brain  scans  of  GDNF-treated 
monkeys  showed  that  the  ge- 
netic medicine  had  stanched 
neuron  degeneration.  n 


INNOVATIONS 


■  Suffering  from  information 
overload?  You  should  be,  say 
Hal  Varian  and  Peter  Lyman, 
two  professors  at  the  Univer- 
sity of  California  at  Berkeley. 
These  researchers  recently  to- 
taled up  the  amount  of  con- 
tent generated  in  1999  that 
has  been  stored  in  print,  film, 
optical,  and  magnetic  media. 
The  result  is  a  staggering  1.5 
exabytes,  or  1  billion  giga- 
bytes, of  information.  That 
means  there  are  250 
megabytes  for  every  man, 
woman,  and  child  on  earth. 
According  to  the  researchers, 
printed  documents  of  all  kinds 
make  up  only  0.003%  of  the 
total,  while  93%  is  stored  in  a 
digital  format.  The  re- 
searchers' report,  Hoiv  Much 
Information?,  has  now  been 
published  on  the  Web: 
(wwrw.sims.berkeley.edu/how- 
much-info/index.html). 


POLLUTER:  Cleanup  ahead? 

■  Barry  Goodell  and  a  team 
of  scientists  at  the  University 
of  Maine  have  patented  a 
multipurpose  chemical  process 
that  can  be  used  to  clean  up 
industrial  wastewater  or  to 
bleach  wood  pulp  and  recy- 
cled paper — all  without  gen- 
erating toxic  byproducts.  The 
technology  makes  use  of 
highly  reactive  molecules 
known  as  free  radicals,  which 
excel  at  breaking  down  the 
heavy-duty  dyes  used  in  pa- 
per and  textile  mills.  Goodell 
is  now  looking  for  industrial 
partners  to  test  his  process. 
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For  more  information, 

call  1-800-624-5545 

or  visit  www.quantum.com 


If  it's  important  to  you,  save  it  with  us. 
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TELECOM 
TURMOIL 

Some  big  players  are  sagging,  but  this  is  no  dot-com  crash 


Dnly  a  few  months  ago,  the  opportunities  for  telecom 
players  seemed  boundless.  From  long-distance  giant 
WorldCom  Inc.  to  upstart  Level  3  Communications, 
companies  were  building  sprawling  communications 
networks  across  the  country  to  carry  the  booming  In- 
met  traffic.  Communications  equipment  makers  Lucent 
jchnologies  Inc.  and  Cisco  Systems  Inc.  were  struggling 
keep  up  with  demand  for  their  gear.  And  investors  were  all 
o  happy  to  finance  this  construction  of  the  Digital  Future, 
lying  $33  billion  worth  of  telecom 
OS  just  since  the  beginning  of  1998. 
Now,  formerly  high-flying  telecom 
lyers  are  struggling  to  regain  cruis- 
g  altitude.  The  Big  Three  long-dis- 
nce  companies  have  seen  their 
3cks  plummet  more  than  50%  this 
ar.  AT&T  shares  got  hammered  13% 
Oct.  25  when  CEO  C.  Michael  Arm- 
"ong  announced  plans  to  break  the 
mpany  up  amid  deteriorating  finan- 
il  results.  Even  Verizon  Wireless, 
e  largest  provider  of  mobile-phone 
rvices  in  the  U.  S.,  had  to  postpone 
initial  public  offering  because  of 
)ck  market  turmoil. 
It  may  be  tempting  to  conclude  that 
i  prospects  for  telecom  players  were 
overhyped  as  those  of  flavor-of-the- 
)nth  Internet  startups.  Certainly, 
Dfits  across  the  telecom  industry  are 
Dpping  as  too  much  capital  invest- 
mt  chases  too  little  revenue.  Blake 
th,  an  analyst  for  Lehman  Broth- 
i  Inc.,  estimates  that  the  return  on 
sets  in  telecom  will  drop  to  8.5% 
s  year  from  12.5%  last  year. 
Look  carefully,  though,  and  you'll 
;  that  there  are  bright  spots  in 
ecom.  Younger,  more  nimble  play- 
i  that  aren't  bogged  down  with 
saky  technology  have  been  able  to 
vitalize  on  fast-growing  services 
i  Internet  and  wireless — and  have 
in  turning  in  stellar  financial  per- 
mances.  Qwest  Communications 
-emational  Inc.,  the  long-distance 


CISCO:  CHOPPY  SEAS 

New  rivals,  a  brain  drain, 
and  a  stock  drop  will  make 
for  a  tough  year  Page  168 

LUCENT:  A  CLEAN  BREAK? 

The  ailing  company  has 
ousted  its  chief  executive. 
That's  step  one  Page  176 


AT&T:  DISMANTLING 

As  CEO  Armstrong  starts 
chopping,  which  pieces  will 
succeed?  Page  173 


upstart  that  acquired  Baby  Bell  US  West  Inc.,  reported 
sparkling  third-quarter  results  on  Oct.  24.  "Let's  not  throw 
the  baby  out  with  the  bath  water,"  says  Joseph  P.  Nacchio, 
Qwest's  CEO.  "From  our  point  of  view,  we  think  this  industry 
is  strong." 

The  key  is  keeping  up  with  lickety-split  changes  in  technol- 
ogy. The  latest  communications  gear  is  evolving  at  a  rate  that's 
dizzying  even  compared  with  the  computer  industry.  The  ca- 
pacity of  optical  equipment,  for  example,  is  doubling  every 
nine  months — twice  as  fast  as  semi- 
conductors. Such  change  creates  op- 
portunities for  nimble  startups  and 
hazards  for  today's  leaders.  Consider 
how  badly  Lucent  Technologies  has 
stumbled.  It  missed  the  latest  evolution 
of  optical  gear  and  blew  Wall  Street's 
financial  expectations  four  quarters  in  a 
row.  The  missteps  ultimately  cost  CEO 
Richard  A.  McGinn  his  job. 

Even  once-invincible  Cisco  is  threat- 
ened. The  networking  giant's  strategy, 
executed  brilliantly  for  years,  has  been 
to  buy  upstarts  just  as  their  technolo- 
gy was  going  to  be  adopted  broadly. 
But  the  latest  twists  and  turns  of  the 
communications-gear  market  have  left 
Cisco  playing  catch-up.  It's  losing 
share  in  the  $2  billion  high-end  router 
market  to  upstart  Juniper  Networks 
Inc.,  and  hasn't  made  much  progress 
in  the  optical  arena. 

The  lesson?  The  troubles  of  yester- 
day's stars  shouldn't  mask  the 
prospects  for  tomorrow's  up-and-com- 
ers.  For  every  Cisco,  there's  a  scrappy 
Juniper.  For  every  AT&T,  there's  a 
speedy  Qwest.  Older  telecom  players 
may  well  recover  from  their  current 
problems,  but  if  they  don't,  new  com- 
panies will  take  their  place. 
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For  interviews  with  interim  CEO  Henry 

Schacht  and  AT&T  CEO  Mike  Armstrong,  go  to 

www.businessweek.com 


iQiMrQQ   VA/rcw   /   ^ln^/c^rtD[:D   c.     nnnn    1C7 


Information  Technology 


NETWORKING 


CISCO:  NAVIGATING 
CHOPPY  WATER 

New  rivals,  a  brain  drain,  and  the  stock  drop  could  make  for  a  tough  year  ahead 


Cisco  Systems  Inc.  and  CEO  John  T. 
Chambers  have  been  firing  on  all 
cylinders.  For  the  fiscal  year  ended 
in  July,  the  networking  giant 
boosted  revenues  55%,  to  $18.9  billion, 
and  increased  net  income  56%,  to  $3.9 
billion.  Even  more  impressive,  the  com- 
pany has  racked  up  10  consecutive  quar- 
ters of  accelerating  sales  growth,  reaching 
a  61%  sales  hike  in  the  latest  quarter. 
With  that  kind  of  sky's-the-Hmit  perfor- 
mance, Cisco's  market  cap  has  surged  to 
$356  billion,  making  it  the  second-most- 
valuable  company  in  the  world 
behind  General  Electric  Co. 

Yet,  weird  as  it  may  sound, 
there  are  groviong  signs  of  trou- 
ble at  the  once-invincible  tech 
giant.  Cisco  has  suffered  lapses 
in  key  technologies,  and  it's  get- 
ting crunched  by  upstart  Ju- 
niper Networks  in  the  critical  high-end 
router  market — gear  that  directs  traffic 
around  the  Internet.  Employees  are 
starting  to  jump  ship,  and  investors  are 
beginning  to  lose  their  once-unshakeable 
faith  in  Cisco's  future.  The  stock  has  slid 
38%,  to  51,  since  its  peak  of  82  in  March. 
"You  have  to  ask  yourself  how  much 
more  upside  is  possible,"  says  Art  Bon- 
nel,  manager  of  U.S.  Global  Investors 
Bonnel  Grovi^h  Fund,  who  sold  his  40,000 
Cisco  shares  this  year. 
CtJRRENCY  DROP.  A  prolonged  stock  slide 
is  a  serious  threat  to  Cisco.  For  starters, 
it  may  make  it  too  expensive  for  Cisco  to 
buy  networking  companies — an  approach 
the  Silicon  VaUey  tech  outfit  has  used  for 
seven  years  to  move  into  new  markets. 
So  far,  Cisco  has  used  its  high-flying 
shares  to  acquire  cutting-edge  technologies 
in  some  60  companies.  Consider,  for  ex- 
ample, what  would  happen  if  it  were  to 
try  to  buy  hot  optical  players  Corvis 
Corp.  or  ONI  Systems  Inc.  Cisco  would 
have  to  issue  one-third  more  shares  today 
than  it  would  have  in  March.  That  would 
dilute  earnings  and  damage  existing 
shares  even  more.  "If  the  stock  pulls  back 
any  more  or  stays  down  a  long  time,  they 
may  have  to  think  twice  about  some  of 
the  bigger  deals,"  says  analyst  Martin 
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Pyykkonen  of  ciBC  World  Markets. 
A  languishing  stock  also  makes  it  hard- 
er for  Cisco  to  hang  on  to  top  execu- 
tives. It  used  to  be  almost  impossible  to 
talk  the  brass  into  leaving  Cisco,  since 
the  company's  stock  options  kept  making 
them  rich.  Cisco's  stock  has  soared  thir- 
tyfold  since  Chambers  became  CEO  six 
years  ago,  and  thousands  of  employees 
have  become  milUonaires.  But  the  per- 
centage of  Cisco  employees  who  leave 
voluntarily  has  crept  up  from  4.7%  in 
1999  to  5.6%  in  2000.  More  than  50  for- 
mer Cisco  employees  have  de- 
fected to  rival  Redback  Net- 
works Inc.  alone.  And  the 
departures  have  included  some 
high-profile  execs,  including  Ex- 
ecutive Vice-President  Don  List- 
win,  who  took  the  CEO  job  at 
Software.com  in  August.  "A 
year  or  two  ago,  we  never  even  got  a  re- 
turn call  from  Cisco  employees,"  says 
Andy  Price,  a  headhunter  at  recruiting 
firm  Schweichler  &  Associates. 

Clearly,  Cisco  is  going  through  one  of 
the  most  difficult  periods  of  its  14-year 
life.  Interviews  with  current  and  former 
employees,  analysts,  venture  capitalists, 
and  corporate  re- 
cruiters suggest  that 
the  next  year  could  be 
Cisco's  most  challeng- 
ing yet.  For  years,  the 
company  ran  circles 
around  rivals  such  as 
Lucent  Technologies  in 
the  communications- 
equipment  market. 
Now,  the  rapid 
changes  in  Internet 
technology  have  Cisco 
facing  some  of  the 
same  difficulties  as  its 
older  brethren.  How 
does  it  keep  up  with 
more  nimble  upstarts 
such  as  Juniper?  How 
can  it  move  quickly 
with  35,000  employ- 
ees— almost  double 
the  number  of  a  year 


ago?  And  how  will  Cisco  keep  up  witl 
the  demands  of  new  phone-company  an  * 
tomers  when  Chambers  and  other  to 
execs  have  to  spend  much  of  their  tim 
serving  a  large,  lucrative  customer  bas 
in  the  corporate  market? 

Chambers,  Cisco's  irrepressible  CE( 
says  fears  about  the  company's  prospect 
are  overblown.  While  he  worries  that 
prolonged  stock  drop  could  dampen  en 
ployee  morale  in  the  short  term,  he's  nc 
losing  any  sleep  over  it.  He  says  th 
company  has  too  many  things  going  fc 
it:  strong  technology  and  products,  a  tigl 
relationship  vdth  corporate  customer 
and  businesses  that  are  growing  in  evei 
region  of  the  globe  that  Cisco  compet 
in.  "If  we  can  maintain  30%  to  50%  [re 
enue  and  earnings]  growth,  the  stoc 
will  take  care  of  itself,"  he  says. 

As  for  those  who  have  left  the  cor 
pany.  Chambers  argues  that  many  simp 
wanted  a  slower  pace  of  life  after  yea 
at  the  hard-charging  company.  He's 
confident  that  most  of  his  top 
lieutenants  are  staying 
put.  Chambers,  for 
example,  recent- 
ly    persuaded 


HEADACHE? 


CEO 
Chambers  insists 
Cisco  has  too 
much  going  for  it 
to  worry.  "We 
have  never 
been  better 
positioned,"  he 
says-and  many 
outsiders  agree 


dm 
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senior  Vice-President  Mario  Mazzola  to 
itay  by  putting  him  in  charge  of  a  new 
init  developing  network-storage  gear. 

And  acquisitions?  Chambers  says  the 
»ear  market  in  tech  stocks  has  hit  up- 
tart  ecjuipment  makers  even  harder  than 
yisco,  so  the  company  will  be  able  to 
luy  companies  when  it  needs  to. 
''f)undry  Networks'  stock,  for  example, 
las  tanked  66%  from  its  high,  and 
lycamore  Networks'  stock  is  dowTi  67%. 
If  we  execute  well,  we  will  control  our 
wn  destiny,"  he  says. 

Most  important,  Chambers  thinks 
Msco  is  inextricably  linked  with  the 
coming  popularity  of  the  Internet.  He 
elieves  businesses  no  longer  view 
pending  on  networking  gear  as  an  ex- 
ense  but  as  a  strategic  investment, 
'hambers  argues  that  Cisco  has 
redibility  with  customers 
ecause  it  uses  the 
let  to  improve 
s  own  busi- 
And 


pany's  three-year-old  Internet  Business 
Solutions  Group,  he  says,  is  stoking  de- 
mand by  showing  customers  how  to  im- 
prove productivity  using  Cisco  gear.  Cis- 
co is  "at  the  center  of  the  next 
industrial  revolution,"  he  says.  "We  have 


CISCO'S  SLIDE 

After  soaring  over  the  past 
five  years,  Cisco's  stock 
has  dropped  38%  since 
iVIarch,  making  it  more 
difficult  for  the  company 
to  make  acquisitions 
and  retain 
employees. 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


never  been  better  positioned." 
There  are  good  reasons  not  to  bet 
against  Chambers.  When  Lucent  and 
Nortel  began  buying  data-networking 
companies  several  years  ago,  many  pun- 
dits predicted  the  phone  giants  would 
pulverize  Cisco.  But  Chambers  aggres- 
sively pursued  yotmg  phone  companies, 
persuading  them  to  build  networks 
around  the  Web  rather  than  using  tradi- 
tional phone  gear.  At  the  same  time,  cor- 
porate sales  started  to  climb  again  after 
slowing  to  near  single-digit  growth  in 
1997.  "Cisco  has  shown  time  and  time 
again  that  they  can  weather  these  kinds 
of  storms,"  says  analyst  Chris  Stix  of 
Morgan  Stanley  Dean  Witter. 

Many  outsiders  agree.  With  its  80% 
share  of  the  market  for  corporate  net- 
working gear  and  a  growing  business 
selling  to  phone  companies,  Cisco  looks  as 
if  it's  on  track  to  meet  Wall  Street's  ex- 
pectations near-term.  And  though  Cis- 
co's turnover  rate  has  crept  up,  it's  still 
only  half  the  average  at  other  tech  com- 
panies. No  one  is  expecting  "gloom  and 
doom  for  Cisco,"  says  C.  Richard  Kram- 
lich,  founding  partner  of  venture  firm 
New  Enterprise  Associates,  which  has 
sold  six  companies  to  Cisco. 

Yet  the  company's  very  success  has 
created  some  of  its  biggest  challenges. 
Cisco  has  eaten  its  way  to  the  top  of 
the  networking  food  chain  by  making 
scads  of  acquisitions.  While  that  has  giv- 
en it  entree  into  new  markets,  it  also 
has  created  a  hodgepodge  of  cor- 
porate cultures.  "Cisco 
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looks  like  the  bar  scene  from  Star 
Wars"  says  recruiter  Price.  "A  lot  of 
people  don't  want  to  be  part  of  that." 
Piul  of  the  reason  is  a  growing  con- 
cern that  Cisco  may  be  getting  too 
big  to  move  fast.  A  former  software 
developer  for  Cisco's  corporate  switch- 
ing unit  says  some  employees  feel 
"boxed  in"  by  an  increasing  amount  of 
drudgery.  For  example,  it  now  takes 
twice  as  long — about  four  hours — to 
change  one  line  of  code  in  the  soft- 
ware that  runs  Cisco's  routers  and 
switches  because  the  program  is  so 
large  and  cumbersome.  "It  was  getting 
tough  to  be  productive,"  says  the  em- 
ployee, who  left  Cisco  in  August  for 
startup  TiMetra  Networks. 

Worse,  corporate  recruiters  say  senior 
execs  are  exiting  Cisco  as  never  before. 
Price  says  his  firm  has  lured  away 
three  vice-presidents  in  the  past  two 
months.  One  of  them  is  Kevin  Smith, 
who  headed  optical-manufacturing  op- 
erations and  left  to  take  a  similar  role 
at  Redback.  Smith  won't  talk  about 
why  he  left,  but  he  helped  the  up- 
start manufacture  two  new  Net-equip- 
ment products  that  contributed  nearly 
half  of  Redback's  third-quarter  sales  of 
$81  million.  "He  made  our  quarter," 
says  Chief  Financial  Officer  Craig 
Gentner. 

A  weak  stock  price  also  could  make 
it  difficult  for  Cisco  to  catch  up  in  key 
markets.  For  example,  Cisco  has  been 
trying  to  move  more  aggressively  into 
the  market  for  optical  gear,  but  the 
companies  with  the 
latest  technology 
are  expensive. 
Corvis,  which 
makes  optical 
routers  for  the 
long-distance  mar- 
ket, has  a  market 
cap  of  $20  billion — three  times  more 
than  Cisco  has  ever  paid  for  a  compa- 
ny. Cisco  considered  buying  on  I,  an- 
other maker  of  optical  gear,  but  the 
company  decided  to  go  public  instead 
and  is  worth  $9  billion.  Because  of 
such  sky-high  valuations,  optical  com- 
panies have  "got  stars  in  their  eyes," 
says  Mike  Volpi,  Cisco's  chief  strategy 
officer,  who  oversees  acquisitions. 

To  reach  the  stars,  Cisco  might 
have  to  find  another  way — say,  throw- 
ing in  a  bundle  of  cash  to  close  an  ac- 
quisition. On  Oct.  20,  Cisco  used  a 
combination  of  stock  and  cash  when  it 
bought  the  broadband-software  unit 
of  CMS  Internet  Inc.,  for  $170  million. 
Cisco's  Volpi  insists  that  the  company 
will  do  whatever  it  takes  and  will  not 
change  its  acquisition  strategy.  "We 
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plan  to  be  equally  aggressive,"  even  if 
that  means  diluting  earnings  with  a  large 
optical  purchase,  says  Volpi.  "If  we  decide 
to  do  some  optical  deals,  those  wiR  be  ex- 
pensive, but  our  customers  expect  us  to 
be  in  those  businesses."  For  now,  Cisco 

WHERE  THE  TROUBLE  IS 

The  networking  giant  is  showing  some 

unusual  signs  of  weakness,  especially  in 

the  router  market,  the  gear  that  directs 

traffic  on  the  Internet. 


LOSING  ITS  LOCK  ON  ROUTERS 


Cisco  controls  over  80%  of  the  $3  billion 
market  for  routers  used  in  corporate 
networks.  But  it's  losing  ground  in  high-end 
routers,  largely  used  by  phone  companies. 
Its  share  of  that  $2  billion  market  fell  to  75% 
last  quarter  from  80%  in  the  previous  one. 


FAR  BEH  ND  N  OPT  CS 


Cisco  has  a  measly  3%  share  of  the  fast- 
grovdng,  $25  billion  optical  market.  It 
is  filling  out  its  product  line  through 
acquisitions  and  should  top  revenues  of 
$1  billion  in  optics  this  fiscal  year,  up  from 
zilch  two  years  ago. 


WEAKER  STOCK 


Cisco's  stock  is  down  38%  from  its  peak  in 
March,  making  it  harder  to  retain  employees 
and  to  make  acquisitions.  And  Cisco  has 
to  pony  up  more  shares  of  stock  to  make 
acquisitions  than  in  the  past,  which  dilutes 
the  equity  stakes  of  existing  shareholders. 


GROWING  BUREAUCRACY 


Cisco  has  been  superbly  managed,  with 
operating  margins  that  averaged  24.9% 
over  the  past  five  years,  compared  with  4.9% 
for  Nortel  and  5.3%  for  Lucent.  But  Cisco's 
workforce  has  doubled  in  the  past  year, 
to  35,000  employees,  making  it  tough  to  act 
fast  in  a  changing  technology  landscape. 


ANTE  UP 


Optical-gear  makers  have  "stars 
in  their  eyes,"  says  Volpi,  who 
oversees  acquisitions  for  Cisco 

hopes  to  gain  ground  in  the  optical 
market  by  rolling  out  gear  it  nabbed 
as  part  of  its  acquisitions  of  Cerent 
and  Queyton  Systems  last  year.  Cer- 
ent, which  Cisco  bought  for  $7  bil- 
lion, is  generating  $1  billion  in  sales 
per  year. 

"PAINFUL"  It  could  also  be  tough  for 

Cisco  to  catch  up  to  Jumper,  the  biggest 

threat  on  the  horizon.  Juniper  is  gainin; 

share  in  the  market  for  big  Internet 

routers,  one  of  Cisco's  most  lucrativi 

businesses.  The  upstart  boosted  its  shan 

of  the  $2  billion  market  to  20%  in  th 

past  quarter  from  17%,  while  Cisco's 

share  dropped  to  75%  from  80%.  Al 

though  Cisco  has  reorganized  its  tean 

that  builds  big  Internet  routers  anc 

upped  its  product-development  bud 

get,  it  won't  match  Juniper's  produc 

speeds  until  at  least  March  or  April 

"It  has  been  painful  to  watch  a  com 

pany  with  that  many  resources  re 

peatedly  stub  their  toe"  on  router  de 

velopment,  says  Mike  O'Dell,  chie 

scientist  at  WorldCom  Inc.'s  uuNe 

service.  Cisco  was  once  the  primar 

supplier  of  uuNet's  routers,  but  nov 

Juniper  is  its  No.  1  source. 

Cisco's  ability  to  acquire  new  tec^ 
nology  is  crucial.  Every  year,  the  con 
pany  gets  30%  to  50%  of  its  sale 
from  products  it  didn't  have  1 
months  before.  Given  how  fast  th 
networking  industry  changes  and  th 
breadth  of  gear  customers  need,  Cit 
CO  can't  make  all  it  needs  by  itself. 
Cisco  can't  buy  startups  on  the  chea] 
it  may  have  to  spend  more  than  tli 
14%  it  now  spends  on  R&D.  That  cou 
crimp  the  bottom  line. 

The  current  difficulties  have  sorr 
institutional  investors  worried.  Bonn 
had  long  counted  Cisco  among  his  ti 
10  holdings  before  he  bailed  out  t^ 
year.  The  University  of  California  E 
dowment  &  Employee  Retireme 
Fund  also  has  been  paring  its  Cis 
holdings  throughout  2000,  says  Ji 
Cottle,  the  fund's  technology  analy; 
Although  it  still  owns  more  than  $1 
million  in  Cisco  shares,  that's  less  th; 
half  of  what  it  held  at  the  beginni 
of  the  year.  To  fly  high  again,  Cha: 
bers  needs  to  convince  people  su 
as  Cottle  that  Cisco  is  not  only 
great  company  but  also  a  grej 
investment. 

Bif  John  Sliiiial 
San  Mateo,  Ca 
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Presenting  NetWorth.  A  free  online  service  for  Morgan  Stanley  Dean  Witter  clients. 

NetWorth  automatically  collects  and  calculates  your  banking  and  investment  accounts  and 
puts  them  on  one  single  page,  in  one  convenient  online  location.  Checking  and  savings 
accounts.  Mutual  funds.  401  (k).  Credit  cards.  Mortgage  and  car  loans.  Not  just  your  net 
assets.  Your  net  worth.  All  on  one  page,  updated  continuously.  So  you  always  know  where  you 
stand.  24/7.  It's  completely  free.  Available  exclusively  to  our  clients.  And  all  from  the 
company  that  measures  success  one  investor  at  a  time.  Log  on  to  msdw.com/networth  or  call 
1-877-MSDW-COM.  NetWorth.  One  more  reason  to  move  your  money.  And  get  well  connected. 
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AT&T:  BREAKING  UP 
IS  STILL  HARD  TO  DO 

^  Armstrong  takes  a  chisel  to  the  company,  which  pieces  can  succeed  on  their  own? 


It  was  little  more  than  two  years 
ago   when   AT&T  ceo   C.   Michael 
Armstrong  unveiled  a  daring  strat- 
egy to  remake  the  struggling  long- 
istance  company.  In  a  June,  1998,  press 
inference,  Armstrong  stood  grinning 
^  he  said  he  would  spend  $48 
illion  to  acquire  Tele-Commu- 
ications  Inc.  The  plan:  to  use 
ible-TV  networks  to  deliver 
roadband  Internet  access  and 
'cal  phone  service.  To  aid  his 
luse,  Armstrong  then  cut  a 
2al  to  spend  $58  billion  to  buy 
ible  provider  MediaOne  Group.  We 
vill  bring  to  people's  homes  the  first 
illy  integrated  package  of  communica- 
ons,  electronic  commerce,  and  video 
itertainment  services,"  he  said  at  the 
me  of  the  TCI  deal.  "And  [we]  will  do 
with  the  quality  and  reliability  that 
iople  have  come  to  expect  from  AT&T." 
Or  maybe  not.   In  a  more  somber 
eeting    at  a  New  York  hotel  on  Oct. 
i,  Armstrong  announced  a  breakup  of 
"&T  that  will  put  an  end  to  his  soup-to- 
uts strategy  of  offering  communica- 
ons  services  from  a  single  company. 
"&T  will  be  split  into  four  pieces:  wire- 
ss,  cable  TV,  consumer,  and  business 
■rvices.  The  imits  all  will  have  separate 
anagement  teams  and  shareholders, 
though  the  consumer  operation  will 
!  a  tracking  stock  of  the  business  unit, 
le  four  divisions  will  continue  to  co- 
lerate  on  some  marketing  efforts,  but 
e  free  to  compete  against  one  another. 
£LTDOWN.  Armstrong  says  this  is  the 
■st  way  to  ensure  that  each  unit  fo- 
ses  on  building  its  own  business,  while 
all  Street  can  evaluate  better  the  per- 
*mance  of  each.  "The  creation  of  these 
ir  companies  is  the  foundation  for  a 
th  to  value  creation,"  he  says.  "The 
arney  hasn't  been  simple,  but  I  be- 
ve  it  will  be  successful." 
Will  it?  The  restructuring  is  no  mag- 
bullet.  And  it's  unlikely  that  execs 
10  have  been  missing  their  financial 
rgets  as  part  of  AT&T  will  suddenly 
come  capable  of  hitting  them  now 
at  they're  on  their  own.  Moreover, 
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the  four-way  split  promises  to  be  a 
tremendous  distraction  for  the  next  two 
years  for  even  the  most  ardent  of  these 
managers.  Salomon  Smith  Barney  ana- 
lyst Jack  B.  Grubman  downgraded 
AT&T's  stock  to  neutral  the  day  of  Arm- 
strong's announcement,  his  sec- 
ond downgrade  of  the  year. 
"The  business  is  melting 
down,"  says  Grubman. 

Armstrong     is     under 
tremendous  pressure  to  fix 
AT&T's  flagging  stock  price. 
The    company's    shares 
have   tumbled    62%   from 
their  peak  last  year,  to 
$24,  and  are  trading  at 
20%  less  than  when 
Armstrong  was 
hired       three 
years      ago 
Sharehold- 
ers     have 


dumped  the  stock  largely  because  new 
businesses,  such  as  broadband  Net  ac- 
cess and  local  telephone  service  over 
cable  networks,  are  not  growing  fast 
enough  to  offset  the  rapid  fall-off  in  con- 
sumer long-distance  revenues.  AT&T's 
revenues  are  expected  to  rise  about  6% 
this  year,  to  $66.9  billion,  while  net  in- 
come increases  7%,  to  $5.9  billion. 

Armstrong  bets  that  slicing 
and  dicing  AT&T  will  boost  its 
shares.  By  isolating  the  shrink- 
ing  consumer   long-distance 
business,  he  figures  the  other 
three  units  will  be  val- 
ued  more   highly. 
"AT&T  is  valued 
at  the  lowest- 
common  de- 
nomina- 
tor,"   he 
says. 
Arm- 
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AT&T  shares  have  tumbled  62% 
from  their  peak  last  year,  to  $24,  and  are  20%  less 
than  when  Armstrong  was  hired  three  years  ago 
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strong  also  argues  tliat  the  ivstructuring 
isn't  just  about  pleasing  Wall  Street:  It 
makes  good  strategic  sense,  too.  Having 
separate  stocks  could  helj)  the  businesses 
raise  capital,  while  giving  stock  options  to 
execs  so  their  compensation  is 
more  closely  tied  to  their  per- 
formance. More  important,  lead- 
ers at  each  business  will  be  on 
the  hot  seat.  "It's  easy  to  not 
be  personally  accountable  [at 
AT&T  now],"  says  Armstrong. 

The  tough-talking  ceo  bris- 
tles at  the  notion  that  the  restructuring 
is  a  complete  reversal  in  strategy.  "I 
find  that  not  only  wrong,  but  offensive," 
he  says.  Ai-mstrong  argues  that,  three 
years  ago,  AT&T  had  nothing  more 
than  a  long-distance  business.  Now 
it  has  a  network  for  local  telephone 
facilities  in  much  of  the  country, 
more  capabilities  for  delivering  data 
and  Net  services  to  corporations, 
and  a  broadband  Net-access  busi- 
ness for  consumers,  "at&t  now  has 
a  future,"  he  says.  "If  we  hadn't 
done  this,  AT&T  would  have  been  in 
systemic  decline." 

The  American  telecom  flagship  is 
hardly  the  only  phone  company 
that's  struggling  these  days.  Tele- 
com players  have  been  steadily  in- 
creasing their  capital  expenditures 
in  recent  years  in  hopes  that  fast- 
growing  new  services  such  as  data 
and  wireless  will  produce  booming 
revenues.  But  revenues  have  been 
rising  more  slowly  than  expected,  in 
part  because  prices  are  collapsing 
in  the  once-lucrative  long-distance 
business.  WorldCom  Inc.  is  also 
planning  to  get  out  of  consumer 
long  distance.  "The  ground  rules  in 
telecom  have  changed,"  says  Mark 
Herskovitz,  a  senior  portfolio  man- 
ager at  mutual-fund  giant  Dreyfus 
Corp.  "Everybody  is  trying  to  fig- 
ure out  what  they  should  do." 
CRIMPED.  Certainly,  at&t  has  caused 
many  of  its  own  problems.  The 
business-services  division  suffered 
earlier  this  year  when  a  reshuffling 
of  the  sales  force  resulted  in  poor 
customer  service  and  the  loss  of 
several  big  accounts.  That  crimped 
sales  growth  to  about  5%  this  year, 
while  the  industrywide  sector  grew 
about  10%.  The  rollout  of  local  tele- 
phone service  through  cable  chan- 
nels has  proved  more  costly  and 
complicated  than  Armstrong  antici- 
pated. AT&T  will  likely  hit  its  target 
of  at  least  500,000  cable-phone  sub- 
scribers by  yearend — but  only  be- 
cause the  company  agreed  to  give 
away  the  service  for  five  months  in 
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some  markets.  "I  don't  consider  that 
marketing  genius,"  says  Brian  Adamik 
of  Yankee  Group  Research  Inc.  "You 
can  sell  anything  for  free." 

Given  such  missteps,  what  are  the 
prospects  for  the  various  pieces 
of  the  company?  at&t  Wireless 
may  have  the  brightest  future. 
This  year,  its  revenues  are  ex- 
pected to  grow  at  a  30%  clip, 
to  $10  bilhon.  It  is  the  coun- 
try's third-largest  wireless  com- 
pany,  with   11.4   million   cus- 
tomers, after  Verizon  Wireless  and  the 
wireless  joint  venture  created  by  SBC 
Communications  and  BellSouth  Corp. 
Still,  AT&T  Wireless  has  a  big  advan- 

HOLD  THE  PHONE 

Here's  a  look  at  how  Mike  Armstrong  plans 
another  breakup  of  at&t: 


BUS  NESS  SERVICES 


Revenues:  $29  billion 

The  unit,  which  will  retain  the  coveted  at&t  net 
work,  will  sell  local,  long-distance,  data,  and 
Internet  services  to  businesses.  It  has  lost 
customers  of  late,  but  it  has  the  potential  to  be 
the  most  valuable  piece  of  at&t.  Its  revenues 
are  expected  to  grow  5%  to  10%  a  year. 


CONSUMER  SERVICES 


Revenues:  $19  billion 

This  is  the  millstone  around  Armstrong's 
neck.  The  prime  reason  he's  breaking  up 
AT&T  is  that  shrinking  revenues  in  consumer 
long  distance  are  restricting  overall  revenue 
growth.  Consumer  revenues  this  year  are  drop 
ping  by  11%,  down  from  $22  billion  last  year. 


W  RELESS  SERVICES 


Revenues:  $10  billion 

The  wireless  business,  growing  30%  a  year, 
could  be  a  star.  It  sold  stock  this  year,  raising 
$10  billion  that  will  help  it  buy  the  licenses 
and  the  technology  for  mobile  Web  services. 


BROADBAND  SERVICES 


Revenues:  $9  billion 

This  includes  cable-TV 
operations  acquired  over  the 
past  two  years.  It  also  has 
two  promising  businesses: 
broadband  Net  connec- 
tions and  local  phone 
service  over  cable. 
Revenues  should  grow  about  15% 
annually  for  the  next  few  years. 

DATA  SALOMON  SMITH  BARNEY 


tage:  It  has  ah-eady  raised  $10  billion  by 
seUing  stock  earlier  this  year  Both  ol 
the  other  companies  hope  for  initial  pub- 
lic offerings,  but  the  stock  market  has 
become  so  telecom-averse  that  it's  not 
clear  whether  they'll  be  able  to.  Verizon 
Wireless  has  just  announced  it  will  post- 
pone its  planned  IPO.  With  its  bulging 
coffers,  AT&T  Wireless  may  be  able  tc 
move  faster  than  its  rivals  in  acquiring 
the  licenses  and  technology  to  offei 
wireless  Web  services. 
DUMPED.  AT&T's  cable-TV  properties  hav( 
decent  prospects.  Cable  TV  remains 
lucrative  monopoly  in  most  parts  of  th( 
country.  The  unit  also  will  sell  broad 
band  Net  connections  and  local  phone 
service  over  the  cable  network 
Many  experts  think  an  independen 
cable  operation  will  simply  dum] 
the  local  phone  effort  because  it's  s 
expensive.  But  the  broadband  Ne 
business  could  contribute  $1.2  bilUo 
in  revenues  in  2003,  or  about  10*; 
of  total  revenues,  according  to  Ss 
lomon  Smith  Barney. 
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TURNAROUNDS 


LUCENT:  CLEAN  BREAK, 
CLEAN  SLATE? 

The  ailing  company  has  tossed  out  its  CEO.  That's  step  one 




current  first  quarter,  normally  a  strong 

period  for  the  firm,  will  be  down.  The 

stock  is  now  trading  at  about  $21 

share,  a  level  not  seen  since  1998.  Anc 

Moody's  Investors  Service  has  placed  if 

the  ratings  of  Lucent  debt  under  re 

view  for  a  possible  doviTigrade.  Worst  o:  J 

all,  it  has  been  completely  bested  bj  » 

archrival     Nortel     Networks  d 

Corp.  in  the  key  market  for  op  r 

tical-fiber  telephone  switches.  fA 

The  contrast  with  Nortel  is  e 

what  stings  Lucent  execs  th(  t 

most.  It  was  only  a  few  year  f 

ago  that  Nortel  was  the  Indus  )  i 

try  dog.  But  then,  a  bet  thi  in 

company  made  in  1995  started  to  pa;  b 

off.  Nortel  had  decided  back  then  t  ai 

build  network  gear  that  would  zap  dat  Ja 

at  speeds  of  10  billion  bits  per  secon  e 

through  a  single  strand  of  optical  fibe:  B 

Nortel's     phone-company     customer  f 

weren't  asking  for  anything  nearly  tha  e 

fast,  but  they  liked  what  they  saw.  Tc  fla 

day,  Nortel  has  45%  of  the  explodin  an 

optical  transmission  switch  market.  Thi  ij 

compares  with  just  15%  for  Lucen  it 

which  decided  in  1996  to  develop  a  slov  ipt 

er  switch  precisely  because  its  cui  tt 

tomers  weren't  asking  for  anythin  ^ 

faster. 

Nortel  hasn't  escaped  the  market  ; 
vagaries.  Its  shares  got  pummeled  aft<  tf! 


Henry  Schacht  has  already  scored 
one  victory  as  the  newly  named, 
and  returning,  CEO  of  Lucent 
Technologies.  On  Oct  24,  the  day 
after  the  troubled  company  announced 
the  ouster  of  Richard  McGinn  and 
the  appointment  of 
Schacht,  the  new 
CEO  broadcast  a 
speech  from  the 
Murray  Hills 
(N.J.)  headquar- 
ters to  about 
56,000  of  Lu- 
cent's   120,000 
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employees.  Schacht,  who  had  headed 
the  company  from  1995  to  1997,  was 
understandably  concerned  about  his  re- 
ception at  Lucent.  After  all,  the  compa- 
ny had  just  announced  that  the  fourth 
quarter  in  a  row  would  not  meet  pro- 
jections, and  the  stock  had  lost  70%  of 
its  value  in  a  year.  What  he  got,  from 
about  600  employees  in  the 
auditorium  and  an  additional 
1,000  in  the  cafeteria,  was  a 
standing  ovation.  "I  couldn't 
get  through  the  cafeteria 
when  I  went  to  lunch,  and 
that  was  really  heartwarm-       -ri  ibiiji/\ii 
ing,"  Schacht  told  business       TURMOIL 
WEEK  in  an  interview.  "You  can  just 
feel  the  energy  in  the  whole  place. 
We're  on  our  way." 

If  that's   true,    Lucent's 
customers,  employees, 
and     shareholders 
can  only  breathe  a 
sigh  of  relief.  The 
company  that  could 
seemingly    do    no 
wrong  in  the  first 
three  years  after  it 
was  spun  off  from 
AT&T  in  1996  seri- 
ously lost  its  way 
in  2000.  It  has  ad- 
mitted   that    the 


CAN  THIS 
BUSINESS  BE 
SAVED? 

Lucent's  problem  areas 


OPTICAL  NETWORKII  tt 


PROBLEM  Lucent  ble  EM 
with  its  1997  decisior 
design  new  switches  f 
capacity  rather  than  s 
Nortel  went  the  other 
and  now  has  43%  of 
$6  billion  world  marki 
Lucent's  15%. 


SOLUTION  Lucent  coi 
back  customers  with  it 
of-the-art  LambdaRoLiti 
cat  switch.  Its  micro- m 
tilt  to  steer  light— but  t 
market  may  not  be  thei 


announced  slower-than- 
xpected  sales  growth  in 
le  third  quarter  on  Oct. 
4.  But  "slow,"  in  this  case, 
:ill  meant  an  impressive 
2%.  And  for  optical  net- 
'orking  alone,  growth  last 
uarter  was  almost  90%. 

Lucent  now  rues  the  de- 
sion  to  settle  for  less 
-ansmission  speed.  And 
le  67-year-old  Schacht, 
netime  CKO  of  Cummins 
ingine,  is  quick  to  ac- 
nowledge  that  he  is  as 
luch  at  fault  as  McGinn. 
3f  course.  I  was  cEO  through  1!)97." 
fow  he's  determined  to  rectify  that 
ery  big  mistake.  Schacht  says  he  is 
lanning  one-on-one  meetings  with  Lu- 
jnt's  customers  and  is  reviewing  all 
le  processes  now  in  place  with  an  eye 
)  streamlining  Lucent's  cumbersome 
;ructure.  But  Schacht's  position  is  only 
!mporary.  While  moving  to  fix  what  is 
roken,  he  will  also  be  part  of  a  search 
ir  a  permanent  ceo. 
rANDARDS.  Whoever  takes  over,  he  or 
le  will  inherit  a  work  in  progress.  Un- 
ir  McGinn,  Lucent  embarked  on  an 
•ganizational  overhaul  in  September. 
J  head  up  key  divisions,  it  has  ap- 
nnted  some  aggressive  new  outsiders 
ho  are  not  mired  in  the  company's  bu- 
■aucratic  mind-set.  One  of  those,  Chief 
inancial  Officer  Deborah  C.  Hopkins, 
je  45,  arrived  from  the  same  position 

Boeing  Corp.  in  April.  She  is  put- 
ig  in  place  a  company-vdde  standard 
r  evaluating  a  product's  profitability, 

placing  the  piecemeal,  business-by- 
isiness  method  used  before.  The  com- 
iny  is  also  chopping  away  at  manage- 
ent  layers,  more  closely  tying 
mpensation  to  performance  and  trying 

better  integrate  its  vaunted  Bell 
lbs  viith  product-development  teams. 

All  of  this  activity  stems  from  Lu- 

nt's  realization  that  it  has  to  do  a  lot 
ore  than  catch  up  in  optical  gear.  Get- 
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McGinn  had  begun  an 
overhaul  in  September 

ting  back  into  that  key 
market  sector  is  certainly 
critical.  But  the  world's 
largest  telecom-equipment 
maker  actually  has  a  more 
cosmic  task:  It  must  re- 
make itself  into  a  company 
that  can  be  quick  to  re- 
spond to  market  needs, 
quick  to  deliver  new  tech- 
nology, and  far  less  bu- 
reaucratic. And  it  has  to  do  all  of  this 
while  suffering  from  a  20%  turnover 
rate  that  is  siphoning  off  top  talent. 

Granted,  such  an  overhaul  has  been 
prescribed  for  just  about  every  lum- 
bering Old  Economy  behemoth.  But  Lu- 
cent has  unique  problems.  For  all  but 
the  last  four  years  of  its  122-year  his- 
tory, it  served  as  the  captive  equip- 
ment division  of  its  largest  customer: 
AT&T,  the  world's  biggest  phone  com- 
pany. In  that  role,  the  division  that  be- 
came Lucent  was  more  likely  to  tell  its 
customers  what  technology  they  needed 
than  listen  to  their  requirements.  Its 
salespeople  had  to  do  little  more  than 
vmte  up  orders.  And  it  never  had  to 
worry  about  satisfying  Wall  Street. 
"Lucent  had  no  track  record  of  operat- 
ing as  a  publicly  traded  company,  and 
when  you  think  about  it,  that  transi- 
tion is  enormous,"  says  an  industry  ex- 
ecutive who  has  worked  for  the  pre- 
independent  Lucent  and  its  competitors. 
"Suddenly,  your  accountability  to  the 
markets  is  an  issue,  and  so  your  plan- 
ning horizons  have  to  change.  It's  a  to- 
tally different  way  of  thinking  and  op- 
erating and  Lucent  just  did  not  have 
that  legacy." 

Lucent  must  also  deal  with  a  mar- 
ket that  has  changed  radically  in  the 
past  three  years.  It  can  no  longer  sur- 
vive on  the  gold-plated,  end-to-end  voice 


IRCUIT  SWITCHING 


.EM  Lucent  may  be 
this  market,  but 
d  is  slowing  for 
mal  voice  switches, 
ucent's  habit  of 
;  to  its  own 
lers  has  resulted 
:  of  bad  debt 
nerging  phone 
lies. 

i'iON  Lucent  wants 
nphasize  voice 
!s  and  rein  in  lines 
it. 


DATA  NETWORKING 


PROBLEM  The  company  is 
way  behind  in  high-speed 
Internet  routers,  the  fastest- 
growing  segment  of  this 
market.  Cisco  and  Juniper 
are  nabbing  all  the  action. 

SOLUTION  New  routers 
from  recent  acquistions 
may  help  it  get  into  the 
game.  And  it's  still  the 
leader  in  selling  data 
equipment  to  communi- 
cations carriers — albeit 
older  technology. 


CORPORATE  CULTURE 


PROBLEM  Despite  all  the 
talk  of  its  liberation  in  the 
spin-off  from  AT&T,  the 
bureaucratic  legacy 
survives.  The  result:  a 
crippling  brain  drain  and  a 
loss  of  confidence  among 
customers  and  investors. 

SOLUTION  Lucent  is 
streamlining  internal 
operations.  And  there's  still 
the  vaunted  Bell  Labs, 
whose  innovations  must  be 
put  to  better  use. 


networks  that  are  its  stock  in  trade. 
Voice  switching  is  simply  not  where  it's 
at  today,  and  Lucent  has  been  achingly 
slow  in  mastering  the  industry's  transi- 
tion to  data  networks.  Before  it  was 
able  to  ramp  up  sales  of  new  products, 
sales  of  its  older  voice  switches  fell  off 
the  table.  "It's  not  easy  to  grow  revenue 
when  the  technology  is  shifting  away 
from  your  big  product  lines,"  says  Kevin 
Kennedy,  head  of  competitor  Cisco  Sys- 
tems Inc.'s  phone-network  business  and 
a  former  Lucent  employee. 
100-DAY  PLAN.  Few  are  viilling  to  vmte 
the  company  off.  "They  are  chock-full  of 
very,  very  smart  people,"  says  Timothy 
Smith  of  market  researcher  Dataquest 
Inc.  "They  have  a  huge  installed  base 
and  a  lot  of  excellent  products."  And 
they  are  in  an  extremely  robust  indus- 
try. In  fact,  it  is  a  measure  of  how  deep 
Lucent's  problems  are  that  the  firm 
could  keep  reporting  dismal  earnings 
when  the  overall  market  is  so  strong. 

Lucent  is  determined  to  pull  itself 
apace  vdth  that  market.  And  it  may 
have  a  secret  weapon:  In  September, 
Lucent  named  Jeong  Kim  to  head  its 
optical  networks  business.  Kim,  40,  is 
the  founder  of  Yurie  Systems  Inc.,  a 
startup  circuit  switchmaker  bought  by 
Lucent  in  1998,  making  him  a  billionaire. 
Clearly  different  from  the  Lucent  lif- 
ers around  him,  Kim  says  he  decided 
to  stay  on  at  Lucent  because  "I  can  al- 
ways be  successful  as  an  entrepreneur. 
But  I  love  this  opportunity  to  turn  a 
large  organization  around." 

Kim  has  reorganized  the  group  into 
17  small  divisions  based  on  product 
lines,  with  managers  closely  matched  to 
customers  and  compensation  tied  to  per- 
formance. "We  are  much  more  focused 
on  the  products  than  Lucent  overall,"  he 
says.  His  goal:  to  improve  time  to  de- 
livery by  30%.  "I  have  a  100-day  plan," 
he  says. 

Kim's  entrepreneurial  spirit  is  sorely 
needed  at  Lucent,  and  he  is  convinced 
he  already  has  had  a  positive  effect  on 
morale.  He  recently  visited  a  Lu- 
cent plant  in  North  Andover, 
Mass.,  and  found  general  man- 
agers there  very  involved  in  sug- 
gesting ways  the  operation  could 
be  improved.  "They  were  really 
taking  ovmership  of  their  opera- 
tion. And  morale  was  running  re- 
ally high.  I  was  very  encouraged." 
High  morale  helps,  and  Schacht 
plans  to  nurture  it.  He  sees  Lu- 
cent's problem  now  as  one  of  "ex- 
ecution, not  development  of  the 
products."  But  in  reality,  the  prob- 
lem is  both.  Lucent  has  been  too 
slow  to  embrace  the  data  market 
and  still  doesn't  have  a  competi- 
tive product  in  certain  key  mar- 
kets, such  as  Internet  routers.  On 
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to{)  of  that,  Lucent  has  a  massive  cred- 
ibility problem.  Aft(>r  a  ftill  year*  of  pi-od- 
uct  delays  and  overly  optimistic  earn- 
ings projections,  it  must  regain  the 
confidence  of  both  customers  and  in- 
vestors. The  company  has  only  just 
started  shipping  (optical  switch- 
es that  are  competitive  with 
Nortel's  successful  product  line, 
and  it  has  yet  to  offer  a  com- 
petitive product  for  high-end 
Internet  transmission  gear.  Lu- 
cent has  also  spent  $32  billion 
in  stock  and  cash  on  some  38 
acquisitions,  with  few  marketing  suc- 
cesses to  show  for  the  buying  spree. 
EXODUS.  For  two  years,  Lucent's  fail- 
ures in  the  data  and  optical  equipment 
markets  were  masked  by  strong  growth 
in  its  core  voice-network  business.  But 
now  that  business  is  dropping  dramati- 
cally. In  fact,  Lucent  lost  $2  billion  in 
revenues  in  the  past  three  months  from 
just  two  big  phone  companies  that 
slowed  purchases  of  traditional  voice 
equipment.  Lucent  also  ran  into  trouble 
with  a  controver- 
sial effort  to 
goose  sales  by 
providing  hnes  of 
credit  to  phone 
carriers  to  buy  its 
equipment — $  1 .3 
billion  in  credit 
already  loaned 
out,  and  an  addi- 
tional $7.7  billion 
available.  Many  of 
these  carriers  are 
on  shaky  financial 
ground,  however, 
and  Lucent  has 
had  to  move 
money  into  its  re- 
serves to  cover 
the  bad  debts. 

CFO  Hopkins  is 
already  working 
to  rein  in  such 
handouts.  She 
wants  credit  to 
be  treated  like  a  bridge  loan,  v\dth  a 
clear  time  limit,  and  a  tougher  assess- 
ment of  the  borrower's  business  plan 
and  creditworthiness.  "We  want  to  make 
sure  we  are  lending  to  very  strategic 
partners,"  Hopkins  says.  "We  can't  do 
everything  for  everybody  anymore." 

Lucent  must  also  start  regaining  the 
trust  of  its  employees  if  it  wants  to 
stem  the  flood  of  talent  that  started 
rushing  out  the  door  as  soon  executives' 
pre-ipo  options  vested  on  Oct.  1,  1999. 
And  it  hasn't  done  any  better  at  hang- 
ing on  to  the  employees  that  came  on 
board  with  its  many  acquisitions.  Adopt- 


TELECOM 


ed  employees  who  have  headed  for  the 
doors  regularly  complain  that  they  found 
themselves  stifled  by  Lucent's  many- 
layered  management.  "There  are  a  lot  of 
top-level  people  trying  to  get  out  of  Lu- 
cent right  now,"  one  SUicon  Valley  head- 
hunter  says. 

A  typical  case  is  Ascend 
Communications  Inc.,  a  maker 
of  specialized  data-transmission 
gear  that  Lucent  purchased  in 
June,  1999.  At  the  closing,  Lu- 
cent passed  out  small  kites  to 
employees  with  the  words 
Ascending"  emblazoned  on 
them — but  Ascend  staffers  weren't  buy- 
ing. The  contrast  between  the  two  com- 
panies' corporate 
cultures  quickly 
became  evident  to 
Ascend  executives, 
who  were  used  to 
a  Silicon  Valley 
pace  of  product 
development  and 
marketing.  "It  was 


TURMOIL 

"We're 


Aggressive  outsiders 
such  as  CFO  Hopkins 
(above)  and  Kim, 
head  of  optical  switch 
systems,  could  give 
Lucent  a  boost 


clear  that  they  were  a  lot  more  into 
processes  than  we  were,"  says  one  for- 
mer Ascend  executive  who  left  a  vice- 
president  position  less  than  a  year  after 
joining  Lucent.  Today,  few  of  the  key 
Ascend  people  remain,  making  it  more 
difficult  to  design  the  next  generation  of 
gear 

Lucent's  executives  are  sounding  all 
the  right  turnaround  noises.  William  T. 
O'Shea,  vice-president  for  corporate 
strategy  and  business  development,  is  in 
charge  of  a  massive  effort  that  kicked 
off  this  past  summer  to  streamline  Lu- 
cent's businesses.  The  goal:  to  encourage 


entrepreneurship.  "We  are  putting  new 
people  in  charge  and  organizing  groups 
to  focus  their  energy  in  small  teams,"  he 
says,  rather  than  structuring  the  com- 
pany in  large,  often  uncommunicative, 
divisions.  And  the  company  is  includ 
ing  Bell  Lab  researchers  in  these  teams, 
to  make  sure  that  their  inventions  are 
properly  promoted.  "We  are  bringing  a 
much  broader  collection  of  people  to  the 
table  internally  to  make  strategic  deci 
sions,"  he  says. 

O'Shea's  first  order  of  business  is  tc 
recover  from  the  bad  bet  in  optics  that 
Lucent  made  in  1997.  Optical  switches 
and  related  gear  are  the  fastest-growing 
segment  of  the  industry  because  thej 
are  capable  of  car 
rying  voice,  data 
and  video  at  light 
ning-fast    speeds 
Nortel     has     th( 
lion's  share  of  thi 
market  because  i 
was  first  to  intro 
duce     high-spee( 
gear,  called  0C-l9i 
Lucent    has    jus 
started    shippin) 
its  oc-192  product 
and    so    far    ha 
signed  up  15  cufji 
tomers.      "We'v 
produced   a   vei 
competitive  oc-i 
product,  althoug 
it's  a  year  late 
says  O'Shea.  Th 
company    also 
well  on  its  way 
development 
the  next  generation  of  switche 
called  oc-768.  "Now  we  have  1 
start  building  our  credibility  vdt 
the  customers,"  he  says. 
WRONG  ROAD.  But  the  compar 
still  has  a  long  way  to  go  before 
inspires  confidence  again.  "I  give 
a     50-50     chance,"     says     Ma 
Lutkowitz,  the  head  of  optical  n 
working  research  for  Communicj 
tion  Industry  Researchers  Inc.  in  Ch; 
lottesville,  Va.  "They  went  down  t 
wrong  technology  road,  and  even  if  y 
correct  everything  overnight,  you  car 
turn  out  these  products  the  next  day 
Perhaps    Lucent's    toughest    tur| 
around   challenge  is  overcoming  t 
skepticism  that  now  surrounds  eve 
thing  it  does.  A  perfect  example  is  t 
assessment  by  many  outsiders  of 
cutting-edge  LambdaRouter.  This  is 
optical  switch  that  uses  mirrors  a 
fiber  optics  to  direct  beams  of  ligj 
over  long  distances  without  having 
convert  them  to  electronic  pulses 
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"How  are  you  ever 
going  to  pay  for  C011C2C 


tuition 


and  rCtirCmCriLr  The  answer  is  simple. 

a  financial  plan." 


Mark  Mitchell 
AXA  Advisors 


"'Am  I  keeping  up?'  People  in  their 
40's  often  panic  about  money. 
They  ask,  'Will  I  have  enough?' 
A  financial  plan  may  answer  those 
questions  and  helps  you  move  ahead. 
AXA  Advisors  is  about,  a  one-on-one 
relationship  with  a  professional. 
A  financial  plan  combined  with  an 
AXA  Asset  Account  helps  you  gain 
understanding  and  control.  "You  may 
be  a  little  behind.  It's  okay,  I  can 
help  you  catch  up."  Reach  one  of 
us  at  1(888)  AXA-INFO  (292-4636) 
or  visit  www.axa-advisors.com. 


Information  Technology 


costly  and  slowing  process.  It's  an  ele- 
gant technology,  and  Lucent  is  very 
bullish  on  the  product,  which  is  being 
tested  by  Global  Crossing  in  its  net- 
work. "This  is  going  to  be  a  key  prod- 
uct space  for  us  in  the  future,"  says 
O'Shea.  But  Robertson  Stephens  ana- 
lyst Paul  Silverstein  is  typical  of  the 


outside  view:  He  scornfully  dismisses 
the  device  as  "a  science  project.  The 
market  demand  is  not  there." 

Of  course,  that  is  what  Lucent  it- 
self said  a  few  years  ago  about  oo 
192 — proving  how  difficult  it  can  be  to 
call  the  future  of  this  market.  So  Lu- 
cent could  still  pull  itself  back  to  a 


leadershijj  position  in  the  next  go-rounc 
of  the  technology  battles.  Maybe  nex 
time,  it  will  do  a  better  job  holding  oi 
to  its  title. 

By  Catherine  Arnst  in  New  York 
with  Roger  O.  Crockett  in  Chicago  an 
Andy  Reinhardt  and  John  Skhiai  i 
San  Mateo,  Calif. 


WE  TRIED  TO  RUN  FASTER  THAN  WE  WERE  CAPABLE  OF' 


Henry  B.  Schacht,  67,  was  named 
CEO  of  Lucent  Technologies  Inc. 
on  Sunday,  Oct.  22 — during  an 
emotional  weekend  board  meeting  at 
which  Richard  A.  McGinn,  his  former 
protege,  was  ousted.  .Just  36  hours 
after  taking  office,  Schacht  talked  to 
BUSINESS  WEEK  Senior  Writer 
Catherine  Arnst  about  his  plans  to 
turn  the  company  around.  Here  are 
some  edited  excerpts: 

Q:    You  were  in  charge  of  the  compa- 
ny for  three  years  after  it  was  spun 
off  from  AT&T.    Do  you  take  any  re- 
sponsibility for  its  prohlemsl 
A:    Sure.  I  was  not  only  CEO  through 
the  end  of  1997  but  I've  also  been  a 
board  member  continuously  through- 
out that  process.  Of  course  I  do. 

Q:   How  do  you  address  concerns 
that  your  appointment  may 
mean  more  of  the  same? 
As  I  spent  the  first  26  hours  talk- 
ing to  our  people — because  that's 
the  key.  I've  talked  with  most  of 
our  major  customers  on  the 
phone,  and  I  think  they  have  a 
lot  of  respect  and  confidence  in 
the  company.  My  own  view  is  to 
look  forward — not  back.  I  think 
the  issue  is  basically  around  perform 


Q:  Why  has  execution  been  such  a 
problem? 

A:  I  think  we  tried  to  run  faster  than 
we  were  capable  of.  We  knew  we 
had  fragility  in  control  systems.  We 
knew  we  were  rebuilding.  We  just 
got  ahead  of  our  capacity  to  execute. 
This  is  going  to  be  a  transition  year, 
but  there  is  no  reason  that  it  should 
be  anything  more  than  that. 

Q:  Wfuit  lesson  did  you  learn  from 
your  mistake  hi,  optical  nuntehes? 
A:  We  were  listening  very  carefully 
to  our  customers.  But  for  reasons 
I'm  not  fully  convereant  with  yet,  we 


did  not  ask  the  question:  "Instead  of 
what  you're  asking  for,  what  would 
happen  if  we  could  give  you  this  kind 
of  capacity?"  And  shame  on  us — I 
mean  Us,  big  Us — for  not  realizing 
there  was  a  phase  change  available, 
that  we  knew  about  but  concluded 
the  market  wasn't  ready  for.  That  is 
a  classic  innovator's  dilemma,  and  we 
just  plain  missed  it.  Business  history 
books  are  full  of  people  who  weren't 
able  to  solve  that  dilemma,  and 
we've  just  written  a  new  chapter. 

Q:  Some  industry  analysts  see  that 
mistake  as  an  example  of  the  old 
"Bell  Head"  arrogance — i.e.,  "We 
know  whaVs  best  for  our  customers." 
A:  No,  no  no.  I  can  understand  how 


smack-on.  We're  back  to  execution. 
We've  got  to  get  the  people  together 
that  can  think  about  potential  solu- 
tions, decide  on  those,  and  get  it  be- 
hind you.  We're  going  to  be  operat- 
ing on  what  I  call  a  strategy  of 
roughly  right,  meaning  "Let's  not 
wait  until  we're  100%  sure.  You  are 
a  seasoned  group  of  people  who 
know  this  market  well.  Trust  your- 
self. Don't  get  doubtful  now." 

Q:    Wiiich  problem  area  will  you  ad- 
dress immediately? 
A:  Optical.  Jeong  Kim  [head  of  the 
optical  division]  and  I  met  for  a  cou- 
ple of  hours  yesterday  afternoon.  I 
like  what  I  see.  He's  a  terrific  per- 
son. We've  got  to  make  sure  we've 


Li  Our  strategy  of  Internet 
infrastructure,  optical,  and 
wireless  is  smack-on  n 

—  CEO  HENRY  SCHACHT,  Lucent  Technologies 


people  would  think 
that,  and  I  respect 
I  HBk.  their  judgment, 

but  I  don't  think  that's  true.  Our 
technology  people  absolutely  were 
committed  to  the  lOG  (optical 
switch).  They  knew  we  could  do  it, 
we  were  ahead  of  the  game,  we  had 
it  ready.  The  labs  guys  had  it  right, 
and  we  didn't  listen  to  them. 

Q:  Wlmt  do  you  expect  to  do  in  the 
next  few  weeks? 

A:  I  told  everybody  in  as  firm  a  voice 
as  I  can  muster  that  companies  only 
have  one  (^EO.  I  quite  consciously  did 
not  want  to  use  the  term  interim 
[cEO]  because  we  have  got  to  get 
people  energized  in  a  way  that  they 
aren't  on  idle,  waiting  for  a  new  per- 
son. Our  strategy  of  Internet  infra- 
structure, optical,  and  wireless  is 


got  enough  support  for  Jeong  Kim. 
We're  spending  a  lot  of  time  there. 

Q:  WJmVs  the  second  priority? 
A:  The  enthusiasm.  When  I've  strug- 
gled through  things  like  this  at 
previous  companies,  people  lose 
confidence,  and  they  start  slowing      ^\ 
down  right  when  they  ought  to  be 
reaccelerating. 

Q:  What  do  you  ivayit  in  a  new  CEO?\ 
A:  The  person  has  to  be  a  strategist 
and  a  tactician,  has  to  have  operating 
experience,  and  can't  get  bogged 
down  in  the  details.  You've  got  to 
have  a  person  who  has  a  real  aftlnit.^ 
for  operations.  We  shouldn't  be  in  a 
hurry  to  get  it  right.  When  you  go 
outside  you  always  have  to  be  supei^ 
careful,  because  it's  the  devil  you 
don't  know. 


Uifi^HiittUS8& 


in  the  surde 
^    economy    ^ 


the  faster  yoti^ 
Ihd  them  aw 
guickfer^  [ 


me  back 


Intel 


in  the  old  economy,  the  more  time  you  spent  with  your  customers  the  n!_:. 
loyal  they  became,  in  the  surge  economy,  long-term  customers  demand 
short-term  transactions,  which  is  why  intel"  internet  and  communications 
products  are  your  best  ally  for  keeping  customers  coming  back  online 
instead  of  waiting  in  one.  intef'  netstructure™  products  and  services  help 
speed  traffic  through  your  e-business,  click-to-talk  enabled  technology 
connects  online  buyers  to  customer  service  personnel  around  the  clock, 
so  accelerate  your  entire  e-business  with  internet  and  communications 
technology  from  Intel,  because  in  the  surge  economy,  good  things  come 
to  those  who  rush,  ^solutions  for  the  surge  economy  -♦  intel.com/go/eblzj 


IF  WE  PACKED  ANY  MORE  AIRLINES 
INTO  OUR  REWARDS  PROGRAM, 
YOU'D  HAVE  TO 
CHECK  IT  AT  THE  GATE. 


CfTIBAMO" 


With  our  rewards  program  you  don't  get  just  one  airline  to  use  your 
miles  on.  You  get  24  different  airlines-not  to  mention  their  partners. 
And  since  there's  no  mileage  cap  or  expiration  date,  you  have  the  power 
to  use  your  miles  as  you  wish,  when  you  wish.  Also,  to  help  you  any  time 
you  need  it,  we  make  sure  a  real  person  answers  the  phone,  24  hours  a 
day.  Should  your  business  trip  run  longer  than  expected,  don't  worry, 
we  give  you  the  convenience  of  an  extra  billing  period  to  pay  when  you 
need  it,  interest-free.  And,  of  course,  the  Diners  Club  Card  is  welcomed 
by  airlines,  hotels,  car  rental  companies  and  millions  of  other  places 
you  go.  Give  us  a  call  at  1  800  2  DINERS.  You'll  be  surprised  by  the 
amount  of  benefits  one  card  company  can  offer. 


Vg^^  Diners  Cluh'^ 
^^19  Intemationar    t»t 


BREAKING  THE  PLASTIC  Ml 


im  Citicorp  DinRis  Club  Inc        www  rJiiu;i'.(;lubu',  i;urn 
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OFTWARE 


i  TOUGH  TASKMASTER 
-OR  LEARNING  CO. 

an  turnaround  artist  Alec  Gores  succeed  where  Mattel  failed? 


n  1998,  Los  Angeles  investor  Alec 
Gores  acquired  the  customer-service 
arm  of  a  struggling  maker  of  word- 
ocessing  machines.  One  of  the  assets 
I  got  was  the  firm's  800  number,  800 
iLL  NBI.  The  last  three  letters,  the 
mpany's  initials,  also  happened  to  spell 
:i  on  a  telephone  keypad.  A  year 
:er,  a  representative  of  AT&T  called 
)res  and  offered  him  $550,000  for 
e  number.  AT&T  didn't  want  arch- 
^al  MCI  to  be  able  to  use  it.  Gores 
ok  the  money,  twice  what  he  had 
id  for  the  entire  business.  Says 
)res:  "There  are  hidden  assets  in 
ery  company." 

Gores  is  hoping  for  a  similarly 
eery  outcome  to  his  most  recent 
quisition,  the  troubled  Learning 
I.  In  mid-October,  Gores  acquired 
5  maker  of  entertainment  and  ed- 
itional  CD-ROMs  such  as  Wliere  in 
;  World  is  Carmen  Sandiego? 
m  Mattel  Inc.  The  toymaker  gave 
;  business  away  to  Gores  in  ex- 
mge  for  a  split  of  the  profits — 
)uld  there  be  any.  Learning  Co.  is 
ing  more  than  half  a  million  dol- 
3  a  day,  says  Mattel's  new  chair- 
n,  Robert  A.  Eckert.  To  finance 
■  deal.  Gores  has  pumped  more 
.n  $20  million  of  his  own  money 
3  Learning  Co.,  vowing:  "It  will 
profitable  in  six  months."  That's 
en  Gores  hopes  to  sell  the  pieces 
;he  company. 

HUNTING  TASK."  Gores  has  his 
^•k  cut  out  for  him  between  now 
i  the  spring.  In  May  of  last  year, 
ttel  paid  $3.5  billion  in  stock  for 
software  maker,  hoping  it  would 
nch  the  maker  of  Barbie  into 
V  high-tech  toy  markets.  But 
tming  Co.  turned  out  to  be  one 
he  worst  acquisitions  in  corpo- 
i  history.  Revenues  appear  to 
e  been  inflated  by  aggressive 
s  policies,  say  sources  close  to 
I  deal.  Soon  after  the  acquisition, 
-s  slumped  and  losses  piled  up. 
;ead  of  a  hoped-for  $50  milhon 
it  in  the  first  quarter  after  the 
lisition,  Mattel  announced  a  $50 
ion-plus  loss.  The  deal  cost  Jill 


E.  Barad  her  job  as  Mattel's  chairman. 
In  June,  Mattel  sold  the  company's  Cy- 
ber Patrol  unit,  which  makes  software 
that  prevents  kids  from  accessing  inap- 
propriate Web  sites,  for  $100  million  to 
.ISB  Software  Technologies.  But  Mattel 
couldn't  find  a  buyer  for  the  rest  of  the 


RULES  FOR  SAVING  A  COMPANY 

Alec  Gores,  who  has  bought  36  troubled 

companies,  is  putting  his  wisdom  to  work 

on  Learning  Co.,  a  maker  of  educational 

software.  Here's  his  recipe  for  success: 

BUY  COMPANIES  FROM  BIG  CORPORA- 
TIONS. Entrepreneurs  operate  cheaply, 
while  big  corporations  leave  room  for 
a  lot  of  cost-cutting. 

FOCUS  ON  EXISTING  CUS- 
TOMERS. Computer  Aided  De 
sign,  a  maker  of  clothiing-de- 
sign  software,  lost  money  on 
its  new  software  for  thie  auto 
and  retailing  markets.  Gores 
reemphasized  its  original  bus 
ness  and  sold  the  business  for  a 
400%  profit. 

DEVELOP  NICHE  MARKETS.  Farallon 
Communications  was  unprofitable  as  a 
maker  of  PC  networking  cards.  So 
Gores  targeted  wireless  networking 
devices  for  printers.  He  sold  the  com- 
pany for  a  seven-figure  profit. 

LISTEN  TO  EMPLOYEES.  Previous 
owners  of  Artemis  Management 
Systems  were  hesitant  to  move  the 
company's  software  onto  the  Web. 
Employees  said  it  was  a  good 
idea,  and  Gores  listened.  He  sold 
the  company  for  $60  million, 
six  times  what  he  paid. 

DON'T  SHOOT  FOR  THE 
MOON.  Texas  Instruments 
sank  $100  million  into  new 
software  to  control  an  entire 
chip  plant.  Gores  bought 
the  business  and  killed  the 
project.  The  business,  Ad- 
venta,  is  now  profitable. 


company,  so  it  dumped  it  on  Gores.  "It 
was  just  too  much  of  a  daunting  task  to 
turn  Learning  Co.  into  a  sellable  as- 
set," says  Robert  A.  Kotick,  chairman  of 
rival  entertainment  software  maker  Ac- 
tivision  Inc.,  who  passed  on  the  acquisi- 
tion while  Mattel  was  trying  to  sell  it. 
If  anyone  can  bring  this  sorry  soft- 
ware maker  back  to  life,  it's  Gores.  His 
privately  held  Gores  Technology  Group 
has  acquired  36  companies  worth  $1  bil- 
hon  over  two  decades  and  has  turned 
many  of  them  aroimd.  His  secret?  Gores 
and  former  associates  say  it's  his  abihty 
to  cut  costs  and  quickly  focus  on  prof- 
itable ventures.  "He's  got  a  tremendous 
ability  to  reduce  expenses  and  identify 
hidden  assets,"  says  Foothill  Capital 
Corp.    Senior    Vice-President    James 
Marasco,   who   has   worked   with 
Gores  on  three  previous  deals  and 
lent  him  $100  miUion  to  fund  this 
turnaround. 

NET  CHARGES.  Gores  will  turn  to 
his  playbook  to  salvage  the  cd-rom 
maker.  He  and  his  40-person  staff 
are  interviewing  Learning  Co.'s  em- 
ployees and  looking  for^  places  to 
costs.  Gores 


company,  but  some  are  likely.  Presently, 
Learning  Co.  has  seven  divisions,  each 
with  its  own  accounting,  marketing,  and 
information-technology  department. 
Those  units  ar-e  likely  to  be  consolidated 
ar'ound  each  of  Learning  Co.'s  three  ma- 
jor businesses:  education,  entertainment, 
and  productivity-enhancing  software. 
Next,  Gores  will  try  to  increase  rev- 
enues, which  he  estimates  will  be  less 
than  $500  million  this  year,  down  from 
$847  million  the  previous  year.  And 
Gores  hopes  to  shift  more  of  Learning 
Co.'s  software  sales  to  the  Internet. 
He'll  charge  consumers  when  they 
download  a  game. 

The  good  news:  Mattel  has  fixed 
some  of  the  problems.  To  boost  sales, 
Learning  Co.'s  prior  management  had 
been  shipping  products  to  retaDers  with 
a  100%  return  policy.  The  company  also 


Layoffs,  and  some 

consolidation  of 

Learning  Co.'s  seven 

divisions,  are  likely 


offered  consumers  rebates  that  some- 
times ended  up  covering  the  full  cost  of 
the  product.  Mattel  halted  both  policies. 

Gores  discovered  his  calling  as  a  turn- 
around artist  when  a  company  of  his 
was  ruined  by  a  poorly  executed  acqui- 
sition. Born  in  Israel,  he  moved  to 
Michigan  with  his  family  when  he  was 
13.  After  graduating  from  Western 
Michigan  University  with  a  degree  in 
computer  science,  Gores  worked  briefly 
for  General  Motors  Corp.  before  starting 
a  distributor  business  for  cado  Inc.,  a 
maker  of  computer  workstations.  After 
seven  years,  Gores  sold  the  business  to 
local  telephone  company  Contel  Corp. 
for  $10  million.  Contel  cut  commissions 
to  salespeople,  divided  up  work  groups, 
and  let  slide  a  profitable  sideline  soft- 
ware business.  Gores  tried  to  buy  the 
company  back,  but  got  outbid.  Soon  af- 
ter, he  decided  to  specialize  in  buying  up 
shaky  technology  companies. 

Ironically,  Gores  found  out  later  that 
his  younger  brother,  Thomas,  had  bid 
for  Learning  Co.  Tom  Gores  runs  Plat- 
inum Equity  Holdings,  another  pri- 
vately held  Los  Angeles  tech  buyout 
firm.  Tom  thought  the  losses  were  too 
steep  to  finance  without  help  from 
Mattel.  If  Alec  is  successful,  he  could 
add  a  new  rule  to  his  playbook:  If  you 
like  a  deal,  go  so  far  as  to  outbid  your 
brother. 

By  Christopher  Palmeri 
in  Los  Angeles 


Social  Issues 


EDUCATION 


TIM  DRAPER'S 
VOUCHER  CRUSADE 

His  bid  to  change  California  schools  is  sputtering 


Timothy  C.  Draper  is  trying  to 
bring  a  little  cybersizzle  to  the 
business  of  government.  The  42- 
year-old  founder  of  a  leading  Sili- 
con Valley  venture-capital  firm  has  spent 
$25  million,  more  than  half  of  it  his  own 
money,  to  promote  a  school-voucher  pro- 
posal in  California.  Draper's  Proposition 
38  would  require  the  state  to  pay  $4,000 


a  year  for  any  child  to  attend  pn\ 
school.  To  get  out  the  word,  Drape 
giving  away  iMac  computers  and  a 
to  Hawaii  to  those  who  refer  the 
supporters  to  his  propHSyes.com 
site.  Draper  himself  has  been  know] 
drop  and  do  88  push-ups  at  spcalj 
engagements  to  promote  the  pro| 
tion.  But  it  will  take  more  than 


Reaching  the  right  custome 
can  be  difficult. 


Fortunately  she  told  us  how. 
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INTERACTING  GLOBALLY. 

24/7  Media  can  customize  an  interactive  marketing  campaign  that  speaks  to  consumers  anytime, 
;  anywhere  and  across  all  platforms.  With  targeting  capabilities  including  the  world's  largest 
I  permission-based  email  database,  real-time  ad  serving,  reporting  technology,  loyalty  programs  and 
la  worldwide  network  of  websites,  24/7  Media  will  help  you  build  a  lasting  relationship  with 
|i  consumers  wherever  they  may  be.  Call  us  at  800  236  5790  or  visit  our  website  at  www.247media.com 
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Social  Issues 


Even  pro-voucher  private  schools  are  wary 
^,o938ye^^^  of  Prop.  38's  price  tag 


ups  and  free  computers 
to  get  his  proposal 
passed  on  Nov.  7.  Polls 
show  Prop.  38  lagging 
by  as  much  as  36%  to 
52%,  with  even  some 
voucher  supporters  opposed. 

If  Draper's  proposal  fails,  he  — 

won't  be  the  first  Silicon  Valley  leader  to 
stumble  in  the  unfamiliar  world  of  poli- 
tics. Several  high-tech  execs  have  spon- 
sored ballot  initiatives,  only  to  find  that 
business  acumen  doesn't  necessarily  help 
solve  social  problems  (table).  "These  guys 
are  used  to  seeing  everything  they  touch 
turn  to  gold,"  says  Terry  Moe,  a  profes- 
sor of  political  science  at  Stanford  Uni- 
versity. "They  think,  Why  shouldn't  it  be 
that  way  in  politics?'" 

Draper's  basic  idea  was  simple  enough: 
give  parents  a  choice  of  where  to  send 
their  kids  to  school.  What  fairer  way,  he 
thought,  than  to  give  every  child  an 
equal  amount  of  public  funds?  Draper 
figured  he  would  tap  into  the  widespread 
interest  in  vouchers.  Although  Michigan 
is  the  only  other  state  with  a  voucher 
proposal  on  the  ballot,  Presidential  con- 
tender George  W.  Bush  is  a  proponent, 
and  the  concept  has  proved  popular  in 
national  polls.  ^^tm^ma^immmam 

But  Draper  may 
have  gone  too  far. 
Existing  voucher 
programs — ^in  Cleve- 
land, Milwaukee,  and 
the  state  of  Flori- 
da— ^are  aU  narrowly 
targeted  on  troubled 
schools  or  low-in- 
come kids.  This  has 
helped  them  skirt 
political  backlash 
and  difficult  financial 
questions  that  would 
surface  in  larger 
programs.  Draper 
ran  smack  into  both 
problems  with  his 
plan  to  make  funds 
available  to  all  of 
California's  6  million 
school  kids. 

Indeed,  his 
sweeping  approach 
has  raised  questions 
about  cost.  Califor- 
nia spends  $8,000  a 
year  to  educate  a 
child.  If  a  student 


O 

^  \  leaves  public  school  with 
\  $4,000,  the  school  keeps  the 
I  other  $4,000.  The  problem:  the 
i'  $2.6  billion  it  would  cost  to  pay 
for  the  650,000  children  now  in 
private  school.  Draper  wants  to 
v^  phase  them  in  over  four  years  to 
ease  the  fiscal  strain. 
Still ,  taxpayers  would  take  a  hit.  Be- 
cause no  one  knows  how  many  kids 
would  use  the  program,  cost  estimates 
vary  widely.  Draper  says  it  would  run 
$500  million  in  the  first  two  years  but 
save  $2  billion  a  year  after  that.  "As  a 
venture  capitalist,  that's  an  investment 
I'd  be  happy  to  make,"  he  says.  But 
the  nonpartisan  California  Budget  Proj- 
ect puts  the  tab  at  $3.9  billion  by  2004. 
"ONLY  FAIR."  Such  estimates  have  scared 
off  conservatives  and  even  private  schools 
that  would  benefit  from  Prop.  38.  Both 
the  California  Business  Roundtable,  a 
group  of  local  CEOs,  and  the  Howard 
Jarvis  Taxpayers  Assn.,  an  antitax  group, 
have  recommended  no  votes.  So  has  the 
largely  black  Christian  Methodist  Epis- 
copal Church,  which  educates  500  kids 
in  CaUfomia.  "I  might  have  supported  a 
pilot  program,  but  we  should  take  a 
look  before  we  take  it  to  the  whole 


Mixing  business  with  politics 

High-tech  execs  often  back  initiatives 


PROPOSITION 

ELECTION  DATE 

SPONSOR 

RESULT 

#38  $4,000  vouchers 
for  all  school-age  children 

Nov.  2000 

Venture  capitalist 
Tim  Draper 

Vote  due  Nov.  7 

#39  Lower  the  voter 
jercentage  needed  for  school 
)ond  approval 

Nov.  2000 

Cisco  CEO  John 
Chambers,  venture 
capitalist  John  Doerr 

Vote  due  Nov.  7 

#25  New  limits  and  Web- 
based  disclosure  for  campaign 
contributions 

Mar.  2000 

Wall  Street  Analytics 
co-founder  Ron  Unz 

Lost  by  65% 

#26  Lower  voter  percentage 
needed  for  school-bond  approval 

Mar.  2000 

Ron  Unz 

Lost  by  51% 

#23  Allow  voters  to  select 
"none  of  of  the  above"  on  ballots 

Mar.  2000 

Seagate  CEO 
Al  Shugart 

Lost  by  64% 

#227  Replace  bilingual  educa- 
tion with  English  immersion 

June  1998 

Ron  Unz 

Passed  by  60% 

#201,  202  Tort  reform 

Mar.  1996 

Intuit  co-founder 
Tom  Proulx 

Lost  by  65% 

DATA.  THE  INDUSTRY  STANDARD,  CALIfORNIA  SECRETARY  01"  STATE 


state,"  says  Bishop  E.  Lynn  Brown 
Draper  says  he  wanted  vouchers  fo 
everyone  because  "it's  only  fair  that  a 
parents  have  a  choice."  Giving  mone 
just  to  poor  kids  would  creale  ;  stigm; 
he  argues.  Also,  Draper's  ow::  poUin 
showed  that  support  for  the  propos; 
grew  as  it  became  broader. 

But  Draper  didn't  do  his  homewori 
He  failed  to  consult  with  pro-vouchf 
groups,  "so  a  lot  of  people  sat  this  out 
says  Jeannie  Allen,  head  of  the  Cent( 
for  Educational  Reform,  a  Washingtc 
(D.C.)  group  that  supports  vouchers.  Pa 
of  the  problem  may  be  the  anything-: 
possible  attitude  Draper  learned  as 
Valley  dealmaker.  In  1985,  Draper  ai 
partner  John  Fisher  launched  wh 
would  become  Draper  Fisher  Jurvetsi 
in  Redwood  City,  Calif.,  an  early  invest 
in  Internet  companies.  Two  of  its  dea 
Hotmail  and  f-o-u-r-l-l.com,  were  S( 
to  Microsoft  Corp.  and  Yahoo!  Inc 
spectively,  yielding  hundreds  of  millio 
of  dollars  for  Draper  and  his  investoi' 
Draper  says  he  got  involved  in  ec 
cation  after  seeing  the  sorry  state 
the  public  schools  his  four  children 
tended  in  the  affluent  Silicon  Valf 
town  of  Atherton.  They  all  now  goi 
i^HBaiHHHBM^^H  pHvate  schools 

Some  of  Drap(| 
fellow  Valley  ex 
still  back  him,  e 
if    they    think 
bungled    his    fo: 
into    politics, 
may     have     o 
reached,  but  he 
his    money    wh 
his  mouth  is,"  s  ^ 
Gary   E.    Riesc 
executive  manaj. 
director  of  Softb 
Venture  Capita 
Mountain     Vi 
Calif.   Draper  i 
learn  a  costly  le; 
The  innovativt 
that  can  make  a| 
success  in  high 
don't  always  tr| 
late  in  the  con 
sus-building 
ness  of  politics. 
By    (yhristo 
I'al.nieri  hi  Loh 
(/('les,    with.    L 
Hinielsfein  in 
Mateo,  Calif. 
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VE  DREAM  THE  FUTURE, 

\ND  THEN  WE  BRING  IT  TO  YOU 


:  HUGHES,  we  have  always  worked  to  build  the  future, 
fact,  we've  been  pushing  the  limits  of  possibility  for 
jcades.  With  the  first  geosynchronous  communications 
tellite  in  space.  Lasers  that  could  cut  through  steel, 
gital  television  offering  hundreds  of  channels. 

'day,  HUGHES  continues  to  create  the  dream.  With 
oadband  wireless  Internet.  Satellite  business  networks 
at  allow  data  to  travel  at  speeds  once  considered 
limaginable.  And  interactive  television  that  gives  you 
ntrol  over  your  viewing  and  connects  you  to  the  world 
information  on  the  Web. 

5  dreamed  up  every  business  we're  in,  and  became 
3  largest  in  the  world  in  most  everything  we  do. 

jybe  we  shouldn't  call  it  a  dream, 
jybe  we  should  just  call  it  hughes. 


satellite 

television 

wireless 

internet 

broadband 

networks 

e-commerce 

convergence 
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Breaking  the  thought  barrier.'' 

DIRECTV     I     DIRECTV  Latin  America     I     PanAmSat     I     Hughes  Network  Systems 


WWW  HUGHES  COM 
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ANYTHI 


Remarkable  things  happen  when  you 
have  a  Black  Rocket."  People  embrace  your 
eBusiness  vision  quickly  and  enthusiastically. 
And  recognition  comes  from  the  most 
unexpected   places.   But  that's  how  life   is 


GENUITY    is  the  leading 
Network  Services  Provider  for 
businesses  changing  the  worldT 


end   Web   sites   one 
eBusiness  applicatior  lyiijf 
than  ever.  Which  so'  roue 
time,  money  and  hea 
Black  Rocket  cc 


when  you've  got  a  Black  Rocket.  The  world's  first  Network  critical    network   services   like   secure   manage 

Services  Platform  for  eBusiness.  hosting  with  Genuity's  state-of-the-art  fiber  optic 

What  is  Black  Rocket?  A  revolutionary  new  service  network  into  a  single,  secure  and  scalable  p 

from  Genuity™  that  gives  you  the  power  to  launch  high-  Black  Rocket  also  comes  with  peace  of  mind,  offei  14 

©  Genuity  Inc.  2000.  All  rights  reserved.  Genuity,  Black  Rocket  and  the  leading  Network  Services  Provider  for  businesses  changing  the  world  ore  each  trademarks  of     i^ 
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Ith  aBLACK   ROCKET. 


y's  first  platform  Service  Level  Agreement. 
!nuity  delivers  Black  Rocket  in  10  business  days  or 
you  can  jump-start  your  eBusiness  initiatives.  And 
our  Web  site  or  eBusiness  application  is  completed, 
locket  provides  a  secure,  managed  and  resilient 
!ss  environment  so  you  can  get  ahead  —  and  stay 
—  of  the  competition. 
jre's  nothing  like  Black  Rocket, 
ijt's  why  eBusiness  leaders  like  IBM,  Cisco  and  Cap 

( ''idemarks  are  the  property  of  their  respective  owners. 


Gemini  Ernst  &  Young  are  already  joining  together  with 
Genuity  to  offer  eCommerce,  eMarkets  and  other  eBusiness 
solutions  built,  deployed  and  managed  on  Black  Rocket. 

See  for  yourself.  For  more  information,  check  out  our  white 
paper  at  www.genuity.com/blackrocket  or  call  1 -800GENUITY. 
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MARKETS 


EQUITIES:  UP  FROM 
THE  BOnOM? 

After  a  wild  October,  strategists  predict  smoother  sailing 


Playing  the  October  stock  market 
has  become  a  matter  of  trick  or 
treat.  It's  a  bitter  trick  if  you  hap- 
pen to  buy  before  one  of  the  mar- 
ket's steep  drops,  and  a  sweet  treat  if 
you're  lucky  enough  to  buy  just  after 
the  sell-off. 

For  those  in  the  former  camj),  strate- 
gists say,  the  worst  is  likely  over.  All 
the  same,  they  expect  the  market  will 
still  have  some  volatile  ups  and  downs 
before  ending  the  year  flat  to  slightly 
higher.  And  even  if  returns  improve  in 
2001,  it's  almost  certain  that,  in  the 
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longer  term,  investors  will  face  much 
more  moderate  annual  returns  than  the 
20%  rates  they  became  used  to  in  the 
late  '90s.  "Slower  corporate  profit 
growth  and  limited  room  for  normal 
[price-earningsj  expansion  mean  fewer 
stocks  are  likely  to  generate  enormous 
price  gains,"  says  Edward  M.  Kerschner, 
PaineWebber  Inc.'s  chief  investment 
strategist. 

Meanwhile,  the  Nasdaq  Composite 
Index,  the  Dow  Jones  Industrial  aver- 
age, and  the  Standard  &  Poor's  500- 
stock  index  have  all  been  spooked  by 


steep  declines  in  Octobei-,  only  to  st^ 
a  comeback  of  sorts.  By  Oct.   12, 
Nasdaq  had  fallen  14%  and  the  s&p 
to  their  year  lows.  And  on  Oct.  18, 
Dow  dropped  to  its  lowest  levels  si 
March.  On  Oct.  25,  the  Nasdaq  plunij 
5.6% — the  biggest  drop  since  May.  Sc 
remain  unfazed.  "Most  of  the  bad  n(| 
is  out  of  the  way  or  already  priced  i| 
the  market,"  says  Peter  Canelo,  I 
equity  strategist  at  Morgan  Star 
Dean  Witter. 

That  bad  news  came  in  a  slew 
warnings  that  third-quarter  earni 
would  fall  short  of  market  expectati  ,„,, 
However,  the  so-called  confession     j|„,j„ 
son  is  mostly  over.  And  now,  des 
shortfalls  from  Nortel  Networks, 
Uniphase,  and  C^iena,  many  comp; 
are  reporting  earnings  that  e(|ual  or 
ter  forecasts.  Meanwhile,  mutual 
managers  who  needed  to  sell  stock 
tax  reaiions  have  Jihvaily  done  so.  W 
more,  the  unluckiest  month  in  tlu 
market  is  coming  to  an  end.  "Oct   ,„ 
has  historically  been  a  common  m 
for  bottoms,  and  there's  usually  ai 
ward   bias  between  election   day 
yearend,"  says  Richard  McCabe, 


lar.j 
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Inc.  "We're  feeling  pretty  good — in  lots 
of  areas,  you  can  buy  good  businesses  at 
good  prices,"  he  says. 

Valuations  do  look  more  attractive. 
Based  on  expected  earnings  in  the  year 
ahead,  the  price-earnings  ratio  for  the 
s&p  500  is  21.4 — far  from  its  January 
high  of  25.3  and  the  lowest  level  since 
October,  1998,  when  the  index  was  trad- 
ing 20.7  times  forward  earnings,  ac- 
cording to  i/r/e/s,  the  earnings  research 
irm.   Goldman,   Sachs   &  Co.'s  Abby 
oseph   Cohen  and   PaineWebber's 
Kerschner  maintain  that  the  s&P 
500  is  undervalued  by   15%  and 
12%,  respectively.  "Stock  prices  will 
likely  benefit  before  yearend  from 
the  increasing  availability  of  cash  in 


OOLINGOFF 


some  kind  of  problem  in  tech.  We  don't 
know  if  it's  just  temporary  or  a  longer 
term  one  due  to  the  economic  slow- 
down." One  company  that  added  to  the 
tumble  was  Lucent  Technologies  Inc. 
On  Oct.  23  it  reported  that  fourth-quar- 
ter profits  fell  22%,  and  slashed  its  sales 
and  profit  outlook  for  the  first  quarter  of 
next  year. 

The  new  Securities  &  Exchange 
Commission  rule  that  requires  compa- 
nies to  provide  full  disclosure  to  both  in- 
vestors and  analysts  hasn't  helped  mat- 
ters. In  fact,  it  may  have  succeeded 
only  in  confusing  investors  as  compa- 
nies put  out  more  information  than  be- 
fore. In  the  fourth  quarter  so  far,  there 
have  been  75  negative  pre-announce- 


Although  the  worst  may  be  over, 
long-term  investors  must  adjust  to  much  more 
moderate  annual  returns  than  those  of  the  late  '90s 
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■kcl  :ilial\sl  ;)t  Alcl-nll  lAiirii  \'  Co. 
ndeed,  many  strategists  are  calling 
October  drop  a  market  bottom.  "The 
nomy  looks  as  if  it's  in  for  a  soft 
ling,  oil  prices  have  peaked  and  will 
t  downward,  and  the  euro  remains 
•k,"  says  Charles  H.  Blood  Jr.  head 
mancial  markets  strategy  at  Brown 
thers  Harriman  &  Co.  Wall  Street 
9ves  the  Federal  Reserve  will  most 
[y  start  to  lower  interest  rates  after 
election  or  at  the  beginning  of  next 
:  Blood  is  looking  for  a  cut  of  a  half 
!iree-quarters  of  a  percentage  point. 
0  what's  the  best  strategy  for  now? 
i  investors  remain  cautious- 


ptimistic.  And  while  some 
merely  sitting  it  out,  oth- 
like  David  A.  Katz  of  Ma- 
Asset  Advisors,  a  value 
ager  that  is  up  7.5%  so  far 
year,  are  being  opportunis- 
Katz  is  pouncing  on  beat- 
own  stocks  such  as  medical- 
lucts  maker  Boston 
itific  Corp.  He  also  likes  re- 
il  and  national  banks  such 
i^achovia  and  First  Union, 
cj'telecoms  such  as  Centurytel 
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many  institutional  portfolios,  including 
mutual  funds,"  Cohen  virote  in  a  recent 
report.  But  she,  along  with  many  other 
strategists,  expects  only  moderate  prof- 
it growth  in  2001  because  of  the  slowing 
economy,  which  will  certainly  put  the 
brakes  on  the  stock  market.  Since  the 
beginning  of  October,  projected  s&P  500 
earnings  growth  for  the  first  quarter  of 
2001  has  fallen  from  14.2%  to  12%,  a 
bigger  drop  than  usual,  according  to 
First  Call  Corp.,  the  earnings-research 
firm.  "Large  segments  of  the  market 
have  proven  more  vulnerable  to  an  eco- 
nomic slowdown  than  originally 
thought,"  says  Brown  Brothers'  Blood. 
INVESTOR  CONFUSION.  That  may  be  es- 
pecially true  in  technology  stocks.  Since 
Oct.  1,  fourth-quarter  earnings  estimates 
for  tech  stocks  have  dropped  by  a 
third — to  19%  year-over-year  growth 
from  29%,  according  to  First  Call.  "This 
tech  earnings  revision  is  the  steepest 
drop  I  can  ever  remember,"  says 
Charles  Hill,  First  Call's  director  of  re- 
search. "We  know  there's  going  to  be 

SPOOKED  IN  OCTOBER 
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ments,  vs.  only  13  at  the  same  point  in 
the  third  quarter,  according  to  First 
Call. 

But  sloviang  tech-earnings  grovd:h  is 
worrying  investors  the  most.  Some 
blame  pent-up  demand  for  technology 
that  occurred  after  the  pre-Y2K  slow- 
down, then  the  subsequent  trailing  off  of 
that  demand.  "The  companies  have  been 
telling  us  that  revenue  growth  would 
slow,  but  analysts  were  ignoring  the  in- 
evitable slowdown,"  says  Canelo,  who 
recommends  avoiding  software,  personal- 
computer,  and  semiconductor  companies 
right  now.  Despite  their  recent  down- 
turn, he  remains  bullish  long-term  on 
infrastructure  companies,  with  the  idea 
that  the  network  has  to  be  buUt.  "Those 
stocks  have  never  gotten  back  to  where 
they  were  in  May,"  he  says. 

Some  sectors  are  looking  up  in  terms 
of  earnings.  Energy  earnings  for  the 
third  quarter  are  poised  to  double  over 
last  year,  and  are  up  65%  for  the  fourth 
quarter.  Health-care  earnings  are  pre- 
dicted to  be  up  around  17%  in  both  the 
third  and  fourth  quarters,  while  those 
for  transports  are  expected  be  up  17% 
and  21%  in  the  third  and  fourth  quar- 
ters, respectively. 

Even  so,  earnings  of  most  companies 
have  begun  to  take  a  hit  in  the  last 
two  quarters.  "No  matter  how  you 
shake  it,  consumers  and  companies  are 
starting  to  tighten  the  purse  a  bit,"  says 
Hill.  And  although  a  leaner  environ- 
ment may  ultimately  benefit  the  market, 
it  may  produce  a  mixed  bag  of  tricks 
until  yearend. 

By  Marcia  Vickers  in  New  York 
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jhatever  applications  you  choose,  run  them  on  a  PC  based  on  the  new,  faster,  1.2  GHz  AMD  Athlon'"  processor. 

le  AMD  Athlon  was  the  first  processor  to  break  the  gigahertz  barrier.  And  with  performance-enhancing  cache  memory  and 

J 

♦en  faster  speeds,  they're  better  than  ever.  No  wonder  4  of  the  world's  top  5  computer  manufacturers  rely  on  AMD  Athlon 

oocessors.  To  see  how  you  can  increase  your  productivity  and  run  applications  faster,  head  straight  for  www.amd.com/faster. 


»  c  Solid  Edge  is  a  trademarit  of  Unigraphics  Solutions,  Inc.  Other  product  names  used  are  for  identification  purposes  only  and  may  be  trademarks  of  their  respective  companies. 
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A  ROUGH  PATCH  FOR  CHASES  VC  UNIT 
ROCKS  THE  PARENT'S  EARNINGS 

The  bank's  private  equity  shop  isn't  a  cash  cow  any  more 


The  head  of  Chase  Man- 
hattan Bank's  private 
equity  unit,  Jeffrey  C. 
Walker,  seems  remarkably 
calm  considering  what  hap- 
pened. On  Oct.  18,  the  bank 
missed  analysts'  estimates 
of  its  third-quarter  earnings 
by  a  huge  25^  a  share,  in 
part  because  of  a  $25  mil- 
lion net  loss  in  the  portfoKo 
run  by  Walker's  shop. 
Chase  Capital  Partners. 
"The  market  doesn't  always 
rise,"  senior  managing  di- 
rector Walker  says.  "You 
can't  always  get  rich  in  two 
years.  This  is  a  good  thing." 

To  many  shareholders, 
the  glory  days  of  late  1999 
were  much  better.  In  the 
final  quarter  that  year  his 
unit,  which  funds  growing 
companies  in  exchange  for 
equity  in  the  firms,  record- 
ed a  $1.3  billion  gain  and  contributed 
about  a  quarter  of  Chase's  overall  prof- 
its for  the  year.  The  turnabout  sent 
Chase's  stock  reeling:  At  one  point  on 
Oct.  18  it  was  down  18%. 

Top  Chase  brass,  too,  are  worried 
about  the  impact  the  wild  swings  in 
earnings  at  Chase  Capital  Partners  are 
having  on  the  bank  as  a  whole.  "That's 
an  issue  we  have  to  deal  with  one  way 
or  another,"  Vice-Chairman  Marc  Sha- 
piro told  analysts.  So  far,  however,  the 
key  to  harnessing  the  unit's  profitability, 
without  suffering  from  its  volatility,  has 
proven  elusive.  "We've  changed  opin- 
ions [about  this]  at  least  every  month  as 
the  market  moved,"  Shapiro  says.  The 
bank  has  considered,  among  other 
things,  spinning  the  unit  off  or  estab- 
lishing a  tracking  stock.  Chase  will  have 
an  answer  by  yearend,  he  promises. 

If  you  take  Walker's  long-term  per- 
spective, the  latest  quarter  looks  like  a 
mere  blip.  In  the  past  16  years.  Chase 
Capital  Partners  has  netted  an  average 
40%  return  a  year  on  its  investments. 
And  despite  such  luxurious  touches  as 
Persian  rugs,  saltwater  fish  tanks,  and  a 
feng  sui  consultant  at  its  offices  on  New 


ii  The  market 
doesn't  always  rise. 
You  can't  always 
get  rich  in  two 
years.  This  is  a 
good  thing  ^^ 

—  JEFFREY  WALKER, 
Chase  Capital  Partners 

York's  Sixth  Ave.,  Capital  Partners'  cost 
of  doing  business  is  far  lower  than  that 
of  most  other  Chase  units. 

The  latest  quarter's  loss  is  mainly 
due  to  investments  in  telecom  compa- 
nies Telecorp  vrs  Inc.  and  Triton  R's 
Holdings  Inc.  Shares  of  both  arc  more 
than  60%  off  their  52-week  highs.  Walk- 
er says  he  thinks  the  two  are  worth 
more  and  points  out  that  Chase's  stake 
in  them  is  still  worth  five  times  the 
bank's  initial  investment,  despite  the 


drop.  His  advice  is  to  ha\ 
patience.  "Rather  than  loc 
at  quarterly  swings  in  pro 
its,  I  look  at  how  much 
can  make  from  my  inves 
ment  in  a  four-  to  five-ye; 
period."  Looking  for  tl 
"next  new  thing,"  he's  no 
investing  in  genomic  scien 
and  manufacturers  of  t] 
tools    that    genomic    r 
searchers  need. 
NOT  ALONE.  Chase  is  nfl 
the  only  bank  in  the  ris 
business  of  private  equit 
it's  just  the  biggest.  And| 
reaped  the  biggest  perce 
age  of  profits  from  priv: 
equity  in  1999,  followed 
J.  P.  Morgan.  Not  far 
hind    were    Wells    Far 
First    Union,    and    Fie 
Boston. 

And,  to  be  fair,  Ch 
Capital  Partners  isn't  s^ 
ly  to  blame  for  the  bank's  earni 
tumble.  Trading  and  corporate  final 
fees  fell  from  the  second  quarter,  w 
expenses  grew.  Says  ING  Barings  a| 
lyst  Andrew  B.  Collins:  "They've 
ated  volatility  that  they  haven't  b 
able  to  offset  with  other  business 
The  combination  of  Chase  and  J.  P. 
gan,  announced  Sept.  13,  might  t 
some  of  the  heat  off.  Though  J.  P. 
gan's  private  equity  shop  will  add] 
billion  to  Chase  Capital  Partner's 
biUion  in  holdings,  the  combined 
will  be  a  smaller  part  of  the  mer| 
bank  than   Capital   Partners  wa: 
Chase. 

All  the  same,  the  disappointing  q 
ter  couldn't  have  come  at  a  worse 
for  Chase,  which  has  watched  its  s 
slide  since  it  announced  the  Mo 
deal.  But  Chase  executives  woulc 
shortsighted  to  toss  out  the  Ca 
Partners  unit.  After  all.  Chase's  s 
holders  may  already  have  learnc 
live  with  greater  volatility:  Two 
after  the  earnings  suri)rise,  the  si 
had  regained  their  losses  and  cli 
even  higher. 

By  Heather  Timmons  in  New 
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Call  us  when  you  get  there. 


The  Nokia  8890  wireless  phone 
operates- in  over  140  countries, 
including  the  U.S.,  with  great  new 
features  like  voice  dialing  and 
mobile  'messaging.  Now  you  can 
connect  with  the  world's  wonders 
without  being  left  speechless. 

NOKIA 

CONNlvCriNG  PliOPLE  • 

www.NokiaUSA.com 
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LAST  OF  THE  RED-HOT 
MARKET  MAKERS 

Despite  a  profit  dip,  Knight  could  fetch  billions 


It's  the  kind  of  company,  engaged  in 
one  of  Wall  Street's  oldest  lines  of 
business,  that  some  pundits  predicted 
a  year  ago  would  be  annihilated  by  tech- 
nology. It's  also  a  firm  that  earned  just 
$20.6  million  in  the  last  quarter.  Yet  ana- 
lysts believe  market  maker  Knight  TVad- 
ing  Group  Inc.  could  fetch  over  $4  billion 
from  a  potential  suitor 

Sound  nutty?  Not  if  you're  the  object 
of  Wall  Street's  latest  desire.  Knight  is 
the  last  large  independent  market  maker 
left  since  investment  banks  began  snap- 
ping up  its  rivals  at  increasingly  rich 
prices.  In  June,  Merrill  Lynch  forked 
over  $915  million  for  Herzog  Heine 
Geduld,  which  handles  roughly  half  as 
many  trades  of  Nasdaq  stocks  as  Knight. 
Four  months  later,  Goldman  Sachs 
agreed  to  plunk  down  $7.4  billion  for 
Spear,  Leeds  &  Kellogg — a  price  esti- 
mated to  be  about  15  times  the  compa- 
ny's expected  profits  this  year — partly 
because  of  its  market-making  division. 
Then,  on  Oct.  12,  Deutsche  Bank  olfered 
a  rich  16  times  adjusted  earnings  for  Na- 
tional Discount  Brokers  Group. 
NOT  FOR  SALE?  The  bottom  line  for 
Knight?  Although  it  suffered  from  a 
weak  third  quarter  with  earnings  down 
nearly  30%  due  to  a  difficult  market  en- 
vironment over  the  summer  and  outlays 
on  aggressive  international  expansion, 
the  consensus  of  Wall  Street  analysts  is 
that  it  will  earn  about  $260  million  in 
2000.  If  they're  right,  a  deal  at  18  times 
those  earnings  would  give  Knight  more 
than  a  $4  billion  price  tag.  Knight's  chief 
executive,  Kenneth  D.  Pasternak,  insists 
"the  company  is  not  for 
sale."  But  with  would-be 
matchmakers  talking  up 
possible  deals  with  the 
likes  of  Citigroup  (talk  on 
which  Citi  declines  com- 
ment), Pasternak  adds: 
"That  does  not  preclude 
consideration  of  a  buyout. 
At  a  price,  everything  in 
the  world  is  for  sale." 

Wall  Street's  willing- 
ness to  pay  up  shows 
that  market  makers  still 
play  a  vital  role.  Invest- 
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ment   banks   have 
found  that  electron- 
ic   communication 
networks  (ecns)  are 
effective     only     at 
matching    buy    and 
sell  orders  in  highly 
active  stocks  such  as 
Dell   Computer   Corp. 
Humans    still   need   to 
play  a  significant  role  in 
trading  less-liquid  shares: 
Traditional  market  mak- 
ers like  Knight  keep  their 
own  inventories  of  shares 
electronically   to   ensure 
that  there  is  always  a  buy- 
er or  seller  for  less  active- 
ly  traded    shares.    "The 
endgame  is  a  marriage  be- 
tween the  New  Economy 
ECNS  and  the  Old  Econo- 
my market-making  ser- 
vices," says  Henry  McVey, 
securities  industry  analyst 
at  Morgan  Stanley  Dean 
Witter. 

Pasternak  is  in  a  strong 
position     to     negotiate. 
"Knight  can  continue  on 
its    own,"    says    Merrill 
Lynch     analyst     Sean 
Chin.  Pasternak  is  in- 
vesting $40  million  in 
another,  larger  trading 
room  in  Jersey  City,  N.  J., 
while  pressing  ahead  with  plans 
to  expand  overseas  operations  in  Lon- 
don and  Tokyo.  He  expects  revenues  to 
rise  43%,  to  $1.4  billion, 
this   year   and   believes 
Knight  can  still  keep  in- 
creasing earnings  by  25% 
a    year.    That    growth 
wouldn't  be  as  dramatic 
as    the    company's   60% 
profit  jump  in  1999.  But 
more  retail  investors  are 
flocking  to  the  stock  mar- 
ket— even      during      a 
volatile  year  with  many 
Nasdaq  declines. 

Knight  is  riding  that 
wave.    It   got   its   start 


making  markets  for  such  online 
brokers    as     E*Trade    Group, 
Ameritrade,  and  Tl)  Waterhouse, 
which  stiU  account  for  one- 
third  of  Knight's  busi- 
ness.  But   now  such 
full-service  brokers  as 
Salomon  Smith  Bar- 
ney    and      Morgar 
Stanley     also     use 
Knight  to  execut( 
some  orders,  whicl 
has   helped    tripl< 
Knight's  volume  ii 
the      past      tw( 
years,  to  an  aver 
age     of    575,00 
trades     a     daj 
"There  are  ver 
few    firms    no^ 
that  don't  trad 
something    wit 
us,"      Pastema 
says. 

CRUSADER.  Paste 
nak  is  a  proven  en 
sader  Indeed,  he  keej 
suits  of  armor  in  his  offi 
and,   appropriately  for 
Knight,  owns  a  sword, 
yeai-  ago  Pasternak  ignon 
doomsayers  predicting  Eci 
would  force  Nasdaq  mark 
makers  out  of  business.  I 
stead,  he  expanded  Krjgh 
trading  room,  which  handl 
18,500  stocks  on  Nasdaq  a 
the  New  York  and  Americ 
stock  exchanges. 

Now,  Pasternak's  mettle 

being  tested  again.  Kni 

remains  Nasdaq's  No.  1  m,j 

ket  maker,  but  its  share 

Nasdaq  trades  has  slipped 

15.7%  from  17%  in  191 

Knight's  stock  price  1] 

also  fallen  51%  since  it 

PASTERNAK:  Buyout?  ''At  a  pricei 
everythiug  in  the  world  is  for  sam 


a  high  of  $59  a  share  on  Mar.  24,  v 
7%  drop  in  the  Dow  Jones  industrial 
erage.  There's  another  threat  on  the  h 
zon:  Investment  banks  newly  armed  v 
market  makers  could  start  to  steal  a> 
more  of  Knight's  orders. 

But  Pasternak  bets  they'll  be  \ 
occupied.  "If  you're  vertically  intcg 
ed,  you  get  a  lot  of  bad  habits  beet 
you  own  youi"  customers,"  says  Pas 
nak.  "We're  paranoid  and  run  fi 
Pasternak  will  not  lay  down  his  sv 
easily. 

By  Kniily  Thar, 
in  Nri( 
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It  only  took  you  half  an  hour  to  get  35  people 
from  14  states  to  approve  a  quarter  page  ad. 

What  next? 


From  reviewing  print  ads  to  TV  spots,  to  collaborating  on  marketing  plans  and 
product  launches,  if  it  has  to  do  with  marketing  you  can  do  it  better  with  Magnifi, 
Anytime,  anywhere,  everything  and  everyone  you     ^g^g-g  •£; 

need  to  perform  miracles,  is  now  all  in  one  place.       Yggp^    magnin.net 

©2000  Magnifi,  Inc.  Call  800-301-0040  or  visit  www.magnifi.com.  Global  marketing  fiom  a  12-inch  screen. 


T 


WO  visionaries  working  together  can  change  the  world, 


•Excluding  any  impact  of  anticipated  restructuring  charges  and  transaction  fees  of  $1,7  billion  to  $2.2  billion,  any  increased  sales  from  collaborative  activities  and  the  $1.8  billion  termination 
paid  by  Warner-Lambert  to  American  Home  Products  Corporation,  but  including  cost  savings  which  are  expected  to  amount  to  $1.6  billion  annually  by  2002.  Forward-looking  statements 
be  evaluated  together  with  the  many  uncertainties  that  affect  our  business,  particularly  those  mentioned  in  the  cautionary  statements  in  Part  I  of  our  1999  Form  10K  and  In  our  periodic  re 
on  Form  10-Q  and  Form  8-K,  which  we  incorporate  by  reference. 

Wright  Brothers'" Licensed  by  Wright  Brothers  Estate,  Represented  by  The  Roger  Richman  Agency  Inc.,  Beverly  Hills,  CA  90212  www.wrightbrothers2003.com 


Pfizer  and  Warner-Lambert  have  become  one. 
The  new  Pfizer  is  the  fastest  growing  pharmaceutical  company. 
We  have  the  world's  largest  pharmaceutical  research  team, 
with  a  scientific  staff  of  12,000  people  on  a  mission  to 
find  the  cures  of  the  future.  This  year  we're  budgeted 
to  spend  $4.7  billion  on  R&D,  more  than  any  other 
company,  and  in  the  coming  years  we'll  invest 
even  more.  Which  is  one  of  the  reasons  the 
new  Pfizer  is  redefining  the  future  of  medicine. 
Pfizer  and  Warner-Lambert  have  an  extensive 
line  of  patent-protected  products  and  a  robust 
product  pipeline.  We  expect  to  have  combined 
revenues  of  approximately  $30  billion  this  year, 
with  a  projected  compound  annual  earnings  growth 
rate  for  the  next  three  years  of  at  least  25%  (excluding 
certain  significant  items  and  merger-related  costs).* 
The  new  Pfizer  is  a  leader  in  vital  areas  of  research 
including  diabetes,  heart  disease,  HIV/AIDS,  oncology, 
stroke,  neurology  and  arthritis.  And  we're  an  innovative 
leader  in  both  consumer  products  and  animal  health. 
Today,  a  new  company  has  emerged.  Tomorrow,  people 
around  the  world  will  reap  the  benefits. 


Life  is  our  lifers  work. 

www.pfizer.com 
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LEniNG  THE  FREE  MARKET 
CLEAR  THE  AIR 

Trading  permits 
for  pollution  may  make 
fixes  for  global 
warming  cheaper 


Julie      Hardwick,     a 
manager       at       a 
petrochemical  di- 
vision of  oil  giant 
BP    Amoco     PLC     in 
Naperville,  111.,  logs 
on  to  her  computer 
each    day    to    see 
how  the  market  is 
doing.     She's     not 
pursuing     private 
riches  on  company 
time.  Instead,  she's 
participating  in  an 
internal   market   at 
BP:  trading  in  permits 
to    emit    the    green- 
house gases  that  cause 
global     warming.     The 
profits  from  a  successful 
trading    strategy    will    go 
straight  to  the  bottom  line  of 
her  business  unit — ^which  in  turn 
influences  pay  scales.  Says  Hard- 
wick: "It's  fun." 

It's  good  for  the  environment,  too. 
For  the  next  10  years,  bp  plans  to 
ratchet  down  its  emissions  by  4%  annu- 
ally by  giving  each  of  its  1.50  business 
units  a  quota  of  emission  permits  and 
encouraging  them  to  trade.  If  a  unit 
cuts  emissions  and  has  leftover  permits, 
it  can  sell  them  to  units  that  are  having 
trouble  meeting  their  goals.  Hardwick 
says  she  saved  up  permits  in  part  by 
fast-tracking  a  furnace  upgrade  that  al- 
lowed for  the  elimination  of  a  second 
furnace.  As  a  sizable  side  benefit,  BP's 
program  has  unleashed  a  wave  of  cre- 
ativity about  ways  to  cut  fuel  consump- 
tion that  has  saved  BP  millions  of  dol- 
lars, according  to  Jeffrey  S.  Morgheim, 
BP's  climate-change  manager  and  trad- 
ing-program guru. 

Now  comes  the  key  question:  Will 
trading  of  emissions  permits  be  given  a 
chance  to  work  on  the  global  scene?  At 


stake  is  the  success  of  the  Kyoto  Pro- 
tocol, a  greenhouse  gas-reduction  treaty 
signed  three  years  ago  as  part  of  the 
U.  N.  Framework  Convention  on  Cli- 
mate Change.  In  November,  represen- 
tatives from  more  than  150  countries 
will  gather  at  The  Hague  to  set  the 
rules  for  compliance  with  the  treaty.  Of 
the  three  compliance  mechanisms  on  the 


table,  two  involve  giving  credits  for 
vestments  to  cut  greenhouse  gases, 
trading  of  permits,  which  has  the  si, 
port  of  the  U.  S.  government,  mc 
multinational  corporations, 
the  vast  majority  of  ecoi 
mists,  is  the  only  one  w 
an  incentive  to  find  co 
effective  solutions. 
FAIRNESS.  BP  isn't  ale 
on  the  emissions  tr; 
frontier.       Everyc 
from    Royal    Dut 
Shell       Group 
DuPont  is  giving 
try.    Not    only 
they   convinced 
the  most  cost-ef  k 
tive  approach,  t! 
want  to  get  exp 
ence  before  govt 
ment  mandates 
in.  "They  have  to 
ahead    of    the    cui 
Something's       com 
And  they  can't  tell  t 
shareholders    they    di 
see  it,"  says   Neil  Coh 
greenhouse-gas    trader 
New  York-based  energy  bn 
Natsource  llc. 

In  an  effort  to  enlarge  markets, 
parties  have  even  begun  to  band  toge 
In  October,  seven  of  them  formed  I 
nership  for  Climate  Action  with  the 
one  day  of  linking  systems  to  ex 
trade  opportunities.  And  next  mc 
C02e.com,  a  Web  site  specializir 
emission  trades  that  was  jointly  dl 
oped  by  Cantor  F"'itzgerald     &  CoJ 
PricewaterhouseCoopers,  will  begin  I 
keting  customized  software  for  cre| 
corporate    exchanges.    Emissions 
changes  are  also  in  the  works  irl 
U.  K.,  Denmark,  and  Norway,  and  il 
consideration  in  France  and  Germaif 
Chicago,  futures  market  jjioneer  Riil 
Sandor,  ('Ko  of  Environmental  Fin| 
Products  \,\,c,  is  working  on  a  Mid 
em  regional  trading  model  di'signlr,  I 
scale  globally.  "There  is  an  incvilahir 
ve  for  a  market-based  solution  to  j| 
warming,"  he  says. 

However,  trading  of  pci'tnits  il 
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WHAT'S  SETTING  YOUR  PRIORITIES? 
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MANAGE  WHAT  MATTERS 


Your  IT  infrastructure  should  know  what  matters  most  to  your  business  and  your 
world.  Because  when  you  don't  want  to  miss  out  on  what's  really  important,  you 
need  intelligent  technology  that  understands  the  difference  between  a  minor 
issue  and  a  major  problem.  That's  what  Aprisma  develops  and  deli vers -solutions 
for  what's  really  important.  877.437.0291   www  .  aprisma  .  com 
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•Ceriain  enablemeni  tees  may  apply  Special  price  available  only  through  ShoplBM  for  pSeries  640  with  P0WER3-II  375MHz  copper  chip,  n^^HWB  memory.  91GB  dis.^ 
of  AIX  4  3.3.  flack  not  included  Actual  reseller  price  may  vary  Prices   specifications  and  availability  may  change  without  notice   IBM^|^M|^d  the  e -business  hj_^ 
regi^ered  trademarks  of  International  Business  Machines  Corporation  UNIX  is  a  registered  trademark  of  The  Open  Group,  All  other  companias  or^^^^ug^ trademarks  or  regis 
their  respective  companies  'i'2000  IBM  Corporation.  All  rights  reserved 
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For  the  next  generation  of  e-business. 


New  IBM  servers  offer  additional  growth  capacity,  ready  to  activate  as  needed  on  a 
pay-as-you-grow  basis.  In  e-business  today,  you  can't  afford  not  to  be  prepared  for 
everything.  However,  most  companies  can't  afford  the 
cost  of  preparing  for  everything.  That's  where  capacity  on 
demand  thinking  comes  in.  IBM's  new  Capacity  Advantage 
can  provide  additional  internal  processor  capacity  or 
entire  servers,  preinstalled  onsite.  In  the  event  of 
increased  traffic  or  other  growth  needs,  the  capacity 
can  be  activated,  24x7,  with  a  few  simple  clicks.  Only 
then  are  you  charged  the  cost  of  the  equipment!  No  new 
boxes,  no  shipments,  no  delay  —  just  a  service-oriented 
solution  to  managing  real  growth  and  real  cash  flow. 
For  details  on  capacity  offerings  and  new  IBM  servers, 
go  to  lbm.com/eserver/cod 

IBM  industry-standard  racii,  containing  the  IBIVI  @server  pSeries  640  UNIX"  server 
and  additional  capacity  on  demand  servers.  pSeries  models  start  at  $13,599.' 


Environment 


universally  popular. 
Critics  point  out  that 
monitoring  and  en- 
forcing compliance 
outside  the  confines 
of  big  corporations  is 
difficult  because  of 
the  vast  number  of 
different  emission 
sources.  Fairness  is 
another  sticking 
point.  Under  the  pro- 
tocol, industrialized 
nations  have  until 
2012  to  low^er  their 
emissions  by  an  av- 
erage of  5%  below 
1990  levels,  while  de- 
veloping countries  in- 
cluding China  and  In- 
dia have  no  such 
mandated  restriction. 
Industrialized  nations  say  that  creates 
an  unfair  playing  field.  Still  others  argue 
on  moral  grounds  that  heavy  polluters 
should  be  forced  to  clean  up  their  fac- 
tories at  home,  not  use  trading  as  a 
low-cost  alternative. 

RAIN  FOREST  DESTRUCTION.  Whether 
or  not  trading  is  adopted  internation- 
ally, countries  such  as  the  U.S.  could 
still  use  trading  domestically  as  a  tool 
for  reducing  greenhouse  gases.  For  in- 
stance, the  Environmental  Protection 
Agency  could  give  permits  to  corpora- 
tions and  let  them 
trade  among  one  an- 
other. Under  gov- 
ernment pressure, 
some  corporations 
are  already  begin- 
ning to  trade  for 
"offset  rights."  Off- 
sets can  be  anything 
that  displaces  carbon 
emissions,  from  clean 
energy  sources  such 
as  solar  and  wind 
power  to  so-called 
"carbon  sinks" — 
forests  and  fields 
that  absorb  and  con- 
tain carbon  dioxide. 
The  Nature  Conser- 
vancy has  brokered 
several  deals  over 
the  past  two  years, 
pumping  cash  from 


WHOSE  NUMBERS 
DO  YOU  BELIEVE? 

There's  a  free-market  solution  to 
global  warming:  Give  each  country 

a  certain  number  of  permits  to 

emit  greenhouse  gases — and  reduce 

the  number  of  permits  issued  each 

year.  Governments  might  allocate 

some  of  the  permits  to  companies. 

Countries  that  don't  use  up  their 

permits  could  sell  the  extras  to 
countries  that  need  more.  Here  are 
some  forecasts  for  the  cost  of  a  per- 
mit to  emit  a  ton  of  carbon. 

$100 


Coda,  director  of  the  group's  Climate 
Change  Program,  nearly  one-quarter 
of  the  world's  carbon  dioxide  emissions 
are  due  to  rain  forest  destruction. 
"Never  before  has  there  been  an  eco- 
nomic incentive  not  to  burn  down  the 
rain  forest,"  Coda  says. 

Backers  of  trading  worry  that  the  po- 
litical momentum  is  moving  away  from 
the  free-market  approach  and  toward 
less  efficient  traditional  regulation.  "We're 
heading  toward  a  very  political  meeting 
at  The  Hague.  Gains  will  be  undermined 
if  we  get  political  de- 
cisions that  obstruct 
responsible,  market- 
based  approaches," 
says  Thomas  R. 
Jacob,  manager  for 
international  and  in- 
dustrial affairs  for 
DuPont. 

So  backers  of 
trading  are  mar- 
shalling their  coun- 
terarguments. While 
acknowledging  that 
it's  impossible  to 
monitor  every 
source  of  a  country's 
emissions,  they  say 
that  it's  possible  to 
get  a  good,  rough 
idea  by  measuring 
how  much  coal,  oil, 


CMRLES  RrVER  ASSOCIATES 

(UMITED  TRADING) 

GMRLES  RIVER  ASSOCIATES       $gO 

(MLTRM'NG) natural  gas,  and  oth- 
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companies   such   as  RAND  ENVIRONMEIfTAL  $50  tO      ''*"    ^"'^^''    '"'''"    ^'''^' 

Wisconsin    Electric  POLICY  CENTER  (tiAA      consumed.    As    for 

and   Detroit  Edison  {TOflniNG)  <plvU      fairness,    they    say 

into      rain      forest that  the  exact  num- 

preservation  projects  ENVIRONMENTAL  FINANCIAL  ^20      her  of  permits  that 

based  in  Central  and  PRODUCTS  (TRADING)  each  country  gets  is 

South  America.  Ac-                         data  business  week  something  that  can 

cording  to   Michael  be  worked  out  in  the 


political  process.  The  important  thin 
they  say,  is  to  establish  clear  rules 
trading.  "Until  you  can  quantify  tl 
problem,  you  can't  solve  it  or  nego1 
ate,"  says  Sandor. 

The  advantage  of  trading  is  that 
directs  society's  efforts  toward  tl 
most  cost-effective  means  of  cuttii 
greenhouse-gas  emissions.  Charles  R 
er  Associates  Inc.,  a  consulting  fii 
that  is  critical  of  the  Kyoto  Protoc 
says  that  its  estimate  of  the  top  c( 
for  compliance  with  the  Protocol  drc 
from  $280  a  ton  if  there's  no  trading 
permits  allowed,  to  $100  with  limit 
trading,  to  $60  in  a  completely  op 
market. 

Other  estimates  for  the  cost  of  cc 
pliance  are  considerably  lower  (tab 
Sandor,  who  helped  develop  the  mar 
for  trading  sulfur  dioxide,  a  cause 
acid  rain,  points  out  that  oppone 
predicted  sulfur  dioxide  emission  p 
mits  would  sell  for  as  much  as  $1, 
per  ton.  Instead,  they  trade  today 
about  $150  a  ton.  He  thinks  gre 
house-gas  permits  could  end  up  trac 
for  about  $20  per  ton  of  carbon 
that  trading  will  eclipse  the  $8  bil 
sulfur-dioxide  market  at  least  tenfi 

Cleaning  up  greenhouse  gases  i 
purely  a  drag  on  the  economy.  As 
experience  shows,  it  can  stimulate 
ative  thinking  about  energy  efficit] 
that  actually  saves  money.  It  could 
stimulate  the  development  of  new 
nologies  such  as  solar  power  and  \| 
power.  Add  in  reduced  health-care 
from  cleaner  air,  and  the  problei| 
global  warming  begins  to  look  lil< 
economic  opportunity.  The  answtl 
global  warming  might  be  as  simp 
buy  low,  sell  high. 

By  Janet  Gins  burg  in  Ch 
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Your  Northwestern  Mutual  Financial 
Network  Representative  can  play  a 
valued  role  in  your  family's  financial 
life,  bringing  you  expert  guidance  in 
Estate  Planning  and  the  specialists 
you  need  to  make  sure  that  what 
you  want  to  leave  your  family ... 
actually  reaches  them. 
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BONDS-FROM 

AAATOJUNK- 

ANDHOWTO 

MANAGE  THEM 


How  Did  Bonds 

Get  So  Sexy? 


They're  heating  equities,  hut  picking  the  right  kind  isn't  easy 


BY  SUSAN  SCHERREIK 

Ihen  Jerry  Thunelius,  head  of  taxable 
[fixed-income  investments  at  Dreyfus 
I  Corp.  speaks  before  brokers  and  their 
clients,  he  asks  them  this  question: 
"Who  owns  stocks?"  Everyone  responds 
by  raising  a  hand,  he  says.  Thunelius 
then  asks  the  crowd  who  owns  bonds. 
"On  average,  two  to  three  percent  raise  their 
hands,"  he  says.  If  that's  so,  then  many  investors 
may  be  missing  an  investment  whose  returns 
could  come  closer  to  stocks  over  the  next  few 
years,  but  with  less  risk.  With  the  economy  slow- 
ing, bonds  may  be  set  to  be- 
come market  leaders. 

Indeed,  for  the  first  time 
since  1993,  bonds  are  outper- 
forming the  stock  market.  From  January  through 
Oct.  20,  the  Lehman  Brothers  Aggregate  Bond 
Index  is  up  8.06%  and  U.  S.  Treasury  bonds  ma- 
turing in  20  years  or  more  have  fared  even  better, 
gaining  15.53%.  By  comparison,  the  Nasdaq  Com- 
posite Index  is  off  14.40%  for  the  year  and  the 
Standard  &  Poor's  500-stock  index  is  (1o\to  4.92'y'(. 


Bond  Investing 


The  $15  trillion  U.  S.  bond  market,  however, 
not  one  harmonious  entity.  It's  comprised  of  a  v 
riety  of  markets  that  often  dance  to  different  bea 
U.  S.  Treasury  bonds,  for  instance,  have  fiourish- 
this  year  because  Uncle  Sam  is  using  some  of  t 
budget  surplus  to  retire  debt.  Supply  in  the  m 
nicipal  bond  market  has  similarly  tightened — d 
ving  down  the  average  yield  for  top-quality,  10-ye 
munis  from  5.09%  in  January  to  4.78%  recently 
because  the  strong  economy  has  lessened  stat 
and  cities'  need  to  borrow.  By  contrast,  the  ju 
bond  market  is  being  bashed  by  concerns  about  ( 
teriorating  credit  quality.  Junk  bond  yields  ha 
spurted  from  an  average  of  1< 
than  five  percentage  points  o'' 
comparable  Treasuries  at 
start  of  the  year  to  nearly  eij 
now.  That's  the  highest  level  since  February,  19 

To  make  decisions  tougher,  today's  bond  mar  "^^ 
is  less  liquid  and  thus  far  more  volatile  thai 
half-decade  ago.  That's  because  Wall  Street  fir 
burned  by  losses  in  1998  after  Russia  defaulted 
debt,  are  increasingly  reluctant  to  put  their*  cap 
at  risk  to  make  markets  in  bonds. 


mm^ 


Shifting  some  money  into  bonds  doesn't  mean 
ring  up  on  stocks.  History  shows  that  a  com- 
lation  of  both  stocks  and  bonds  reduces  port- 
io  risk  more  than  it  reduces  returns.  Ibbotson 
sociates  figures  that  a  portfolio  comprised  of 
bonds  and  60%  S&P  stocks  would  have 
•ned  an  average  of  13.3%  annually  since  Janu- 
r,  1990,  vs.  16.7%  yearly  for  the  s&P  alone, 
t  the  bond-stock  portfolio  would  have  been 
ifc  less  volatile  (chart,  page  210). 
ALITY  BECKONS.  Slowing  economic  growth, 
ich  crimps  corporate  profits,  is  hurting  stocks, 
also  roiling  some  sectors  of  the  bond  market, 
h  as  high-yield  bonds,  that  are  highly  sensitive 
companies'  fortunes.  But  while  the  economy  is 
Aang,  there  appears  to  be  little  chance  of  re- 
gion. Moderate  growth  coupled  with  a  tame 
i  of  inflation  is  a  good  backdrop  for  investing 
ligh-quality  bonds. 

^he  aim  of  most  bond  investors  is  to  earn 
rate  of  interest  a  bond  pays  when  they  pur- 
se it.  If  inflation  rises,  bond  prices  de- 
e,  and  investors  wind  up  with  a  lower  D  H  11  R  Q 
irn.  But  with  most  economists  ex-      U  U  11  U  0 
ting  the  Federal  Reserve  to  hold 
!S  steady  over  the  coming  months, 
i-quality  bond   prices  and  yields 
ild  hold  fairly  even.  Some  econo- 
:s  believe  the  Fed's  next  big  move 
be  to  lower  short-term  rates  early 
9|  t  year.  If  that  happens,  bond  prices  will 
ease,  and  investors  will  earn  price  apprecia- 
on  top  of  the  bond's  yield. 
jTiJ  rligh-quality  bonds  are  a  great  buy  right 
,"  says  Donald  Berdine,  chief  investment 
■er  at  pnc  Advisors  in  Pittsburgh,  which 
ages  $50  billion  for  wealthy  individuals. 


Berdine,  who  sug- 
gests that  clients 
keep  35%  of  their 
portfolios  in  bonds, 
especially  favors 
municipal     bonds 


Sizing  Up  Bond  Marl(et  Returns 

YEAR-TO-DATE 
BOND                                                                  YIELD            RETURN* 

10-YR.  U.S.  TREASURY  NOTES 

5.64%         9.06% 

30-YR.  U.S.  TREASURY  BONDS 

5.73          14.29 

GNMA  15-YR.  MORTGAGE  SECURITIES 

6.89            7.33 

HIGH-QUALITY  INTERM.  CORP.  BONDS 

7.53            6.20 

HIGH-YIELD  INTERM.  CORP.  BONDS 

13.48          -2.90 

10-YR.  AAA  MUNICIPAL  BONDS 

4.78            7.71 

20-YR.  AAA  MUNICIPAL  BONDS 

5.57          11.20 

*As  of  Oct.  20 

DATA;  MERRILL  LYNCH  &  CO.,  LEHMAN  BROTHERS,  BLOOMBERG  FINANCIAL  MARKETS 

3.8% 


tax  brackets. 
One  reason  that 
Berdine  is  bullish 
on  bonds  is  his  be- 
lief that  oil  prices 
will  trend  lower 
over  the  next  few 
months,  allowing 
inflation  to  decline. 
Berdine  attrib- 
utes the  spike  in 

September's  consumer  price  index — to  a 
annualized  rate  from  a  3.3%  rate  the  prior 
month — largely  to  crude  oil  prices  jumping  33% 
this  year.  He  expects  that  by  the  middle  of 
next  year,  the  CPI  will  fall  to  a  2%  rate, 
which  he  sees  as  the  long-term  inflation 
rate.  By  that  measure,  Berdine  reckons 
bonds  are  cheap.  Historically,  bonds 
have  returned  around  three  percentage 
points  more  than  inflation.  With  10- 
year  U.  S.  Treasury  notes  yielding  about 
5.6%,  he  figures  investors  are  getting 
closer  to  four  percentage  points  over  the 
inflation  rate. 

Bond  pros  are  divided  about  the  best  strategy. 
The  riskier  but  potentially  more  rewarding  ap- 
proach is  to  be  a  value  hunter,  seeking  out  op- 
portunities among  beaten-down  junk  bonds  and  in 
the  high-quality  corjiorate  market,  which  has  also 


Ifthe  Fed's  next 
move  is  to  lower 
rates,  bond 
prices  will  rise, 
benefiting  those 
who  invest  now 
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Bond  Investing 


Locally  issued 
munJGJpa!  bonds 
offer  surprising 
tax  breaks  for 
high-income 
earners 


suffered  from  credit-quality  jitters. 

Indeed,  value  bond  investor 
Laird  Landmann  of  the  top-per- 
forming Metropolitan  West  Total 
Return  Bond  Fund  says  he's  scoop- 
ing up  top-notch  corporate  bonds 
like  those  issued  by  Ford  Motor 
and  Goldman  Sachs,  because  they're 
selling  at  their  highest  yields  in 
years  relative  to  Treasuries.  For  in- 
stance, Landmann  says  he  recently 
bought  10-year  Goldman  Sachs 
bonds  yielding  7.8%,  about  two  per- 
centage points  over  the  10-year 
Treasury  rate.  In  bond  parlance, 
the  Goldman  bond  is  cheap. 

TVue,  Wall  Street  analysts  recent- 
ly lowered  their  earnings  estimates 
for  Goldman  over  concerns  that  un 
derwriting  fees  will  fall.  Landmann 
points  out  that  Goldman  is  a  strong, 
diversified  firm  that  can  easily  make 
good  on  its  debt.  In  like  manner,  he 
is  buying  Bank  of  America  bonds. 
Landmann  admits,  however,  that  thi 
corporate  bond  market  is  still  "full  el 
minefields."   He   won't   touch   the 
bonds  of  most  technology  and  tele- 
com companies,  since  he  believes  their  prospects 
can  turn  down  quickly  in  an  era  of  rapid  techno- 
logical change. 

The  other  view  is  a  far  more  cautious  one. 
William  Gross,  managing  director  of  Pacific  In- 
vestment Management,  which  oversees  $212  bil- 
lion in  bonds,  advises  investors  to  avoid   ■»  *»■■■*  /» 
the  corporate  bonds  altogether,  both  in-    ||||N||S 
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ANTICORPORATE:  PIMCO's  Gwss  predicts  more  downgrades 


vestment  grade  as  well  as  junk,  because 
he  beUeves  more  credit  downgrades  are 
on  the  way. 

Since  the  start  of  the  year.  Gross 
has  pared  PIMCO  Total  Return  Fund's 
corporate  bond  holdings  to  12%  from 
20%.  Just  1%  of  the  fund's  assets  sit  in 
junk  bonds,  down  from  4%  last  year.  "In  this 
kind  of  environment,  investors  tend  to  go  for 
safety  and  high-quahty,"  he  explains.  Typically, 
that  means  U.  S.  Treasuries.  But  because  the 


Bonds:  More  Stable-And  Better  Returns,  For  Now 
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Treasury  is  retiring  debt,  Gross  believes  t 
U.  S.  TVeasuries  are  too  pricey.  So  he  says  he 
gone  for  the  next  best  thing  by  putting  a 
share   of  the   PIMCO  Total   Return   Fund, 
world's  largest  bond  fund  with  $36  billion  in 
sets,  in  Ginnie  Mae,  Fannie  Mae,  and  Free 
Mac  mortgage-backed  securities.  He  nc 
that  these  AAA  securities  have  implicit 
emment  backing  but  yield  about  1.6 
centage  points  more  than  compar^ 
Treasuries. 

THE  MUNI  CASE.  For  investors  in 
tax  brackets,   municipal  bonds  make| 
most  sense.  Recently,  AAA  insured  mi 
ipal  bonds  maturing  in  10  years  yiel 
4.78%.  At  first  glance,  that  yield  doesn't  seei 
pressive.  But  for  investors  in  the  36%  federal 
bracket,  that  translates  to  a  7.46%  yield,  an( 
those  in  a  39.6%  tax  bracket,  the  aftertax  yi( 
a  juicier  7.91%.  The  muni  payoff  is  even  bettj 
high-tax  states,  such  as  New  York  and  Califc 
where  there's  often  no  state  income  tax  on 
income  from  locally  issued  bonds. 

Another  decision  bond  investors  must  mal 
whether  to  buy  individual  bonds  or  a  bond 
tual  fund  (page  212.)  By  buying  individu^ 
sues,  you  can  lock  in  the  yield,  as  long  as 
hold  the  bonds  until  maturity.  Bond-fund  y] 
on  the  other  hand,  aren't  fixed.  The  de^ 
ment  of  the  online  bond  market  has  mad( 
process  of  buying  individual  issues  easier, 
cially  for  Treasuries  and  munis  (page  213)1 
tricky  sectors  such  as  junk  bonds,  a  mutual] 
may  be  the  better  choice. 

Investing  these  days  Ls  no  easy  feat.  Inde(> 
increased  volatility  of  today's  financial  mij 
only  underscores  why  careftiUy  chosen  boi 
funds  belong  in  every  investment  jjort  folio. 
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Be  Your  Own  Bond  Fund  Manager 

You'll  he  compensated  in  savings  for  the  extra  effort  it  takes 


BY  ANNE  TERGESEN 


With  bonds  trouncing  stocks  for  the  first 
time  in  years,  you  suddenly  have  reasons 
to  move  money  into  an  asset  class  that 
hasn't  gotten  much  recent  attention — or 
respect.  But  if  you're  about  to  make  a  siz- 
able commitment  to  bonds,  think  twice  before  di- 
aling your  mutual-fund  company.  When  it  comes 
to  high-quality  bonds  such  as  Treasuries  and 
AAA-rated  corporates,  there's  little  aside  from 
convenience  a  fund  can  give  you  that  you  can't  get 
on  your  own.  In  fact,  if  you  have  $50,000  or  more 
to  invest  and  plan  to  buy  and  hold,  picking  your 
owTi  bonds  can  be  a  cheaper,  more  profitable  way 
to  go.  "Bond  funds  don't  add  as  much  value  as 
people  think,"  says  Marilyn  Cohen,  author  of  The 
Bond  Bible  (New  York  Institute  of  Finance;  $24). 
According  to  a  1999  study  by  the  Charles 


Bonds  vs.  Bond  Funds 

Here's  a  comparison  of  the  costs  of  investing  $50,000  in 

a  portfolio  of  individual  investment-grade  bonds  vs.  comparable 

mutual  funds  that  invest  in  investment-grade  bonds. 


BOND  TYPE 

COST  TO  BUY 
BONOS* 

COST  OF  LOW-PRICED 
BOND  FUND 

COST  OF  AVERAGE 
BOND  FUND 

TREASURY 

0.13%  ($65) 

0.15%  ($75) 

0.77%  ($385) 

CORPORATE 

0.11%  ($55)** 

0.20%  ($100) 

0.74%  ($370) 

MUNICIPAL 

0.21%  ($105)** 

0.19%  ($95) 

0.68%  ($340) 

DATA:  SCHWAB  CENTER  FOR  INVESTMENT  RESEARCH 
'TO  REALIZE  THESE  COSTS,  AN  INVESTOR  MUST  HOLD  TO  MATURITY                                    "APPLIES  TO  AAA-RATED  BONDS 

BONDS 


Schwab  Center  for  Invest- 
ment Research,  an  investor 
with  $50,000  can  build  a  di- 
versfied  portfolio  of  high- 
grade  bonds  for  no  more,  and 
often  less,  money  than  a  com- 
parable low-cost  fund  (table).  To 
buy  and  hold  $50,000  in  Treasuries  costs  0.13% 
year,  including  commissions  and  the  higher  pric 
paid  for  buying  small  lots.  That  compares  to  abo 
0.15%  for  a  low-cost  fund. 

Do-it-yourself  investing  looks  better  when  y 
consider  the  typical  bond  fund's  expenses.  Trt 
sury  funds  pocket  an  average  of  0.77%  of 
sets  each  year.  But  since  these  funds  rose  an  i 
erage  of  5.6%  in  each  of  the  past  five  yea 
investors  can  ill  afford  to  part  w\i\v  any  retur 

Another  reason  to  go  it  alone  is  that  pi 
have  Kttle  edge  when  picking  Treasury,  AAA-r 
ed  corporate,  and  insured  municipal  bonds.  Si 
bonds  stand  virtually  no  chance  of  defaulti 
and  trade  frequently  enough  to  give  individu 
price  data  to  secure  good  deals.  So,  invest 
face  only  one  risk — that  rising  interest  rates 
punish  bond  prices.  Since  the  pros  have  pro 
no  better  than  others  at  forecasting  rates 
makes  no  sense  to  pay  one  to  do  so. 
UP  THE  LADDER.  If  the  direct  route  appeals 
you,  buy  at  least  five  high-quality  bonds  matuj 
at  different  times.  One  method  is  to  put  at  1( 
$10,000  each  into  2-,  4-,  6-,  8-  and  10-year  boi 
When  the  two-year  bonds  mature,  reinvest 
proceeds  in  new  10-year  bonds.  This  laddei  h, 
reduces  the  risk  of  losses  that  result  from  rii 
interest  rates — which  punish  short-term  se 
ties  less  than  long-term  ones. 

Bond  funds  still  have  a  place  in  many  poi 
lios.  If  you  can  only  part  with  a  little  mo 
funds  are  the  best  route.  And  if  your  idea 
short  stay  in  bonds — say,  to  wait  out  the  re 
stock  market  turmoil — fiinds  are  the  best  soh 
because  transaction  costs  can  sink  do-it-y   'Hi 
selfers  who  trade.  To  see  why,  consider  a  1 
fund  that  sells  $250,000  of  Treasuries.  Whi 
faces  commission  and  other  transaction  cos 
about  $;-{9 — or  0.0156%  of  its  investment — ai 
dividual  unloading  $5,000  of  Treasuries 
about  $68,  a  hefty  1.37%  of  assets,  accordi 
Jim  Peterson,  a  vice-president  at  Schwab 

Moreover,  the  pros  can  add  value  in  som- 
tors.  For  example,  with  defaults  on  junk 
rising  and  trading  volumes  falling,  a  funt 
give  you  both  expert  credit  analysis  anc 
market  muscle  to  get  good  prices.  That 
why  compensate  a  manager  unnecessarily? 
you  give  up  in  convenience,  you'll  gain  in  h 
returns. 
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Vinnowing  Bargains 
In  the  Web 

'you're  not  put  off  by  the  effort,  iVs  worth  it 


LEWIS  BRAHAM 


c 


Fou  point.  You  click.  It's  that  easy  to  trade 
stocks  online.  If  only  it  were  so  simple  for 
bonds.  While  investors  everywhere 
know  how  to  get  the  lowest 
commissions  for  Web 

stock  trades,  finding  the 

same  deals  for  bonds  is 

more  difficult.  The  rea- 
son   has    little    to   do 

with  the  Internet  and 

everything  to  do  with 

the  nature  of  the  bond 

market. 

The  bond  universe 

is  vast  and  extremely 

fi-agmented.  More  than    : 

4  million  bond  issues 

are    available    in    the 

U.S.  alone,  and  there  is 

no    central    exchange, 

such  as  the  New  York 

Stock  Exchange  or  the 

Nasdaq,  on  which  they 


BONDS 


Surfing  for  a  Bond  Broker 


SITE  (WWW.) 

IDAGENT.COM 

rDS0NLINE.COM 

IIRECT.COM 

^NDTRADE.COM 
iDE.COM 


IEB0NDS.COM 
IDIRECT.COM 

IVAB.COM 
RRH0USE.COM 


BONOS  OFFERED 

Corp.,  muni, 
agency 

Treas, 
muni, 


Corp., 
agency 


Treas 
muni 


,  Corp., 
agency 

Muni 

Treas.,  corp., 
muni,  agency 

Treas.,  corp. 

Muni 

Treas.,  corp., 
muni,  agency 

Treas.,  corp., 
muni,  agency 


COMMENTS 

Has  electronic  platform;  no  inventory;  provides 
advice  on  selection;  all  bonds  marked  up 

Has  platform  only;  all  bonds  marked  up;  site 
has  good  news  and  research  features 

$1  per  Treasury;  $3  everything  else;  $45  min- 
imum trade;  no  markups;  has  platform  only 

All  own  inventory;  no  platform 

Has  inventory  and  electronic  platform;  either 
$40  or  markup,  depending  on  the  trade 

Platform  only;  $10,000  minimum;  low  markups 

$2.50  to  $5  per  bond  depending  on  maturity 
date;  no  markups;  platform  only 

Has  inventory  and  is  developing  platform;  $35  to 
$49  a  trade  or  markup  depending  on  bond  type; 
most  trades  are  live  and  executable 

Has  inventory  and  electronic  platform;  $2.50  per 
corporate;  $35  minimum;  others  marked  up 


trade.  So  prices  often  vary 
from  dealer  to  dealer,  and  do- 
ing research  is  hard.  It's  also 
difficult  to  know  whether 
you're  getting  a  good  price. 
Most  bond  brokers  embed 
their  trading  commissions — 
or  "markups" — into  the  bond's 
price,  so  you  can't  tell  how  much  you  paid  for 
the  trade.  The  only  way  to  know  if  you  scored 
or  got  taken  is  to  compare  the  yields  for  the 
same  bond  at  different  brokers.  These  same 
problems  exist  both  online  and  off. 

That  said,  the  Web  does  offer 
savings  to  investors 
who   do   their   home- 
work.    About     the 
closest  thing  to  a  no- 
brainer  is  Treasury- 
Direct  at  www.trea- 
surydirect.gov,  which 
allows  you  to  buy 
Treasuries  at  gov- 
ernment    auctions 
with    no    transac- 
tion fees.  Although 
Treasury  prices  are 
sometimes  lower  in 
the  secondary  mar- 
ket, one  key  advan- 
tage of  buying  at 
auction  is  that  you 
know  you're  getting 
roughly     the     same 
price  as  all  other  in- 
vestors, big  and  small. 
At      the      Treasury's 
vingsbonds.gov,  you  can 
buy  the  old-fashioned  savings 
bonds  as  well  as  the  newer,  infla- 
tion-adjusted I-Bonds,  which  now  yield 
7.49%  (though  the  rate  will  be  reset 
Nov.  1). 

For  other  types  of  bonds,  you  have 
to  comparison-shop.  Your  first  stop  for 
information  should  be  the  Bond  Market 
Assn.'s  www.investinginbonds.com.  The 
site  has  many  educational  tools,  articles 
about  bonds,  and  links  to  other  sites. 
But  of  crucial  importance  is  the  Daily 
Muni  Bond  Summary.  This  section  of- 
fers a  comprehensive  price  breakdown 
of  the  prior  day's  most  actively  traded 
municipal  bonds.  By  looking  at  the  dai- 
ly trading  range  you  can  figure  out 
whether  your  broker's  prices  fall  in  the 
high  or  low  end  of  the  spectrum. 

For  instance,  business  week  re- 
cently found  one  broker,  Bond- 
Agent.com,  offering  AAA-rated  muni 
bonds  issued  by  the  New  York  State 
Energy  Research  &  Development  Au- 
thority at  $101.  (In  bond  terms, 
$101  is  actually  $1,010  for  a  bond  with 
a  face  value  of  $1,000.)  At  $101,  the 
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ACROSS 

L  One  of  the  "4  C's"  of 
diamonds 

7.  Piece  of  cookware 

10.  Colosseum's  home, 
to  natives 

14.  Wipes  clean 

15.  High  bond  rating 

16.  Monumental 

17.  America 

18.  Be  too  inquisitive 

19.  Penchant 

20.  Type  of  IRA 

2L  In  the  know,  so  to  speak 
22.  Old  Navy  product 


23. -skelter 

27.  News  from  the  Fed 

28.  Intel  chip 

30.  ARM  maximum 

34.  Security  devices 

35.  Objective 

36.  Mesabi  mineral 

37.  Telecommuter's  meeting, 
maybe 

41.  French  summer 

42.  MOMA  display 

43.  Humdinger 

44.  Word  on  a  nutrition  label 

47.  Strict  disciplinarians 

48.  College-wall  climber 


49.  Landlord,  for  example 

50.  With  47  Down,  one  on 
commission 

53.  Bureaucrat's  way:  Abbr. 

54.  Nonscheduled  time-slot 
notation:  Abbr. 

57.  London  School  specialty: 
Abbr. 

58. culpa 

59.  Monotony 

62.  To (unanimously) 

63.  River  bottom 

64.  "American "  (see  page  at  right) 

65.  Singer  Home 

66.  BBDO  creations 

67.  Hinders 


DOWN 

L  Jack  Welch  and  Sandy  Weill:  Abb 

2.  "Rule,  Britannia "  composer 

3.  Third-party  candidate  in  200( 

4.  " was  saying..." 

5.  Midmorning 

6.  Compass  reading 

7.  Georgia-Pacific  product 

8.  Seniors'  lobby 

9.  One  way  to  vote 

10.  Retail  incentive 
IL  Like  some  markets 

12.  Money-making  operation 

13.  Successful  legislation 
2L  Line  of  fashion 

22.  Type  of  option 

24.  Raison  d' 

25.  VIP  transportation 

26.  Italian  wine  region 

27.  Canon  wares 

28.  Builds  a  road 

29.  A-list  group 

30.  Staff  decrease:  Abbr. 

31.  Joint  venture  of  a  sort 

32.  Traveled  a  curved  path 

33.  Jury  members 

35.  Exemplar  of  industriousn 

38.  Nonprofit's  Web  site  suff 

39.  CD-_ 

40.  Recently  embattled  curre 

45.  OPEC  headquarters 

46.  Glucose  solutions,  at  time 
Abbr. 

47.  See  50  Across 

49.  Mutual-fund  charges 

50.  Stock-certificate  adornmi 

51.  High  point 

52.  PartofS&L 
53. money  (initial  capital 

55.  Tupperware-closing  sou 

56.  Golfer  Alcott  et  al. 

58.  Wharton  offering:  Abbr. 

59.  RN's  specialty:  Abbr. 

60.  From  the  Atlantic  to  th 
Urals:  Abbr. 

61.  HalfofMXXlI 


I 


For  answers  to  this  puzzle: 

Turn  to  page  223  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.hfm) 

Puzzle  created  by:  Stanley  Newman. 
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1-800-688-8898 


iterling  silver  flatware. 

A  19th  century  mahogany  bookcase. 
A  grandfather  clock  that  can't  even  keep  time. 


Define  luxury  for^^ 


/ 

m 

ANTIQUES 


'^P^*^ 

-^m.;'^  ■» 
*^''i' 


t  -  3 


-m 


J  ator  I  Luxury  isn't  bound  by  rules.  Which  means  the  Control  Trac  4WD  system 
00  pounds  of  towing  capacity  will  serve  you  well  even  if  shopping  is  your 
|f  an  extreme  sport.  Visit  lincolnvehicles.com,  or  call  800-688-8898 
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yield  was  5.41%.  The  Muni  Bond  Summary 
showed  a  price  range  of  $96.50  to  $101  that  day, 
meaning  that  BondAgent  was  selling  at  the  high- 
est price  and  lowest  yield.  In  contrast,  another 
broker,  MuniDirect.com,  was  offering  the  same 
bond  for  $98.50,  yielding  5.62%.  Meanwhile, 
TD  Waterhouse  Group  was  selling  it  for 
$99,  yielding  5.58%.  Unfortimately,  since 
the  muni  summary's  prices  aren't  live, 
this  knowledge  comes  after  the  fact. 
But  you  can  still  use  the  site  before 
you  buy  a  bond  to  see  which  brokers 
consistently  come  up  with  the  best  prices, 
The  Bond  Market  Assn.  does  offer  hourly 


Research 

WEB  SITE  (WWW.) 

ing  Bonds  Online 

COMMENTS 

BOND  MARKET  ASSN. 

investinginbonds.com 

Best  overall  site  for  beginners; 
try  muni  quote  tool 

BONDRESOURCES 

bondresources.com 

Comprehensive  daily  news  on 
every  type  of  bond 

B0NDTALK.COM 

bondtalk.com 

BRIEFING.COM 

briefing.com 

BUREAU  OF  THE  PUBLIC  DEBT 

publicdebt.treas.gov/ 

DPC  DATA 

dpcdata.com 

DUFF  &  PHELPS 

dcrco.com 

Daily  bond  news,  economic  stats, 
and  market  commentary 

Bond  research  and  live  quotes  used 
by  pros — $25  a  month 

Great  info  source  for  Treasuries 
and  savings  bonds 

Download  muni  annual  reports  and 
prospectuses  for  $25 

Offers  free  credit  rating  reports  for 
over  3,000  companies 

E-MUNI 

emuni.com 

Free  breaking  muni  news  from 
Reuters,  bond  glossary 

EQUITY  ANALYTICS 

e-analytics.com/ 
bonds/bonddir.htm 

FEDERAL  RESERVE  BOARD 

bog.frb.fed.us/ 

MOODY'S  INVESTORS  SERVICE 

moodys.com 

MUNISTATEMENTS.COM 

munistatements.com 

Detailed  basic  bond  primer 
for  beginners 

Economic  stats  on  interest  rates, 
debt,  and  currency 

Ratings  reports,  economic  commentary, 
default  overview 

Large  inventory  of  muni  documents, 
free  for  30  days 

STANDARD  &  POOR'S'' 

standardandpoors.com/ 
ratings/corporates/ 

THE  BOND  BUYER 

bondbuyer.com 

TREASURY  BULLETIN 

fms.treas.gov/bulletin/ 
index.html 

Free  breaking  ratings  news  and  recent 
credit  reports 

Daily  bond  news/research  used  by  pros  for 
$1,000  a  year 

Quarterly  economic  commentary  and  data 
for  Treasuries 
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price  updates  of  recently  issued  Treasurit 
The  best  strategy  is  to  open  multiple  onli 
accounts  and  use  one  as  your  home  base.  W 
brokers  such  as  DUdirect,  Charles  Schwab,  ai 
E*Trade  offer  a  good  selection  of  bonds  (tabl 
If  you're  also  registered  with  special 
brokers — such  as  MuniDirect,  eBon 
Trade,  BondsOnMne,  Tradebonds.com, 
BondAgent.com — you  can  shop  arou] 
for  the  bonds  you  want,  buy  from  t 
broker  with  the  best  price,  and  arran 
to  have  the  bonds  delivered  to  yo 
main  account  for  free. 
Of  nine  brokers  that  business  week 
amined,  only  DUdirect  and  MuniDirect  disck 
all  commission  costs,  dlj  charges  $3  for  ei 
$1,000  corporate,  muni,  or  agency  bond,  wl 
MuniDirect  charges  $2.50  to  $5  per  bond, 
pending  on  the  order.  Other  sites  mark  up  th 
bonds,  but  the  markups  are  generally  less  tl 
off-line  brokers,  according  to  Todd  Eyler,  an 
alyst  at  Forrester  Research  who  recently  c( 
pleted  a  study  of  online  trading.  "As  an  ii 
vidual  investor,  you  would  traditionally  pa 
5%  commission  for  a  bond  at  a  full-service 
ker,"  he  says.  "It  would  take  a  year's  worth  o: 
terest  to  recoup  that  if  you  bought  a  munic 
bond.  At  sites  such  as  eBondTrade,  [the  marl 
is  a  fraction  of  1%."  When  purchasing  long- 
turity  bonds,  say,  10  years  or  more,  it's  betti 
use  flat-rate  brokers  such  as  Dudirect.  Tl 
because  brokers  who  make  their  money  thn 
mark-ups  charge  more  for  long-term  bonds. 
GUARANTEED  INVENTORY.  It's  also  importa 
know  what  trading  platform  a  broker  is  u; 
Since  no  central  bond  exchange  exists,  man> 
line  brokers  use  electronic  trading  platforn 
link  themselves  to  other  dealers.  The  br 
vdth  the  best  platform  has  access  to  the 
bonds  and  can  usually  find  the  best  price 
gardless    of   the    commissions    they    ch 
E*Trade,  dlj,  and  Waterhouse  all  use 
Desk.com,  which  has  access  to  60  dealers 
about  7,000  bonds.  It  has  a  big  advantai 
that  many  of  its  bonds  are  "live  and  execut; 
meaning  prices  are  real-time  and  the  inventcj_ 
guaranteed  to  be  there.  Another  popular 
platform.  Bond  Express,  has  15,000  bonds 
they  are  subject  to  dealer  availability.  Sc 
may  go  to  purchase  a  bond  and  find  it' 
available  at  the  price  quoted. 

Some  online  brokers  also  have  their  own 
of  bonds,  which  they  sell  directly  to  inv< 
without  outside  dealers.  That  allows  th( 
guarantee  availability.  One  such  broker  is  e 
Trade,  which  offers  450  of  its  own  muni  1:| 
E*Trade  and  Waterhouse  sell  investors 
from  their  own  inventories  as  well  as  acq] 
them  from  others.  Schwab  sells  from  its 
tory  but  is  also  building  a  new  platform, 
ValuBond,  that  should  go  live  in  December! 
Bond  is  planned  to  give  investors  a  crackj 
dealers'  inventories,  not  just  Schwab's. 

All  told,  bond  investors  can  find  bette: 
online  than  off.  It  just  takes  more  effo: 
pointing  and  clicking. 
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The  Barker  Portfolio 


BUYING  MUNIS, 
NOT  HEARTBREAK 


BY  ROBERT  BARKER 

in  investment 
guru  and  former 
bond  salesman 
avoids  municipal- 
bond  brokers 
entirely 


For  the  longest  time,  Bill  Schultheis  was  one 
of  them.  A  broker.  A  cold-caller.  A  sales- 
man who  ran  his  finger  through  the  Yellow 
Pages  for  people  to  buy  municipal  bonds  from  his 
firm,  Smith  Barney.  Schultheis  quit  in  1997  and  a 
year  later  wound  up  publishing  a  surprisingly 
subversive  little  book.  The  Coffeelwuse  Investor: 
How  To  Build  Wealth,  Ignore  Wall  Street  and 
Get  on  with  Your  Life  (Longstreet  Press,  $13). 

I  like  the  book.  But  what  I  really  wanted  to 
know  from  Schultheis  isn't  in  it:  How  can  I  avoid 
getting  hurt  if  I  try  to  buy  muni  bonds?  I  fig- 
ured, after  13  years 
selling  them,  Schult- 
heis must  know  the 
ropes.  And  now  that 
he's  a  partner  in  a 
$25  million  advisory 
firm.  Pacific  Asset 
Management,  he's  of- 
ten on  the  other  side 
of  the  trade.  When 
clients  need  munis, 
he  doesn't  ring  up 
one  of  the  Street's 
old-line  firms,  where 
transaction  costs 
run  3%  and  more. 
Schultheis  uses  a 
discount  broker  in- 
stead. What  else 
does  he  suggest? 
■  Beware  of  calls: 
Many  bonds  can  be 
"called" — that  is,  re- 
deemed by  the  issuer  before  maturity.  That's 
not  necessarily  bad,  but  you  want  to  get  paid  for 
that  risk,  especially  if  you  buy  a  bond  when  it's 
trading  at  a  premium  to  its  par  value.  You  want 
to  make  sure  that  if,  for  example,  the  bond  gets 
called  in  five  years,  your  total  yield  will  beat 
yields  on  similar  five-year  bonds. 

A  broker  "will  call 


BONDS 


SCHULTHEIS:  Now  on  the  other  side  of  the  trade 


■  Consider      premium      bonds: 

Everyone  likes  a  bargain,  so 
there's  often  more  demand 
for  bonds  selling  at  a  dis- 
count to  par  value.  "Because 
of  that  psychology,  you  get  a 
little  bit  of  pickup  in  yield" 
vdth  premium  bonds,  Schultheis 
said.  For  example,  a  AA-rated  Washington  Sta 
general-obligation  bond  issue  maturing  in  20 
recently  traded  over  par,  with  a  yield  to  matu 
ty  of  5.64%,  0.25  percentage  points  more  th 
comparable  bonds'  average.  It  can  be  called 
September,  2004,  and,  if  it  is,  it  would  yi( 
4. 81%,  a  "kicker"  of  0. 35  points  or  so  over 
typical  AA,  four-year  bond. 

■  Watcii  interest-rate  risk:  The  longer-term 
bond,  the  more  liable  it  is  to  lose  value  bef( 
maturity  if  interest  rates  rise.  True,  lower  ra 

boost  a  bond's 
ue.   Yet  most  i 
viduals   buy   boi 
for  income  or  as 
last    against    th 
stocks,  not  to  tr 
for  capital  gains, 
however    tempt 
the     yield,     a\ 
bonds  with  mat 
ties  past  five  y( 
or  so  unless  the 
likely  to  be  ca 
sooner.  The  avei 
AAA-rated,     f 
year  muni  yie| 
4.64%       recei 
while  AAA,  10-J 
bonds  yielded 
4.93%.  "You  gi 
ton  of  interest-T 
risk  with  no  up;- 
Schultheis 


Minding  Your  Munis 

Bill  Schultheis  offers  this  advice 
to  investors: 

►Don't  be  afraid  to  buy  muni  bonds  trading 
at  a  premium  to  par  value 

►  Make  sure  you  know  when  a  premium 
bond  can  be  called  by  its  issuer 

►Don't  go  past  five  years  in  maturity,  where 
there's  a  lot  more  risk  for  a  little  more  reward 


you  up  and  say,  'Hey, 
I've  got  a  housing 
bond,  and  it's  got  a 
great  yield  on  it," 
Schultheis  said.  "But 
you've  got  to  be  care- 
ful, because  conceiv- 
ably that  bond  could 
be  called  next  week  at 
par.  I've  seen  it  time 
and  time  again."  Don't 
buy  a  muni  unless  you 
know  when  it  can  be 
called. 


Don't  let  a  muni  broker  push  you  into  it. 

How  does  Schultheis  buy  munis  now 
avoids  muni  brokers  entirely,  a  choice  he 
gests  for  educated  investors.  He  uses  disco 
Charles  Schwab's  bond  desk  (800  626-4600), 
usually  operates  not  as  a  broker  but  as  a  p 
pal.  That  is,  it  sells  bonds  from  its  own  in 
ry  and  makes  its  money  on  the  bid-ask  s 
without  commissions.  Bond  desks  at  Fideli 
vestments  (800  544-6666)  and  Vanguard 
(800  669-0514)  operate  similariy.  Schwab 
chief  John  Ladensack  told  me  that,  depend 
a  bond's  maturity  and  size  of  a  trade,  the 
take  is  0.5%  to  1.5%  of  the  principal.  If  y 
a  bond  desk  the  credit  quality  and  maturi 
want,  they'll  offer  a  selection,  but  no  hard 
just  what  this  ex-salesman  orders. 
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For  barkeronline,  go  to  www.businessweek.com/in| 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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1THIS  WORLD,  YOUR  MOUSE 
BECOMES  A  CHEETAH. 


In  AT&T's  broadband  world,  there's  no  more  running  to  the  fridge  during 
downloads — whether  you're  racing  to  finish  a  heavy  graphics  presentati( 
or  laying  down  music  on  your  MP3.  There's  no  dial  up,  you're  always  on. 
Only  seconds  away  from  whatever  you're  on  the  prowl  for — for  work  at 
home  or  play.  Connecting  thousands  daily,  AT&T  makes  the  internet 
experience  a  whole  new  animal. 
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att. com/boundless 
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Drive  with  more 
intellisence. 


ST  microchips  are  in  one-third  of  all  new  cars,  making  cars  smarter  and  safer. 
And  putting  some  of  the  pure  fun  back  into  driving. 

Driving  may  never  be  all  play,  but  it  can  be  more  fun  and  much  safer  -  thanks  to  STchips. 
They're  in  automotive  systems  for  passenger  safety,  engine  control,  braking,  security, 
navigation,  entertainment,  information  and  more.  In  fact, within  five  years  cars  will  probab| 
have  greater  microelectronic  content  than  PC's.  When  it  comes  to  making  cars  smarter 
and  safer,  ST\s  really  moving. 
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We  put  more  intelligence  into  everything. 


STMicroelectronics  (formerly  SGS -THOMSON)  •  www.st.com  •  A  world  leader  in  semiconductors  for  consumer  products, 
automotive,  telecommunications,  computer  peripherals,  industrial  automation  and  control  systems  •  For  opportunities:  http://jobs.st.\ 

STMicroelectronics 
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An  impressive  upswing  in  the  third-quarter 
results  at  Univision  Communications  (uvN), 
the  800-pound  gorilla  in  U.S.  Spanish  TV, 
has  halted  the  stock's  steep  slide.  Trading  at  62 
in  August,  it  had  dropped  to  26  in  mid-October. 
But  it  has  since  revived,  closing  at  38  on  Oct.  24. 
The  56%  third-quarter  earnings  jump  (before 
special  charges)  and  a  20%  rise  in  sales  helped. 

But  takeover  speculation  was  partly  behind 
the  uptick,  say  some  pros.  "The  stock's  oversold 
condition  has  awakened  interest  in  Univision 
from  the  likes  of  industry  consolidator  Clear 
Channel  Communications,"  says  one  fund  man- 
ager. Clear  Channel  owns 
19  TV  stations  and  is  affili- 
ated with  874  radio  sta- 
tions. It  also  has  a  26% 
stake  in  Hispanic  Broad- 
casting, a  U.S.  network. 
Clear  Channel  has  been  a 
"participant  in  the  consoli- 
dation" of  fast-growing 
Spanish  broadcasting,  notes 
analyst  Richard  Rosenstein 
of  Goldman  Sachs. 

CEO  Jerrold  Perenchio,  68,  who  owns  10%  of 
Univision,  may  be  ready  to  "pursue  other  inter- 
ests" and  agree  to  do  a  deal,  says  an  investor 
close  to  Univision.  In  August,  Perenchio  bought 
an  additional  1  million  shares  at  45  to  47  apiece. 

Analyst  Frank  Bodenchak  of  Morgan  Stanley 
Dean  Witter  thinks  the  Spanish-language  TV  and 
radio  sectors  are  "ripe  for  consolidation,  given  the 
massive  pullback  in  the  stocks."  Univision,  the 
nation's  fifth-largest  TV  network,  reaches  93%  of 
Hispanic  households  in  America  through  its  19  TV 
stations  and  its  network  of  33  affiliates  and  1,100 
cable  affiliates.  Analysts  value  Univision  at  50  to 
60  a  share.  A  buyout  could  push  it  to  70. 

HIGHER  PEAKS  MAY 
LOOM  FOR  VERTEX 

Know  about  "supply  chain"?  It  is  an  emerg- 
ing industry  the  Street  is  starting  to  take 
a  shine  to.  Supply  chain  execution,  says 
Scott  Wright  of  H.  C.  Wainwright,  uses  the  Web 
and  wireless  technology  to  improve  efficiency 
and  worker  productivity  in  managing 
customers,  inventories,  warehousing, 
and  route  accounting. 

That's  why  Wright  has  a  strong- 
buy  rating  on  Vertex  Interactive 
(VETX),  a  tiny  player  in  supply-chain 
solutions.  Its  customers  include  IBM, 
Merck,  Verizon,  Motorola,  and  Dell.  At 
Merck,  Vertex  automated  four  distrib- 
ution centers,  resulting  in  cutting  the 
time  to  fill  orders  from  24  hours  to  4 
hours,  according  to  co-CEO  Nic  Toms. 


"We  have  positioned  Vertex  to  be  a  strong 
player  against  larger  companies,"  says  Toms, 
"such  as  12  Technologies,"  trading  at  174  a  share, 
with  a  market  cap  of  $34.6  billion.  By  contrast. 
Vertex'  market  cap  is  $361  million.  The  SCE  mar- 
ket is  estimated  by  AMR  Research  to  grow  from 
$4.5  billion  in  1999  to  $18  billion  by  2003. 

Industry  sources  say  Vertex  will  get  a  $6  mil- 
lion supply-chain  contract  from  IBM,  which  could 
grow  to  a  $20  million  pact  in  three  years.  Vertex 
will  provide  a  supply-chain  network  to  6,000  IBM 
customer  locations  nationwide.  Wright  sees  sales 
of  $47  million  in  fiscal  2000,  and  $101  million  in 
2001,  when  he  expects  Vertex  to  move  into  the 
black.  He  see  the  stock,  now  at  15%,  rising  to  30 
in  12  months. 

INTEL'S  NEW  HORIZONS 
COULD  BE  IN  ASIA 

Who's  afraid  of  Intel?  Almost  everyone  on 
the  Street  is.  A  massive  sell-off  by  insti- 
tutional investors  since  August  has  slashed 
$272  billion,  or  52%,  from  the  company's  market 
value,  as  the  stock  plunged  from  summer's  75  to 
35  on  Oct.  11.  It  has  since  rallied  feebly,  to  41. 
"The  sky  is  not  falling,  but  next  year  looks  tough," 
says  Joseph  Osha  of  Merrill  Lynch. 

But  some  value  players,  who  regard  Intel's 
low  price  as  a  big  fire  sale,  have  scooped  up 
shares,  which  they  say  are  bound  to  shine  again. 
One  such  investor  is  Stephen  Leeb,  editor  of 
the  Personal  Finance  market  letter,  who  sees 
Asia  as  a  big  source  of  growth  for  Intel  in  the 
next  few  years.  Leeb  notes  that  in  the  past  two 
years,  orders  from  Asia  (excluding  Japan)  have 
grown  more  than  twice  as  fast  as  those  from 
the  U.  S.  and  Europe.  "Asian  demand  has  grown 
to  20%  of  Intel's  total  revenues  and  should  be 
even  much  bigger  next  year,"  says  Leeb. 

Even  during  the  Asian  flu  two  years  ago,  In- 
tel's sales  in  Asia  grew  by 
15%,  recalls  Leeb.  Asia  is 
sure  to  boost  Intel's 
prospects  in  its  core  busi- 
ness, argues  Leeb.  And  In- 
tel's forays  into  nonchip 
businesses  will  help  greatly, 
he  adds.  Intel  has  estab- 
lished strong  footholds  in 
businesses  that  are  grow- 
ing faster  than  its  core 
business,  including  flash 
memories  and  products  for  telecom  equipment. 

With  Intel's  forward  price-earnings  ratio  down 
to  25,  "the  stock  is  a  steal,"  says  Leeb.  Over  the 
long  term,  "we  expect  Intel  to  expand  earnings 
at  15%  a  year,  if  not  better,"  says  Leeb.  He 
thinks  Intel  will  rebound  to  70  within  18  months. 
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Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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COMMENTARY 

The  markets  got  thrashed  again  this 
week,  but  landed  on  two  feet.  Although 
earnings  woes  persist,  the  Dow  Jones 
industrial  average  gained  3.5%,  aided 
by  news  of  General  Electric's  takeover  of 
Honeywell  and  a  report  of  strong  soft- 
ware sales  from  Microsoft.  Although 
the  tech-heavy  Nasdaq  suffered  its 
biggest  one-day  loss  in  five  months,  it 
rose  almost  2%,  as  did  the  S&P  500. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems.  Inc. 


S&P  500  1364.9  1.7 

Dow  Jones  Industrials  10,326.5  3.5 

Nasdaq  Composite  3229.6  1.8 

S&P  MJdCap  400  495.0  0.6 

S&P  SmallCap  600  204.6  2.4 

Wllshire  5000  12,733.7  1.9 

SECTORS 

Business  Week  50*  1091.7  2.4 

Business  Week  Info  Tech  100**    773.8  0.9 

S&P/BARRA  Growth  772.8  0.8 

S&P/BARRA  Value  608.4  2.8 

S&P  Energy  899.5  -2.3 

S&P  Financials  152.8  5.3 

S&P  REIT  80.0  -1.6 

S&P  Transportation  598.5  5.5 

S&P  Utilities  311.7  -3.0 

GSTI  Internet  323.9  3.8 

PSE  Technology  913.7  0.5 
♦Mar.  19,  1999  =  1000       "Feb.  7,  2000  =  1000 
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-0.4 

8.3 

7.8 

9.6 

14.8 

18.8 

8.8 

9.2 

0.3 

0.4 

37.2 

32.2 

-54.5 

-30.8 

-6.0 

47.5 

London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


6367.8 

6277.9 

6748.2 
14,840.5 
15,601.1 

9511.8 

6003.7 
Oct.  24 


3.6 
5.7 
4.1 

-0.2 
4.2 

-A.2 
4.1 


-8 
5 

-3 
-21 
-11 

13 
-15 


Wk.  age 


1.18°/. 
26.7 
21.5 
2.30">/d 


S&P  500  Dividend  Yield  1.14% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)    27.2 

S&P  500  P/E  Ratio  (Next  12  mos.)*       22.5 

First  Call  Earnings  Surprise*  3.09% 

*FirstCall  Corp. 

TECHNICAL  INDICATORS       Oct.  24      Wk.  ago 

S&P  500  200-day  average  1443.3      1444.3 

Stocks  above  200-day  average  47.0%       46.0°/ 

Options:  Put/call  ratio  0.63  0.76 

Insiders:  Vickers  Sell/buy  ratio  2.10  2.13 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Tobacco 

Household  Products 
Engineering  &  Constr. 
Regional  Telephone  Cos. 
Cosmetics 


27.5 
18.9 
12.3 
11.1 
10.1 


Defense  Electronics 

Hospital  Management 

HMOs 

Invest.  Banking/Brkrge. 

Multiline  Insurers 


179.3 
91.2 
73.1 
67.3 
62.4 


Office  Equip.  &  Supplies 
Photography/Imaging 
Specialty  Retailers 
Metal  &  Glass  Containers 
Communications  Equip. 


-38.0 
-31.3 
-22.2 
-20.3 
-20.3 


Metal  &  Glass  Conta 
Office  Equip.  &  Supp 
Long-Dist.  Telecomn 
Photography/lmagin 
Gold  Mining 


I  MUTUAL  FUNDS 

Week  ending  Oct.  24 
■  S&P  500  B  U.S.  Diversified  It  All  Equity 
4-week  total  return 


m 


-1        0        1 


Week  ending  Oct.  24 
■  S&P  500  H  U.S.  Diversified  BAH  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Large-cap  Value  -0.2 

Mid-cap  Value  -0.3 

Health  -0.8 

Domestic  Hybrid  -1.0 

Laggards 

Latin  America  -11.1 

Technology  -8.3 

Diversified  Emerging  Mkts.      -7.5 

Pacific/Asia  ex-Japan  -6.6 


%       5       10       15      20      25       30 
Data:  Standard  &  Poor's 


EQUITY  FUNDS 

4-week  total  return 

Leaders 

SunAmerlca  Focused  Val.  II 

Smith  Barney  Telec.  Income 

Prudent  Bear 

KPM  Equity 

Laggards 

Frontier  Equity 

Jacob  Internet 

Amerlndo  Technology  D 

Potomac  Internet  Plus 


15.2 
11.2 
9.3 
7.2 

26.7 
23.4 
22.0 
20.1 


Leaders 

Health  87.5 

Technology  49.2 

Mid-cap  Growth  47.8 

Small-cap  Growth  46.0 
Laggards 

Precious  Metals  -23.4 

Japan  -11.4 

Diversified  Pacific/Asia  -7.9 

Pacific/Asia  ex-Japan  -0.2 

52-week  total  return % 

Leaders 

Dresdner  ROM  Biotech.  N  222.3 

Munder  Fram.  Hhhcare.  B  199.4 

Franklin  Biotech.  Disc.  A  175.3 

PBHG  Select  Equity  169.9 

Laggards 

ProFunds  OltraShort  OTC  -71.5 

Apex  Mid  Cap  Growth  -47.0 

U.S.  Glob.  Inv.  World  Gold  ^3.6 

Midas  -41.4 


■  INTEREST  RATES 

KEY  RATES 


Oct.  25    Week  ago  jj 


MONEY  MARKET  FUNDS 


6.14%       6.14% 


90-DAY  TREASURY  BILLS 


6.37 


6.30 


1 -YEAR  TREASURY  BILLS 


6.02 


5.91 


10-YEAR  TREASURY  NOTES 


5.68 


5.66 


30-YEAR  TREASURY  BONDS 


5.74 


5.77 


|ii 


30-YEAR  FIXED  MORTGAGEt       7.69 


7.86 


tBanxQuote.  Inc. 


I 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exemppici 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 

4.76%      Y 

TAXABLE  EQUIVALENT 

6.90         r 

INSURED  REVENUE  BONDS 

4.90         1 

TAXABLE  EQUIVALENT 

7.10        In 

\k 


ITHE  WEEK  AHEAD 


PERSONAL  INCOME  Monday,  Oct.  30,  8:30 

a.m.  EST>-  Personal  income  likely  in- 
creased 0.4%  in  September,  says  the 
median  forecast  of  economists  polled  by 
Standard  &  Poor's  mms,  a  unit  of  Ttie  Mc- 
Graw-Hill Companies.  Consumer  spend- 
ing likely  jumped  0.6%  in  September, 
the  same  gain  posted  in  August. 

CONSUMER  CONFIDENCE  Tuesday,  Oct.  31, 
10  a.m.  EST^  The  Conference  Board's 
confidence  index  likely  stood  at  140  in 
October,  down  from  141.9  in  September. 


PURCHASING  MANAGERS'  INDEX  Wednesday 
Nov.  1,  10  a.m.  est>  The  National  Asso- 
ciation of  Purchasing  Management's  in- 
dex likely  fell  to  49.6%  in  October,  from 
49.9%  in  September,  says  the  s&p  mms 
median  forecast. 

BEIGE  BOOK  Wednesday,  Nov.  1,  2  p.m.  est 
►  The  Federal  Reserve  Board's  compila- 
tion of  regional  economic  activity  will  be 
released  in  advance  of  the  policy  meeting 
on  Nov.  15.  Analysts  will  be  looking  for 
reports  on  domestic  demand. 


PRODUCTIVITY  &  COSTS  Thursday  I 
8:30  a.m.  est^  Output  per  hoil 
in  the  third  quarter  probably  grf 
annual  rate  of  3.5%.  That  follol 
5.7%  jump  in  the  second  quarJ 
labor  costs  were  probably  unchf 

EMPLOYMENT  Friday  Nov.  3,  8:31 
►  Nonfarm  payrolls  probably  a(| 
190,000  new  jobs  in  October 
252,000  added  in  September.l 
employment  rate  likely  edged  i| 
from  3.9%  in  September. 


*• 
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BUSINESS  WEEK  FIFTY 

Apr. 


TllE 

Business 
Wekk 


5) 


D3ily:0ct,9.25                  ^^^^ 

1 ! 1 1110 

:  .111:3:1091.7 

1060 

3d  a  strong  week,  up  a  healthy  2.4%.  Computer  Associates  rose  17.7%  atter  profits  topped  reduced 
id  Tyco  International  soared  21.7%  on  strong  profit  growth.  Weak  performers  ranged  from  biotech's 
5,  down  8.0%,  to  financial  stocks,  such  as  Capital  One,  down  10.5%.  Bellwether  tech  stocks — Cis- 
Lucent,  and  Sun  Microsystems — ended  the  week  on  a  desultory  note. 
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COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/00 


%  change 

Since 


t 

18.4 

-32.6 

rner 

2.9 

-15.5 

stems 

-3.1 

-23.1 

2.4 

-3.8 

Rank      Connpany 

Week 

3/1/00 

26     Intel 

8.2 

-28.7 

27     Tribune 

1.7 

-4.1 

28     Xllinx 

-7.3 

-17.3 

29     Enron 

-3.3 

10.3 

:tems 

;tanley  Dean  Witter 

ichnoiogjes 
!  Technology 
isystems 

chwab 
lot 


-0.1 
4.6 
7.0 
9.3 

-4.2 


52.3 

-80.9 

3.8 

-50.9 

-68.7 


30  Lexmark  International  8.7  -72.4 

31  Omnicom  Group  15.5  -9.6 

32  America  Online  0.2  -17.5 

33  Guldant  1.6  -18.7 

34  MBNA  1.0  61.4 


4.4 
-1.5 
5.9 
6.9 
5.0 


-0.2 
10.9 

-49.1 
0.2 

-31.1 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Oynamics 


2.7 
8.1 
-4.1 
0.4 
3.1 


41.0 
33.2 
-31.2 
22.3 
60.9 


luter 

-1.4 

-39.8 

-5.5 

-22.5 

-■■ 

appliance 

-8.4 

28.6 

-3.4 

6.1 

1.6 

5.5 

e 

14.6 

-68.0 

Jterials 

15.9 

-47.2 

fS 

national 

21.7 

48.0 

4 

Associates 

17.7 

-56.7 

-2.7 

-21.7 

a 

-12.1 

-52.7 

40  Texas  Instruments  15.8  -48.1 

41  Capital  One  Financial  -10.5  59.9 

42  General  Electric  -4.5  21.0 

43  Kansas  City  Southern  Industries    4.5  86.5 

44  Wal-Mart  Stores  -1.7  -6.3 

45  Paccar  0.2  -7.8 

46  PE  Biosystems  Group  -8.0  -9.9 

47  Merck  11.7  45.5 

48  Adobe  Systems  4.6  34.5 

49  Reliant  Energy  -lo.l  98.8 

50  Citigroup  2.1  30.8 


ODUCTION  INDEX 


Change  from  last  week:  OM 
Change  from  last  yean  14.1°/) 

■RIAL  OUTPUT                  ^^^ 

» 

14=177.1                 __^^  ** 
192=100     ^^t^^^ 

The  index  is  a  4-weel( 

moving  average 
■      ■     1 

Feb. 
2000 

June                 0 
2000                2( 

;t. 
)00 

ndex  was  unchanged  for  the  week  end- 
lOJrtl  !  weekly  index  continues  to  underscore 
dent  in  the  monthly  factory  indicators. 
)n  of  the  four-week  moving  average, 
g;3(l| )  177  from  176.  Seasonally  adjusted 
autos,  trucks,  coal,  and  lumber  in- 
il  refining  output  and  rail-freight  traf- 
'?ed,  while  electric-power  production 

of  the  index  components  is  at  www.business- 
•tion  index  Copyright  2000  by  The  McGraw-Hill 


■  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S«P  PERSONAL  WEALTH  Real  time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


Special  Atlvcrti.siiig  Feature 

Mixing 

Business  with 

Pleasure 

by  Lincoln 
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Answers  from  puzzle  #,-)4 
in  BusinessWeek, 


LINCOLN 

www.  lincolnvehicles.com 
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Three  years  ago 
these  techno Logies 

didn't  exist- 
Now  you  can't  exist 
without  them- 
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BusinessWeek 


Exchanges,  supply-chain  management,  technology  on  tap,  and  the 
mobile  net  are  redirecting  the  course  of  e-business  -  not  to  mention 
the  entire  economy.  If  you  can  implement  them  today,  they  can 
make  your  business  more  profitable  and  more  competitive.  If  you 
can't,  you  may  not  last  through  this  next  round  of  the  revolution. 

Find  out  how  to  dominate  the  marketplace  with  networks  at  the 
BusinessWeek  e.biz  Live:  Atlanta  conference.  On  November  9, 
you'll  interact  with  influential  visionaries,  technologists,  financiers, 
and  practitioners  as  they  explore  four  pivotal  e.biz  technologies. 
And  when  you  speak  with  the  pioneers  in  e-business,  you'll  learn 
the  practical,  relevant  information  that  you'll  need  to  make  bolder, 
better,  and  smarter  decisions  in  the  months  ahead. 

Only  a  limited  number  of  professionals  will  be  able  to  take  part  in 
this  event.  Reserve  your  space  early. 

Go  to:  http://www.conferences.businessweek.com/2000/ebiz5 

e-mail:  ebiz_atlanta@businessweek.com 

Phone:  888-239-6878 

Fax  on  demand:  888-239-6878,  document  #210 


Don  Tapscott.  Author, 
Digital  Capital:  Harnessing 
the  Power  of  Business  Webs 

r 


Michael  S.  Levin,  loundcr 

Chairman  and  CEO, 

e-STEEL 


Michiicl  Hawlcy,  l-'rofcssor 

of  Media  Techtwlogy, 

MIT  Media  Lab 


Mark  Lorimer,  President 
and  CEO,  autobytel.com  inc. 


Delta  Air  Lines,  Inc. 


B 


Andrew  A.  Slern,  CEO. 
USiiuemetworking,  Inc. 


ADDITIONAL  CONFIRMED  SPEAKERS:  Robert  J.  Corliss,  President  and  CEO,  The  Athlete's 
Foot  Group,  Inc.  •  John  Dillon,  President  and  CEO,  Salesforce.com  •  Tracey  A.  Esherick, 

Executive  Vice  President,  Online  Brokerage,  Fidelity  Personal  Investments  and  Brokerage 
Group,  Fidelity  Investments  •  Terrell  B.  Jones,  President  and  CEO,  Travelocity.com 
Tony  Kobrinetz,  Vice-President  and  General  Manager,  Personal  Area  Networks  and  Mobile 
Internet  Exchange,  Personal  Networks  Group,  Motorola,  Inc.  •  Zcv  Laderman,  President  and 
CEO,  VerticalNet  Solutions,  a  division  of  VerticalNet  •  Michael  McCloskey,  CEO  and 
Chairman  of  the  Board,  Kana  Communications  •  Ian  Small,  Chief  Strategist  and  Knowledge 
Officer,  marchFlRST  •  John  A.  Sutthoff,  Chief  Operating  Officer,  UPS  Logistics  Group 


Presented  by: 


BusinessWeek 


.\  Dii'iium  of  The McGraw-HUlCMnpams 


m 

Co-prodiucd  bv: 

^  marchFlRST 


Sponsored  by:  BMC  Softwarc    VertlcalNct  Solutions,  a  division  of  VerticalNet,  Inc. 

vvi(/i  i/ic  sup;..;rr  o/:  Wharton  Executive  Education 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABCP  Architecture  126 
Accel  Partners  104, 112 
Activision(ATVI)183 
Airborne  Logistics  Services 

104 

Airbus  Industrie  16 
Alcatel  (ALA)  51 
Altera  (ALTR)  48 
Amazon.com  (AMZN)  60, 

104 

Ambasz  (Emilio)  140 
America  Online  (AOL)  149, 

157 

Ameritrade(AMTD)196 
AmwayOO,  149 
Appelbaum  (Ralph)  129 
Apple  Computer  (AAPL)  28, 

208 
Archer  Daniels  Midland 

(ADM)  54 
Ascend  Communications 

(LU)176 
AT&T  (T)  51,  52, 64, 149, 

167,173,180,183 
Aventis  (AVE)  54 

B 


Banana  Republic  (GPS) 

112 
Banco  Santander  Central 

Bank  of  America  (BAG) 

60, 208 

Bank  One  (ONE)  16 
BBDOWorlwide  12 
Bear  Stearns  (BSC)  51 
Bell  Laboratories  (LU)  176 
BellSouth  (BLS)  173 
Benninger  (Christopher) 

122 
Berkshire  Hathaway 

(BRK.A)  149 

Bernstein  (SanfordC.)  104 
BlueLight.com  104 
Boeing  (BA)  16 
Boston  Scientific  (BSX) 

190 

BP  Amoco  (BA)  200 
Bridgestone/Firestonel2 
Brown  Brothers  Harriman 

190 


Caldwell  Architects  132 
Cantor  Fitzgerald  200 
Caterpillar  (CAT)  149 
Cendant  (CD)  60 
Century  Telephone  (CTL) 

190 

Cerent  168 

Champion  Products  84 
Charles  River  Associates 

(CRAI)  200 
Chase  Manhattan  Bank 

(CMB)  194 


Chevran  (CHV)  94 
Children's  Place  138 
CIBCWorld  Markets  168 
Cisco  Systems  (CSCO)  28, 

50,78,167,168 
Citigroup  (0  60,196 
Clear  Channel 

Communications  (CCU) 

221 

CNBC.com  (GE)  14 
Coca-Cola  (KO)  60 
Communication  Industry 

Researchers  176 
Compaq  Computer  (CPQ) 

196 
Corvis(CORV)168 


Daiichi  Mutual  Life  140 
DaimlerChrvsler(DCX)12 
Dataquest51,176 
Davis  Brody  Bond  130, 

138 

DDB  Chicago  16 
Dell  Computer  (DELL)  196, 

221 

Deloitte  &  Touche  96 
Delphi  Automotive  Systems 

(DPH)  78 

Detrait  Edison  (DTE)  200 
Deutsche  Bank  (DBK)  196 
DUdirect(DU)213 
Draper  Fisher  Jurvetson 

184 

Dreyfus  (MEL)  173, 208 
DuPont  (DD)  200 
Duracell  (G)  52 


Eastman  Kodak  (EK)  48, 
52,60 

eBay  (EBAY)  116, 149 
EchoStar  Communications 

(DISH)  149 
ElfTotalFina  94 
Environmental  Financial 

Products  200 
Ericsson  (ERICY)  51, 78 
E*Trade(EGRP)196,213 
Exxon  Mobil  (XOM)  94 


Fannie  Mae  (FNM)  208 
FCB(TN0)12 
Federated  Department 

Stores  (FD)  60, 112 
Fidelity  Investments  218 
Fingerhut  104 
First  Call  190 
First  Union  (FTU)  190, 194 
FleetBoston  (FBF)  60, 194 
Flextronics  International 

(FLX)  78 
Ford  (F)  12, 14, 16, 48, 

149, 208 


Forrester  Research  (FORR) 

14,213 

Freddie  Mac  208 
Freeporf-McMoRan  Copper 

&Gold  (FCX)  88 

G 


Gap  (GPS)  72, 80, 104, 

112 
General  Electric  (GE)  40, 

42,78,168 
General  Motors  (GM)  72, 

183 

Gillette  (G)  52 
GinnieMae208 
Goldman  Sachs  (GS)  42, 

190,196,208,221 
Goodrich  (B.F)  (GR)  42 
Graund  Zero  124 

H 


Haier  Group  78 
Halliburton  (HAL)  60, 149 
Hanjin  Shipping  132 
Herbert  Lewis  Kruse  Blunck 

134 

Herzog  Heine  Geduld  196 
Hewlett-Packard  (HWP)  78 
Hispanic  Broadcasting 

(HSP)  221 
Honeywell  International 

(HON)  40, 42 
Huffy  (HUE)  84 
Hyatt  149 
HyperEdgelO 


iBazar  116 

l/B/E/S48,190 

IBM  (IBM)  48, 50,  78, 221 

INGBarings194 

Intel  (INTO  48, 221 

International  Data  28 

International  Paper  (IP) 

149 

12  Technologies  (ITWO  221 
Iwataya  Department  Store 

137 


Jardine  Matheson  16 
JDS  Uniphase  (JDSU)  60 
Juniper  Networks  (JNPR) 

167, 168 
Jupiter  Media  Metrix  (JMXI) 

104 


Kellogg  (K)  54 
Key  Corp.  (KEY)  60 
Kmart  (KM)  104 
Knight  Trading  Group 

(NITE)196 
Korean  Bank  HCB  (HCB) 

96 
KRC  Communications 

Research  56 


Leeds  Equity  Partners  56 
Legend  Computers  78 
Lehman  Brothers  (LEH) 

167,208 
Level  3  Communications 

(LVLT)  167 

Liz  Claiborne  (LIZ)  80,  84 
Longstreet  Press  218 
Lucent  Technologies  (LU) 

28,48,167,168,176, 

180,190 

M 


Major  League  Baseball  58 
Matrix  Asset  Advisors  190 
Mattel  (MAT)  72,  84, 183 
McDonald  Investments  60 
McGraw-Hill  (MHP)  117, 

222 

MediaOne(D173 
Mellon  (MEL)  60 
Merck  (MRK)  221 
Merrill  Lynch  (MER)  190, 

196,221 
Metropolitan  West  Total 

Return  Bond  Fund 

(MWTRX)  208 
Microsoft  (MSFT)  60, 184 
Miramax  Film  164 
Mitsubishi  51 
Mitsui  Real  Estate  140 
MMXIEuropellO 
Moody's  Investors  Service 

(DNB)176 

Morgan  (J.P.)(JPM)  194 
Morgan  Stanley  Dean 
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Editorials 


GLOBALIZATION:  LESSONS  LEARNED 


The  heady,  unrealistic  days  of  globalization  appear  to  be 
over.  Where  once  it  was  promised  that  the  simple  spread 
of  markets  would  melt  poverty,  dissolve  dictatorships,  and  in- 
tegrate diverse  cultures,  today  the  mere  mention  of  globaliza- 
tion generates  anger,  discord,  and  accusations.  The  sharp 
worldwide  financial  crisis  of  1997-1998,  wWch  devastated  Asia 
and  Russia,  the  unexpected  oil  shock  of  1999-2000,  which  is 
hurting  the  U.  S.  and  Europe,  the  crash  of  the  eui'o,  and  the 
plummeting  of  stock  markets  everywhere  have  combined  to 
cast  doubt  on  the  efficacy  of  globalization.  Despair  is  replacing 
euphoria,  and  defensiveness  is  taking  the  place  of  triumphalism. 

A  double  backlash  is  generating  skepticism  about  the  abil- 
ity of  globalism  to  do  good.  In  the  First  World  of  the  U.  S. 
and  Europe,  the  children  of  the  middle  class  join  with  labor 
unions  to  protest  in  Seattle  and  Prague  against  globalization 
as  a  form  of  capitalist  exploitation.  They  are  opposed  to 
what  they  see  as  multinational  corporate  exploitation  of 
Asian  and  Latin  American  workers  and  the  overseas  envi- 
ronment. They  seek  to  extend,  if  not  impose.  First  World 
standards  on  Third  World  societies. 

The  Third  World  backlash  is  more  complex  and  pragmatic. 
Asians,  Africans,  and  Latin  Americans  protest  against  the 
rules  of  the  globalization  game  but  not  against  globalization  it- 
self. They  want  more  controls  over  the  hot,  short-term  West- 
em  capital  flows  into  their  countries  that  can  destabilize 
them.  At  the  same  time  they  want  more  long-term  corporate 
investment  and  fewer  restrictions  in  Western  markets  for 
their  exports.  The  Third  World  believes  that  the  imposition  of 
First  World  labor  and  environmental  standards  on  their  so- 
cieties is  simply  a  protectionist  device  to  curb  their  exports 
and  hold  back  their  economic  growth. 

The  backlashes  against  globalization  mark  the  end  of  its 
naive,  euphoric  beginning  and  the  start  of  a  more  complex 
stage  in  its  evolution.  To  focus  the  debate,  business  week  as- 
sembled a  team  of  16  journalists  to  fan  out  across  the  world 
to  dissect  what  globalization  means  to  people  on  the  ground 
(page  72).  Their  conclusions: 

■  Despite  the  Sturm  und  Drang  of  the  backlashes,  global- 
ization remains  the  dominant  driving  force  in  the  world  econ- 
omy, reshaping  societies  and  polities  as  it  changes  lives. 
Moreover,  an  expanding  high-tech,  information-based  economy 
increasingly  defines  globalization  and  shapes  the  business 
cycles  within  it.  Much  of  the  flow  of  capital,  labor,  service,  and 
goods  among  Asia,  America,  and  Europe  are  technology- 
based.  Without  chips,  screens,  and  software  help  from  Asia, 
the  U.S.  economy  would  grind  to  a  halt. 

■  How  nations  respond  to  globalization  defines  whether  they 
prosper  from  it  or  not.  At  a  minimum,  policymakers  have  to  be 
able  to  devise  and  implement  sophisticated  macroeconomic  fis- 
cal and  monetary  policies  that  control  inflation  and  take  ad- 
vantage of  global  flows  of  capital,  direct  investment,  and  trade. 

■  Regulation  and  rules  count  as  much  as  the  fi-ee  flow  of  cap- 
ital. To  be  productive,  capital  must  move  vdthin  a  context  of 


transparent  markets  and  regulated  banks.  It's  a  delicate  b 
ance  the  U.  S.  has  been  working  on  for  two  centuries  l 
something  officials  at  the  TVeasury  Dept.  and  the  Intematio 
Monetary  Fund  forgot  when  they  pushed  many  Asian  coi 
tries  to  open  up  prematurely  in  the  early  1990s.  Laiss 
faire  ideology  is  no  substitute  for  practical  investments. 
■  Governance  counts  as  much  as  free  markets.  The  Con 
Nigeria,  and,  to  a  degree,  even  Russia,  show  that  without 
effective,  operating  state  and  a  legal  system  that  protects 
vate  property  and  individual  rights  and  enforces  contra 
globalization  can  lead  to  corruption,  exploitation,  and  imp 
erishment.  Russia  has  one  of  the  highest  levels  of  educatioi 
the  world,  vdth  many  of  the  best  scientists  and  engineers 
it  has  failed  to  grow  because  of  the  anarchy  of  the  si 
and  the  failure  of  the  legal  system. 
H  Education  is  one  of  the  most  important  variables  in 
termining  how  much  and  how  fast  Third  World  count 
benefit  from  globalization.  It  allows  them  to  move  up  the 
ue-added  chain,  producing  more  advanced  goods  and 
vices  for  the  world  market.  Countries  •with  the  most  educj 
can  plug  into  the  high-tech  global  economy  and  gain 
greatest  benefits.  Taiwan,  India,  Korea,  China,  and  o 
Asian  countries  are  now  integrated  into  the  Information 
international  economy,  which  rises  and  falls  with  the  high 
business  cycle.  Africa,  with  among  the  lowest  levels  of 
cation  in  the  world,  is  out. 

One  of  the  great  questions  surrounding  globalizati 
that  of  responsibility.  Who,  for  example,  is  responsible  fo 
sweatshops  in  Latin  America  and  Asia  that  produce  so 
American,  Japanese,  and  European  goods?  The  answer 
is  clear — consumers  are  demanding  that  corporations 
sponsible  for  their  employees  anywhere  around  the 
Corporations  must  accept  reasonable  codes  of  condu 
their  contractors  overseas.  It  is  also  clear  that  global  c, 
markets  have  to  reflect  the  checks  and  balances  fo 
the  advanced  economies  to  be  effective. 

But  going  further  and  imposing  Western  standards 
man  rights,  worker  benefits,  and  environmental  protectii 
Third  World  countries,  many  of  them  democracies,  ru: 
risk  of  protesters  becoming  the  arrogant  imperialists  so 
are  protesting  against.  Globalization  is  the  most  po 
manifestation  of  capitalism  seen  yet.  Capitalism  has 
operated  within  a  context  of  law  and  rules,  and  it 
time  to  do  some  fine-tuning.  But  the  danger  in  tumin; 
from  the  markets  is  to  return  to  the  days  when  the 
Bank  and  governments  allocated  capital  for  political 
and  the  Third  World  wound  up  with  dozens  of  steel 
that  generated  little  growth  and  no  prosperity  for  the 

In  the  cacophony  of  voices  being  heard  about  globa 
today,  it  is  important  to  listen  most  of  all  to  the  leadei-ij 
Third  World  who  vociferously  proclaim  that  the  las 
their  people  want  is  to  choke  off  the  very  economic 
that  is  lifting  so  many  from  poverty. 
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Chances  are,  we  had  something  to  do  with  it.  Fact 
is,  98  out  of  the  FORTUNE  100  count  on  business 
intelligence  solutions  from  SAS  to  explore  infor- 
mation, better  understand  customer  and  supplier 
relationships,  predict  behavior,  and  unlock  hidden 
opportunities.  Today,  SAS  is  leading  the  industry 
in  bringing  this  same  level  of  intelligence  to  the 
world  of  e-business.  With  e-Intelligence  from 
SAS,  you  can  capture,  analyze  and  react  to  data 
gathered  at  any  point  of  contact.  And  then  just  as 
quickly  disseminate  new  findings  to  anywhere 
they're  needed  across  your  extended  enterprise. 
To  get  the  answers  you're  searching  for,  call  us 
today  at  1-800-727-0025  or  stop  by  www.sas.com. 
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^^     Your  business  is  as  unique 


as  your  DNA,  which  is  why  at 


NO  TWO  EYES  SEE  THE  SAME  WORLD. 

NO  TWO  BUSINESSES  ARE  IDENTICAL. 

AND  NOW  ONE  COMPANY  CREATES 
INTERNET  SOLUTIONS  UNIQUE  TO  YOU. 


Fujitsu,  a  $50  billion  global  provider  of  IT  and  telecommunications  solutions,  we  approach 


every  Internet  challenge  individually.  With  60,000  IT  service  and  support  professionals  and 


operations  in  over  100  countries,  no  matter  where  you  are,  we're  right  at  your  side.  Observing 


your  business  from  your  perspective.  Understanding  your  objectives.  Responding  to  your 


customers.  And  selecting  from  our  complete  range  of  leading-edge  solutions  the  unique 


combination  that  will  deliver  tangible  business  results  for  your  business.  A  one-to-one  solution 


designed  specifically  for  you.  It's  not  just  the  way  we  conduct  business.  It's  in  our  genes. 


FU^TSU 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


•Source;  IDC,  December  1 999.  Who  Will  be  Leading  the  Global  IT  Services  Industry  In  20007.  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo. 
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SPANworks®  sollware  with  the  Toshiba  Bluetooth 
PC  Card  ailows  networi<  and  tile  sharing,  presentation 
sharing,  chat  and  business  card  data  exchange 


Bluetooth  PC  Card  delivers  up  to  20  times  the  speed 
Ota  traditional  V 90 modem  with  a  range  three  times 
farther  than  other  PC  cards:  up  to  100  teet 


Bluetooth  is  standards-based  so  it  works  vidually 
worldwide  and  with  all  Bluetooth  devices 


Pentium®/// 


Toshiba  recommends  Microsoft""  Windows"" 2000  Professional  for  business. 


'The  Toshiba  Bluetooth  PC  Card  Is  compatible  on  ti/licrosolt  Windows  98  Second  Edition  and  Mlcrosoll  Windows  Me  'When  products  become  available  ffl2000  Toshiba  Anieiica  inlornialion  Systems,  Ira:  Tecia  and  Select  , 
SPANworks  is  a  registered  trademark  ol  SPANworks,  Inc.  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Intel  SpeedStep  is  a  trademark  ol  Intel  Corporation  Ail  specilicatic  , 


Introducing  the  totally  new  Tecra  8100.  The  first  ever  Bluetooth  PC  solution. 


The  Toshiba  Tecra®  8100  with  the 
Bluetooth'"  PC  Car&  is  so  fine,  it's  poetry 
in  motion.  With  the  Bluetooth  PC  Card. 
/ou  can  connect  effortlessly  with  other  Bluetooth  PCs,  hand- 
'leld  devices,  LAN  and  Internet  connections  —  all  without 


wires  or  cables.^  Bluetooth  is  the  latest  mobile  computing 
innovation  pioneered  by  Toshiba  through  a  joint  venture  with 
industry  leaders.  Now  you  can  truly  work  without  being 
tethered  to  old  technology  So  free  yourself  from  the  cables 
and  wires  that  bind.  You  don't  need  them  anymore. 


Bluetooth  tias  128-1)11  encryption,  which 
ensures  that  every  connection  is  secure. 


Supertast  Mobile  Intel®  Pentium®  III  processors  up 
to  850MHz  featuring  Intel  SpeedStep"'  technology 
and  configurable  from  5.6  lbs.  light  and  1.5"  thin. 


Up  to  20  billion  byte  hard  drive  and  a  14. 1 " 
diagonal  TFT  active-matrix  color  display 


choose  freedom'^ 

TOSHIBA 

\To  buy  direct,  visit  bluetooth.tostiiba.com  or  call  1-800-TOSHIBA 

igisteted  Itademarks,  and  choose  Ireedom  is  a  Irademark  of  Toshiba  America  Information  Systems,  Inc.  and/or  Toshiba  Corporation.  Bluetooth  is  a  trademark  owned  by  its  proprietor  and  used  by  Toshiba  under  license 
ivaiiaoiiity  are  subiecl  to  change.  All  other  product,  service  and  company  names  are  trademarks,  registered  trademarks  or  servicemarks  of  their  respective  owners.  All  rights  reserved. 
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Pamela  Gouws 

Fidelity  Investments 
Representative 


We're  calling  for  no  other  reason  than  to  say 
thank  you. 

That's  a  wonderful  reason  to  call.  Thank  you. 

My  wife  and  I  are  truly  enjoying  our  retirement 
and  want  to  thank  you  for  your  wonderful 
assistance  throughout  the  years. 

Well... that  makes  me  feel  great.  And  I'll  pass 
that  message  along  to  everyone  here. 

Especially  a  Mr.  David  Coyne.  Is  he  still  with 
the  company? 

Oh,  yes.  David's  been  with  us  for  close  to 
30  years. 

Well,  he's  a  gem.  He  really  is.  He's  the  one  that 
got  us  started. 

He's  a  very  good  man. 

And  Mr.  Peter  Lynch.  We  followed  his  principles 
faithfully. 

Many  people  have.  But  not  everyone  calls. 

Well,  I  just  want  you  to  know  that  we  feel 
very  fortunate. 

Thank  you. 

No.  Thank  you! 


Fidelity 


Inuesimenis* 


1-800-FIDELiTY    Fidelity.com 


Dramatization,  may  not  be  representative  of  the  experience  of  actual  customers.  Investment  returns  may  vary. 
Fidelity  Brokerage  Services.  Member  NYSE,  SIPC.  11 2262 


Who  can  explain  progress?  The  restless  need  to  push  the  limits  and  move  to  a  higher  level.  Not  just  to  see  what's 
coming  next,  but  to  create  it.  This  is  the  spirit  that's  driving  HUGHES  to  produce  the  next  generation  in 
communication.  Satellite  delivered  broadband.  Interactive  TV.  High-speed  business  networks.  Innovations  that 
will  take  the  future  of  information  and  entertainment  to  its  highest  potential. 

Because  there's  no  limit  to  what  you  can  accomplish  when  you  keep  looking  beyond  the  horizon. 
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46    A  NEW  NET  POWERHOUSE? 

Talk  about  an  October  surprise. 
Staid,  165-year-old  media 
conglomerate  Bertelsmann  makes  a 
deal  with  the  Devil:  music- 
downloading,  file-sharing,  upstart 
renegade  Napster.  Why? 
Bertelsmann  chief  Thomas 
Middelhoff  envisions  a  future  when 
all  of  his  company's  content  wdll  be 
digitalized  and  downloadable  for  a 
fee — using  Napster  software.  But 
the  deal  is  fraught  with  risk 
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PRODUCTIVITY:  STILL  UP  THERE? 

The  nation's  supercharged 
productivity  grovid^h  may  slow  as 
companies  rein  in  capital  spending 
SMALL  BIZ  FEELS  THE  PINCH 
Entrepreneurs  are  scaling  back  in 
anticipation  of  a  slowdown 


58    GM  THINKS  SMALL 

To  regain  market  share,  it 
refocuses  on  entry-level  cars, 
costing  $20,000  or  less 
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It's  getting  harder  to  fill  Corporate 
America's  top  jobs  as  boards  show 
lackluster  leaders  the  door 

62    COMMENTARY:  MICROSOFT 
The  software  giant  has  made  it 
easy  for  hackers  by  not  plugging 
the  holes  in  its  products 

64    THE  BUSHDAQ?  THE  GOREDEX? 
Wall  Street  firms  are  tracking 
portfolios  of  stocks  they  expect  to 
rise  or  fall  according  to  who  wins 

66    IN  BUSINESS  THIS  WEEK 

International  Business 

70    JAPAN:  HIGH-TECH  REFORM 

Investors  remain  wary  even  though 

the  electronics  giants  are  attracting 

more  consumers  and  profits  are  up 
72    GERMANY:  AUTOS 

That  noise  under  Mercedes'  hood? 

Tough  competition  and  pressure  on 

its  profit  margins 
74    INTERNATIONAL  OUTLOOK 

Is  NATO  about  to  make  a  bad  move 

in  the  Baltics? 
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Garten:  It's  time  to  deal  with 

antitrust  from  a  global  perspect 
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It's  remaking  the  factory  Henn 
built  into  21st  century  powerho 

Media 
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exploit  new  digital  technology 
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talks  about  the  tough  in- 
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The  Tech  Wreck 

How  bad  is  it?  This  economic  linch- 
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from  chipmakers  to  telecoms 
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may  not  be  so  sexy  now 


IS  LeadersOnline 


12  BUSINESS  WEEK  /  NOVEMBER  13,  2000 


client  information 

filter  urgent  e-mails 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
CAR  TALK 

CHRYSLER: 

NOT  QUITE  SO  EaUAL 

EMPLOYEES       AT       DAIMLER- 

Chrysler's   Chrysler  Group 
were  still  reeling  from  their 
first  quarterly  loss  since  the 
early  1990s  when 
they    found    out 
that        Daimler- 
Chrysler    Chair- 
man   Jiirgen    E. 
Schrempp       had 
hed  to  them  all. 

Schrempp    re- 
cently told  the  Fi- 
nancial      Times 
that  he  had  nev- 
er really  intended 
for  the  combined 
auto  giant  to  be 
"a  merger  of  equals,"  as  he 
said  at  the  time.  He  added 
that  he  chose  to  be  "mislead- 
ing" for  "psychological"  rea- 
sons. If  he  had  been  honest, 
there  would   have  been  no 


deal,  and   he  couldn't  have 
made  Chrysler  into  just  an- 
other Daimler  operating  unit. 
A  Schrempp  confidant  now 
says  he  was  only  trying  to 
convey  satisfaction  with  the 
corporate  structui-e.  But  as  a 
result,  Chrysler  workers  say 
morale  has  plummeted  at  its 
suburban  Detroit 
headquarters 
"People    were 
Si  devastated,"  says 

one  ex-employee 
T'  ,^W*^      Workers     have 
been      posting 
Schrempp's  com- 

SCHREMPP 


ments  on  bulletin 
boards  in  the 
building  and  send- 
ing them  out  to  former  co- 
workers. Forget  the  financial 
results.  Chrysler's  biggest  loss 
may  well  be  the  little  goodwill 
left  between  management  and 
the  troops.  Jeff  Green 


TALK  SHOW  iiThere  is  the  possibility  of  a  foreign  interest 
purchasing  the  deciding  vote  margin  and  presenting  us  with  a 
true  Manchurian  candidate?^  — Deborah  Phillips,  who  chairs  the 
Voting  Integrity  Project,  on  the  sale  of  votes  over  the  Internet. 


STREET  NEWS 

WHO  IS  THE  FAIREST 
GURU  OF  THEM  ALL? 

THE  DEATH  SPIRAL  IN  INTER- 

net  stocks  since  March  has 
taken  the  wind  out  of  the 
sails  of  two  top  ana 
lysts — Morgan  Stanley 
Dean  Witter's  Mary 
Meeker  and  Merrill 
Lynch's  Henry  Blod- 
get.  That's  prompting 
investors  to  seek  out 
new  Net  seers. 

One  prospect:  Leh 
man  Brothers'  Holly 
Becker.  She  has  gar- 
nered kudos  for  her 
tough  "neutral"  (read: 
sell)  call  on  Yahoo!  in 
June.  Yahoo  stock  has 
since  sunk  60%.  But 
she  was  criticized  for 
not  downgrading  Ama 
zon.com  until  Sept.  25, 
months  after  Lehman's  bond 
analyst  soured  on  the  e-tailer. 
Some  investors  look  to  small 
firms.  At  Adams,  Harkness 


&  Hill,  Steven  Frankel  earns 
high  marks  for  two  savvy 
1999  picks,  BroadVision  and 
Macromedia.  In  addition, 
Faye  Landes,  a  Net  analyst 
only  since  the  summer,  has 
caught  investors'  attention  for 
her  acumen  at  Sanford 
Bernstein. 

Analytical  skills, 
however,  aren't  the, 
only  consideration. 
Merrill  and  Morgan 
Stanley  are  both  big 
Net  stock  imderwrit- 
ers.  So  Meeker  and 

FRANKEL  AND  BECKER: 

Looking  savvy 

Blodget  "are  in  a  dif- 
ficult position  to  be 
anything  else  but 
bullish,"  says  Ryan 
Jacob,  manager  of  the 
Jacob  Internet  Fund. 
But  Lehman  and  Adams, 
Harkness  underwrite  few 
Net  stocks.  Sanford  does 
none.  That's  probably  no 
coincidence.  Geoffrey  Smith 


CORPORATE  COUPLINGS 

STEVE  CASE 
WANTS  YOUR  VOTE 

THE  PROTRACTED  MERGER 
talks  between  Steve  Case's 
America  Online,  Gerald 
Levin's  Time  Warner,  and 
the  Fedeml  Trade  Commis- 
sion may  come  to  a  head  with 
the  Nov.  7  election. 

A  win  by  (ieorge  W.  Bush 
could  subtly  aid  the  merger 
partners,  say  sources  close  to 
both  companies.  How?  Al- 
though Bush  has  taken  no 
stance  on  the  merger,  he  is 
expected  in  general  to  be  less 
inclined  towards  aggressive 
antitioist  action.  What's  more. 


CASE  AND       the  prospective 
LEVIN:  A  partners      are 

Bush  boost?  convinced  that 
the  antitrust 
case  for  blocking  their  merg- 
er is  weak,  since  it  is  based 
on  complex  legal  doctrine 
untested  in  decades.  Accord- 
ing to  one  lawyer  close  to 
the   talks:    "If  you   try   to 


translate  this  into  anything 
that  looks  like  an  antitrust 
case,  it  suddenly  gets  very 
confused."  The  FTC,  howev- 
er, is  still  pushing  a  key  de- 
mand that  AOL  and  Time 
Warner  open  their  cable  net- 
work to  rival  Internet  ser- 
vice providers. 

So  a  friendly  face  in  the 


White  House  may  indeed  be 
a  help  to  Time  Warner  ancf 
AOL.  But  if  Al  Gore  wins?  Ir 
that  case,  the  deal  could  ac-l 
tually  close  a  little  sooner! 
Three  of  the  five  etc  com-f 
missioners  are  Democrat^ 
anyway.  But  the  terms  coukj 
be  tougher  on  aol  and  Timt 
Warner.  Dan  Camet\ 


THE  LIST  BUT  THE  MONEY  DOESN'T  HURT 


"We're  not  in  it  for  the  money"  is  a  common  mantra.  But  Stay  Free!,  an  iconoclastic 
New  York  magazine,  found  several  execs  whose  actions  speak  louder  than  their  words 


QUOTE 

"I'm  not  in  this 

for  the  money" 

"We're  not 
doing  it  for 
the  money" 

"I  never  cared 
about  money.. .it's 
just  a  by-product" 

"You're  not 
doing  it  for 
the  money" 

DATA:  STAY  FREE,  BUSINESS  WEEK 


SPOKEN  BY 

Benno  Schmidt,  Chairman 
The  Edison  Project 

Shelly  Archambeau, 
Sr.  V-P  for  e-commerce 
Blockbuster 

Ted  Forstmann, 
Co-founder 
Forstmann,  Little 

Henry  Samueli, 

CEO 

Broadcom 


OCCASION 

Said  after  leaving  Yale,  to  head 
the  for-profit  Edison  schools 

Spoken  in  1999  after  the  money- 
losing  video-rental  company  accepted 
a  $30  million  investment  from  AOL 

Said  in  1998  of  his  investment  in 
Gulfstream,  later  sold  for  a  profit 
of  $2.8  billion 

Said  in  1999  about  his  computer 
chip-company  where  60%  of  the 
employees  became  millionaires 
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OBED.BLY  POVV£j/p, 
EFFECT  HEHfe. 


BUSINESS  STRATEGIST 

introducing  eLance,  home  of 
Jhe  dynamic  new  workforce 
known  as  the  eLancers.  More 
than  mere  freelancers,  eLance  represents  a 
revolutionary  new  way  to  work  online  and 
get  the  job  done.  Not  bound  by  time,  distance 
or  even  office  politics,  eLancers  give  you 
the  ultimate  flexibility-skilled  professionals  at 
your  fingertips.  From  programming  and  web 
development  to  market  research  and  logo 
design,  simply  post  your  job  in  the  eLance 


GRAPHIC  ARTIST 


PROGRAMMER 


KEVOLU>teNIZE  WORK. 


marketplace  and  sit  back  as  countless  qualified  companies  and 
individuals  bid  on  your  job.  You  can  review  qualifications  right  on 
the  eLance  website.  And  with  powerful  resources  such  as  private 
workspaces  and  payment  options,  it's  never  been  easier  to 
manage  your  job  online.  So  whenever 
you  face  catastrophic  workloads,  simply 
sound  the  eLance  distress  signal.  And 
consider  it  done,  www.elance.com  DONE 


elance 


Up  Front 


PRODUCT  PEEK 

WHEN  AISLE  SEAT 
EYES  ARE  PRYING 

FIRE  UP  YOUR  LAPTOP  ON  THE 

red-eye  from  Los  Angeles  to 
New  York,  immerse  yourself 
in  a  top-secret  corporate  file, 
and  the  last 
thing  you  want 
to  worry  about 
is  the  guy  be- 
side you  sneak- 
ing a  peek.  Pri- 
vacy truly  is 
a  problem  at 
35,000  feet. 

Soon  it  won't 
be.  Next  spring, 
inViso,  a  Sun- 
nyvale (Calif.) 
startup,  expects 
to  introduce 
eShades,  3.3-ounce  plastic 
glasses.  Hook  them  up  to 
your  laptop — then  you,  and 
you  alone,  can  view  the 
equivalent  of  a  19-inch  com- 
puter screen.  The  shades  also 


SCREENED:  Her  eyes  only 


have  built-in  headphones.  In- 
Viso says  it  has  perfected  a 
way  to  put  a  liquid  crystal 
display  on  the  tiny  silicon 
chips  inside  the  glasses  so 
that — unlike  with  DVD-viewing 
glasses — users  can  easily  read 
a  computer  display  screen. 
EShades  are  set  to  retail  for 
$500  to  $600. 

And  the 

dork  factor? 
"We  spent  a  lot 
of  energy  try- 
ing to  make 
them  look  styl- 
ish," says  CEO 
Joy  Weiss.  But 
Forrester  Re- 
search analyst 
Frank  Prince, 
while  acknowl- 
edging people's 
concerns  about 
privacy,  is  skeptical  about 
how  eShades  look:  "I  would 
suggest  there  are  an  equal 
number  of  people  concerned 
with  looking  silly  wearing 
funny  glasses."     Joan  Oleck 


VIRTUAL  FUTURE 

NOBODY'S  WATCHING 
YOUR  EVERY  MOVE 

THE  PERSON  WATCHING  THAT 
video  security  monitor  may 
not  be  the  street-smart, 
savvy  security  pro  that  you 
think  is  there.  In  fact,  in 
more  than  a  few 
places  these  days, 
it  may  not  be  a 
person  at  all. 

Thanks  to  the 
growing  field  of 
motion-based 
recognition,  hu- 
man beings 
may  no  longer 
be  essential  to 
watching  sur- 
veillance moni- 
tors. Computers 
will  do  it  for 
them.  One  of  the 
first  big  commer- 
cial tests  of  such 
electronic  monitoring — the 
military  has  already  explored 
it — begins  in  November  in 
Orlando,  where  the  city  has 


installed  four  surveillance  se- 
tups in  a  high-crime  neigh- 
borhood. They  vdll  replace  a 
lot  of  "mindless  watching"  of 
monitors,  says  Police  Captain 
Mike  Holloway.  The  system 
can  detect,  say  its  builders, 
fires  or  any  "unusual"  body 
movements,  after  which  it 
alerts  a  live  human  being 
to  investigate.  "We 
are  not  saying  it 
can  totally  re- 
place humans, 
but  it  can  help," 
says  Mubarak 
Shah,  a  Univer- 
sity of  Central 
Florida  prof  who 
Iped  build  the 
system. 

But  the  new- 
fangled monitor- 
ing angers  priva- 
cy advocates.  Says 
Evan  Hedricks, 
editor  of  Privacy 
Tl.mes:  "This  kind  of 
project  should  be  stopped  in 
its  tracks  until  the  legislature 
does  a  privacy  impact 
analysis."  DentLls  Blank 
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CAMPAIGN  2000 

BUSH  LEADS  GORE  IN 
THE  DOODAD  VOTE 

POLLS?  FOCUS  GROUPS?  HA! 

To  find  out  who's  really  ahead 
in  the  Presidential  race,  think 
sales,  not  votes,  by  checking 
out  Internet  sales  of 
political  memorabil- 
ia. If  online  buying 
patterns  are  any 
sort  of  predictor  at 
all,  it'll  be  the  gop  by 
a  nose  in  November. 
On  the  Political- 
Gifts. com  Web  site, 
which  claims  to  be  the  __  _ 
biggest-selling  site  for 
political  doodads,  Bush- 
Cheney  buttons  outsell  Gore- 
Lieberman  buttons  48%  to 
43%.  "Since  the  debates, 
we've  had  quite  a  rise  in 
Bush-Cheney  buttons,  which 
were  running  neck-and-neck 
with  Gore-Lieberman  buttons 


most  of  the  year,"  says  Stan 
Anapol,  who  launched  the 
Web  site  last  year  on,  appro- 
priately enough,  July  4.  The 
buttons  cost  $2.95  each,  and 
no,  neither  party  offers  you  a 
tax  credit  if  you  buy  one. 

Other  items  range  from 
$14  decks  of  playing  cards 
(adorned     with     political 
bigwigs)  to  $4.95  Monica 


_  uore 
Lieber 


Lewinsky 

cigars,  whose  wrappers  sport 
pictures  of  her  and  President 
Clinton.  As  predictors  of  the 
vote,  sales  of  those  are  likely 
unreliable.  Unlike  a  good  but- 
ton, sometimes  a  cigar  is  just 
a  cigar.  Amy  Bornis 


THE  BIG  PICTURE 


DAY-CARE  SQUEEZE  The  working  poor  (incomes  $10,000 
to  $35,000)  have  less  access  to  day  care  than  the  affluent  or 
the  very  poor,  who  often  receive  subsidies.  With  publicly 
supported  pre-K  programs,  the  disparity  narrows  when 
children  turn  four. 


$50K  OR 
MORE 


DATA  FOUNDAIION  FOR  CHILD  DEVELOPMtNT/NAIIONAL 
CENTER  FOR  EDUCATIONAL  STATISTICS  2000  DATA 


FOOTNOTES  Retailers  who  know  if  shoppers  have  visited  their  Web  sites:  5%;  retailers  who  know,  and  are  computer  sellers:  1 00% 
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Market  summaries? 
Account  balances? 
Trades? 


It's  your  call. 

So  easy  to  use,  so  much  access— so  what 
is  it?  An  Internet-ready  phone  with 
Schwab  PocketBroker™  service 


© 


>\  Schwab 
PocketBroker 


What  can  you  do  with  it?  Even  when 
you  are  on  the  move,  you  can  manage  your 
accounts,  get  market  updates,  make  trades  and 
more  with  the  power  of  Schwab.  And  you  can 
do  it  all  via  your  Internet-ready  cell  phone. 

And  as  you'd  expect  from  Schwab, 
PocketBroker  is  also  available  from  your 
choice  o(  Palm™  Ilixe  or  Palm  Vx  handhelds. 
And  the  RIM  Wireless  Handheld™ 

With  Schwab's  PocketBroker  you  get  a 
whole  new  level  of  convenience  and  control. 
After  all,  if  you're  a  well-connected  investor, 
you  can  be  a  smarter  one. 

If  you  already  have  an  Internet-ready 
phone,  you  can  find  us  on  your  phone's  web 
menu  or  at  ph.schwab.com.* 


OPEN  AN  ACCOUNT: 

GET  AN  INTERNET-READY 

PHONE. 

Open  a  Schwab  account  online  with  a 
minimum  of  $10,000  and  get  your  choice  of 
an  Internet-ready  phone,  compliments  of  Schwab- 
Just  log  on  to  schwabwelcome.com. 

Or  call  1-800-3-SCHWAB  or  visit  a  Schwab 
branch  near  you. 


Schwab  welcome  ♦  com 


where  every  investor  is  always  welcome" 


Charles  Schwab 


creating  a  world  of  smarter  investors'" 


'Customers  are  subject  to  service  levels,  privacy,  security,  fees  and  usage  policies  of  their  wireless  service  provider. 

Offer  valid  for  new  Schwab  or  SchwabOne  accounts  opened  online  and  funded  between  10/f6/00  and  2/15/01  Offer  does  not  include  retirement  and  Scfiwab  Institutional  accounts  If  you  wort  at  Scliwab.  a  wiieless  equipment 
or  service  provider,  another  financial  institution,  broker-dealer,  news  or  financial  information  media  company,  you  are  also  not  eligible  for  Ifiis  offer  Offer  is  valid  until  2/15/01,  unless  tetminated  earlier  by  Scliwab  Terms  and 
conditions  apply  Please  consult  Schwab  for  details  Web  phones  are  manufactured  and  supplied  and  wireless  service  is  provided  by  independent  third  parties  that  are  not  affiliated  with  Schwab  Selection  of  web  pbones  may  also 
be  limited  due  to  market  availability  or  compatibility  requirements  of  the  wireless  service  providers  PocketBroker  Service,  including  real-tims  quolei,  news  and  trading  faaturai  may  b»  delayed,  limitad  or  anavailabta 
due  to  limits  of  wireless  coverage  and  during  periods  of  peak  demand,  market  volatility,  system  upgrades  or  maintenance.  Palm  is  a  trademark  of  Palm.  Inc  or  its  subsidiaries  and  Research  In  Motion,  RIM  and  the 
RIM  Wireless  Handheld  family  are  trademarks  of  Research  In  Motion  Limited,  independent  companies  not  affiliated  with  Schwab  Domestic  US  customers  only  Limit  one  per  customer  Offers  must  be  redeemed  no  later  ttian  6/30/01 
Deposits  must  be  new  to  Schwab;  margin  loans  and  deposits  or  transfers  between  Schwab  accounts  do  not  qualify  Exceptions  may  apply.  ©2000  Charles  Schwab  &  Co ,  Inc  All  eights  reserved  Member  SHX;/NYS£  11000-65621 
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Imagine  if  small  companies 


suddenly  had  strength  far 


Who  cares  about  size  when  you've  got  power. 


beyond  their  dimensions. 


,'//.;,  '•':'  rn 


Nettedger.  we  level-age  the 


^ 


power  of  the  Internet  to  turn 


your  accounting  system  into 


arv  e-business  rocket.  Visit  us 


at  NetLedger.com  or 


call  1-800-NETLEDGER. 


Then  stand  back  and  watch 


the  capability  of  the  small 


s^i    get  very,  very  large. 


NetLedger 

Small  business  powered  by 
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Readers  Report 


REVIEWING  THE  CASE 
AGAINST  KPMG 


In  the  case  of  Roger  Ham  heard  in 
New  Jersey  Superior  Court,  the  only 
noteworthy  news  is  that  it  was  dis- 
missed outright — at  the  close  of  Mr. 
Ham's  presentation  on  Oct.  23 — before 
the  ink  was  dry  on  your  rash  article 
("The  Big  Five's  credibility  gap  is  get- 
ting wider,"  Management,  Oct.  30). 

Here  are  some  facts  that  fatally  un- 
dercut Ham's  unsupported  claims: 

•Ham  is  not  a  cpa.  He  lacked  the 
professional  capabilities  to  make  the  con- 
clusions he  drew,  and  this  is  the  reason 
his  report  was  rewritten. 

•The  report  was  revised,  as  it  should 
have  been,  by  kpmg's  audit  personnel  in 
the  firm's  Philadelphia  and  Dept.  of  Pro- 
fessional Practice  offices. 

•Ham  was  not  a  kpmg  partner.  He 
would  have  needed  to  be  a  CPA  to  be  a 
partner  in  the  firm. 

Indeed,  the  court,  after  hearing 
these  facts,  dismissed  Ham's  complaints 
and  found  that  there  was  no  evidence 
to  support  his  claim  that  kpmg  "white- 
washed" the  9-year-old  report  in  ques- 
tion; and  that  there  was  nothing  im- 
proper in  the  phone  call  between 
[Deloitte  &  Touche  LLP  general  counsel] 
Howard  Krongard  and  [kpmg  general 
counsel]  Leonard  P.  Novello.  The  bot- 
tom line  is  that  the  Superior  Court 
concluded  that  Ham's  case  was  without 
merit. 

As  for  Ham's  arbitration  case  with 
kpmg,  we  would  be  more  than  willing 
to  waive  confidentiality  if  Ham  was  also 
willing,  so  that  the  results  could  be  made 
public  immediately. 

George  J.  Ledwith 

National  Director 

Corporate  Communications 

KPMG  LLP 

Montvale,  N.J. 


Editor's  note:  The  case  involving 
Roger  Ham  was  dismissed  after  BUsi- 
NKSS  WEEK  went  to  press.  Ham  was 
identified  by  business  week  as  a  for- 
mer partner  with  KPMG,  based  on  filings 
made  by  his  lawyer  and  defendant  De- 
loitte &  Touche.  Tfwugh  root  a  partner,  he 
was  a  principal  with  a  partnership  stake 
in  KPMG.  Tim  jvdge  determined  that  there 
was  nothing  improper  in  Krongard's 
phone  call  to  Novello.  Similar  rulings 
were  made  in  two  earlier  cases.  "The 
court's  ruling  should  finally  put  an  end 
to  the  efforts  of  a  disgruntled  former 
principal  of  kpmg  to  extract  money  and 
blame  someone  else  for  his  being  voted 
out  of  the  firm,"  says  Krongard.  The 
judge  did  not  address  the  broader  issues 
raised  in  our  .story  about  self-regulation 
in  the  industry. 

HIZZONER  SAYS: 

LIFE  IS  GOOD  IN  CHICAGO' 

Chicago  has  created  four  times  as 
many  jobs  in  the  past  10  years  as  New 
York  and  Los  Angeles  combined 
("Chicago  Blues,"  Cover  Story,  Oct. 
16).  Chicago's  unemployment  rate  is 
well  below  theirs,  and  so  is  the  cost  of 
living.  Crime  is  down,  the  schools  are 
improving,  downtown  is  booming, 
neighborhoods  are  being  renewed,  and 
new  houses  and  office  buildings  are 
being  built  all  over  the  city.  As  BUSI- 
NESS WEEK  wrote  in  "Richard  Daley's 
kind  of  town"  (Government,  Mar.  1, 
1999),  "life  is  good  in  Chicago." 

So  it  was  a  surprise  to  see  you  pro- 
claim that  Chicago  is  "shpping.  ..fad- 
ing. ..struggling"  as  a  business  and  fi- 
nancial capital,  in  comparison  with 
New  York,  Los  Angeles,  and  other 
cities.  How  did  the  magazine  reach 
that  conclusion?  First,  by  turning  pos- 
itives into  negatives.  Chicago  has  long 
prided  itself  on  its  diversified  economy. 
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CORRECTIONS  &  CLARIFICATIONS 

"Financial  services:  No  ordinary  downturn" 
(News:  Analysis  &  Commentary,  Oct.  30) 
misidentified  a  company.  It  should  have 
read  "the  much-anticipated  IPO  of  Verizon 
Wireless,  55%  owned  by  Verizon  Commu- 
nications and  45%  owned  by  Vodafone, 
was  recently  postponed." 

The  entry  for  Merrill  Lynch  Chairman  and 
CEO  David  H.  Komansky  in  a  table  accom- 
panying "Do  CEOs  vote?  Not  always — and 
not  often"  (Government,  Nov.  6)  was  in- 
correct in  saying  that  he  has  not  voted  in 
at  least  hve  years.  Komansky  voted  in  1996. 

A  photo  in  "What  is  business  casual?" 
(Lifestyle,  Oct.  30)  misidentified  the  man 
holding  a  tape  measure  against  the  arm  of 
ex-boxer  Gerry  Cooney.  He  is  David  Butler, 
manager  of  the  Rochester  Big  &  Tall  store 
in  midtown  Manhattan. 


which  protects  us  from  downturns  in  a 
single  industrial  sector.  The  fact  is, 
Chicago  has  several  economic  engines: 
the  transportation  industry,  convention 
and  tourism,  financial  services,  manu- 
facturing, and  now,  an  emerging  high- 
tech  industry. 

Similarly,  Chicago  boasts  a  moderate 
cost  of  living  for  a  big  city.  But  busi- 
ness WEEK  says  it's  a  sign  of  weakness 
that  the  average  house  in  the  Chicago 
area  costs  $182,100,  vs.  $345,000  in  the 
Boston  area.  Try  explaining  that  to 
someone  who  has  been  offered  a  job, 
at  the  same  salary,  in  both  cities. 

Next,  the  magazine  chose  to  com- 
pare economic  growth  in  various  cities 
only  from  1997  to  2000.  This  rewards 
cities  that  grew  in  fits  and  starts  and 
penalizes  Chicago,  which  has  had 
steady,  long-term  growth.  Since  1990, 
financial,  insurance,  and  real  estate  em- 
ployment has  risen  in  Chicago  but 
dropped  in  New  York  and  Los 
Angeles. 

This  is  not  meant  to  denigrate  New 
York,  Los  Angeles,  or  any  other  city. 
Nor  am  I  being  complacent.  We  know 
we  have  to  work  hard  to  attract  new 
industry,  especially  in  the  technology 
sector,  and  we've  had  notable  success- 
es. Global  Steel  Exchange,  the  largest 
such  exchange  in  the  world,  recently 
relocated  here  from  New  York.  Orbitz, 
the  online  airline  consortium,  chose 
Chicago  over  California.  Centerpost,  a 
leading  wireless  tech  company,  chose 
Chicago  because  of  its  quality  of  life 
and  huge  technology  talent  pool. 

Nothing  is  more  important  to  a 
sity's  economic  future  than  the  quality 
3f  its  schools,  and  Chicago's  education 
reform  efforts  are  looked  to  as  a  mod- 
el for  the  country.  Chicago  has  a  fun- 


damental commitment  to  turn  the  pub- 
lic education  system  around  after  years 
of  failing.  We  have  much  more  to  do, 
but  we  have  an  entire  city  behind  our 
efforts  to  graduate  students  who  are 
prepared  with  the  reading,  math,  and 
other  skills  needed  to  join  the  work- 
force. 

Life  is  good  in  Chicago,  and  it's  only 
going  to  get  better. 

Richard  M.  Daley 

Mayor 

Chicago 


YOU  CANT  WAIT  FOR  THE  FINAL 
NUMBERS  TO  PROTECT  DRIVERS 

In  "The  tire  flap:  Behind  the  feeding 
frenzy"  (Government,  Oct.  16),  Stan 
Crock  blames  everyone  but  Ford  Mo- 
tor Co.  and  Firestone — the  true  cul- 
prits— for  the  deaths  of  119  people  and 
injuries  to  500  in  crashes  caused  by  tire 
separations.  He  mistakenly  quotes  me 
as  saying  the  case  against  the  companies 
remains  unproven.  I  have  said  repeat- 
edly that  the  Firestone  tire  and  the 


Td  like  to  stay  and  watch,  but  I  can't  afford  to  miss 
the  "uE"  on  EnergyNewsLivexom. " 

www.EnergyNewsLive.com.  Where  you'll  find  the  "uE," 
Williams'  new  index  of  energy  pricing  trends  that  monitors 
commodities  like  the  Dow  tracks  stock.  That's  true  news. 
But  not  for  everyone.  Just  everyone  in  energy. 


Williams 


CHERSr. 


www.EnerKvNewsLive.com 


1-800-WILLIAMS  •  NYSE:  WMB  &  WCG 
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You  can  do  ANYTHIN 


It's  an  unusual  sight  all  right: 
eBusiness  projects  not  only  being 
approved,  but  embraced.  But 
that's  how  life  is  when  you've  got 
o  Black  Rocket."  The  world's  first 
Network  Services  Platfornn  for  eBusiness. 

What  is  Black  Rocket? 

Black  Rocket  is  a  fully  managed,  secure  and  com- 


G  E  N  I  I  T  Y    is  I  lie  leadiiifi 
Network  Services  Provider  for 
businesses  changing  the  world!,'' 


prehensive  platform  for  builidi 
eBusiness  solutions  like  higf 
eCommerce  Web  sites. 

Black     Rocket    consist? 
integrated    Internet  access, 
ing,   security,   transport  and   platform   software 
operating   systems,   database  and  Web  develop 
tools  —  all  for  a  single  monthly  fee  with  a  s 


©  Genuity  Inc-  2000.  All  rights  reserved,  Genuity,  Black  Rocket  and  the  leading  Network  Services  Provider  lor  businesses  changing  the  woild  ore  each  trodemorks  ol  Gen 
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ith  aBLACK   ROCKET. 


int  of  accountability. 

We  deliver  Black  Rocket  in  1  0  business  days  or  less 
you  can  launch  your  eBusiness  project  faster  than 
!r.  And,  Genuit/'"  backs  Black  Rocket  with  the  industry's 
't  platform  Service  Level  Agreement. 

eBusiness  leaders  like  IBM,  Cisco  and  Cap  Gemini 
st  &  Young  are  already  joining  together  with  Genuity 
offer   eCommerce,    eMarkets   and   other   eBusiness 


her  trademarks  are  the  property  of  their  respective  owners. 


solutions  built  on  Black  Rocket. 

See  for  yourself.  You  can  do  anything  with  a  Black 
Rocket.  For  more  information,  check  out  our  white  paper 
at  www.genuity.com/blackrocket  or  call  1-800-GENUITY. 


GENU 
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Readers  Report 


Ford  Explorer  make  a  lethal  combina- 
tion. While  the  full  story  remains  elusive 
(the  companies  tind  the  government  have 
refused  to  release  all  of  the  data),  there 
is  ample  evidence  of  design  defects  in 
the  recalled  tires  and  the  rollover-prone 
Explorer. 

Crock  selects  statistics  to  back  his 
thesis  that  the  controversy  was 
overblown.  But  defect  determinations 
cannot  be  based  solely  on  numbers  that 
compare  failure  rates  with  other  mod- 
els of  tires  or  vehicles.  The  government 
never  has  complete  numbers  on  what 
causes  highway  deaths  and  ethically  can- 
not wait  for  a  body  count  to  order  a  re- 
call, although  in  this  case  there  has  been 
a  grim  toll.  Rather,  as  the  courts  have 
said,  if  there  is  a  failure  of  a  critical  ele- 
ment in  the  vehicle  that  can  kill  or  in- 
jure, and  it  can  happen  again,  the  agency 
should  make  a  defect  finding. 

Finally,  Crock  sneers  at  auto  safety 
advocates,  saying  we  took  advantage  of 
the  fiasco  to  push  "pet  projects."  The 
reforms  we  sought — ^including  an  update 
of  the  30-year-old  tire  standard,  a  stan- 
dard to  prevent  rollovers  of  suvs  and 
light  trucks  (which  kill  an  astonishing 
10,000  people  per  year),  and  criminal 
sanctions  for  corporate  executives  who 
cover  up  deadly  defects — may  be  "pet 
projects"  to  Crock,  but  to  me  they  sus- 
tain the  sanctity  of  life. 

Joan  Claybrook 

President 

Public  Citizen 

Washington 

'PRICELINE.COM  IS  MAKING 

THE  RIGHT  DECISIONS' 

"Finding  the  right  formula"  (News: 
Analysis  &  Commentary,  Oct.  23)  cites 
"fewer  spare  seats"  in  a  "crowded"  air- 
line market  as  a  potential  problem.  The 
fact  is  that  airlines  fly  more  than 
500,000  empty  seats  every  day.  This 
also  refutes  the  suggestion  that  a  com- 
petitive Internet  service  being  launched 
by  the  airlines  will  adversely  affect 
priceline.com's  supply  of  airline  seats. 
Given  the  substantial  supply,  our  airline 
supplier  partners  are  wise  to  pursue 
a  multichannel  distribution  strategy, 
which  is  probably  why  airline  tickets 
are  the  largest  e-commerce  category 
on  the  Web  today. 

We  believe  priceline.com  is  making 
the  right  decisions  to  position  ourselves 
as  one  of  the  long-term  winners  in  e- 
commerce.  Further,  we  believe  that 
travel  is  the  right  core  category  on 
which  to  build  out  a  larger  business. 
We've  built  the  second-most-recognized 
e-commerce  brand,  with  a  customer 


base  of  some  7  million.  We're  fixing 
those  areas  where  we  haven't  executed 
as  well  as  we  would  have  liked.  We 
have  confidence  in  our  business  model, 
and  we're  expanding  into  nontravel  cat- 
egories such  as  insurance  and  business- 
to-business. 

Richard  S.  Braddock 

Chairman 

priceline.com 

Noi-walk,  Conn. 

FIXING  CORPORATE  AMERICA'S 
SERVICE  PROBLEM 

One  critical  issue  is  the  dramatic  im- 
pact that  negative  word  of  mouth  can 
inflict  on  a  company's  image  and  reputa- 
tion ("Why  service  stinks,"  Cover  Story, 
Oct.  23).  When  service  is  degraded  or 
denied  to  80%  of  the  customers,  how 


BusinessWeek 


LONG  MEMORY 

"Today's  small 
customers  may  be 
tomorrow's  high  rollers. 
When  they  are  big,  they 
won't  forget  the  disdain 
of  businesses  that  didn't 
care  about  them" 


of  money  to  invest  usually  do  not  re- 
ceive this  special  privilege.  Similarly, 
you  will  get  seated  only  in  the  back 
row  of  a  concert  hall  or  a  baseball  sta- 
dium if  you  buy  a  low-price  ticket.  Cus- 
tomers are  prioritized  according  to  what 
they  are  worth  to  the  business. 
Technology  may  have  helped  these 
businesses  to  identify  the  low-key  cus- 
tomers quickly,  but  is  not  the  primary 
reason  why  they  get  poor  service.  In 
the  New  Economy,  business  is  paced  at 
Internet  speed,  and  companies  are  under 
constant  pressure  from  investors  to  make 
profits.  If  they  don't  comply,  the  out- 
come is  to  be  slapped  with  diminished 
market  value  and  loss  of  investment  dol- 
lars. So  it  is  not  surprising  these  compa- 
nies put  profitability  ahead  of  customer 
service  as  a  priority.  Consequently,  com- 
panies are  finding  ways  to  increase  prof- 
■HHHHHM  it  margins  by  going  after 
accounts  that  generate  a 
higher  return  on  invest- 
ments. This  translates  to 
bad  service  for  customers 
who  are  not  "high  rollers." 
Mathew  Abraham 
Elkins  Park,  Pa. 


many  potential  high-profit  consumers  (the 
20%)  avoid  your  brand  based  on  horror 
stories  relayed  by  friends,  colleagues, 
and  family? 

When  traveling  on  business,  I  share 
any  positive  or  negative  experiences  I 
have  with  my  corporate  travel  depart- 
ment and  colleagues.  Even  though  a 
company  may  not  value  my  direct  busi- 
ness, my  opinion  may  influence  the 
spending  patterns  of  people  and  organi- 
zations whose  business  they  do  value. 

Reputation  and  goodwill  are  among 
the  most  valuable  assets  a  corporate  en- 
tity has.  Tinkering  with  customer  ser- 
vice may  offer  short-term  savings  with 
serious  long-term  consequences.  The  road 
back  from  a  poor  reputation,  deserved  or 
not,  is  a  long  one. 

David  A.  Engerman 
Dallas 

Bad  service  is  not  a  new  phenome- 
non, nor  is  it  caused  primarily  by  tech- 
nology. Affluent  customers  always  re- 
ceived excellent  service  regardless  of 
industry.  Take  banking.  If  you  are  a 
business  owner  or  a  key  executive  in  a 
company  and  you  invest  a  large  amount 
of  money  in  a  bank,  it  is  likely  that  you 
get  to  deal  with  the  manager  directly. 
Ordinary  people  with  a  small  amount 


Most  of  the  hours  (yes, 
hours)  of  my  time  I  have 
wasted  waiting  for  a  human 
customer  service  represen- 
tative to  answer  the  phone  ai'e  the  result 
of  products  or  services  offered  by  a  com- 
pany that  have  not  performed  as  adver- 
tised. Whether  these  calls  involve  faulty 
DSL  connections,  incorrect  charges  on  my 
long-distance  phone  bill,  or  software  that 
fails  to  work  properly,  in  each  case  the 
"service"  I  am  so  expensively  requesting 
is  merely  that  the  company  provide  what 
was  promised  in  return  for  money  I  have 
already  paid. 

If  customers  like  me  are  "unprof- 
itable," these  companies  should  either 
stop  selling  defective  products  to  low- 
or  middle-end  customers,  or  else  adver- 
tise these  products  and  services  with  the 
fiiU  disclosure  that  they  frequently  won't 
work  and  restoring  them  to  functionality 
will  involve  long  waits  for  a  customer 
service  representative  who  may  or  may 
not  know  how  to  fix  the  problem.  If 
these  companies  do  not  offer  either  i 
better  product  or  better  "customer  ser- 
vice," perhaps  only  a  lawsuit  based  on 
warranty  of  merchantability  or-  false  ad- 
vertising will  force  them  to  provide  cus- 
tomers with  what  they  promised. 

Robert  J.  Peterson 
Arlington,  Va, 

The  Haw  in  the  logic  of  the  new  cus- 
tomer-service paradigm  is  that  today's 
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The  wisdom  of  experience. 
The  energy  of  youth. 
Limitless  potential. 


covisint 


Covisint,  combining  the  heritage 
of  the  automotive  industry  and  the 
promise  of  Internet  technology  to 
open  a  new  window  of  possibility. 
Covisint  is  a  global  automotive 
business-to-business  exchange 
developed  by  DaimlerChrysler, 
Ford  Motor  Company,  General  Motors, 
Nissan  and  Renault. 

Here,  connection  increases  organization. 
Collaboration  transcends  geography. 
Speed  breeds  efficiency. 
Knowledge  is  exchanged  securely. 
This  time,  everyone  gets  to  grow. 


covisint.com 


Readers  Report 


small  customers  may  be  tomorrow's  high 
rollers.  When  they  become  big,  they 
won't  forget  the  disdain  of  those  busi- 
nesses that  didn't  care  about  them  on 
their  way  up.  Wal-Mart  Stores  Inc.  is 
just  one  example  of  a  company  whose 
fortunes  were  made  by  offering  good 
service  and  extra  values  to  the  "little" 
guy.  My  personal  business  experience 
has  taught  me  that  I'm  much  better  off 
with  a  large  number  of  small  customers, 
whose  needs  are  easy  to  meet,  than  ty- 
ing my  business  to  a  small  number  of  big 
customers  whose  big  demands  keep  chip- 
ping away  at  profit  and  employee  morale. 
Carol  G.  Aubitz 
Lancaster,  Pa. 

Your  report  on  poor  service  and  the 
de  facto  "redlining"  of  less  profitable 
customers  reminds  me  of  the  story  of 
the  bum  who,  dressed  shabbily,  went 
car  shopping  at  all  the  dealers  in  town. 
Most  treated  him  like  a  bum,  and  not 
surprisingly,  the  "bum" — really  a 
wealthy  business  owner — bought  a  lux- 
ury car  from  a  salesman  who  had  treat- 
ed him  with  consideration.  His  reasoning 
was  that  anyone  who  would  treat  a  per- 
son poorly  just  because  of  his  suppos- 
edly low  station  in  hfe  would  not  know 


how  to  treat  other  customers,  either. 

Al  Phillips 

Salt  Lake  City 

Now  I  understand  what's  behind  the 
poor  customer  service  vdtnessed  in  the 
U.S.  over  the  past  10  years.  All  along,  I 
thought  it  was  lack  of  proper  training 
for  employees  or  low-end  skill  sets  that 
turned  routine  business  transactions  into 
nightmare  experiences.  Unfortunately, 
like  so  much  in  this  consumer-driven  so- 
ciety, it's  evident  that  the  core  value  of 
customer  courtesy  has  given  way  to 
high-profitabihty  segmentation  models. 

I'm  not  sure  this  new  value  system 
does  much  to  promote  a  healthy  work 
ethic.  What  are  we  telling  employees? 
Work  hard,  but  only  for  those  who  can 
pay  the  big  bucks?  I  can't  remember  a 
customer  service  call  I  have  made  re- 
cently that  did  not  involve  a  never-ending 
menu  of  nonhuman  interaction  choices  in 
voice-mail  hell — or  worse,  a  Web-based 
hell  of  frequently  asked  questions. 

Companies  should  beware:  Enough 
word-of-mouth  about  negative  service 
experiences  can  still  sink  a  business  or  a 
product  line. 

Yvette  Tazeau 
San  Jose,  Calif. 
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Curing  IVIS  is  serious  business 
but  so  is  saying  "Thanic  you." 


,  his  year,  thousands  of  dedi- 
cated employees  from  some  of 
the  nation's  largest  corporations 
walked  and  hiked  their  way 
across  cities  and  towns  through- 
out the  country  on  a  mission  to 
end  the  devastating  effects  of 
multiple  sclerosis.  On  behalf  of 
the  National  Multiple  Sclerosis 
Society  and  the  hundreds  of 
thousands  of  families  affected  by 
this  dreaded  disease,  we  salute 
this  year's  TeamMS  2000  nation- 
wide teams  and  say  "Thank  you." 

Mike  Dugan 
General,  USAF,  (Ret.) 
President  &  CEO 


TeamMS  2000  Nationwide  Teams 
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•  Arthur  Andersen 

•  Brinks  Home  Security 

•  Ernst  &  Young 

•  ICG  Communications 

•  Milgard  Windows 

•  Miller  Brewing  Company 

•  Pinn  Fund 

•  Travelers  Property  Casualty 
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If  you  would  like  to  bring  your  company's  employees  together  for  a 

great  cause  and  be  part  of  TeamMS  2001,  call  the  TeamMS  Hotline 

at  (303)  813-6624  or  send  an  e-mail  to  teanims®nmss.arg 
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THE  MYSTERY  OF  CAPITAL 

Why  Capitalism  Triumphs  in  the  West  and  Fails  Everywhere  Else 

By  Hernando  de  Soto 

Basic  Books  •  276pp  •  $27.50 


WHY  THE  WORLD'S  POOR 
STAY  THAT  WAY 


Centuries  ago,  poverty  was  in- 
evitable. Castles  and  jewels  aside, 
even  kings  and  queens  were  poor 
in  a  way,  scraping  along  without  indoor 
plumbing,  phones,  or  refrigerators,  let 
alone  low-fat  cheese  snacks  and  Internet 
hookups.  Today,  though,  parts  of  the 
world  are  fantastically  rich.  So  why  is  so 
much  of  the  rest  stuck  in  poverty? 

The  persistence  of  poverty  amid  plen- 
ty is  the  most  troublesome  conundrum 
in  all  of  economics,  and  it's  the  topic  of  a 
provocative  and  elegantly  written  book 
by  Peruvian  scholar  Hernando  de  Soto, 
The  Mystery  of  Capital:  Why  Capital- 
ism Triumphs  in  the  West  and  Fails 
Everywhere  Else.  Although  de  Soto 
oversimplifies  the  solution  to  poverty, 
he  performs  a  valuable  service  by  high- 
lighting a  problem  that's  often  underes- 
timated: the  failure  of  the  legal  system 
to  acknowledge  and  respect  the  proper- 
ty of  the  poor. 

De  Soto  says  that  people  in  poor 
countries  are  just  as  smart  and  entre- 
preneurial as  people  in  rich  countries. 
The  key  difference,  he  asserts,  is  that 
most  of  them  live  as  squatters.  Because 
they  don't  have  legal  title  to  their  land, 
homes,  or  businesses,  they  can't  use 
them  as  collateral  for  loans.  They  often 
can't  get  services  such  as  water  and 
electricity.  And  if  they  do  accumulate 
any  wealth,  they're  vulnerable  to  shake- 
downs by  the  authorities. 

The  Mystery  of  Capital  says  that  le- 
gal systems  in  the  developing  world 
have  failed  to  cope  with  "a  gigantic 
movement  away  from  life  organized  on  a 
small  scale  toward  one  organized  in  a 
larger  context" — from  farms  to  cities. 
That  failure  has  produced  shantytowns 
on  the  outskirts  of  every  major  city  in 
the  developing  world.  Writes  de  Soto: 
"What  national  leaders  are  missing  is 
that  people  are  spontaneously  organizing 
themselves  into  separate,  extralegal 
groups  until  government  can  provide 


them  with  one  legal  property  system." 

As  de  Soto  sees  it,  capitalism  will  be 
justifiably  hated  in  developing  countries 
as  long  as  the  poor  can't  accumulate 
any  capital.  He  and  colleagues  have  cal- 
culated that  poor  people  around  the 
world  unofficially  own  approximately  $9 
trillion  in  assets,  mainly  their  homes. 
This  is  more  than  all  the  foreign  aid 
ever  supplied  to  developing  nations.  But 
because  the  properties  aren't  recorded 
anywhere,  they  can't  be  borrowed 
against.  De  Soto  argues 
that  reforming  the  legal 
system  would  free  that 
"dead  capital"  to  become 
an  engine  for  growth,  as 
capital  is  in  rich  countries. 

De  Soto  advocates  turn- 
ing squatters  into  mini- 
capitalists  by  giving  peo- 
ple legal  title  to  what  they 
already  consider  theirs.  In 
a  fascinating  chapter,  he 
explains  how  the  U.S.  did 
exactly  that  in  the  19th 
century,  when  Congress 
and  the  Supreme  Court 
grudgingly  granted  proper- 
ty rights  to  squatting  set-  j 
tiers  and  gold  prospectors. 

De  Soto  first  gained  at 
tention  in  1989  with  The  Other  Path,  a 
book  focusing  on  barriers  to  entrepre- 
neurship.  As  an  adviser  to  Peruvian 
President  Alberto  Fujimori,  he  led  a 
project  to  secure  property  rights  and 
cut  red  tape.  (He  and  fellow  researchers 
found  it  took  728  steps  for  a  squatter  to 
obtain,  from  the  city  of  Lima,  legal  title 
to  a  home.)  His  Lima-based  Institute 
for  Liberty  &  Democracy  has  also  stud- 
ied Egypt,  Indonesia,  and  Haiti.  These 
days,  de  Soto  is  advising  Mexico's  Pres- 
ident-elect, Vicente  Fox. 

The  villains  of  de  Soto's  story  aren't 
the  rich.  He  says  they  benefit  from  re- 
form because  it  stimulates  the  econo- 


my and  reduces  crime.  His  villains  are 
lawyers:  Most  attorneys  in  poor  coun- 
tries, he  says,  have  been  trained  to  de- 
fend the  system  exactly  as  they  found 
it.  "No  group — aside  from  terrorists — is 
better  positioned  to  sabotage  capitalist 
expansion,"  writes  de  Soto.  "And  un- 
Uke  terrorists,  the  lawyers  know  how  to 
do  it  legally." 

Unfortunately,  de  Soto  overreaches 
by  dismissing  other  theories  about  the 
persistence  of  poverty.  His  message  that 
capitalism  would  work  if  only  the 
lawyers  played  along  makes  him  popular 
with  the  likes  of  economist  Milton 
Friedman  and  former  British  Prime 
Minister  Margaret  Thatcher,  who  sup 
plied  book-jacket  blurbs.  But  de  Soto's  is 
not  the  whole  story.  Economists  such 
as  Jeffrey  Sachs  and  Robert  Barro  have 
written  persuasively  about  how  flawed 
macroeconomic  policies  can  stall  devel- 
opment. Meanwhile,  Michael  Porter's 
The  Competitive  Advan 
tage  of  Nations  and 
Michael  Fairbanks'  and 
Stace  Lindsay's  Plowing 
the  Sea  underscore  the 
role  of  corporate  strategy, 
explaining  that  companies 
in  developing  countries 
need  to  get  away  from  re 
lying  on  cheap  labor  and 
natural  resources  and  focus 
more  on  understanding 
their  customers. 

While  de  Soto  mostly  ig- 
nores those  theories,  he's 
downright  hostOe  to  another 
explanation  for  poverty — cul 
ture.  He  argues,  for  instance 
that  Protestants  don't  have  a  mo 
nopoly  on  the  work  ethic.  That's  true 
enough.  But  de  Soto's  own  analysis  has- 
a  cultural  component:  He  says  that 
property  reformers  should  discover  the 
makeshift,  often  unwritten  laws  that  al- 
ready exist  rather  than  imposing  rule^ 
on  populations.  And  what  are  such  im 
provised  laws  but  manifestations  of  i 
culture? 

De  Soto  discovered  while  traversing 
rice  fields  in  Bali  that,  while  he  didn' 
know  their  boundaries,  the  dogs  did 
"Every  time  I  crossed  from  one  farm  t( 
another,  a  different  dog  barked."  Th 
Mystery  of  Capital  is  about  recogniz 
ing  the  wisdom  of  those  dogs. 

BY  PETER  CO 
Coy  is  associate  economics  editoi 


IN  THE  DEVELOPING  WORLD,  THEIR  PROPERTY  IS 
NOT  PROTECTED  BY  THE  LEGAL  SYSTEM 
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TELECOSM 

How  Infinite  Bandwidth  Will  Revolutionize  Our  World 

By  George  Gilder 

Free  Press.  351pp.  $26 


PUSHING  THE  WEB 

TO  THE  SPEED  OF  LIGHT 


The  Internet  has  morphed,  in  its 
short  life,  from  a  U.S.  military  re- 
search project  to  a  communications 
channel  to  an  incubator  of  multibillion- 
dollar  businesses.  It  is  now  poised  for 
another  transformation,  says  George 
Gilder  in  his  new  book,  Telecosm:  How 
Infinite  Bandwidth  Will  Revolutionize 
Our  World.  At  the  heart  of  that  change 
are  two  types  of  limits:  the  speed  of 
light  and  the  span  of  a  human  life.  "A 
physical  limit  and  a  biological  limit,"  the 
author  explains.  "These  are  the  govern- 
ing scarcities  of  the  Information  Age." 

Information  coursing  across  the 
Internet    is    bumping    up 
against  the  first  of  these 
limits.  But  most  of  the  data 
spend  only  a  small  part  of 
their  time  on  fiber-optic  net- 
works, the  glass  superhigh-    \ 
ways  of  what  Gilder  calls 
the  Telecosm.  In  the  name 
of  speed,  the  author  says, 
the  very  core  of  the  Inter- 
net must  be  recrafted  as 
pure  fiber  optics.  And  that 
may  help  mitigate  the  sec- 
ond Umit.  All  the  wealth  in 
the  world  can't  supply  what 
many  people  crave  most:  ad- 
ditional time  to  enjoy  life. 
On  this   point.   Gilder  be- 
lieves that  the  infinite  band- 
width of  "fibersphere"  will  banish  net- 
work delays,  give  consumers  only  what 
they  want,  and  spare  them  unwanted 
messages  in  media  and  advertising. 

Gilder  lays  all  this  out  in  a  fast-paced 
argument  punctuated  with  deft  technical 
explanations.  His  arguments  aren't  new: 
The  author  has  been  airing  the  key 
ideas  for  years  in  magazine  and  news- 
paper articles.  And  as  in  his  earlier 
writings,  the  vision  is  clouded  in  places 
by  a  conservative  ideology  that  feels 
tacked  on  to  the  technical  analysis.  Nev- 
ertheless, he  has  pulled  together  some 


of  his  most  original  thinking  in  this 
book,  which  deserves  a  broad  audience. 
For  much  of  the  past  decade.  Gilder 
writes,  PC-based  computing  power  has 
been  cheap  and  abundant,  while  band- 
width— meaning  communications  speed 
— was  scarce.  In  the  coming  age  of 
Gilder's  Telecosm,  this  arrangement  will 
be  reversed.  Ubiquitous  glass  fiber  will 
provide  bandwidth  to  bum.  At  the  same 
time,  the  circuitry  of  handheld  computers 
and  cell  phones  will  shrink  down  to  single 
chips,  which  vdll  be  forced  to  economize 
on  limited  battery  power 
and  silicon  real  estate. 
"This  reversal  is  forcing  a 
massive  and  drastic  reori- 
entation of  the  entire 
structure  of  the  informa- 
tion economy,"  the  author 
contends.  "Every  electron- 
ic system  and  infrastruc- 
ture must  be  reformed  to 
take  advantage  of  the  new 
canonical  abundance." 

In  the  opening  chap- 
ters, Gilder  takes  the 
reader  quickly  through 
the  physics  of  light,  the 
structure  of  semiconduc- 
tors, the  history  of  fiber,  and 
the  origins  and  architecture  of  tele- 
phone and  computer  networks.  Along 
the  way,  he  hammers  home  a  smart, 
contrarian  point:  Internet  traffic  yearns 
to  travel  in  the  form  of  photons,  at  the 
speed  of  light.  But  today's  "intelligent" 
telecom  networks,  run  by  the  hkes  of 
AT&T,  slow  information  down  by  man- 
aging the  traffic  electronically  in  silicon 
chips.  "The  remedy,"  he  says,  "is  not 
more  processing,  but  less... not  intelli- 
gent switches  but  dumb  pipes  of 
boundless  bandwidth."  Don't  worry 
about  getting  the  data  to  a  destination, 
Gilder  urges.  In  this  formulation,  the 
ocean  of  bits  will  be  sorted  out  by  smart 
devices  at  the  periphery  of  the  network, 


not  by  central  switches  at  the  core. 

Gilder  isn't  the  only  one  advocating 
such  a  shift.  Among  the  many  narra- 
tives in  Telecosm  is  the  story  of  AT&T 
rebels  David  Isenberg  and  Joe  Nacchio 
The  former  left  his  research  post  at 
Bell  Labs  to  become  a  proselytizer  for 
dumb  networks.  The  latter,  says  Gilder, 
left  AT&T  consumer  long-distance  to 
build  such  a  network  at  Qwest  Com 
munications  International  Inc. 

At  his  epigrammatic  best,  the  author 
compresses  complicated  ideas  into  sharp 
prose  that  is  rich  in  metaphor.  No  one 
delivers  a  more  colorful  explanation  of 
the  electromagnetic  spectrum  than 
Gilder — in  just  four  short  pages  of  the 
first  chapter.  Intentionally  or  not,  he's 
also  amusing  when  he  gets  sidetracked 
in  the  closing  chapters,  in  a  medley  of 
rants  against  the  U.  S.  government,  the 
television  industry,  the  education  sys- 
tem, and  assorted  businesses  that  waste 
consumers'  time.  But  in  these  same  sec- 
tions, he  flounders  when  it  comes  time 
to  hft  the  veil  on  the  future.  He  wheels 
out  a  predictable  telecommuting  family 
of  the  future.  It's  Father  Knows  Best 
meets- William  Gibson's  Neuromancer. 

Following  Gilder's  meandering 
thought  process  isn't  always  easy.  He 
piles  on  too  much  technical  detail  ir 
some  chapters.  In  others,  he  tells  sto 
ries — the  founding  of  Netscape  Com 
munications,  for  example,  or  the  origin 
of  Qualcomm  Inc. — that  seem  old-hal 
and  off  the  point.  Indeed,  for  readers  o 
the  author's  monthly  newsletter,  th 
Gilder  Technology  Report,  or  his  fre 
quent  contributions  to  ForbesASAP,  mucl 
of  this  book  may  feel  recycled. 

On  the  flip  side,  plenty  of  Gilder  fan 
have  made  money  from  the  author' 
predictions — investing  in  optics  comp; 
nies  such  as  JDS  Uniphase  Corp.,  ft 
which  Gilder  was  an  early  evangelist.  Ij 
his  vision  of  a  paradigm  shift  is  on  tai 
get,  much  bigger  fortunes  will  be  made 

As  for  politics.  Gilder  has  toned  dow 
his  usual  rhetoric  in  Telecosm.  An 
when  it  comes  to  rants,  he's  often  righ 
Institutions  do  waste  our  time,  as  d 
television,  buggy  personal  computer; 
and  much  of  consumer  culture.  One  ca 
share  Gilder's  yearning  for  some  kind  ( 
liberation — and  hope  he  finds  it  in  th 
fibersphere. 

BY  NEIL  GROS 

Gross  writes  about  science  an 
technology. 
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THE  VERY  CORE  OF  THE  INTERNET  MUST  BE 
RECRAFTED  AS  PURE  FIBER  OPTICS,  SAYS  GILDER 
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The  Ergo  Audrey's  name  makes  me  think 
of  the  blood-sucking  plant  in  Little  Shop  of 
Horrors.  And  its  1950s  retro-futuristic  de- 
sign makes  it  look  like  something  left  behind  by 
the  Jetsons.  But  once  you  get  past  these  odd 
popular-culture  associations,  Audrey  turns  out 
to  be  an  interesting  entry  in  the  burgeoning 
market  for  consumer  Internet  appliances. 

Audrey  is  the  first  in  a  new  line  of  products 
from  ;-{Com  Corp.,  a  networking  company  moving 
into  consumer  markets.  Previous  Netpliances, 
such  as  the  Compaq  iPAQ 
Home  Internet  Appliance 
or  the  Netpliance  iOpen- 
er,  are  meant  for  people 
without  home  computers. 
And  they  have  wireless- 
phone  business  models, 
where  Internet  service 
providers  (iSPs)  subsidize 
the  cost  of  the  hardware. 
For  example,  the  Compaq 
device,  which  works  only 
on  Microsoft  Network, 
lists  for  $499,  but  a  $400 
rebate  comes  with  a  three- 
year,  $21.95  per  month 
MSN  subscription. 

By  contrast,  Audrey  can 
be  used  with  any  is?  (al- 
though it  doesn't  currently 
work  with  America  On- 
line). Its  intended  market 


screen  a  bit  clumsy  at  first,  but  considering  the 
poor  quality  of  the  pointing  devices  on  other  ap- 
pliances, it's  not  a  bad  solution. 

The  3Com  appliance  gives  you  two  ways  to 
browse  the  Web.  First  is  up  to  13  channels  that 
you  select  by  turning  the  large  "tuner"  dial  just 
below  the  screen.  The  channels,  which  include 
such  Web  standards  as  ESPN.com,  Accu Weather, 
and  CBS  Market  Watch,  are  updated  on  a  regular 
schedule  and  give  you  instant  access  to  content 
that  has  been  specially  formatted  for  Audrey's 
7.6-inch-diagonal  screen. 

You  can  also  browse  to  any  Web  site  by  typ- 
ing in  an  address.  Unfortunately,  cost  constraints 
led  3Com  to  use  a  640-by-480-pixel  display,  mean- 
ing that  you  have  to  scroll  horizontally  to  see  all 
of  a  standard  800-pixel-wide  Web  page.  Audrey 
was  supposed  to  use  a  new  browser  from 
Netscape  Communications,  but  it  wasn't  finished 
in  time,  and  3Com  went  with  a  less  capable  ver- 
sion from  Spyglass  Inc.  Fortunately,  Audrey's 
software  can  be  remotely  upgraded,  so  a  new 
browser  wdll  be  installed  automatically  when  it  is 
ready. 

The  basic  mail  program 
is  adequate  for  simple 
needs,  but  it  lacks  the 
ability  to  handle  most 
common  types  of  attach- 
ments. 3Com  officials  say 
this  isn't  really  a  problem 
because  they  assume  that 
buyers  will  always  have  a 
PC  available  to  handle 
complex  mail  needs.  One 
interesting  touch  is  the 
ability  to  use  the  stylus 
for  handwritten  "scribble 
mail"  that  can  be  viewed 
on  any  mail  system. 

Alone    among   current 
appliances,  Audrey  is  net- 
'"'    work-ready  with  the  addi- 
tion of  a  $59  USB  adapter. 

,       ,       ,  MAKER   3Com      www.3Com.com  This  allows  you  to  share 

IS  people  who  already  have       an     Internet    connection 

with  a  PC — but  only  if  you 
have   standard    Ethernet 
cabling,  which  is  rare  in 
homes.     A     wireless     or 
phone-line  network  adapter 
would  be  a  welcome  addi- 
tion. So  would  the  ability 
to  exchange  calendar,  ad- 
dress book,  and  Web  book- 
marks   between    Audrey 
and  a  PC.  Audrey  has  some  interesting  but  un- 
used expansion  possibilities,  including  two  usb 
ports  and  a  CompactFlash  memory  slot. 

Like  all  the  appliances  I  have  seen,  Audrey  is 
a  work  in  progress.  These  products  are  moving 
away  from  their  origins  as  cheap,  stripped-down 
PCS  and  coming  into  their  owti  as  simple  tools  to 
get  on  the  Internet.  If  the  individual  appliances 
still  leave  something  to  be  desired,  the  idea  re- 
mains a  winner. 


PRICE   $499 


a  PC  and  want  an  addi- 
tional terminal  in  the 
kitchen  or  bedroom.  But 
with  no  ISP  subsidies,  Au- 
drey costs  $499  ($50  more 
in  one  of  four  colors). 

Audrey  is  certainly  eye- 
catching, from  its  flower- 
pot shape  to  the  transpar- 
ent stylus  that  sticks  out 

of  the  top  and  flashes  green  when  you  have  new 
maO.  3Com  owned  Palm  until  it  was  spun  off 
last  year,  and  there  is  a  lot  of  Palm  in  Audrey. 
First  is  the  ability  to  synchronize  calendar  and 
address  book  with  a  Palm,  Handspring  Visor,  or 
other  Palm  OS  device,  using  either  a  usb  or  stan- 
dard serial  port.  Second,  Audrey  uses  a  touch 
screen  and  a  stylus  instead  of  a  mouse  or  other 
pointing  device  to  navigate  around  the  screen.  I 
found  the  use  of  the  stylus  on  the  near-vertical 


STRENGTHS  Ease  of  use,  choice  of 
service  provider,  and  ability  to  syn 
chronize  withi  Palm  hiandhelds. 

WEAKNESSES  Small  screen,  so-so 
browser,  and  hiigh  price. 
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INTRODUCING  THE 
NEW  CONCORD  MARINER® 

A  LUXURY  SPORT  WATCH  THAT  APPROACHES 
STYLE  WITH  SUBTLE  SOPHISTICATION,  MARINER 
IS  SMOOTH  ON  THE  WRIST,  YET  RUGGEDLY 
CRAFTED  IN  BRUSHED  AND  POLISHED  STAINLESS 
STEEL  THE  TEXTURED  WHITE  OR  DEEP  BLUE  DIAL 
IS  PROTECTED  BY  A  SAPPHIRE  CRYSTAL  WITH  DATE 
MAGNIFIER.  WATER  RESISTANT  TO  30  METERS, 
THE  NEW  CONCORD  MARINER  IS  ALSO  OFFERED 
IN  STAINLESS  STEEL  AND  18K  GOLD,  FOR  BOTH 
MEN  AND  WOMEN. 

CALL  1   888  812  6626  FOR  MORE  INFORMATION. 


CONCORD. 

Time    is   a    luxury. 


NEIMAN  MARCUS 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


AS  BUSINESS  GOES  GLOBAL, 
ANTITRUST  SHOULD,  TOO 


THORNY: 

Big  merger 
deals  have 
worldwide 
impact — 
and  face  a 
thicket  of 
local 

regulations. 
It's  time  to 
coordinate 
across 
borders 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  Scfiool  of  Manage- 
ment and  author  of  The  Mind 
of  the  CEO,  (Basic  Books, 
forthcoming  in  January, 
2001).  A  former  investment 
banker,  he  was  Under  Secre- 
tary of  Commerce  for  Interna- 
tional Trade  in  the  first  Clin- 
ton Administration 
(jetfreygarten@yale.edu). 


The  newly  proposed  mergers  between 
Chevron  and  Texaco,  as  well  as  between 
General  Electric  and  Honeywell  Interna- 
tional— not  to  mention  the  imminent  deal  be- 
tween America  Online  and  Time  Warner — are 
but  the  latest  evidence  of  a  massive  restructuring 
of  global  markets  by  megamerger.  Now  that  the 
deals  are  becoming  bigger  and  more  complex,  it's 
time  to  enhance  coordination  of  antitrust  policy 
across  borders. 

Indeed,  mergers  and  acquisitions  around  the 
world  have  been  soaring — reaching  $3.4  trillion  in 
1999.  While  only  one-third  of  these  transactions 
directly  involve  companies  from  different  coun- 
tries, most  mergers  have  broad  international  im- 
pact. The  trends  will  continue  as  trade  barriers 
drop;  as  sectors  such  as  telecommunications, 
transportation,  and  finance  undergo  more  dereg- 
ulation; and  as  the  Internet  makes  it  easier  to 
build  new  corporate  alliances. 

Big  mergers,  such  as  Boeing  and  McDonnell 
Douglas,  and  Exxon  and  Mobil,  have  already 
strained  the  capacity  of  officials  on  both  sides  of 
the  Atlantic  to  conduct  careful  investigations  of 
anticompetitive  practices.  The  number  of  mergers 
before  the  U.  S.  Justice  Dept.  has  doubled  since 
1980,  yet  the  antitrust  staff  is  20%  smaller.  The 
European  Union's  caseload  has  increased  500%  in 
the  same  period.  Efficiencies  could  arise  by  har- 
monizing procedures  among  key  countries. 

In  addition,  companies  must  now  jump  regu- 
latory hurdles  in  many  of  the  60  countries  that 
have  antitrust  laws — costing  money,  diverting 
CEO  attention,  and  making  shareholders  jittery. 
Washington  and  Brussels  have  different  thresh- 
olds for  triggering  antitrust  investigations,  dif- 
ferent information  requirements,  and  different 
deadlines  for  approval  or  veto.  Superimpose  oth- 
er countries'  antitrust  procedures,  and  it  can  be- 
come a  nightmare  for  business. 

In  September,  for  example,  Jacques  Bougie, 
CEO  of  Alcan  Aluminium  Ltd.,  said  that  in  trying 
to  achieve  a  deal  with  Pechiney  and  Alusuisse — 
never  consummated — his  company  had  to  file  for 
approval  in  16  countries  and  eight  languages, 
submit  well  over  400  boxes  of  documents,  and 
send  more  than  1  million  pages  of  e-mail. 

There  are  also  difficult  conceptual  issues  to  re- 
solve in  the  new,  high-tech  economy— not  only 
within  countries  but  also  among  them.  How 
should  national  regulators  deal  with  a  corporate 
playing  field  that  is  global  and  therefore  extends 
well  beyond  their  legal  jurisdictions?  How  should 
they  deal  with  monopolies  that  can  arise  so 
quickly  in  technology-based  industries? 


While  transatlantic  coordination  on  antitrust 
has  been  improving,  it  nevertheless  rests  pre- 
cariously on  individuals  in  the  U.  S.  and  Europe 
who  currently  share  compatible  goals.  This  could 
easily  change  with  new  governments.  Even  if 
Washington  and  Brussels  remain  in  synch,  there 
is  still  a  need  to  broaden  the  circle  of  cooperation 
to  include  Japan  and  big  emerging  markets  such 
as  South  Korea  and  Brazil. 

Two  important  studies  describe  what  a  glob- 
al antitrust  program  might  encompass.  Taken 
together,  the  Final  Report  of  the  International 
Competition  Policy  Advisory  Committee  to  the 
Attorney  General  (February,  2000)  and  the 
forthcoming  Antitrust  Goes  Global  by  the 
Brookings  Institution  (November,  2000)  advocate 
going  beyond  the  negotiation  of  bilateral  an- 
titrust agreements,  which  have  slowly  been  tak- 
ing place. 

They  suggest  going  to  a  broader  multilateral 
effort   geared    to   streamlining   the   antitrust 
process,  reducing  administrative  burdens  on  com- 
panies, and  focusing  on  more  transparent  inves 
ligations.  They  advocate  the  establishment  o 
regional  antitrust  authorities  in  Latin  Americal 
and  Asia  to  reduce  needless  fragmentation,  as 
well  as  more  technical  assistance  to  officials  in! 
emerging  markets.  Down  the  road,  they  envisio 
antitrust  reviews  conducted  by  more  than  on 
government  working  as  a  team. 
"SOFT  HARMONIZATION."  Finding  common  ground 
won't  be  easy.  Robert  Pitofsky,  chairman  of  the 
Federal  Trade  Commission,  and  Joel  I.  Klein 
former  assistant  attorney  general  for  antitrust 
favor  "soft  harmonization"  of  regulations  amonji 
countries,  starting  with  a  new  global  forum  foi 
discussion  with  no  binding  rules.  American  busi 
ness  leaders  such  as  Raymond  V.  Gilmartin 
chairman  and  ceo  of  Merck  &  Co.  agree. 

EU  Competition  Commissioner  Mario  Mont 
and  former  Commissioner  Leon  Brittan,  howev 
er,  want  any  antitrust  initiative  to  come  undei 
the  jurisdiction  of  the  World  Trade  Organiza 
tion,  with  its  more  formal  legal  structure  and  dis 
pute-settlement  procedures.  Last  year,  Jiirget 
E.  Schrempp,  chairman  of  DaimlerChrysler,  to! 
me  that  there  was  already  too  much  interna 
tional  bureaucracy  and  that  we  didn't  need  moi- 
of  it  to  deal  with  antitrust. 

Antitrust  issues  are  taking  center  stage  i 
the  shaping  of  global  industries  and  the  delicat 
balancing  of  public  and  private  interests  in  th 
world  economy.  The  next  President  and  his  At 
torney  General  should  seize  the  moment  wit 
an  international  plan. 
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(g)  b2b  solutions 


Appliance  dealer  enters 
V       ,'iirlpoor  partner  portal. 


Order  is  placed  through 
customized  price  list. 


IBM  designed  and 
built  Whirlpoors 
partner  portal,  allowing 
appliance  dealers  to  | 

manage  orders  and 
inventory  online. 

n  the  first  3  months, 
the  portal  generated 
$100  million  in  revenue. 


Whirlpool  Corporation  is  an  i  i==^=  e-business 


(@  b2b  solutions 


Business-to-business  e-commerce  isn't  just  about  putting 

your  catalog  and  prices  online.  It's  become  a  worldwide 

electronic  watering  hole  for  today's  business  transactions. 


YOU'VE  SEEN  THE  NUMBERS: 

B2B  e-commerct:  is  f)  limes  {greater  lliaii  <()iisum('r 
Vlcl)  purchases,  and  according  to  (iartncr,  the 
forecasts  for  l?2B  activity  in  2004  are  as  high  as  $7 
trillion  (it  could  go  higher).  Yet  H2B  e-commerce  isnt 
just  ahout  customer  payments,  partner  payments  or 
online  inventory  queries.  As  companies  transform 
themselves  into  e-businesses,  they're  beginning  to 
manage  procurement,  supply  chains  and  partner 
networks  online. 

The  results  are  staggering:  costs  are  slashed; 
geographic  boundaries  are  transcended;  efficiencies 
are  dramaticallv  improved;  and  value  is  added  at 
every  step. 

"MY  DATABASE  WILL  CONTACT  YOUR  DATABASE." 

It's  clear  that  there  are  enormous  advantages  in 
using  the  Internet  to  deepen  and  secure  relationships 
with  any  and  all  of  your  customers  and  suppliers. 
Advantages  like  being  more  accessible,  providing 
better  service  and  locking  in  key  relationships.  To  do 
this,  you'll  need  to  design  a  system  that  is  open,  .so  you 
can  easily  integrate  with  any  of  your  partners' 
applications  regardless  of  their  platform.  As  a  result, 
those  businesses  that  are  the  most  flexible  and  have 
the  quickest  response  time  will  succeed. 

JOE  BUSINESS,  MEFT  MR.  E-MARKETPLACE. 

The  greatest  value  ojjporlunity  is  e-marketplaces. 
They  are  the  ultimate  realization  of  e-business.  Suppliers, 
buyers  and  marketmakers  are  coalescing  around  these 


worldwide  trading  hubs  where  hundreds,  even 
thousands,  of  industry  players  are  gathering  to  do 
business.  Suppliers  are  finding  customers.  Buyers  are 
realizing  enormous  savings  online. 

Also  consider:  18  months  from  now.  there  are 
expected  to  be  2  billion  wireless  devices  connected  to 
the  hilernel.  Increasingly,  both  your  customers  and 
employees  will  recjuire  access  to  the  information  they 
need,  anytime,  anyplace. 

MAKING  IT  HAPPEN. 

IBM  has  learned  by  doing,  and  this  has  helped  us 
deploy  open  Internet  trading  platforms  that  span  all  3.') 
of  the  world's  major  computing  environments.  Many 
are  built  on  powerful  IBM  WebSphere"  software,  for 
massive  scalability,  speed  and  reliability. 

With  application  software  leaders  like  i2  and  Ariba, 
IBM  has  over  6,000  dedicated  B2B  e-commerce  and 
e-marketplace  salespeople.  Al.so,  IBM  embraces  Linux 
and  delivers  a  comprehensive  tool  set  for  development 
of  e-business  applications  across  all  servers. 

And  the  l;5(),()0(l  people  of  IBM  (Global  Services  can 
provide  the  strategic  insight  to  help  you  navigate  the 
complexities  of  B2B  e-commerce  as  well  as  provide  the 
infrastructure  to  host  your  site. 

If  you  need  some  help  getting  started,  call  a  trained 
e-business  speciali.st  at  800.ibm.7080  (ext.  b2b) 
or  visit  iblin.COITlA)2b.  where  you  will  find 
tailored  e-business  solutions  and  case  histories 
about  the  companies  that  have  spearheaded  the 
B2B  e-commerce  revolution. 


IBM,  12,  and  Ariba 

have  implemented 
more  than  300 
B2S  s-maikets 


fad: 

IBM  is  the 
largest  IT  financier 
in  the  world  (S44B 
annual  applications 
in  1999).       J 


fact: 

An  IBM  Internet 

portal  helped 

Whirlpool  generate 

S100M  in  revenue 


goods  online  i 
cost  savings  of 
$56IVI. 


HERE  ARE  SOME  SAMPLE  SOLUTIONS  FROM  IBM. 


Developing  your                             ^ 
e-commerce  strategy                      " 

Web  Selling  Solution  Planning  Services  >  A  comprehensive  planning  session  led  by  IBM  62B  e-commerce 
consultants,  designed  to  identify  a  strategic  action  plan  for  a  focused  e-commerce  initiative  based  on  your  needs, 

'       e-commerce  Executive  Assessment  >  A  business  case  assessment  for  small  and  midsized  companies, 
conducted  by  accredited  IBM  Business  Partners.  Includes  a  strategic  proposal,  competitive  Web  site  analysis  and 
prototype  e-commerce  site- 

Establishing  a  basic  Web 
presence,  so  that  you  can  start          a 
transacting  with  customers 
and  partners  online 

IBM  Small  Business  WebConnections'  Platinum  Package  >  Start  selling  and  taking  orders  over  the  Web. 
A  subscription  service  including  shared  Web  and  e-mail  access  for  up  to  100  employees.  Starting  at  $249  a  month." 

'       IBM  Start  Now  for  e-commerce  >  IBM's  Start  Now  solutions  combine  the  software,  hardware  and  services  to  help  you 
quickly  implement  e-business  solutions  that  will  improve  customer  service,  e-commerce  and  collaboration.  With  tinancing, 
from  $lisO  per  month.' 

Establishing  a  Web-based  network 
with  your  partners  and  suppliers  to     ( 
streamline  buying  and  selling 

^       IBM  Web  Selling  and  Procurement  Service  Offerings  >  Allow  you  to  navigate  the  complexities  of 

'       linking  customers,  vendors  and  suppliers  to  your  business  in  order  to  manage  inventory  and  payments  online. 

Trying  to  extend  your  reach  to 
customers  and  suppliers  through        ^ 
wireless  applications  and  services 

IBM  Wireless  Solutions  >  Services  and  WebSphere  Everyplace  Suite  software  that  enable  you  to  extend  your 
)       e-business  applications  to  wireless  devices,  with  the  end-to-end  security  and  scalability  that  are  necessary  in  the 
rapidly  expanding  wireless  world. 

Creating  an  e-marketplace  or 

a  Web-based  trading  network  for        i 

all  interested  buyers  and  sellers 

IBM  E-Marketplace  Solutions  >  Start  with  a  consulting  engagement  to  help  develop  your  strategy  and  then  add  a 
)       software  platform  that  allows  you  to  rapidly  create  and  deploy  an  e-marketplace.  Seamlessly  link  buyers  and  suppliers  over 

the  Internet. 

To  find  a  tailored  solution  that  fits  your  needs,  or  for  a  free  B2B  e-commerce  white  paper  developed  for  IBM  by  fortes' Partnership 
Programs,  visit  ibl11.COni/b2b,  or  to  talk  to  a  trained  e-business  specialist,  call  800. IblTI .7080(6X1.  b2b). 


@.b2b  solutions 


Economic  Trends 


BY  GENE  KORETZ 

THE  ECONOMY'S 
ACHILLES'  HEEL? 

Too  few  scientists  and  engineers 

Notwithstanding  the  U.S.  economy's 
cuirent  productivity  surge,  a  leading 
theorist  on  the  impact  of  technology  on 
growth  is  concerned  that  the  pickup  may 
not  last.  In  a  new  study,  Stanford  Uni- 
versity economist  Paul  M.  Romer  warns 
that  the  U.S.  is  falling  behind  in  devel- 
oping the  skilled  human  capital  neces- 
sary for  research  and  development. 
Because  the  social  returns  of  innova- 

SCANT  GROWTH  IN 
AMERICA'S  ENGINEERING  RANKS 

ENGINEERS  AS  A  SHARE 
1,6-  OF  THE  LABOR  FORCE 


1930      '40       '50 
▲  PERCENT 


90  1999 


DATA;  CENSUS  BUREAU 


tion — the  benefits  to  society — are  far 
larger  than  the  returns  realized  by  indi- 
vidual companies,  economists  have  long 
recognized  that  government  policy  has 
a  key  role  in  promoting  technological 
change.  In  the  initial  postwar  decades, 
says  Romer,  the  focus  was  on  raising  ed- 
ucation levels  and  creating  new  disci- 
plines such  as  computer  science,  and  the 
U.S.  is  now  reaping  immense  payoffs 
from  those  early  investments. 

In  recent  decades,  however,  the  ac- 
cent has  been  on  spurring  corporate  R&D 
spending  via  tax  credits  and  direct  sub- 
sidies. And  despite  big  increases  in  out- 
lays, notes  Romer,  the  shares  of  the  labor 
force  represented  by  engineers  and  sci- 
entists, which  rose  sharjjly  between  1940 
and  1970,  have  hardly  grown  since  then. 
"Higher  R&D  spending,"  he  says,  "has 
boosted  researchers'  salaries  rather  than 
the  supply  of  researchers." 

Faulting  the  U.S.'s  higher  education 
system,  Romer  points  out  that  colleges 
provide  relatively  little  information  on 
career  choices  and  starting  salaries  to 
prospective  science  students.  Only  13%  of 
college  grads  wind  up  with  degrees  in 
science  or  engineering — far  fewer  than 
those  intending  to  when  they  first  en- 
rolled. Indeed,  greater  shares  of  young 
people   have   such   degrees   in   Korea, 


Britain,  Germany,  Japan,  and  Taiwan, 
even  though  many  more  U.  S.  high  school 
grads  go  on  to  college. 

U.S.  colleges,  claims  Romer,  are  struc- 
tured in  ways  that  impede  a  supply  re- 
sponse to  rising  private  demand  for  sci- 
entists. While  humanities  and  social 
science  departments  tend  to  give  high 
grades  to  maintain  enrollments,  for  ex- 
ample, science  and  engineering  faculties 
tend  to  favor  small  teaching  loads.  And 
graduate  science  education  is  often 
skewed  toward  preparing  people  for 
academe  rather  than  industry. 

Meanwhile,  foreigners  have  been 
helping  to  fill  the  gap  via  direct  immi- 
gration and  special  temporary  visas — 
accounting  for  major  shares  of  corpo- 
rate engineering  and  science 
workforces.  As  other  nations  join  the 
technology  race  and  compete  for  skilled 
workers,  however,  Romer  expects  the 
supply  of  foreign  researchers  to  wane. 

The  long-term  answer,  he  believes,  is 
more  government  focus  on  boosting  in- 
dustry's domestic  supply  of  researchers. 
One  of  his  ideas  is  giving  colleges  grants 
to  train  more  students  for  science  and  en- 
gineering degrees.  Another  is  creating  a 
new  class  of  "portable"  graduate  fellow- 
ships, which  students  could  use  in  re- 
search areas  and  universities  they 
choose — thus  fostering  a  rapid  supply  re- 
sponse to  shifting  market  demand. 

The  stakes,  says  Romer,  are  enonnous. 
If  the  U.  S.  can  add  just  0.5%  to  annual 
economic  growth  over  the  next  50  years 
through  the  huge  payoff  from  innova- 
tion, he  says,  it  could  eliminate  the  pro- 
jected Social  Security  deficit  and  leave 
ample  resources  for  other  uses. 


YES,  WORKERS 
ARE  GRUMPIER 

Job  satisfaction  is  falling  sharply 

Unemployment  is  at  a  30-year  low, 
real  incomes  have  risen  almost 
across  the  board,  and  consumer  confi- 
dence remains  high.  Yet  a  new  Confer- 
ence Board  survey  finds  that  the  share  of 
workers  satisfied  with  their  jobs  has 
dropped  significantly  over  the  past  five 
years — from  59%  to  51%.  "It  appears 
that  today's  fast-paced  working  climate  is 
triggering  more  malaise  than  we've  imag- 
ined," says  an  official. 

Although  the  decline  occurred  in  all 
age  groups,  it  was  most  pronounced 
among  baby  boomers — those  45  to  54, 
whose  job  satisfaction  reading  of  4(i.5%^  is 
now  the  lowest  across  the  age  sfjectrum. 
The  happiest  workers  are  Generation 


Xers  and  those  65  and  older,  with  satis- 
faction levels  around  55%. 

From  an  earnings  perspective,  the 
largest  decline  in  work  satisfaction  was 
posted  by  the  survey's  top  income  group, 
those  with  household  incomes  above 
$50,000.  While  these  folks  are  still  the 
happiest  of  the  lot,  their  contentment  is 
down  from  66.5%  in  1995  to  55.1%. 

The  gaps  in  job  satisfaction  across  ge- 
ographical regions  are  also  noteworthy. 
Some  60%  of  those  employed  in  the 
Rocky  Mountain  area  say  they're  happy 
with  their  work  situations,  the  most  in 
any  region,  while  the  lowest  rating  of 
45.6%  is  found  among  workers  in  New^ 
York,  New  Jersey,  and  Pennsylvania. 

Employees  are  also  less  content  with 
such  aspects  of  their  jobs  as  wages,  sick 
leave,  health  plans,  job  training,  promo- 
tion policies,  and  bonus  plans — with  the 
latter  two  receiving  the  lowest  satisfac- 
tion votes  of  22.2%  and  20.5%,  respec- 
tively. The  only  areas  recording  slight 
gains  are  job  security  (50.2%)  and  pension 
plans  (40.8%). 


THE  U.S.  LOSES 
A  TRADING  EDGE 

Its  wage  costs  get  less  competitive 


Aided  by  shifts  in  exchange  rates  and 
continuing  wage  restraint,  the  U.  S.'s 
trading  partners  are  making  rapid  in- 
roads into  its  competitive  advantage 
Measured  in  dollars,  the  Labor  Dept.  re- 
ports that  hourly  compensation  of  pro 
duction  workers  in  Japan  fell  from  3995 
to  9%  above  the  U.  S.  level  between  199! 
and  1999.  In  Europe  as  a  whole,  wages 
fell  from  28%  above  the  U.S.  level  t( 
just  6%  over  the  same  period.  And  ii "'' 
the  newly  industrialized  Asian  nations  ^ 
hourly  compensation  slipped  ft-om  379  te 
to  32%  of  the  U.  S.  average 

There's  little  sign  that  these  trends  arij 
losing  any  steam. 
Indeed,  employer 
costs  for  U.  S.  com- 
panies have  accel- 
erated, and  the 
euro  is  down 
against  the  dollar 
by  some  20%-  since 
the  end  of  last 
year.  Thus,  im- 
provement in  the 
U.  S.  trade  balance 
may  jjrove  harder 
to  come  by  than 
many  economy 
watchers  have 
been  anticipating. 


SHIFTING 
LABOR  COSTS 

HOURLY  COMPENSATION 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


TAKING  THE  PULSE 
OF  THE  SLOWDOWN 

Is  it  enough  to  keep  rising  labor  costs  from  posing  an  inflation  threat? 


U.S.  ECONOMY 


DEMAND  IS  COOLING  OFF 
FROM  ITS  RED-HOT  PACE 
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Policymakers  at  the  Federal 
Reserve  got  an  early  holiday 
rift  on  Oct.  27  when  the  Commerce  Dept.  released 
,he  third-quarter  gross  domestic  product  report.  The 
lata  indicate  that  the  economy  is  heading  toward  the 
?ed's  desired  soft  landing — that  is,  a  period  of  growth 
ilow  enough  to  assure  that  inflation  remains  contained. 
Last  quarter's  slowdown  was  impressive.  Real  GDP 
jrew  at  an  annual  rate  of  2.7%,  less  than  half  of  its 
>.6%  pace  in  the  second  quarter.  Domestic  demand 
'ose  2.7%,  the  slowest  pace  in  three  years  (chart). 

What's  behind  the  slowing? 
TVo  crucial  supports  have  held 
up  domestic  demand  over  the 
last  few  years:  strong  labor 
markets  and  accommodative 
financial  conditions.  Job  mar- 
kets still  appear  tight.  But 
thanks  to  past  Fed  tightening, 
money  is  not  flowing  as  easily 
to  households  and  businesses 
as  it  once  did.  That's  the  new 
factor  in  the  outlook,  but  the 
xtent  of  its  drag  on  growth  remains  to  be  seen. 

Bear  in  mind  a  one-quarter  respite  isn't  long  enough 
0  address  the  Fed's  chief  concern  that  domestic  de- 
land  is  growing  far  faster  than  supply.  That's  especially 
rue  given  that  tight  job  markets  are  pushing  up  labor 
osts.  Compensation  in  the  third  quarter,  measured  by 
he  employment  cost  index,  rose  at  its  fastest  four- 
uarter  pace  in  10  years.  One  potential  problem  for  the 
'ed  next  year  could  be  that  slower  economic  grov^rth 
all  also  cool  off  productivity  grov\i;h,  even  as  labor 
osts  continue  to  rise  (page  54). 
In  addition,  the  GDP  mix  suggests  that  the  slow- 
own  to  a  sub-3%  growth  rate  is  exaggerated.  The 
ovemment  and  housing  sectors  subtracted  a  full  per- 
sntage  point  from  third-quarter  GDP  growth.  Those 
rags  won't  be  repeated  this  quarter,  given  the  sizable 
mount  of  election-year  pork  making  its  way  through 
'ongress  and  the  sharp  rebound  in  housing  demand  in 
eptember.  Unless  the  Fed  beheves  the  economy  has 
)oled  off  for  the  long  haul,  policymakers  will  not  re- 
love  the  threat  of  higher  interest  rates. 

^HE  FED  CAN  TAKE  HEART  that  tighter  financial 
)nditions  are  starting  to  slow  the  two  main  compo- 
ents  of  domestic  demand:  consumer  spending  and 


OIL  AND  STOCK  PRICES 
ROIL  HOUSEHOLDS 


business  investment.  Given  the  flattening  out  of  stock 
prices  this  year,  the  wealth  effect  for  consumers  is  di- 
minishing. Similarly,  capital  spending  is  feeling  the 
squeeze  from  costlier  equity  financing,  tighter  credit- 
market  conditions,  and  pickier  banks. 

Consumers  will  be  the  key  to  the  soft  landing,  and 
signs  are  evident  that  households  are  not  spending  as 
rapidly  as  they  had  been.  Real  consumer  spending  rose 
4.5%  last  quarter,  a  bounceback  from  the  3.1%  pace  of 
the  second  quarter.  But  taking  both  quarters  together, 
outlays  have  grown  at  a  3.8%  annual  rate,  far  less 
than  the  6.8%  gallop  of  the  previous  two  quarters. 

Looking  ahead,  spending  gains  are  sure  to  slow 
more  in  line  with  the  increase  in  household  incomes.  In 
the  past  year,  outlays  have  grown  5.3%,  some  two 
percentage  points  faster  than  the  3.2%  pace  of  in- 
come, reflecting  the  added  spending  power  of  the 
wealth  effect.  Now  that  stock  prices  have  stopped  ris- 
ing at  double-digit  rates,  that  gap  will  narrow. 

Also,  consumers  were  less 
optimistic  about  their  econom- 
ic prospects  in  October.  The 
Conference  Board's  index  of 
consumer  confidence  plunged 
from  142.5  in  September  to 
135.2,  the  lowest  reading  in  a 
year  (chart).  The  Board  said 
that  a  cooling  economy  "and 
apprehension  regarding  soar- 
ing oil  prices  and  volatility  in 
the  financial  markets"  trig- 
gered the  decline.  Those  factors  have  not  gone  away, 
but  with  the  price  of  oil  below  its  October  peak  and 
with  stock  prices  firming,  they  are  less  worrisome  now 

Consumers  are  still  confident  enough  to  keep  buying 
homes.  Sales  of  new  single-family  homes  jumped  9.2% 
in  September,  to  an  annual  rate  of  946,000.  That  cleared 
out  some  of  the  inventory  of  unsold  homes  and  suggests 
that  residential  construction  will  probably  rise  thi.s 
quarter  after  falling  at  a  9%  pace  in  the  third  quarter. 
But  with  the  wealth  effect  dissipating,  the  rebound  is 
unlikely  to  be  as  strong  as  past  increases. 

AT  THE  SAME  TIME,  businesses  are  expected  to  be- 
come more  selective  about  what  they  spend  their  mon- 
ey on,  now  that  financing  is  more  expensive.  Real  in- 
vestment in  business  equipment  grew  at  an  annual 
rate  of  8.5%  in  the  third  quarter,  about  half  of  the 
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17.9%  gain  in  the  previous  quarter.  But  a  10%  con- 
traction in  outlays  for  transportation  equipment  ac- 
counted for  much  of  that  slowdown.  Outlays  for  infor- 
mation-processing gear  climbed  19.6%,  not  much  of  a 
slowdown  from  the  27.7%  rise  in  the  second  quarter. 

Businesses  are  not  going  to  take  an  ax  to  their  cap- 
ital budgets.  They  must  continue  to  lift  productivity  in 
order  to  stay  competitive.  But  investment  will  slow 
over  the  next  year  because  of  tighter  financial  condi- 
tions, including  access  to  equity  capital,  bond-market 
credit,  and  bank  financing.  Plus,  businesses  will  be  less 
able  to  tap  into  internally  generated  funds  because 
profits  vdll  continue  to  be  under  pressure  from  slov^dng 
revenues  and  rising  labor  costs. 

One  area  of  business  spending  that  is  almost  certain 
to  be  a  drag  on  future  growth  is  inventory  accumula- 
tion. Stockpiles  grew  at  a  faster  clip  in  the  third  quar- 
ter than  their  already  quick  pace  of  the  second.  With 
demand  cooling,  businesses  in  the  future  won't  need  to 
lay  in  so  much  merchandise  or  supplies.  That's  one 
reason  the  purchasing  managers'  index  of  industrial 
activity  declined  to  48.3%  in  October,  from  49.9%  in 
September. 

THE  KEY  QUESTION  about  the  slowdown  and  Fed  pol- 
icy is  this:  Is  growth  slowing  enough  to  assure  that  ris- 
ing labor  costs  do  not  present  an  inflation  threat  next 
year?  On  that  one,  the  jury  is  still  out.  Through  the 


CANADA 


BENEFITS  CONTINUE  TO 
PUSH  UP  UBOR  COSTS 


third  quarter,  the  growth  rate  of  worker  compensa- 
tion continued  to  head  upward. 

In  the  third  quarter,  the  employment  cost  index  for 
private-sector  employees — a  measure  of  what  companies 
shell  out  for  wages,  salaries,  and  benefits — rose  4.6% 
from  the  year  before.  That's  the  fastest  foui-quarter  clip 
since  1990.  Unless  the  economy  slows  enough  to  loosen 
up  the  labor  markets,  then  workers'  pay  and  benefits 
are  very  likely  to  grow  even  faster  in  2001. 

Although  yearly  wage 
groMTth  is  up  about  a  percent- 
age point  from  this  time  last 
year,  to  4.1%,  the  culprit  in 
the  overall  acceleration  is  ben- 
efits, some  27%  of  compensa- 
tion (chart).  The  cost  of  ben- 
nies, ranging  from  health  care 
to  paid  leave  and  retirement 
plans,  rose  6%  during  the  past 
year.  That  pace  is  more  than 
double  the  2.8%  pace  posted 
this  time  last  year.  Higher  health-insirrance  premiums 
have  been  a  big  contributor  to  the  speedup. 

Given  the  trend  in  labor  costs,  any  slowdown  in  pro- 
ductivity will  be  sure  to  raise  unit  labor  costs  next 
year.  At  that  point,  the  economy — ^and  the  Fed — ^would 
face  a  double  whammy:  upward  pressure  on  inflation 
and  downward  pressure  on  profits. 
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HOW  A  FISCAL  BOOST  COULD  PLAY  OUT  NEXT  YEAR 


In  an  attempt  to  enhance  its  po- 
litical future,  the  government  of 
Canadian  Prime  Minister  Jean 
Chretien  is  preparing  to  boost  the 
economy's  prospects.  On  Oct.  18, 
Finance  Minister  Paul  Martin 
modified  the  Liberal        HHffi: 
Party  government's 
P^ebruary  budget  pro- 
posal to  include  "the 
largest  tax  cut  in 
Canadian  history." 
Then,  on  Oct.  23, 
Chretien  called  elec- 
tions for  Nov.  27. 

New  tax  measures 
for  both  households 
and  businesses,  includ- 
ing capital-gains  relief  and  sizable 
cuts  in  the  middle-income  bracket 
amount  to  C$100  billion  ($66  bil- 
lion) over  five  years.  New  spend- 
ing programs  will  total  C$50  bil- 
lion ($33  billion).  Both  figures  are 


INFLATION  IS 
UNDER  CONTROL 
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nearly  double  the  February  pro- 
posals and  would  be  paid  for  with 
expected  budget  surpluses. 

Economists  estimate  that  the 
measures,  which  are  front-loaded, 
will  add  a  full  percentage  point  to 
economic  growth  over 
the  next  year.  Canadi- 
an growth  has  moder- 
ated, from  a  booming 
5.8%  pace  in  the  sec- 
ond half  of  1999  to  5% 
in  the  first  half  of 
2000,  and  analysts 
now  expect  growth  of 
about  4%  in  2001. 

A  potential  problem 
is  that  the  proposed 
fiscal  boost  will  add  strong  stimu- 
lus to  the  economy  almost  imme- 
diately, at  a  time  when  growth  is 
already  powered  by  brawny  do- 
mestic demand  and  an  energy-re- 
lated windfall  from  exports  of 


pricier  natural  gas.  The  risk:  an 
overheated  economy  that  could 
force  the  Bank  of  Canada  (Boc)  to 
raise  interest  rates. 

Besides  energy,  inflation  thus 
far  remains  tame.  The  September 
consumer  price  index  rose  2.7% 
from  the  year  before,  and  the  core 
rate,  excluding  energy  and  food, 
was  up  only  1.3%,  near  the  bottom 
of  the  Boc's  l%-to-3%  target 
range.  But  with  the  jobless  rate 
below  7%,  labor  markets  are  al- 
ready tight.  In  September,  growth 
in  permanent-employee  wages  ac- 
celerated to  a  4%  rate  per  year, 
faster  than  productivity  gro-wth. 

The  fiscal  proposals  could  yield 
one  key  plus.  Since  the  Boc  is 
likely  to  keep  policy  tight,  the 
Canadian  dollar  should  be  well 
supported,  especially  if  economic 
expansion  matches  or  exceeds 
U.S.  growth. 


44  BUSINESS  WffK  /  NOVEMBER  13,  2000 


■^ 


■^ 


GORE,  VIDAL 


nne    in    a    series    of    20    portraits    celebratinq    ABSOLUT 


VODKA'S    20th 


anniversary. 


:  «  SPPli  A3  i;  ;i'Clf«T£0  H 


1 


A  NEW  NET  r 


BERTELSMANN'S 

deal  with  Napster  could 

kick-start  a  bold  plan 

for  the  media 

and  entertainment  giant 


IWERHOUSE? 


ODD  COUPLE 

A  smiling  Middelhoff 
embraces  Fanning — 
with  whom  he  had 
been  waging  a  bitter 
war  over  copyright 


By  Jack  Ewing 

homas  Middelhoff  doesn't  look  up  as  his  Gulfstream 
'jet  gains  altitude  over  France's  Cote  d'Azur.  He  ig- 
nores views  of  the  shimmering  Mediterranean  and 
the  mist-shrouded  Alpes-Maritimes.  Instead,  the 
chairman  and  CEO  of  Bertelsmann,  the  world's 
third-largest  media  company,  is  hunched  over  a 
pile    of  newspaper 


clippings,  devouring  the  day's 
news  from  the  entertainment 
and  online  world.  And  it  has 
already  been  a  long  day.  After 
waking  at  5  a.m.  in  the  rural 
German  town  of  Giitersloh  and 
taking  a  swim  in  his  indoor 
pool,  Middelhoff  has  hopped  a 
plane  for  Cannes  to  give  a  pep 
talk  to  top  executives  of  BMG 
Entertainment,  Bertelsmann's 
music  division.  Then  it's  back 
to  the  airport  in  a  Mercedes 
whose  chauffeur  seems  to  be 
on  loan  from  Formula  One. 

Twelve  days  later,  Middel- 
hoff is  stepping  out  of  a  black 
stretch  limo  at  New  York's  Es- 
sex House  hotel.  Waiting  out- 
side is  the  Internet's  No.  1  bad 
boy,  20-year-old  Shawn  Fan- 
ning, the  founder  of  Napster 
Inc.,  the  18-month-old  Silicon 
Valley  startup  that  has  turned 
the  music  industry  on  its  head 
by  creating  software  that  al- 
lows people  to  trade  music  for 
free.  The  lanky  German  gets 
out  of  his  hmo,  walks  over  to 
Fanning,  rubs  his  close-cropped 
head,  and  hugs  him  like  an  old 
friend.  Thirty  minutes  later, 
the  pair  walk  into  a  press  con- 
ference, where  Middelhoff  an- 
nounces a  deal  that  could  help 
transfor-m  his  once-sleepy  pub- 
lishing house  into  a  power- 
house for  the  Internet  Age. 
The  irrepressible  47-year-old 
Middelhoff  wants  to  convert 
Napster  from  a  renegade, 
cash-starved  outfit  into  the 
very  center  of  online  media 
distribution  and  e-commerce. 

The  deal  is  as  bold,  vision- 
ary, and  complicated  as  any- 
thing to  hit  the  industry  in 


The  Deal 

TERMS 

Bertelsmann  lends  Nap- 
ster $50  million  with  an 
option  for  an  equity 
stake.  Napster  uses  the 
money  to  develop  tech- 
nology designed  to  get 
users  to  pay  for  music 
they  download  from  the 
Net.  Bertelsmann  with- 
draws suit  against  Nap- 
ster and  lobbies  other 
music  companies  to  do 
the  same. 

IMPACT 

Napster  turns  from  rene- 
gade to  royalty  generator. 
File-sharing  becomes  new 
business  model  for  media 
companies. 

RISKS 

Rival  music  companies 
refuse  to  withdraw  suit 
against  Napster,  and 
court  puts  Napster  out  of 
business,  data  business  wek 
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years.  Even  as  he  seeks  to  make  Napster  a  partner,  Middel- 
hoff  is  still  suing  Fanning's  company  along  with  the  rest  of 
the  industry  for  facilitating  massive  copyright  infringement. 
What's  more,  the  industry  seems  to  be  winning  the  suit, 
and  could  be  closing  in  for  the  kill. 

But  with  'AH  million  users  of  Napster's  service,  Middelhoff 
says  it  is  folly  to  call  them  all  criminal.  For  the  cyberworld  of 
the  future,  "We  have  to  develop  business  models  that  are  le- 
gal, and  somebody  has  to  take  the  lead,"  says  Middelhoff.  For 
starters,  the  audacious  German  is  saying  that  a  profitable 
business  can  be  built  on  peer-to-peer  file-sharing,  the  Napster 
technology  that  allows  people  to  swap  files  online  ad  infinitum. 


If  Napster  complies  with  this  new  plan,  Middelhoff  con- 
ceivably will  rescue  the  concept  of  profitable  intellectual 
property  in  the  Information  Age.  The  dark  nightmare  of  the 
media  industry  has  been  that  file-sharing  would  spread  like 
v^dldfire  in  the  networked  world.  First,  file-sharers  would 
download  music  without  paying — as  they  have  with  Nap- 
ster. But  they  wouldn't  stop  there.  Soon  any  media  product 
that  could  be  digitized — novels,  textbooks,  magazines,  maybe 
even  movies — would  lose  all  copyright  protection  and  be 
swiped  en  masse  by  the  denizens  of  the  Net. 

MiddeUiolFs  answer:  Recruit  the  thief  to  protect  the  jewels. 
So  he  is  proposing  to  remake  Napster  in  a  fairly  basic  way. 


The  Building  Bloclcs  of  Bertelsmann 


THE  NEW  STRATEGY 


I    Bertelsmann  wants  to 
I  turn  Napster  into  a  plat- 
form for  downloading 
I  and  selling  all  its  m^ia 
^      products,  includmg 
books  and  films  as  well 

as  music 


Arista  Records, 
RCA.  Windham  Hill 


Whitney  Houston, 

Annie  Lennox, 

Barry  White, 

Eros  Ramazzotti, 

Santana,  Puff  Daddy 


INTERNET 


bol.com,  bn.com 

(joint  venture) 

for  online  books 

and  music, 

CDNow, 

Lycos  Europe, 

Pixelpark 


TELEVISION 


RTL  Group, 

Europe's 

biggest  broadcaster 

(joint  venture 

with  Pearson  PLC, 

Audiofina) 


To  succeed,  Middelhoff  must  get  the  four  other 
major  music  companies  to  play  nice  with  Napster 


He  is  lending  Napster  a  modest  $50  nnillion  to  stave  off  a  cash 
crunch,  and  may  take  an  equity  stake  later.  Napster  will 
use  the  money  to  develop  technology  and  services  designed  to 
get  users  paying  for  music  rather  than  stealing  it.  If  Napster 
delivers,  Bertelsmann  will  settle  its  copyright  infringement 
suit  against  the  upstart  company  and  urge  other  media  com- 
panies to  do  the  same.  What's  more,  Bertelsmann  wants  to  co- 
operate with  rivals  and  turn  Napster  into  a  platform  for 
douTiloading  the  whole  spectrum  of  media  products,  including 
books,  films,  and  magazines  from  all  companies. 

Many  of  the  details  of  this  shocker,  though,  remain  unclear. 
Paramount  is  the  technological  challenge:  Napster  now  has  to 
develop  a  way  to  track  its  users  and  ensure  they  are  paying. 
Bertelsmann  envisions  a  sort  of  huge  club  where  members 

pay  a  monthly  fee  of,  say, 
.95  for  downloads.  That 
could  be  an  enormous  mar- 
keting   opportunity,    but 
only    if    the    technology 
works  smoothly  to  pre- 
vent violations  and  pro- 
tect copyright. 

What  drives  him  is  a 
near-religious  belief  in 
the  dominance   of  the 
digital  world  for  all  me- 
dia, plus  an  enormous 
desire    to    make    his 
mark  as  an  innovator 
in  this  new  industry. 
He  wants  to  make 
his  company  No.  1  in 
the     global     music 
business  and  in  me- 
dia     e-commerce, 
and    that    means 
scouring  the  earth 
for  the  deals  that 
will    make    rivals 
stand  up  and  take 
notice.  In  the  Inter- 
net world,  being  first 
with  a  new  technolo- 
gy is  a  huge  advan- 
tage. "We  have  to  find 
the  second  AOL,"  says 
Middelhoff. 
But  the  Napster  deal 
could  just  as  easily  turn 
out  to  be  a  disaster  as  a 

DOWNLOAD  THIS 

Despite  AOL's  Time 
Warner  deal,  Bertels- 
mann is  betting  on  its 
power  as  a  provider  of 
content  from  Puff  Daddy 
to  RTL  Television  to  make 
it  a  major  player  on  the  Web 


triumph,  and  Middelhoffs  brush  with  greatness  could  turn 
into  humiliation.  To  succeed,  Middelhoff  must  get  the  heads  of 
the  four  other  major  record  labels — Universal  Music,  Sony, 
Warner  Music,  and  EMI — and  the  music-publishing  industry  to 
reverse  course  and  play  nice  with  Napster,  their  No.  1  enemy. 

Yet  Middelhoff  has  been  laying  the  groundwork  for  a  truce 
with  Napster  at  least  since  early  July.  That's  when  he  joined 
the  New  Economy  elite  at  investment  banker  Herb  Allen's 
annual  schmooze-fest  in  Sun  Valley,  Idaho.  The  idea  of  linking 
up  viith  Napster  hadn't  yet  crystallized,  but  Middelhoff  talked 
to  his  peers  in  the  media  business  about  how  they  should  re- 
spond to  the  upstart  service.  In  September,  Middelhoff  began 
negotiations  with  Napster,  but  he  kept  them  a  secret  until  the 
last  minute.  He  has  since  been  working  the  phones  and  has 
told  company  insiders  that  most  industry  execs  are  positive. 

An  inveterate  networker,  Middelhoff  can  draw  on  some 
long-standing  personal  connections  to  further  his  cause.  One  of 
Hollywood's  newest  music  moguls  is  a  close  friend  of  Middel- 
hoffs: Jean-Marie  Messier,  whose  Vivendi  is  about  to  acquire 
control  of  Seagram's  Universal  movie  and  music  groups.  Mid- 
delhoff sits  on  Vivendi's  board.  Middelhoff  is  also  close  to  AOL 
CEO  Stephen  M.  Case,  who  may  soon  control  Warner  Music. 
TOO  CHEAP?  Still,  Middelhoff  concedes  it  won't  be  easy  to  con- 
vince the  others.  "We  have  a  lot  of  emotion  between  Napster 
and  the  music  industry,"  he  says.  Off  the  record,  rival  execu- 
tives expressed  surprise  at  Middelhoffs  move — and  even 
voiced  skepticism  that  Middelhoff  can  pull  it  off.  Some  music- 
business  executives  think  the  low  prices  a  revamped  Napster 
would  charge  would  infuriate  recording  artists,  who  would  fear 
for  their  royalty  checks.  Meanwhile,  rival  systems  are  devel- 
oping. Time  Warner  on  Nov.  1  announced  its  new  music- 
streaming  service.  And  AOL  plans  to  launch  an  online  music 
subscription  service  by  early  next  year 

Another  stumbling  block:  It's  unclear  how  far  Napster  is 
willing  to  go  to  appease  the  music  industry  titans.  Napster 
has  always  said  it  is  reluctant  to  change  its  software,  which 
allows  users  to  dowTiload  music  and  listen  to  it  whenever  they 
want.  But  the  record  companies  want  to  impose  encryption 
software  that  would  limit  users'  ability  to  listen.  "This  part- 
nership will  preserve  the  integrity  of  the  Napster  experience," 
insists  Napster  ceo  Hank  Barry. 

Finally,  even  if  Napster  maintains  the  software's  simplicity, 
no  one  knows  how  many  of  Napster's  38  million  users  will  pay 
to  download  music,  or  what  price  they  wiU  pay.  Surveys  show 
Napster  users  are  willing  to  pay  something — and  are  not  as 
young  as  many  might  think.  But  no  one  knows  how  cus- 
tomers will  react  to  the  news  of  Napster's  very  corporate  deal. 

Daunting  stuff.  If  Bertelsmann  can't  persuade  the  other 
music  companies  to  drop  the  suit,  Napster  could  be  shut 
down  by  the  court  and  conceivably  be  held  liable  for  bil- 
lions in  damages  for  copyright  infringement.  "Today's  an- 
nouncement does  not  bring  an  end  to  the  court  case,"  says  Hi- 
lary B.  Rosen,  president  and  ceo  of  the  Recording  Industry 
Association  of  America. 

The  Napster  deal  is  the  boldest  step  yet  in  Middelhoffs 
crusade  to  revamp  Bertelsmann.  On  the  face  of  it,  this  tra- 
ditional media  company,  which  started  off  as  a  Bible  pub- 
lisher in  1835,  is  doing  just  fine  without  the  Net.  The  com- 
pany's overall  profit  rose  an  enviable  45%  this  year,  to  $671 
million  on  sales  of  $16.5  billion.  Strong  performances  by 
the  recorded  music  business  led  by  musicians  ranging  from 
Whitney  Houston  to  Puff  Daddy,  and  a  stable  of  100  maga- 
zines, including  Parents,  Family  Circle,  and  McCaU'.i,  did 
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the  trick.  But  some  of  Bertelsmann's  historically  strongest 
divisions,  such  as  the  book  clubs,  are  losing  money.  Middel- 
hoff  is  also  convinced  that  media  companies  will  soon  sell 
most  of  their  wares  over  the  Internet.  If  Bertelsmann  does- 
n't prepare  for  that  transition,  he  fears,  the  venerable  com- 
pany will  enter  into  long-term  decline. 

What's  more,  the  timing  is  good  for  the  Germans,  who 
have  a  war  chest  to  spend.  Owned  mostly  by  a  German 
foundation,  Bertelsmann  has  no  publicly  traded  shares, 
though  it  would  probably  fetch  a  $70  billion  market  capi- 
talization if  it  went  public.  And  Middelhoff  has  plenty  of  buy- 
ing power:  some  $7  billion,  largely  thanks  to  an  early  bet  on 
AOL.  He  got  Bertelsmann  to  buy  a  5%  stake  in  1994  for  $50 
million.  Middelhoff  could  use  that  hoard  to  scoop  up  any 
number  of  media  and  Internet  companies,  whose  values 
have  been  slashed  by  the  dot-com  shakeout. 

But  can  Middelhoff  deliver?  He  idolizes  aol  ceo  Stephen 

M.  Case  as  a  prophet 
of  the  Internet.  But 
when  Case  was  ready 
to  merge  v^ath  a  me- 
dia company,  he  chose  Time  Warner.  Bertelsmann's  last  big 
acquisition  was  in  1998,  when  it  bought  Random  House 
and  became  the  world's  largest  publisher  of  English-lan- 
guage books. 

STILL  PLUGGING.  In  the  last  year,  Bertelsmann  circled  EMI 
Group,  the  London-based  music  and  publishing  business. 
But  no  deal  materialized.  And  as  far  as  the  Net  is  con- 
cerned, Hollywood  is  full  of  talk  about  Bertelsmann's  stum- 
bles. Back  in  the  spring,  Bertelsmann  Music  Group  put  out 
a  10-page  press  release  heralding  its  entry  into  the  music 
subscription/download  business.  In  fact,  it  only  started  in  Oc- 
tober, well  after  Universal  Music  Group  and  Sony  Corp. 
both  started  licensing  their  music  for  downloads.  BMG  says  it 
just  took  awhile  to  put  up  the  music  group's  huge  list.  And 
despite  denials  by  both  sides,  infighting  delayed  the  rollout 
of  getmusic.com,  jointly  owned  by  Bertelsmann  and  Uni- 
versal music.  Middelhoff  added  to  his  collection  in  Septem- 
ber, when  he  bought  control  of  CDNow.com,  a  troubled  online 
music  retailer. 

The  Napster  deal,  by  contrast,  shows  Bertelsmann  can 
move  fast.  Middelhoff  credits  his  chief  of  e-commerce,  Andreas 
Schmidt,  who  worked  on  virtually  nothing  else  for  weeks,  for 
landing  the  Napster  deal.  But  Middelhoff  also  took  part, 
phoning  counterparts  at  Napster  in  the  middle  of  the  night 
when  a  new  idea  hit  him  or  spontaneously  flying  to  New  York 
to  try  to  push  the  deal  forward. 

Middelhoff's  sense  of  urgency  is  unmistakable.  He  isn't 
seeing  much  of  his  five  children  these  days,  or  his  renovat- 
ed farm  and  its  population  of  several  dozen  sheep,  goats,  and 
horses.  Since  taking  over  as  ceo  in  1998,  he's  given  seed 
money  to  a  host  of  Internet  startups,  such  as  Berlin-based 
Pixelpark,  which  helps  corporations  develop  a  Web  presence 
and  now  has  a  stock  market  value  of  $1.2  billion.  Middelhoff 
also  launched  bol.com,  an  online  seller  of  books  and  music 
and  holds  a  stake  in  barnesandnoble.com. 
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Middelhoff  has  or- 
dered that  all  of  Ber- 
telsmann's content  be 
converted  to  digital 
form,  down  to  the 
dust-jacket  blurbs  on 
John  Grisham  legal 
potboilers.  In  his  vi- 
sion, customers  will 
download  the  latest 
novel  from  Toni  Morri- 
son, a  Bertelsmann  au- 
thor, into  an  electronic 
book  distributed  by  its 
partner  Gemstar/TV 
Guide  International. 
BMG  will  zap  Carlos 
Santana's  latest  song 
to  fans  who  pay  a  sub- 
scription fee  for  the 
privilege.  Europeans 
will  use  broadband-In- 
ternet connections  to 
follow  the  real-life  soap 
opera  on  Big  Brother, 
in  which  volunteers 
spend  weeks  living  in- 
side a  closed  com- 
pound, cameras  watch- 
ing their  every  move. 
Already,  rtl  Group — a 
Bertelsmann  joint  ven- 
ture vdth  Pearson  PLC 
and  Luxembourg-based 
Audiofina — operates 
Europe's  most  popular 
television  Web  site. 

To  be  sure,  his  prop- 
erties are  dwarfed  by 

an  AOL-Time  Warner  combine.  And  Bertelsmann's  Internet 
business  contributed  just  2.5%  of  sales  in  the  fiscal  year  end- 
ed June  30.  But  Middelhoff  is  girding  his  staff  for  a  Net 
breakthrough.  He  has  banned  paper  interoffice  memos,  ac- 
cepting only  e-mails.  He  personally  answers  about  130  a  day. 
He  ordered  PCs  for  every  employee  to  use  at  home.  He 
has  forbidden  neckties  at  management  board  meetings. 

Yet  Middelhoff's  innovations  go  only  so  far.  Bertelsmann 
operates  according  to  idiosyncratic  management  principles 
established  by  the  company's  postwar  patriarch,  Reinhard 
Mohn,  now  79.  The  central  credo  is  decentralization. 
Managers  of  more  than  300  Bertelsmann  profit  centers  get 
vast  management  independence  as  long  as  they  hit  profit 
targets. 

Middelhoff  is  now  trying  to  import  some  American  energy 
to  Giitersloh,  where  cows  graze  practically  up  to  the  wall  of 
the  low-rise  Bertelsmann  headquarters.  Sometimes  he  wishes 


Ihe  grande  latte  can  really  w 
wonders.  Bertelsmann's  neg( 
tions  vdth  Napster  Inc.  beg£ 
early  September  at  a  California 
office.  The  legal  setting  should  c 
as  no  surprise,  considering  the  t 
were  parties  to  a  bitter  legal  dis 
over  Napster's  alleged  facilitatio 
copyright  infringement.  But  the; 
gan  to  approach  a  rapprochemer 
w^hen  Andreas  Schmidt,  CEO  of  1 
telsmann  eCommerce  Group,  an( 
Hank  Barry,  CEO  of  Napster,  ret 
to  a  less  formal  locale:  a  Starbu( 
in  Palo  Alto,  Calif.  "We  had  a  cc 
and  a  donut  and  found  we  share 
common  vision,"  Schmidt  recalls 
then  launched  Project  Thunderb 
the  code  name  for  the  deal  to  bi 
Napster  in  from  the  cold. 

The  Starbucks  meeting  was  t; 
cal  Schmidt.  Direct  and  informal 
39-year-old  hardly  seems  the  usi 
European  businessman.  A  high 
school  dropout,  Schmidt  buOt  his 
first  career  vdth  Germany's  bore 
police.  Yet  after  making  the  svdi 
to  joumahsm,  he  has  risen  quick 


Duelini 

Net 

Strategies 


BERTELSMANN 


Sells  books,  music,  magazines, 
and  TV  shows  over  other  people's 
networks  or  Internet  portals, 
such  as  AOL  and  Lycos.  Uses 
partners  to  sell  books  and  music 
directly  to  consumers  via 
bol.com  in  Europe  and  Asia  and 
barnesandnoble.com  in  the  U.  S. 


AOL-TIME  WARNER 


Produces  own  entertainment 
and  information  through  Time, 
Sports  Illustrated,  CNN,  and 
Warner  Bros,  studio.  Will  distrib- 
ute through  A 
Time  Warner  Ca-       J%j^ 
ble  Systems  and  ^JC  ^ »/'/  ^ 
AOL.                   ^^/m^ 


DISNEY 


Produces  own  entertainmen 
information  through  its  stud  si 
theme  parks,  ABC,  and  ESPl 
Owns  majority  con-  ""IN^ 
trol  of  Go  network  h2^'® 
portal.  Has  dramatically  in- 
creased sales  of  Disney  con- 
sumer products  over  Intermtin 
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smann's  top  ranks.  His  task: 
sure  the  world's  third-largest  me- 
npany  rules  the  Net,  rather  than 

vaporized  by  it.  "We  have  to 
nt  ourselves  as  a  digital  company, 
a  media  company,"  Schmidt  says. 

Napster  deal,  Schmidt's  brain- 
s  a  perfect  case  in  point.  The 
ly  attracted  millions  of  music 

But  it  also  threatened  the  very 


existence  of  bmg  and  other  music  com- 
panies. By  agreeing  to  finance  Napster 
as  it  coaxes  users  into  paying  for  music, 
Bertelsmann  is  trying  to  turn  a  threat 
into  an  opportunity. 

Nobody  knows  whether  it  will  work. 
But  at  least  Schmidt  can  already  claim 
to  have  pulled  off  some  big  transforma- 
tions. He  turned  to  journalism  after  an 
accident  with  a  practice  hand  grenade 


CHAMELEON 

Schmidt:  From 
border  cop  to 
journalist  to 
Bertelsmann 
digital  mogul 


damaged  his  hear- 
ing and  made  him 
unfit  for  border 
duty.  He  joined 
Bertelsmann  unit 
Gruner  +  Jahr  in 
1993,  where  he 
founded  several 
magazines  and 
launched  20  Inter- 
net sites.  That  brought  him  to  the  at- 
tention of  Bertelsmann  CEO  Thomas 
Middelhoff,  who  made  Schmidt  presi- 
dent and  CEO  of  AOL  Europe,  a  joint 
venture  with  America  Online  Inc.,  in 
1998.  Schmidt's  experience  as  a  startup 
specialist,  along  with  a  colloquial  com- 
mand of  EngUsh,  came  in  handy  in  the 
sensitive  negotiations  vdth  Napster. 
"Andreas  really  bridged  the  gap,"  Mid- 
delhoff  says. 

With  Napster,  Schmidt  is  executing 
Bertelsmann's  grand  plan.  Middelhoff 
wants  to  make  Napster  a  platform  for 
selling  all  of  the  company's  content,  in- 
cluding Random  House  books  and  mag- 
azines like  Inc.  But  Schmidt  must  find 
still  more  ways  to  push  Bertelsmann 
products  on  any  kind  of  digital  device 
available,  from  electronic  books  to  Palm 
Pilots  to  mobile  phones.  He's  certain  to 
use  Bertelsmann's  massive  financial 
clout  to  acquire  more  Internet  upstarts. 
Which  means  he  could  become  one  of 
Starbucks'  best  customers. 

By  Jack  Swing  in  Frankfurt 


i  had  been  bom  in  freewheeling  Silicon  Valley  rather  than 
Dtight  Dusseldorf.  "Deep  in  my  heart,  I'm  really  Ameri- 
in,"  he  says.  Middelhoff  spends  close  to  half  his  time  at 
ertelsmann's  New  York  headquarters  in  the  heart  of  Times 
^uare. 

Middelhoff  figures  he  started  shedding  his  German  identi- 
on  Nov.  2,  1994.  That  was  the  day  he  met  Steve  Case, 
ack  then,  Middelhoff  was  Bertelsmann's  head  of  corporate 
!velopment.  He  arrived  for  a  meeting  with  Case,  thinking  he 
ould  give  the  young  American  a  lecture  on  the  media  busi- 
;ss.  He  left  blown  away  by  Case's  vision  of  an  online  media 
npire.  Eventually,  Bertelsmann's  management  board  agreed 
buy  5%  of  AOL  for  $50  million.  This  prescient  call  boosted 
iddelhoffs  ascension  to  the  CEO  slot  by  demonstrating  to  pa- 
iarch  Mohn  the  power  of  the  new  medium.  It  showed  "he 
3uld]  provide  the  leadership  necessary  to  bring  Bertels- 
inn  into  the  Internet  Century,"  recalls  Case. 


NEWS  CORP. 


5S  own  entertainment 
)rmation  through  its 
iio  and  network, 
rts,  and  HarperCollins 
mpany.  Controls 
!  distribution  compa- 
\sia,  Europe,  and 
nerica. 


VIACOM 


Brands  properties  on  Internet, 
including  MTVi,  Nickelodeon.- 
com,  and  the  spun-off  CBS  Mar- 
ketWatch.  Viacom's  CBS  invests 
directly  in  Internet  properties, 
including  the  sweepstakes 

iWon.com.     VIACO/\, 


Joining  the  AOL  board,  Middelhoff  got  an  apprenticeship  in 
running  a  company  at  Net  speed.  "In  the  old  days,  he  was  a 
little  bit  stiff,"  says  Arnold  Bahlmann,  Bertelsmann's  exec- 
utive vice-president  for  corporate  development.  "The  AOL 
thing  changed  him  a  lot."  One  example  came  in  1998,  when 
underling  Schmidt  assumed  management  of  aol  Europe. 
During  a  meeting  about  AOL  Europe  that  included  Middel- 
hoff, Case,  and  aol  President  Robert  W.  Pittman,  the  brash 
Schmidt  sprung  a  plan  to  spend  an  eye-popping  $2  billion  on 
expansion  over  2'/>  years.  Schmidt  didn't  bother  to  clue  in 
Middelhoff  beforehand.  Many  CEOs  would  have  been  en- 
raged. Middelhoff,  Schmidt  says,  just  laughed  and  went  on  to 
back  much  of  the  plan. 

NEW  STRATEGY.  Analysts  interpreted  the  AOL-Time  Warner 
merger  as  a  serious  setback  for  Bertelsmann,  but  Middelhoff 
refuses  to  see  it  that  way.  He's  certain  that  "preferred 
provider"  agreements  v^nll  protect  Bertelsmann's  access  to 

the  world's   largest   online 


VIVENDI  UNIVERSAL 


The  world's  largest  music  out- 
fit, Universal  owns  music  site 
Jimmy  &  Doug's       xAyrMni 
Farmclub.com  VIVtl\ILM 


even    though    the 
is  now  unwinding 


and  half-interest  in  retailer 
GetMusic.com.  Its  pending 
merger  with  Vivendi  gives  it 
access  to  wireless  distribution. 


service, 
company 
its  AOL  stake 

But  the  breakup  wiih  AOI, 
was  a  blow.  He  decided  Ber- 
telsmann would  focus  on  me- 
dia, not  the  business  of  pro- 
viding Internet  access.  That 
puts  Bertelsmann  in  marked 
opposition  to  the  rest  of  the 
media  industry,  which  figures 
it  needs  "pipe" — via  cable, 
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wireless,  or  broadcast — to  guarantee  premium  placement 

of  a  company's  content,  online  and  off. 

In  any  event,  Middelhoff  faces  plenty  of  challenges  in 

the  online  ventur-es  he  already  has.  as  well  as  more  tradi- 
tional areas.  His 
bol.com  is  gaining  on 
Amazon.com  Inc.  in 
countries  where  they 

compete,  but  still  trails.  Barnesandnoble.com,  a  joint  venture 

with  Barnes  &  Noble  Inc.  in  the  U.S.,  is  struggling. 

As  Middelhoff  charges  forward,  there's  one  thing  he  won't 

have  to  worry  about.  Stockholders.  A  few  months  ago,  people 

thought  that  was  a  handicap.  Now,  Wall  Street  analysts  are 


Cover  Story 


changing  their  tune.  "If  he  can  take  care  of  his  employees,  do 
his  business,  and  raise  cash  from  his  bankers,  why  go  through 
the  grief?"  says  Tom  Wolzien,  media  analyst  at  Sanford  C. 
Bernstein  &  Co.  in  New  York. 

To  be  exact,  there  is  one  shareholder  Middelhcjff  still  needs 
to  worry  about.  But  patriarch  Mohn,  who  with  other  members 
of  his  family,  still  owns  a  21.4%  stake,  has  urged  Middelhoff  to 
push  forward  a  transformation  every  bit  as  dramatic  as  the 
one  Mohn  led  after  World  War  II.  The  Napster  ploy  shows 
that  Middelhoff  has  gotten  the  message. 

With  Spencer  Ante  and  Tom  Lowry  in  New  York,  Ronald 
Grover  in  Los  Angeles,  Catherine  Yang  in  Washington,  and 
bureau  reports 


COMMENTARY 


By  Spencer  Ante 


NAPSTER:  TUNE  IN.  TURN  ON.  PAY  UP 


By  forging  an  al- 
liance with  Nap- 
ster, Bertelsmann 
CEO  Thomas  Middel- 
hoff is  boldly  going 
where  no  record  exec 
has  gone  before.  His 
$50  million  loan  to 
Napster  to  build  a 
new  fee-based  service 
gives  peer-to-peer  file 
sharing  the  media  in- 
dustry's Good  House- 
keeping seal  of 
approval. 

But  there  are  some 
catches.  Many  ana- 
lysts have  focused  on 
Middelhoffs  diplomat- 
ic challenge  of  per- 
suading other  record  companies  to  de- 
velop an  industry-supported 
file-sharing  system.  But  Napster  and 
Bertelsmann  face  at  least  two  other 
high  hurdles. 

The  first  is  technological.  Napster 
must  create  a  new  membership-based 
service  that  pays  artists,  music  pub- 
lishers, and  record  companies.  That 
means  building  a  system  that  blocks 
pirated  content.  In  court,  Napster  said 
its  technology  can't  distinguish  be- 
tween infringing  and  noninfringing  use 
of  files.  Napster's  lawyers  wisely  stuck 
to  this  argument  because  they  knew 
that  the  courts  would  be  reluctant  to 
shut  dovm  an  entire  technology  that 
had  "substantial  noninfringing  uses." 
OUT  WITH  THE  PIRATES.  But  if  Nap- 
ster wants  to  get  legit,  it  must  crack 
this  problem.  In  fact,  computer  pro- 
grammers say  Napster  could  filter  out 
the  great  majority  of  infringing  files 
from  its  music  directory.  "If  Napster 
wanted  to  clean  up  their  service,  we 
could  help  them  with  that,"  says 
Bruce  Ward,  chief  technology  officer 


of  NetPD,  a  startup  in  Cam- 
bridge, England,  whose  soft- 
ware identifies  pirated  songs 
based  on  sound  patterns. 

There's  another  way  to 
toss  pirates.  Napster's 
servers  currently  record 
every  music  file's  "MD5 
hash" — a  sort  of  digital  fin- 
gerprint that  uniquely  identi- 
fies an  MP3  music  file.  These  markers 
could  be  used  to  track  recordings, 
spot  illegal  downloads,  and  remove 
pilfered  files.  There's  one  caveat,  how- 
ever. Due  to  differences  in  recording 
software  and  the  degree  of  compres- 
sion, different  digital  recordings  of  the 
same  song  could  produce  different  fin- 
gerprints. While  that  makes  tracking 
violators  more  difficult,  the  technology 
would  detect  most  violations. 

Napster's  other  big  challenge  is  to 
create  a  profitable  business  model. 
Not  all  of  its  88  million  users — espe- 
cially the  young  info-radicals — will  pay 
a  cover  charge  to  enter  the  Napster 
club.  "Shame  on  you  Napster,"  wrote 


one  Napster  fan  on  its 
message  board  after 
the  Bertelsmann  deal. 
"Everyone  was  behind 
you,  but  you  sold  out 
to  cover  your  ass." 
But  many  people 
are  willing  to  pay,  es- 
pecially if  Napster 
maintains  its  all-you- 
can-eat  menu  and  im- 
proves its  reliability 
and  searching  fea- 
tures. Webnoize,  an 
online-music  research 
firm,  said  its  October 
poll  of  Napster-using 
college  students 
found  that  68%  were 
vdlling  to  pay  a  $15 
monthly  fee  for  the 
service,  up  from  59% 
in  April.  "Napster  is 
becoming  as  valuable 
to  them  as  their  Isp," 
says  Webnoize  senior 
analyst  Matt  Bailey. 
That  percentage 
could  grow  if  Napster 
charges  the  lower 
$4.95-a-month  fee  that  Napster  CEO 
Hank  Barry  recently  suggested.  Fur- 
thermore, Napster's  user  base  is  get- 
ting older  and  is  therefore  more  like- 
ly to  pay. 

These  are  knotty  problems.  But 
none  is  unsolvable.  Bertelsmann  and 
Napster  must  keep  everyone  focused 
on  the  benefits  of  peace:  For  con- 
sumers, greater  choice  and  lower 
prices.  And  for  the  music  industry,  in- 
creased sales  and  a  lower  cost  of  doing 
business.  Plenty  of  reason  to  call  a 
truce. 

Ante  has  covered  Napster  since  its 
inception.  i 


GETTING  LEGIT 

Critics  charge 
that  Napster, 
founded  by  Shawn 
Fanning,  has 
"sold  out" 


52  BUSINESS  WEEK  /  NOVEMBER  13,  2000 


Some  people  never  worry  about  a  lounge  being  available 
for  them.  Are  you  one  of  them? 
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fly?  Our  aiiiance  recognizes  top-tier  frequent  flyer  privileges  on  eight 


of  the  world's  finest  airlines,  including  access  to  over  340  lounges. 


Welcome  to  oneworld! 


AmericanAiilines 
Aer  LIngus  t^ 
BRITISH  AIRWAYS  '^ 
tS  Cathay  Pacific 
nnnnift  B 


revolves  around  you. 


IBERIAk 


|-aimc:hii.e 


^OA, 


livms 


For  premium  cabin  and  selected  top-tier  frequent  flyer  customers.  Some  privileges  vary  t^etween  airlines.  Eacli  oneworld  alliance  airline  resen/es  tfie  right  to  change  its  frequent  flyer 
program  rules,  regulations,  travel  avuards  and  special  offers  and  to  end  their  frequent  flyer  program  in  accordance  with  its  relevant  frequent  fVer  program  rules.  All  on»Mxld  benefits 
are  only  available  to  passengers  on  scheduled  flights  that  are  both  operated  and  marketed  by  a  oneworld  memtjer  airline.  (Marketed  means  there  must  be  a  oneworld  rmember  airline 
flight  number  on  your  ticket.)  American  Airlines.  Aer  Ungus.  British  Arways.  Cathay  Pacific,  Finnair,  Iberia.  LanChile  and  Qantas  are  all  trademarks  of  their  respective  companies. 

www.oneworldalliance.com 


News:  Analysis  &  Commentary 


STILL 
PUMPED  UP? 


Maybe  not.  That 
celebrated  growth 
in  productivity 
could  be  peaking 

Back  in  1994,  when  the  Federal 
Reserve  last  attempted  to  bring 
the  economy  in  for  a  trouble- 
free  soft  landing,  central  bank 
Chairman  Alan  Greenspan  had 
a  hunch.  He  began  to  suspect  produc- 
tivity growth  was  about  to  take  off, 
though  many  of  his  Fed  colleagues  were 
skeptical.  "I  hope  that  one  of  these  days 
I  will  be  able  to  finally  say  I  told  you 
so,"  he  joked  to  his  fellow  monetary 
mandarins.  As  everyone  knows,  the  Fed 
chief  proved  right,  and  the  New  Econo- 
my was  bom. 

Now,  as  Greenspan  tries  to  engineer 
an  unprecedented  second  soft  landing, 
he's  again  banking  on  stronger  produc- 
tivity to  keep  inflation  at  bay  and  the 
expansion  on  track.  As  recently  as  Oct. 
19,  he  argued  that  productivity  growth 
was  still  picking  up  steam.  Behind  his 
optimism:  a  belief  that  companies  have 
yet  to  tap  fully  the  efficiency  gains  from 
the  huge  wave  of  technology  spending 
of  the  last  several  years.  He's  banking 
that  companies  and  their  workers  will 
continue  to  get  more  adept  at  using  the 
computers  and  other  equipment  they 
have  snapped  up. 

"STAGFLATION"?  But  this  time,  his  luck 
may  be  running  out.  The  supercharged, 
ever-accelerating  productivity  growth 
that  has  powered  the  economy  over  the 
last  five  years  may  finally  be  in  danger 
of  cresting.  At  least,  that  was  the  mes- 
sage from  a  bushel  of  bad  news  that 
seemed  to  come  together  on  Oct.  27. 
First,  the  National  Association  for  Busi- 
ness Economics  (nabe)  said  its  mem- 


ber companies  are  facing  their  most 
intense  squeeze  on  profit  margins  in 
nine  years.  The  culprit:  Productivity  is 
just  not  keeping  up  with  rising  costs 
for  energy,  labor,  and  finance.  Then, 
the  Bureau  of  Economic  Analysis  (bea) 
reported  that  capital  spending — the 
driving  force  behind  the  productivity 
boom — slowed   sharply  in  the  third 
quarter.  And  finally,  the  Census  Bu- 
reau indicated  that  further  weakness 
in  investment  lay  ahead  when  it  re- 
ported that  new  orders  for  efficiency- 
enhancing  capital  equipment  fell  for 
the  third  straight  month  in  September. 

The  upshot:  The  economy  may  be  in 
for  a  harder  landing  than  Greenspan  is 
bargaining  for  Indeed,  statistics  due 
out  on  Nov.  2  were  expected  to  show 
that  productivity  grew  at  about  a  3% 
annual  rate  in  the  third  quarter,  vs. 
5.6%  in  the  second,  as  economic  growth 
slowed  sharply  over  that  same  period. 

The  big  question  for  business  lead- 
ers, investors,  and  the  Fed  is  what  hap- 
pens to  productivity  growth  from  here. 
While  that  3%  is  still  impressive — and 
few  experts  expect  a  steep,  sudden 
slowdown — any  ftmdamental  shift  in  the 
rate  of  productivity  growth  could  pose 
problems.  If  productivity  ebbs,  for  ex- 
ample, even  a  modest  slowdown  in  the 
economy  to  a  3/{>%-to-4%  growth  rate 
might  not  keep  inflation  in  check. 

Why  not?  With  the  unemployment 
rate  at  a  30-year  low  of  3.9%  and  hourly 
compensation  rising  at 
more  than  a  5%  annual 
rate,  productivity  has  to 
continue  chugging  along 
just  to  keep  inflation 
under  wraps.  Other- 
wise, the  inexorable 
march  upward  in  labor 
costs  will  lead  to  the 
sort  of  wage-driven  in- 
flation that  has  proven 
the  nemesis  of  so  many 
expansions  in  the  past. 


"It's  a  stagflation  scenario,"  says  Aller 
Sinai,  chief  economist  at  consultants  Pri 
mark  Decision  Economics  Inc. 

Of  course,  some  degree  of  productivi- 
ty slowdown  is  to  be  expected  as  tht 
economy  cools  off.  When  it  suddenlj 
ramps  up,  as  in  late  1999  and  early  thi: 
year,  productivity  zooms  higher  The  rea 
son:  Companies  are  slow  to  add  worken 
to  meet  increased  demand.  Instead,  thej 
work  existing  employees  harder.  Anc 
when  economic  growth  sags,  productivi 
ty  falls  back  with  it. 

But  more  important  for  the  economy 
is  so-called  structural  productivity 
growth.  That's  the  number  arrived  a 
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ifter  stripping  out  the  cyclical  ups  and 
lowns.  Thanks  to  the  investment  boom 
)f  the  past  five  years,  most  Fed  officials 
ind  private  forecasters  believe  that  the 
;tructural,  or  trend  rate  of  productivity, 
las  nearly  tripled  from  the  start  of  the 
.990s  to  about  3%  per  year.  Add  annual 
abor  force  growth  of  about  1%,  and  the 
iconomy  can  grow  some  4%  per  year 
rithout  generating  inflation — nearly 
wice  its  old  speed  limit. 

Much  of  the  gain  in  structural  pro- 
luctivity  in  the  latter  half  of  the  1990s 
ame  in  the  high-tech  industry,  espe- 
ially  computers  and  semiconductors, 
ind  while  productivity  in  that  sector 

...PROFIT  GROWTH 
IS  WEAKENING... 


is  still  rising  rapidly,  there  are  signs 
that  growth  is  easing.  Data  culled  from 
the  industrial  production  and  labor  force 
statistics  by  former  Fed  official  Lyle 
Gramley  suggest  that  high-tech  produc- 
tivity growth  may  have  peaked  in  May. 
Indeed,  even  chip  giant  Intel  Corp., 
long  a  bellwether  for  the  semiconductor 
and  PC  industries,  could  see  its  efficien- 
cy ebb  this  year.  Based  on  current  esti- 
mates of  $34  biUion  in  2000  revenues, 
Intel's  sales  per  employee  could  clock 
in  at  around  $414,000,  down  slightly 
from  $419,000  in  1999.  That  reverses  an 
upward  trend  in  effect  since  1997,  dur- 
ing which  employee  revenue  growth  av- 

...AND  HIGH-TECH 
EFFICIENCY  IS  EASING 
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eraged  more  than  3%  per  year.  Blame 
softening  prices  for  microprocessors:  In- 
tel's revenues  this  year  should  climb 
16%,  predicts  Merrill  Lynch  &  Co.,  one- 
third  lower  than  its  average  growth 
rate  since  the  mid-1990s. 
HIGHER  RATES.  Another  cause  for  con- 
cern: softening  capital  spending,  espe- 
cially in  outlays  for  computers,  soft- 
ware, and  other  efficiency-boosting 
equipment.  Those  purchases  have 
been  important  in  spreading  the  pi'o- 
ductivity  miracle  elsewhere  through- 
out the  economy.  But  the  bea  said 
they  grew  at  an  annual  rate  of  only 
6.9%  in  the  third  quarter,  vs  14.6%  in 
the  second  quarter. 

Some  companies,  like  the  telecom- 
munications firms,  are  cutting  back 
spending  because  investments  are  just 
not  yielding  the  returns  they  expected. 
Morgan  Stanley  Dean  Witter  analyst 
Simon    Flannery    expects    capital 
spending  by  five  major  carriers — 
AT&T,  WorldCom,  Qwest,  SBC,  and 
BellSouth — to  sUp  shghtly  next  year 
after  rising  18%  to  $52  billion  in  2000. 
Semiconductor  makers  are  also  cut- 
ting back.  Jay  Deahna,  also  of  Mor- 
gan Stanley,  slashed  his  projection 
for  chip  sector  capital  spending  growth 
next  year  in  half  to  10%  to  15%. 

Other  companies  are  cutting  back 
because  higher  interest  rates  and  low- 
er stock  prices  are  boosting  the  cost  of 
capital.  Host  Marriott  Corp.,  the  hot'jl 
chain,  expects  to  cut  its  capital  budget 
by  20%  next  year,  in  part  because  of 
its  depressed  shares.  And  rising  energy 
prices  also  are  taking  their  toll  on  cor- 
porate spending. 

Not  everyone  is  trimming.  Pier  1  Im- 
ports, the  home  furnishing  retailer  based 
in  Fort  Worth,  plans  to  spend  15%  to 
20%  more  on  information  technology 
next  year,  ceo  Marvin  J.  Girouard  says 
some  will  be  invested  in  a  new  ware- 
house system  to  speed  inventory  turn- 
over. That's  the  kind  of  efficiency-boost- 
ing IT  spending  Greenspan  is  betting 
will  keep  on  coming. 

But  as  in  1994,  some  other  Fed  offi- 
cials are  less  sanguine.  "I  have  to  con- 
fess that  (structural)  producti'vity  growth 
much  above  3%  to  3/^%  strikes  me  as 
pushing  optimism  pretty  hard,"  Rich- 
mond Fed  President  .J.  Alfred  Broad - 
dus  said  on  Oct.  17.  If  he  is  right,  this 
time  around,  both  Alan  Greenspan's 
record  and  the  economy  could  emerge  a 
bit  worse  for  the  wear. 

By  Rich  Miller  in  Washington  loith 
Andy  Reinhardt  in  San  Mateo,  Wendy 
Zellner  and  Stephanie  Anderson  Forest 
in  Dallas,  and  Steve  Rosenbush  in 
New  York 
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SMALL  BUSINESS 


THE  LiniE  GUYS 
TAKE  A  BREATHER 

Expansion  plans  are  put  on  hold  as  the  economy  slows 


Even  with  the  high  anxiety  afflicting 
the  dot-com  crowd  lately,  it's  still 
tough  to  get  a  table  for  lunch  at 
Chez  Zee  in  Austin,  Tex.,  one  of  the 
city's  hottest  bistros.  So  is  owner  Sharon 
Watkins  feeling  confident?  Hardly.  Fear- 
ful that  a  slowing  economy  could  soon 
thin  those  long  Unes,  she  has  postponed 
plans  to  shut  down  for  a  week  to  install 
a  new  kitchen  floor.  Instead,  she's  stick- 
ing with  the  old  cement  slab.  She's  also 
paying  overtime  instead  of  adding  staff. 
"We're  being  much  more  conservative 
because  we  don't  want  to  be  caught 
overextended,"  says  Watkins.  "I've  de- 
cided to  focus  on  maximizing  the  dirt 
I've  got." 

As  a  bevy  of  uncertainties  takes  hold 
across  the  U.  S.,  lots  of  small  business- 
es are  operating  vdth  similar  newfound 
caution.  Spiking  oil  prices,  downbeat 
stock  markets,  and  the  possibility  that 
a  national  economic  slowdown — or 
worse — may  be  in  the  offing  are  all 
making  a  growing  number  of  small 
businesses  jittery.  And  when  they  get 
worried,  watch  out.  Accounting  for 
more  than  40%  of  gross  domestic  prod- 
uct— and  with  far  less  financial  cushion 
than  their  bigger  brethren — small  busi- 
nesses often  feel  an  economic  chill 
ahead  of  others. 

UNCERTAIN  ELECTIONS.  So  why  the 
worry?  Owners  of  small  companies, 
ranging  from  software  producers  to 
printing  shops,  are  feeling  uneasy  about 
everything  from  tightened  bank  lending 
to  the  uncertain  outcome  of  national 
elections.  Wanda  Rohm,  owner 
of  the  Presto  Printing  shop  in 
San  Antonio,  Tex.,  is  typical. 
She  says  her  business  is  doing 
well.  Still,  she's  setting  aside 
cash  for  the  future.  Says  Rohm, 
"I  want  to  be  ready  because  I 
just  can't  foresee  this  [econo- 
my] continuing." 

To  be  sure,  many  small-busi- 
ness people  say  their  prospects 
are  just  fine,  even  if  slightly 
dimmed.  "Many  companies  are 
focusing  on  their  costs  and  ex- 
pense factors  and  still  main- 
taining a  strong  bottom  line," 
says  Whitney  Johns  Martin, 
chief    executive     of    Capital 
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DATA:  NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS 


Across  America,  a  Nashville  venture 
capital  fund  specializing  in  women 
owned  businesses. 

That's  one  reason  a  lot  of  small  bu.si 
nesses  are  shelving  expansion  plans 
The  National  Federation  of  Indepen 
dent  Business,  in  a  national  survey  n 
leased  on  Oct.  16,  reports  that  onl , 
62%  of  companies  it  tracks  made  capi 
tal  outlays  in  the  past  six  monthsil 
That's  the  lowest  share  since  Febru-j 
ary,  when  71%  had  been  shelling  out 
money  for  capital  expenses.  And  34% 
of  those  companies  said  they  were 
planning  such  capital  expenditures  in 
the  coming  three  to  six  months,  down 
from  40%  in  February.  "We're  facing  a 
slowdown,"  says  NFIB  Chief  Economist 
William  C.  Dunkelberg. 

Moreover,  some  small 
business  people  are  finding 
it  tougher  to  get  capital 
Banks  have  been  tightening 
up  on  lending  requirements 
as  they  run  into  rising  delinquencies 
Loan  officers  surveyed  by  the  Federal 
Reserve  have  reported  a  "firming"  ol 
business  lending  practices  to  both  small 
and  large  businesses,  though  small  outfit; 
depend  far  more  on  banks  than  their 
bigger  cousins.  More  than  half  the  banks 
questioned  have  hiked  the  premium; 
charged  on  riskier  loans  since  last  spring. 
That,  and  higher  interest  rates  engi 
neered  by  the  Fed,  are  driving  up  costs 
for  some  small  businesses  and  shutting 
off  the  spigot  for  others. 

Tight  credit,  for  instance,  recently 
made  strong  headwinds  for  Holly  Ma- 
rine Towing  Inc.,  a  tugboat  operator 
based  in  Chicago.  When  Holly  Head- 
land, the  company's  president,  went  out 
in  September  to  borrow  $2  million  to 
build  four  new  barges,  she  was  asked 
for  elaborate  business  plans,  including 
predictions  of  revenues  and  income  for 
the  coming  five  years.  The  scrutiny  was 
far  tougher  than  the  last  time  she 
sought  to  borrow,  in  late  1999. 
Lenders  then  asked  far  fewer 
questions  and  offered  her  a  loan 
at  the  prime  rate;  now  she's  fac 
ing  a  point  above  prime.  Head 
land,  whose  business  has  been 
growing,  says  she'll  have  to  take 
the  terms  she's  been  offered. 
"I'm  going  to  have  to  jump 
through  the  hoops  that  they  put 
up,"  she  says. 

As  some  bankers  see  it,  they 
are  administering  tough  love 
to  businesses  that  haven't  seen 
hints  of  lean  times  for  years 
"This  generation  hius  never  lived 
through  a  downturn,  and  this 
could  provide  a  lesson  in  eco- 
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SIEMENS 


We're  making  business  mobile.  See  how  your  business  can  profit  at:  WWW.siemensmobilebiz.com 


Make  your  business  mobile 

The  desire  to  buy...  irresistible  wanderlust...  sponta- 
neous inspirations.  They  can  strike  anywhere. 
And  they  aren't  limited  to  business  hours,  either. 
Nor  should  your  business  be. 
Thanks  to  Wireless  Application  Protocol  -  or  WAP  - 
soon  more  than  200  million  people  willshop,  book 
travel  and  trade  stock  via  the  Internet  while  on  the 
move.  The  bad  news:  these  customers  will  only  be 
able  to  buy  from  companies  that  provide  WAP  access. 
The  good  news:  we  can  help. 
Siemens  makes  business  mobile. 
From  entire  networks  to  mobile  devices,  we  provide 
the  latest  in  voice,  data  and  video  communication 
equipment  and  services.  We're  the  only  company  who 
really  understands  how  to  make  it  all  work  seamlessly. 
Some  opportunities  you  just  can't  afford  to  miss. 
Like  200  million  customers  at  large. 
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nomic  ups  and  clowns,"  says  Eddie 
Safady,  chairman  of  the  independent 
Liberty  Bank  in  Austin,  Tex.  He's  de- 
manding more  collateral  and  giving  each 
loan  a  tough  review,  arguing  that  the 
approach  will  actually  help  his  small- 
business  clients  to  plan  better.  Says 
Safady:  "Sometimes  a  wet  blanket  in 
the  face  is  good." 

E-COMMERCE  RETRENCHMENT.  Such  pull- 
backs  by  lendei-s  have  theii-  own  ripple  ef- 
fect. Hydro-Environmental  Technologies 
Inc.,  an  Acton  (Mass.)  company,  has  been 
seeing  softness  in  the  business  it  runs 
doing  environmental  assessments  for 
banks  planning  to  make  property  loans. 
So  President  Hayden  S.  Solomon  is  hold- 


ing back  on  hiring  and  spending.  With 
interest  rates  up,  he  adds,  "I'll  repair  my 
old  trucks  rather  than  buy  new  ones." 

Not  surprisingly,  the  retrenchment 
is  most  intense  among  e-commerce  out- 
fits, where  poor  cash  flow,  scant  earn- 
ings, and  draconian  downsizings  are 
most  pronounced.  "We  are  definitely 
seeing  a  slowness  in  the  market,"  says 
Michael  Meyer,  co-founder  of  the  New 
York  Internet  consulting  firm  Snickel- 
ways  Interactive  Inc.  "People  are  not 
spending  as  quickly  on  technology."  In- 
deed, while  small-business  investments 
in  technology  appear  to  be  up  an  aver- 
age of  7%  this  year,  that's  more  re- 
strained than  last  year's  9%  rise,  ac- 


cording to  preliminary  results  of  a  sur- 
vey of  650  companies  by  International 
Data  Corp.,  a  Framingham  (Mass.)  mar- 
ket-research firm. 

For  most  small  companies,  the  by- 
word is  caution — though  not  to  the 
point  of  paralysis.  "We're  back  to  real- 
istic expectations,"  says  Capital  Across 
America's  Martin.  Big  Business,  be- 
ware: Martin  has  lots  of  company. 
That's  why  now  isn't  such  a  bad  time 
for  much  larger  companies  to  lower 
their  sights  as  well. 

By  Joseph  Weber,  with  Ann  Therese 
Palmer,  in  Chicago,  Lori  Hawkins  in 
Austin,  and  Hilary  Rosenberg  in  Neu 
York 


AUTOS 


GM  WANTS  TO  REINVENT 
THE  SMALL  CAR 

To  regain  market  share,  the  new  focus  is  on  entry-level  models 

General  Motors  Corp. 
has  made  plenty  of 
promises  in  the  past 
several  years.  More  often 
than  not,  though,  the 
world's  largest  auto  maker 
has  disappointed:  Missing 
market  share  targets  be- 
came so  common  in  the 
1990s  that  GM  executives  all 
but  swore  them  off. 

Now  GM  wants  industry 
watchers  to  believe  those 
days  are  over.  In  an  Oct.  31 
speech  at  a  Las  Vegas  trade 
show,   Ronald   L.  Zarrella, 
president     of    GM     North 
America,  made  a  bold  new 
claim.    "We    will    have    so 
many  new  cars  that  I  ex- 
pect market  share  to  go 
up,"  he  said.  Most  surpris- 
ing, Zarrella  predicted  that 
GM  would  gain  share  in  one 
of  the  industry's  coldest  and 
least  profitable  segments: 
entry-level  vehicles.  "It's  an  area  where 
we've  been  getting  killed,"  he  conceded 
in  an  interview  with  business  wp:kk. 
But  over  the  next  several  years  he 
thinks  GM  can  make  some  headway. 

So  how  is  VM  planning  to  rev  the  en- 
try-car engine?  It  will  try  to  lure 
younger  buyers  by  rolling  out  seven  ve- 
hicles between  2002  and  2004.  Costing 
roughly  $20,000  or  less,  they'll  range 
from  compact  sedans  to  midsize  pickups. 
Some  of  those  models  will  be  re- 


ON  A  LIMB:  Zarrella  plans  seven  launches  by  200Jt 


designs  of  older  cars.  The  slumping  Sat- 
urn S-series  and  Chevrolet  Cavalier 
compacts  will  be  completely  reconfig- 
ured in  favor  of  more  refined  cars  with 
better  performance  and  improved  inte- 
riors. And  Chevy  will  pump  up  the  size 
of  its  low-end  S-10  pickup,  turning  the 
inexpensive  compact  into  a  midsize.  But 
the  lineup  won't  be  entirely  made  up 
of  revamps.  Pontiac  will  add  the  des- 
perately hip-sounding  Vibe,  a  small 
sport  wagon.  And  Chevrolet  will  launch 


a  vehicle  that  crosses  a  small  car  with 
sport  utility  vehicle. 

For  now,  gm's  plans  have  won  cau 
tious  praise.  Says  Merrill  Lynch  &  Co 
analyst  John  A.  Casesa:  "It  all  sound 
good  on  paper,  but  it  depends  on  the  ex 
ecution."  Moreover,  he  doesn't  expec 
the  execution  to  be  cheap.  Producin 
such  a  varied  Uneup  wiU  cost  at  least  $ 
bilhon,  Casesa  estimates. 

To  cover  that  tab,  gm  will  jointly  de 
velop  some  of  its  new  models  with  oth 
er  carmakers  who  will  introduce  simila: 
vehicles  of  their  own.  It  will  split  thi 
expenses  for  its  new  midsize  pickuj 
with  Isuzu,  for  example,  while  Suzuk 
will  help  pay  for  the  Chevrole 
crossover  sport  utility.  In  both  case; 
GM  will  be  able  to  share  costs  for  tool 
ing,  parts,  and  engineering  and  sprea( 
them  over  the  sales  volume  of  vehicle 
sold  by  both  companies.  Also,  the  Cav 
alier  will  share  many  parts  with  th 
Opel  Astra  developed  by  gm  Europe. 
EATING  DUST.  Will  that  be  enough  fo 
(  ;m  to  improve  its  recent  record?  In  th 
past  year,  it  has  brought  out  two  car 
that  have  struggled  to  appeal  to  th 
growing  youth  market.  The  Saturn  L 
Series  midsize  sedan,  launched  a  yea 
ago  with  plans  to  sell  200,000  cars 
year,  has  sold  fewer  than  75,000.  Mear 
while,  only  6,700  Pontiac  Aztek  siiv 
have  sold  in  three  months. 

GM  can't  blame  the  market  for  th 
poor  performance.  Competitors  such  a 
Volkswagen  and  Honda  Motor  Co.  cor 
tinue  to  win  over  young  buyers.  An 
Ford  Motor  Co.'s  Focus  compact  wa 
the  best-selling  car  in  the  world  in  th 
first  half  of  this  year.  Zarrella  readil 
concedes  that  GM  will  never  return  to  it 
one-time  dominance  when  it  had  50' 
of  the  U.S.  auto  market.  But  if  thes 
cars  don't  hit,  even  gm's  current  nai 
row  lead— it  holds  28%  to  Ford's  24%- 
could  dwindle. 

By  David  Welch  in  Las  Vega 
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Brigm  ideas  deserve  a  projected  image  with 

the  brightness  to  match.  And  thanks  to 
-  -  Digital  Light  Processing"'  technology, 

^xoklnstruments  is  pioneering  the  new  era  in 
«tion.  With  DLP™  imaging  technology, 
|»ject  the  highest  level  of  brightness  with 
un^possed  levels  of  color  and  contrast.  So  now 

in  make  brilliant  presentations  even  in  a 
well-lit  roo^^dl|yiinovative  DLP'"  technology 
L         enables  leading  manufacturers  to  create  the 
wmd's  lightest  and  brightest  projectors.  In  fact, 
J  DLP "  technology  is  behind  a  ne\^^category  of 
ultralight,  microportable  projectors  tlll^Bmre  half 
the  size  and  weight  of  competing  technoWj 
From  microportable  and  large-screen  projectors  to 

high-definition  home  entertainment  and  digital 
cinema,  look  to  the  leader  in  digital  projection 

technology.  Look  to  Tl  DLP"  technology.  To  find 
out  more  about  DLP""  processors  and  the  products 
.s  using  this  technology,  visit  our  Web  site 

U  or  call  1-888-DLP-BY-TI. 
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COMMENTARY 


By  Amy  Barrett  and  Louis  Lavelle 


IT'S  GEniNG  LONELY  AT  THE  TOP.  TOO  LONELY 


Retirement  just  isn't  what  it 
used  to  be  for  some  onetime 
stai's  of  Coiporate  America. 
Just  ask  Henry  Schacht,  who 
successfully  ran  Lucent  Technolo- 
gies Inc.  fi-om  1995  to  1997.  Or 
Paul  A.  Allaire,  Xerox  Corp.'s 
much-celebrated  chief  executive 
officer  of  the  '90s.  They've  joined 
an  exclusive — but  recently  fast- 
growing — club:  CEOS  who  have 
been  called  back  to  duty  after 
their  successors  were  shown  the 
door.  The  problem?  There  were 
no  internal  candidates  ready  to 
step  into  the  top  job. 

So  is  Corporate  America  fac- 
ing a  CEO  shortage?  In  some 
senses,  it  is.  Major  U.  S.  compa- 
nies appear  to  be  ousting  their 
leaders  more  quickly  than  ever 
before.  Worse,  many  seem  at  a 
loss  as  to  how  to  fill  those  empty 
corporate  thrones.  And  that  is 
only  likely  to  increase  the  al- 
ready fierce  competition  for 
proven  executives.  "It's  at  a  cri- 
sis level,"  says  Patrick  S.  Pittard, 
chairman  of  executive  search 
firm  Heidrick  &  Struggles  Internation- 
al Inc.,  of  the  talent  shortage.  "And  it 
will  only  get  worse." 
NO  PATIENCE.  In  the  past  year  alone, 
Procter  &  Gamble's  Durk  I.  Jager, 
Gillette's  Michael  C.  Hawley,  and  Coca- 
Cola's  M.  Douglas  Ivester  have  all 
been  pushed  out.  And  on  Nov.  1  came 
another  casualty:  Robert  E.  Knowling 
Jr.,  chief  of  high-speed  Net-service  pro- 
vider Covad  Communications  Co.,  re- 
signed in  the  wake  of  a  larger  than  ex- 
pected loss.  According  to  Chicago-based 
outplacement  firm  Challenger,  Gray  & 
Christmas  Inc.,  129  CEOs  of  companies 
large  and  small  left  oftice  in  October 
alone,  up  from  60  a  year  earlier 

What's  going  on?  For  starters,  with 
Wall  Street  investors  and  company 
boards  increasingly  impatient  for  re- 
sults, CEOS  are  getting  bounced  more 
quickly  than  ever  Imagine  a  cko  to- 
day blowing  a  product  introduction  the 
way  Roberto  C.  Goizueta  did  back  in 
1985  with  New  Coke — and  lasting 
more  than  another  decade  at  the  helm. 

At  the  same  time,  corporate  boards, 
particularly  those  that  have  hit  rough 
waters,  are  more  bent  than  ever  on 


landing  a  marquee-name  CEO  to  calm — 
some  would  say  placate — Wall  Street. 
That  narrows  the  candidates  and  puts 
huge  pressure  on  the  incoming  stars  to 
get  results.  Too  often,  that  leads  to 
earnings  projections  that  can't  be  met. 
Last,  rapid  technological  change,  as 
well  as  global  consolidation  in  indus- 
tries Irom  banking  to  aerospace,  means 
companies  need  CEOs  skilled  in  running 
sprawling  enterprises.  That  calls  for  an 
ability  to  manage  complexity  that 
many  upcoming  leaders  don't  leani  at 
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individual  businesses.  "The  scale 
[of  these  companies]  is  some- 
thing many  executives  haven't 
been  exposed  to,"  says  Dennis 
C.  Carey,  vice-chairman  at  exec- 
utive recruiter  SpencerStuart. 
The  result:  more  companies 
chasing  a  select  group  of  brand- 
name  executives.  And  the  com- 
petition is  likely  to  drive  up  al- 
ready hefty  CEO  salaries.  "Well 
see  proxy  shock  for  years  to 
come,"  says  Heidrick  &  Strug- 
gles' Pittard. 

OLD  REMEDY.  That's  why  compa- 
nies may  have  to  cast  a  wider 
net  for  CEO  talent.  Jeffrey  A. 
Sonnenfeld,  president  of  the  non- 
profit research  group  The  Chief 
Executive  Leadership  Institute, 
says  more  boards  will  turn  to 
executives  fi'om  other  industries. 
Companies  wtU  also  have  to  be 
more  flexible  on  age,  hiring  ei- 
ther older  execs  or  younger,  less 
tested  managers  for  the  top  job. 
Recruiters  say  Coca-Cola's  re- 
cent hiring  of  74-year  old  former 
President  Donald  R.  Keough  as 
an  adviser  is  a  sign  that  companies  are 
ignoring  age  in  favor  of  talent. 

Of  course,  much  of  this  scramble  for 
talent  could  be  avoided.  According  to  a 
survey  by  the  National  Association  of 
Corporate  Directoi-s,  a  startling  45%  of 
boards  at  companies  with  sales  in  ex- 
cess of  $500  million  have  no  meaning- 
ful process  for  grooming  potential 
CEOS.  Corporate  governance  pros 
agree  companies  have  to  do  a  better 
job  of  drilling  down  into  the  organiza- 
tion to  spot  and  nurture  future  stars 
early  in  their  careers.  "My  advice  to 
other  boards ...  is  to  do  your  succession 
planning  on  a  continuing  basis,"  says 
George  H.  Heilmeier,  a  director  at 
Compaq  Computer  Corp. 

The  computer  maker  selected  insid- 
er Michael  D.  Capellas  to  lead  the 
company  last  year  and  has  so  far  been 
rewarded  with  strong  sales  growth. 
That  success  stands  in  shai-p  contrast 
to  the  chum  now  taking  place  in  much 
of  the  rest  of  Corporate  America. 

Barrett  covers  corporate  strafegiea 
from  Philadelphia;  Lavelle  cavers 
watmgement  from  New  York. 
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Managing  information  networks  for 
knowledge  and  security. 


NEC  knowledge  management  software  can  give  your  entire  organization  a  single  point  of 

access  to  information  throughout  your  enterprise  and  across  the  Internet.  All  while  maintaining 

the  highest  levels  of  security.  As  the  second  largest  producer  of  new 

U.S.  patents,  NEC  can  offer  you  breakthrough  solutions  in  networks,       ^^^^"^^^""isoiutions. 

computer  systems  and  semiconductors.  Take  your  business  to  new 

levels  of  success  with  NEC. 

www.nec.com 
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COMMENTARY 


By  Jay  Greene 


THE  NEW  FEATURE  MICROSOFT  NEEDS  MOST:  SAFEGUARDS 


On  Oct.  14,  a  hacker  created  a 
rogue  computer  account  at  Mi- 
crosoft. Within  hours,  a  few 
more  popped  up.  That  was  a  Satur- 
day. By  the  middle  of  the  next  week, 
someone  had  set  up  about  25  unau- 
thorized accounts  and  was  rummag- 
ing through  Microsoft's  internal  com- 
puter network,  trying  to  set  up 
additional  accounts  with  access 
to  increasingly  privileged  corpo- 
rate data.  The  company  says  the 
hacker  did  not  steal  or  alter  any      |te- 
products  but  might  have  peeked      Q 
into  highly  proprietary  source 
code  for  a  fliture  product. 

Any  corporate  network  can  be 
hacked.  But  Microsoft's  failure  to 
defend  its  own  fortress  raises 
new  doubts  about  security.  For 
years,  cybervandals  have  exploit- 
ed holes  in  its  software.  This 
spring,  the  Love  Bug  paralyzed 
e-mail  systems  around  the  world, 
taking  advantage  of  security  gaps      , 
in  the  company's  Outlook  e-mail,        'V| 
contact  management,  and  calen- 
dar software.  This  time,  Microsoft 
has  fallen  prey  to  vulnerability  of 
its  oviTi  design.  "Shame  on  Mi-  j^ 

crosoft  for  letting  this  happen," 


HACKERS 


hackers  toppled  a  series  of  giant 
Web  sites — Yahoo!,  Buy.com,  eBay, 
Amazon.com,  and  CNN — like  so  many 
dominoes.  In  these  attacks,  hackers 
exploited  chinks  in  the  Unix  operat- 
ing system.  Those  holes  allowed 
them  to  send  countless  requests  for 
information  to  the  targeted  Web 


The  U.S. 
software  giant  must  become 
a  model  for  other  manufacturers 
— by  making  its  products  less  vulnerable 


says  David  J.  Brumley,  a  Stanford 
University  computer  security  officer 
who  has  helped  the  FBI  track  down 
hackers.  "They  are  getting  bit  by 
their  own  bugs." 

HARROWING.  That's  an  intolerable  sit- 
uation for  any  company  of  Microsoft's 
stature.  Its  Windows  operating  sys- 
tem powers  9  of  every  10  personal 
computers  sold.  Its  Office  word  pro- 
cessing and  spreadsheet  software  are 
nearly  as  widely  used.  As  long  as 
such  products  are  vulnerable,  the  po- 
tential for  havoc  remains  huge. 

To  be  fair,  Microsoft  has  no  mo- 
nopoly on  hackable  software.  For 
two  harrowing  days  last  February, 


sites,  gumming  up  the  works  and 
bringing  the  sites  to  their  knees. 

Microsoft's  software  is  a  favorite 
target.  Part  of  the  reason  is  the  secu- 
rity gaps  in  its  software,  which  have 
long  earned  the  ire  of  software  ex- 
perts outside  the  company.  Take  Mi- 
crosoft's Outlook  program.  It  has  a 
nifty  feature  that  makes  it  a  snap  to 
create  an  e-mail  with  a  single  mouse 
click  from  inside  the  address  book  pro- 
gram. But  the  Love  Bug  hackers  ex- 
ploited the  feature  when  they  created 
a  program  that  shoots  contaminated 
e-mail  off  to  everyone  in  a  target's  ad- 
dress book.  Microsoft  issued  a  soft- 
ware patch  to  address  the  problem 


only  after  the  virus  spread.  "With  Mi- 
crosoft, security  is  always  applied  as  a 
Band-Aid,"  says  Avi  Rubin,  principal 
researcher  at  AT&T  Labs  and  co-au- 
thor of  Web  Security  Sourcebook. 
PASS  THE  BUCK.  The  biggest  problem 
is  Microsoft's  insistence  on  loading  its 
software  with  more  and  more  features. 
That  sounds  great,  but  nearly  every 
new  feature  creates  new  vulnerabilities 
for  hackers  to  exploit.  The  qaz 
virus — allegedly  the  tool  hackers 
used  to  crack  the  Microsoft  net- 
work in  October — takes  advan- 
tage of  file-sharing  capabilities 
within  Windows.  Businesses  want 
workers  to  collaborate  on  docu- 
ments. But  the  abiUty  to  do  that 
opens  the  door  for  qaz  to  quickly 
spread  across  a  computer  network. 
Microsoft's  response,  even  now, 
is  to  pass  the  buck.  It  says  that 
customers  are  more  interested  in 
the  latest  feature  than  the  tight- 
est security.  "There  are  trade-offs," 
says  Steve  Lipner,  manager  of  Mi- 
crosoft's security  response  cen- 
ter. "But  we've  got  to  run  a 
successful  business." 

Having  said  all  that,  the 
fact  remains  that  Microsoft 
products  are  improving. 
Its  Windows  2000  operat- 
ing system,  launched  in 
February,  includes  scores 
of  network  security  mea- 
sures. "They  are  definite- 
ly milking  progress," 
says  Tom  Noonan, 
chairman  of  Internet 
Security  Systems  Inc., 
an  Atlanta  security  monitoring  and 
management  company. 

But  if  there  is  any  lesson  from  the 
October  Microsoft  break-in,  it's  that 
computer  security  isn't  absolute. 
Everyone  must  try  harder.  Perhaps 
that's  the  biggest  reason  of  all  for 
Microsoft  to  make  security  Job  No.  1 
in  software  design. 

Seattle  correspondent  Greene 
covers  Microsoft. 


BusinessWeek 


For  more  coverage,  see  our  Security  Net 
column  at  www.businessweek.com/today.htm 
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/  Introducing 
Global  Express 
Guaranteed.'* 

Guaranteed  delivery 
to  over  200  countries 
and  territories  in  as 
little  as  2  business 
days,*  or  your  money 
back.  International 
transportation  and 
delivery  provided  by 
DHL  Worldwide 
Express:  Now  when 
it  comes  to  shipping 
overseas,  you'll 
know  which  team 
to  ride  with. 


^  UNITED  STATES 
J  POSTAL  SERVICE 

Proud  sponsor  of  the 
U.S.  Postal  Service 
Pro  Cvclina  Team 


News:  Analysis  &  Commentary 


EQUITIES 


THE  BUSHDAQ 
VS.  THE  GOREDEX 

Wall  Street  tracks  which  stocks  will  gain  from  which  candidate 


ELECTION 


msi 


On  Aug.  17,  Vice-Pres- 
ident Al  Gore  used  his 
speech  to  the  Demo- 
cratic National  Con- 
vention to  criticize  big 
tobacco  companies  and  pharmaceutical 
manufacturers.  The  next  day,  shares  of 
Philip  Morris  Cos.  dropped  5%  and  the 
American  Stock  Exchange  pharmaceu- 
tical index  was  nicked  2.1%. 

For  good  reasons,  ups  and  downs  in 
this  fall's  White  House  race  between 
Gore  and  George  W.  Bush  have  trig- 


gered more  ups  and  downs  than  usual 
in  the  stock  market.  For  starters,  the 
election  is  coming  on  the  heels  of  a  10- 
year  bull  market.  During  that  period, 
nearly  half  of  American  households — a 
record — have  come  to  own  equities. 
"More  people  are  tuned  into  what 
moves  stocks  than  in  previous  elections," 
says  Charles  Gabriel,  senior  political  an- 
alyst at  Prudential  Securities  Inc.  "The 
new  'investor  class'  is  asserting  itself." 
Consequently,  as  rhetoric  from  both 
sides  has  favored  or  targeted  various 


...IF  GORE  WINS 

^^  DRUGS  A  cap  on  drug  prices 
^^  would  likely  hurt  pharmaceuti- 
cal makers  like  Pfizer  and  Bristol-My- 
ers Squibb.  But  it  could  help  drug- 
benefit  managers  such  as  Express 
Scripts  and  Caremark  Rx. 

B  POLLUTION  CONTROL  Gore's  poli- 
cies could  lead  to  more  haz- 
ardous-waste-disposal programs. 
That  would  help  the  likes  of  Tetra 
Tech,  an  environmental  services  outfit, 
and  Syntroleum,  a  synthetic  fuel  maker. 

+  HMOS  A  tougher  patients'  bill  of 
rights  could  limit  cost-cutting  at 
HMOs,  lowering  earnings  of  companies 
such  as  Aetna  and  UnitedHealth  Group. 

DEFENSE  Gore  has  proposed 
modernizing  equipment  and 
investing  in  advanced  weaponry.  That 
should  lift  Loral  Space  &  Communica- 
tions and  Lockheed  Martin. 
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...IF  BUSH  WINS 

TOBACCO  A  Republican  winner 
could  curb  government  action 

against  cigarette  makers  such  as  Philip 

Morris  and  R.J.  Reynolds. 

TECHNOLOGY  A  less  activist  Jus- 
tice Dept.  might  end  the  threat 
of  a  Microsoft  breakup.  Rivals  such  as 
VA  Linux  Systems  and  Red  Hat  Soft- 
ware could  suffer. 

FINANCIAL  SERVICES  Bush  would 
encourage  investment  by  priva- 
tizing Social  Security  and  ex- 
panding IRS  accounts.  Mutual-fund 
companies  and  brokerage  firms  would 
reap  the  rewards. 

DEFENSE  Bush  says  he'll  in- 
crease military  spending,  par- 
ticularly for  R&D  and  technology.  That 
will  help  companies  such  as  General 
Dynamics  and  Northrop  Grumman. 

DATA;  ISI  GROUP,  PRUOENFIAL  SECURITIESi  BW 
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industries.  Wall  Street  has  reacted.  In- 
vestors have  bought  and  sold  related 
companies  on  the  perceived  strength 
and  weakness  of  each  candidate. 

Several  investment  firms  have  gone  so 
far  as  to  create  indexes  of  stocks  that 
they  believe  will  benefit  from  either  a 
Bush  or  a  Gore  win.  Wall  Street  consul- 
tancy ISI  Group  and  investment  firms 
Lehman  Bros,  and  Prudential  Securities 
have  each  come  up  with  portfolios  of 
so-called  Bush  stocks  and  Gore  stocks. 
DRUG  BOON?  isi's  Bush  index  is  weighted 
toward  drugmakers,  defense  contractors, 
tobacco,  Microsoft,  and  mutual  funds.  The' 
rationale:  Investors  believe  Bush  is  less 
likely  than  Gore  to  try  to  control  drug 
prices,  but  would  likely  boost  defense 
spending.  They  also  think  a  more  pro- 
business  Bush  would  shelve  the  federal 
tobacco  lawsuit  and  shy  away 
from  a  Microsoft  breakup.  And 
Bush  would  spur  investment 
by  privatizing  Social  Security 
and  expanding  IRAs — a  boon  to 
financial  firms. 

The  Gore  index  put  together 
by  ISI  favors  a  different  crowd 
It  includes  environmental  con 
sultants,  Microsoft's  competitors 
government-sponsored  entities  such 
as  Fannie  Mae,  and  pharmacy  benefits 
managers,  isi  reasons  Gore  would  in- 
crease environmental  regulation  and 
pursue  a  breakup  of  Microsoft.  Hi 
Administration  would  abandon  at- 
tempts by  House  gop  lawmakers  tc 
overhaul  Fannie  Mae  and  enlist  ben- 
efits managers  like  Express  Scripti 
Inc.  to  help  control  drug  prices 
The  Gore  index  also  includes  shori 
positions.  The  bets  on  which  stocks 
will  fall  include  drugmakers,  tobac 
CO  companies,  and  HMOs,  since  Gon 
has  vowed  to  crack  down  on  each 
So  how  well  have  the  indexes 
done?  When  Gore  pulled  ahead  o 
Bush  in  late  August  through  earb 
September,  his  index  outperformec 
Bush's   by   6%.   And   when   Bus] 
gained  an  edge  in  early  Octobe 
following  the  debates,  his  inde 
heat  Gore's  by  6%.  Currently  th 
indexes  slightly  favor  the  stock 
that  would  benefit  under  Bush. 

That  reflects  most  equity  m 
vestors'  belief  that  Bush  would  b 
more  market-friendly  than  Gort 
says  I^m  Wallace,  Lehman's  chic 
political  analyst.  However,  he  add 
"the  outcome  is  unlikely  to  be  ad 
verse  for  the  market  under  eithe 
candidate."  Reassuring  as  that  ma 
be,  it  doesn't  stop  investors  fror 
putting  down  their  bets. 

By  Laura  Coliti,  m  Washhtgto 
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ht  is  the  source  of  life. 
With  Alcatel  Optronics,  light  is  also 
the  source  of  the  Internet. 


With  the  Internet  or  telecommunications  networks,  you  need  to  communicate  instantly.  Alcatel 
Optronics  designs  and  produces  components  that  transport  information  in  the  form  of  light 
via  optical  fibers.  By  providing  ultra-fast  and  reliable  data  transport  solutions,  Alcatel  Optronics, 
one  of  the  world  leaders  in  optical  components,  gives  the  Internet  its  real  speed:  that  of  light. 
Alcatel/  world  leader  In  optical  networking. 


ARCHITECTS    OF    AN    INTERNET    WORLD 


In  Business  This  Week 


EDITED  BY  ALETA  DAVIES 


VIACOM  VIEWS 
ANOTHER  TARGET 

VIACOM   APPEARS   INTENT  ON 

gobbling  up  the  cable-TV  dial. 
The  company  that  brings  you 
MTV,  VH-l,  Nickelodeon,  and 
National  Network  (formerly 
Nashville  Network)  is  weigh- 
ing an  offer  to  buy  bet  Hold- 
ings, which  operates  cable 
channel  Black  Entertainment 
Television,  say  sources  close 
to  Viacom,  bet,  with  62.4  mil- 
lion homes,  would  make  Via- 
com a  media  leader  for  the 
African  American  market, 
since  its  United  Paramount 
Network  already  targets  the 
group.  When  news  of  the 
talks  broke  on  Oct.  31,  the 
companies  had  no  comment. 
But  a  Viacom  offer,  which  is 
said  to  be  in  the  $3  billion 
range,  fits  into  CEO  Sumner 


CLOSING    BELL 


ONE  FELL  SWOOP 

WorldCom's  long-depressed 
stock  had  been  inching  back 
up  in  the  past  10  days,  but  it 
was  knocked  to  its  knees 
again  on  Nov.  1.  It  fell  more 
than  21%  in  a  day,  to  18X, 
after  WorldCom  lowered  its 
earnings  estimate  for  the  sec- 
ond time  in  six  months. 
WorldCom  said  it  was  largely 
because  of  an  accelerated  de- 
cline in  long-distance  rev- 
enues. Analysts  also  didn't 
much  like  its  plan  to  issue 
two  tracking  stocks — one  for 
its  data  business  and  the 
other  for  consumer  long  dis- 
tance— early  next  year 
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Redstone's  goal  to  be  the 
dominant  player  in  cable  pro- 
gramming. For  bet's  major 
investor  and  chairman,  Robert 
Johnson,  cash  from  the  deal 
could  boost  his  plans  to  launch 
a  regional  airline  in  the  Wash- 
ington, D.  C,  area  (page  192). 

DOCOMO  IS  CALLING 
ON  AT&T 

MOBILE     WEB     PIONEER     NTT 

DoCoMo  is  in  talks  about 
taking  a  minority  stake  in 
AT&T  Wireless.  For  DoCoMo, 
a  10%  to  20%  stake  would 
help  expand  its  reach  beyond 
Japan.  It  would  also  help  es- 
tablish its  technology  as  a 
global  standard.  AT&T  could 
use  DoCoMo's  help  in  the 
mobile  Web  business,  where 
it  faces  rivals  such  as  Sprint 
PCS.  The  investment,  valued 
at  up  to  $10  billion,  would 
also  help  AT&T  pay  for  the  ra- 
dio spectrum  necessary  for 
high-speed  services. 

THE  YEAST  IN  FIRST 
UNION'S  NUMBERS 

A   GLANCE   AT   FIRST   UNION'S 

third-quarter  results  shows  a 
bank  that's  turning  around. 
Deposits  are  up,  while  bad 
loans  have  barely  risen.  Not 
so  fast,  says  analyst  Andrew 
Collins  of  ING  Barings.  The 
numbers  were  helped  by  the 
transfer  of  $710  million  in 
loans  to  the  "held  for  sale" 
category,  a  controversial  ac- 
counting move  that  averts  the 
need  to  up  loan-loss  reserves. 
The  bank  says  the  move  is 
part  of  an  overall  restructur- 
ing and  that  just  $46  million  of 
the  $710  million  could  be  clas- 
sified as  nonperforming.  CEO 
Ken  Thompson  is  trying  to 
boost  First  Union's  credibility 
after  several  botched  mergers. 

DOT-COMS' LOSS, 
BIOTECH'S  GAIN 

LOOKS     LIKE     it's     BACK     TO 

basics  for  venture  capitalists. 


HEADLINER:   WILLIAM  P.   SOVEY 


A  THREE-YEAR  COFFEE  BREAK 


In  late  1997,  WUliam  P. 
Sovey  turned  over  the  chief 
executive's  office  at  what 
was  then  Newell  Co.  to 
John  J.  McDonough. 
On  Nov.  1,  Sovey 
took  it  back. 
Only  eight 
days  after  re- 
porting flat  op- 
erating earnings 
for  the  third 
quarter  and  warn 
ing  that  its  2001 
profits  would  be  no  higher 
than  they  were  in  1997, 
Newell  Rubbermaid  Inc. 
announced  that  Sovey  has 
come  out  of  retirement  to 
fill  in  as  CEO  until  a  perma- 
nent successor  can  be  hired 
next  year.  McDonough's 
downfall?  In  1999,  he  di- 
rected the  $5.1  billion 
takeover  of  Rubbermaid, 


vowing  to  "Newellize"  the 
household-wares  business 
by  wringing  out  costs.  But 
the  merger  never  lived 
up  to  its  promise. 
Sovey,  67,  ran 
the  Freeport 
(111.)  consumer- 
products  com- 
pany from  1992 
to  1997,  when 
he  became  chair- 
man. Analysts  ex- 
pect little  change 
from  the  interim  team.  He, 
too,  practices  Newelliza- 
tion,  the  company's  term 
for  buying  underperform- 
ing  companies  and  boosting 
margins.  Investors  don't 
have  high  hopes,  either. 
Newell's  shares,  down  33% 
this  year,  lost  6^  more,  to 
close  at  $19.13. 

By  Michael  Amdt 


For  the  second  quarter  in  a 
row,  money  put  into  venture- 
backed  companies  fell,  by  6%, 
to  $16.1  billion,  while  the 
number  of  deals  dropped  by 
16%.  Researcher  VentureOne 
says  that's  largely  a  result  of 
a  falloff  in  fiinds  backing  dot- 
com deals  in  the  business  and 
consumer  sectors. 

In  contrast,  traditional  high 
tech,  from  Web  infrastructure 
to  software  and  semiconduc- 
tors, saw  upticks  in  money 
raised  and  number  of  deals, 
says  VentureOne.  Plus,  health 
care  is  coming  back.  A  record 
$1.6  billion  went  into  biotech 
and  medical-devices  and  -ser- 
vices newcomers,  up  32% 
from  the  previous  quarter. 

CAN  AETNA  CURE 
ITS  HMO? 

despite  the  GROWING  PROF- 
its  of  its  HMO  rivals,  Aetna  is 
still  struggling  to  boost  its 
health-care  business.  Rising 
medical  costs  were  largely  re- 


sponsible for  a  14%  drop  ir 
third-quarter  earnings.  Witl 
the  planned  December  sale 
of  its  asset-management  unit 
to  Dutch  giant  ing,  investors 
want  assurances  about  the 
nation's  largest  HMO.  Dr.  Johi 
W.  Rowe,  the  new  head  of  its 
health-care  unit,  insists  th( 
problems  are  fixable  and  tha 
Aetna  will  be  profitable  nex 
year.  Meanwhile,  Aetna  face; 
fourth-quarter  charges  of  a 
least  $500  million,  or  $3.50 
share,  from  costs  associatec 
with  the  ING  deal  and  exit 
ing  its  unprofitable  Medicar 
operations. 


ETCETERA. .. 

■  Berkshire  Hathaway  wi 
buy  the  Lloyd's  of  Londo 
underwriting  unit  of  ('gnu. 

■  Revlon  will  close  thrc 
plants  and  fire  1,115  emplo_\ 
ees — 13%  of  its  workforce. 

■  gm's  U.S.  auto  sales  ros 
7%  in  October,  while  Fon 
fell  6.3%. 
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Jhere's  no  better  way  to  fly. 
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Flying  means  more  to  us 
than  getting  you  from  point 
A  to  point  B  comfortably 
and  hassle-free.  For  us. 
flying  is  a  passion.  A 
passion  that  has  made  us 
what  we  are  today:  Airline 
of  the  year  2000'  And 
with  over  100  European 
destinations,  there  really 
IS  no  better  way  to  fly.  For 
reservations,  call  vour 


travel  agent,  call  Lufthansa 
at  800  645-3880  or  \isit 
www.lufthansa-usa.com 
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Speak  with  more 
intelligence. 


MARCEL  MARCEAU 


In  forty  percent  of  the  world's  new  mobile  phones^  ST  microchips  give  voice  to  those  speaking. 
Even  those  not  speaking. 

Whether  it's  teleconferencing,  checking  e-mail,  or  just  chatting,  STMicroelectronics  is  part 
of  the  conversation.  Our  microchips  run  an  astonishing  4  out  of  10  mobile  phones  delivered 

in  the  world  today.  And  we're  working  with  leading  mobile  phone  makers  to  create  new 
'    appliances  that  everyone  will  be  talking  about. 


^ 


We  put  more  intelligence  into  everything. 


STMicroelectronics  (formerly  SGS-Tt-iOiVISON)  •  www.st.com  •  A  world  leader  in  semiconductors  tor  consumer  products, 
automotive,  telecommunications,  computer  peripherals,  Industrial  automation  and  control  systems  •  For  opportunities:  http://jobs.st.com 

STMicroelectronics 


Washington  Outlook 


EDITED  BY  PAULA  DWYER 


HIGH  TECH'S  HONEYMOON  ON  THE  HILL 
MAY  BE  ABOUT  TO  END 


The  106th  Congress  may  have  deadlocked  over  a  patients' 
bill  of  rights,  Medicare  reform,  and  a  prescription-drug 
benefit  for  the  elderly,  but  for  high  tech,  it  was  a  banner 
session.  Silicon  Valley  won  a  five-year  extension  of  tax  breaks 
"or  research  and  development,  relief  from  Y2K  lawsuits,  a 
rreen  light  for  electronic  signatures,  fewer  curbs  on  computer 
?x|X)rts,  a  landmark  trade  deal  vdth  China,  and  more  visas  for 
lighly  skilled  foreign  workers.  "We  got  everything  we  want- 
ed," says  Novell  CEo  Eric  E.  Schmidt. 

But  Schmidt  and  his  fellow  New  Economy 
.itans  had  better  not  get  complacent.  The  tech- 
•elated  issues  that  Washington  will  grapple 
vith  next  year — from  protecting  privacy  and 
ntellectual  property  on  the  Internet  to  e-taxes 
ind  access  to  high-speed  data  pipes — are  knot- 
ier  and  more  divisive  than  those  that  domi- 
lated  debate  this  year  Regardless  of  which 
•arty  wins  the  White  House  or  controls  Con- 
fess, the  political  climate  won't  be  as  favor- 
ble.  On  top  of  that,  the  business  environment 
lext  year  could  worsen.  If,  as  many  econo- 
fiists  predict,  growth  slows  and  inflation  creeps 
,pward,  the  tech  industry  could  find  its  politi- 
al  clout  dissipating.  "Next  year  is  going  to 
e  very  tricky,"  frets  Edward  J.  Black,  presi- 
ent  and  CEO  of  the  Computer  &  Communica- 
ions  Industry  Assn. 
>:RACKS  SHOWING.  Case  in  point:  online  privacy, 
lawmakers  will  be  considering  which  kinds  of  personal  data  to 
rotect,  how  to  give  consumers  access  to  digital  dossiers  that 
Yeb  companies  keep  on  them,  and  whether  individuals  must 
ive  their  consent  before  personal  data  can  be  shared. 

This  year,  business  closed  ranks  and  fended  off  passage  of 
rivacy  measures,  arguing  that  they  could  stifle  e-commerce 
1  the  bud.  But  as  consumer  unease  over  privacy  invasion 
uilds,  cracks  are  showing  in  that  once-solid  phalanx.  Hewlett- 
ackard,  Intel,  and  America  Online  now  say  they  back  mod- 


BUSH:  Tough  issues  ahead? 


est  protections.  More  companies  likely  vdll  jump  on  board, 
while  others  will  dig  in  their  heels  against  any  legislation. 

Similar  splits  wiU  emerge  as  pressure  builds  for  the  Federal 
Communications  Commission  to  rule  on  whether  cable  opera- 
tors must  give  competing  Internet  service  providers  access  to 
their  broadband  pipes.  It  remains  to  be  seen  if  file-sharing  out- 
fits like  Napster  have  averted  a  legislative  showdovra  with  the 
recording  industry  now  that  Napster  has  agreed  to  pay  roy- 
alties to  Bertelsmann  (page  46)  and  other  record  companies. 
Business  will  be  even  more  divided  over  e- 
taxes.  A  three-year  moratorium  on  taxing  isP 
fees  and  Internet  sales  expires  next  October. 
Governors,  backed  by  developers  and  retail- 
ers, are  willing  to  accept  a  ban  on  access  taxes 
in  return  for  requiring  e-tailers  to  collect  sales 
taxes  once  states  adopt  a  simplified  tax  system. 
ISPS  such  as  AOL  and  Microsoft  Corp.  argue 
that  even  a  reformed  tax  code  will  still  be  too 
complicated  for  online  merchants.  But  "with 
the  economy  slowing,  states  are  more  nervous 
about  losing  tax  revenues,"  says  Harris  N. 
Miller,  president  of  the  Information  Technology 
Assn.  "It  will  be  tough  to  work  out  a  deal." 

Tech's  appeal  as  the  engine  of  growth  is  los- 
ing some  of  its  luster  as  dot-coms  run  out  of 
money,  driving  down  stock  prices.  Still,  industry 
political  contributions  are  soaring  (page  171). 
Computer-related  companies  and  their  execs 
have  given  $24  million  to  candidates  and  parties  through 
Sept.  30,  almost  three  times  their  rate  for  the  entire  '96  cycle, 
according  to  the  nonpartisan  Center  for  Responsive  Politics. 
That  puts  high  tech  on  a  par  with  entertainment  and  oil 
and  gas  interests.  But  lobbyists  for  those  industries  would  be 
the  first  to  warn  their  tech  brethren  that  it  will  take  more 
than  money  to  make  their  policy  wishes  for  2001  come  true. 
By  Amy  Borrus,  with  Howard  Gleckman  and 
Catherine  Yang 


CAPITAL  WRAPUP 


ART  DOES  PAY 


►  Political  fund-raisers  are  finding  inno- 
vative new  ways  to  raise  cash  (BW — 
Oct.  9),  and  it's  paying  off.  In  October, 
the  Democratic  National  Committee 
raised  $2.5  million  with  an  online  auc- 
tion of  art  and  the  services  of  entertain- 
ers. Venture  capitalist  Alan  J.  Patricof 
paid  $140,000  for  a  Joel  Shapiro  sculp- 
ture. Hotel  mogul  Jonathan  Tisch  paid 
$60,000  for  a  guitar  designed  by  archi- 
tect Frank  Gehry.  And  dnc  Treasurer 
Andrew  Tobias  spent  $5,000  for  Tony 
I  Randall's  services  as  a  butler. 


NO  BARS  TO  VOTING 

►  The  NAACP  is  pulling  out  all  the 
stops  in  its  drive  to  get  out  the 
vote.  Its  boldest  move:  registering 
300,000  new  voters  in  jails  and  pris- 
ons. Convicted  felons  can't  vote,  but 
those  jailed  for  other  crimes,  as 
well  as  folks  awaiting  trial,  may  still 
cast  ballots.  It's  not  clear  that  all  of 
these  newly  registered  voters 
will  be  able  to  get  to  the  polls,  but 
the  effort  is  scaring  some  candi- 
dates, such  as  Alabama  sheriffs,  who 
are  elected. 


PAINKILLERS  VS.  A  TAX  GUT 

►  Congress'  big  $240  billion  tax  cut 
bill  is  being  jeopardized  by  an  obscure 
measure  that  would  restrict  the  ability 
of  doctors  to  prescribe  morphine  and 
other  powerful  pain  medications  to  ter- 
minally ill  patients.  The  provision  was 
quietly  slipped  into  the  revenue  bill  by 
Senator  Don  Nickles  (R-Okla.),  partly 
as  an  attack  on  an  Oregon  law  allow- 
ing assisted  suicides.  But  Senator  Ron 
Wyden  (D-Ore.)  has  blocked  Senate 
consideration  of  the  entire  tax  package 
in  an  effort  to  kill  the  drug  provision. 
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JAPAN 


HIGH  TECH 
ROARS  AGAIN 


Reforms  in  Japan 
bring  profits  back, 
but  more  changes 
are  needed 

When  Koji  Nishigaki  took  over 
as  president  and  ceo  of  NEC 
Corp.  in  March,  1999,  few  were 
willing  to  place  long-term  bets 
on  the  high-tech  manufacturer.  Like 
most  leading  Japanese  makers  of  chips 
and  computers,  NEC  was  an  aihng  gi- 
ant, staggering  under  years  of  sickly 
profits,  poor  management,  and  over-di- 
versification. Nishigaki  didn't  waste 
time:  He  immediately  began  revamping 
management,  slashing  jobs,  and  unload- 
ing unprofitable  units. 

Today,  NEC  is  reaping  the  rewards. 
For  the  six  months  ended  Sept.  30,  sales 
were  up  9%,  to  $23  billion,  on  an  oper- 
ating profit  of  $690  million,  compared 
with  a  loss  of  $73  million  for  the  same 
period  last  year.  NEC  also  revised  its 
yearly  operating  profit  projection  up- 
ward by  20%.  "It's  an  enormous  job  to 
restructure,"  says  Nishigaki.  "But  it's 
helping  us  recover." 
BIG  JUMPS.  A  similar  sweet  song  is  be- 
ing sung  at  the  headquarters  of  Hitachi, 
Toshiba,  and  Fujit- 
su, integrated  elec- 
tronics companies 
that  manufacture 
and  sell  a  wide 
range  of  products 
and  services — from 
chips  and  computers 
to  telecommunica- 
tions gear  and  in- 
formation systems. 
Thanks  to  robust 
demand  for  chips 
that  power  cell 
phones    and    othei 


gadgets,  all  are  boasting  big  jumps  in 
operating  profits.  And  all  but  Fujitsu 
have  revised  upward  their  forecasts  for 
fiscal  2000,  which  ends  next  March. 

A  high-tech  comeback?  Not  quite  yet. 
Investors,  spooked  by  rising  oil  prices,  a 
weak  euro,  and  the  specter  of  a  global 
slowdown,  have  hammered  the  stock 
prices  of  Japan's  electronics  giants  de- 
spite their  solid  earnings.  Foreign  in- 
vestors, who  own  close  to  30%  of  the 
shares  in  each  of  the  companies,  want  to 
see  more  drastic  restructuring  and  im- 
proved overseas  investments.  Not  least 
among  their  concerns  is  that  NEC  and  its 
rivals  still  depend  on  the  fickle  semi- 
conductor market  for  20%  to  40%  of 
their  profits.  Another  slump  in  the  chip 
market,  along  the  lines  witnessed  in 
1998-99,  would  certainly  affect  earnings. 

But  there's  more  to  this  recovery 
than  a  bounce  in  the  chip  market. 
Japanese  consumers  can't  seem  to  get 
enough  of  the  latest  in  portable,  digital 
electronic  gadgets.  Digital  cameras, 
notebook  PCs,  and  handheld  devices,  all 
crammed  with  components  made  by  the 
likes  of  NEC,  Toshiba,  Sanyo,  and  others, 
are  fiying  off  the  shelves. 

It's  not  just  consumers  who  are 
shelling  out  the  yen.  Japan  Inc.  is 
spending  heavily  on  new  technology, 
which  last  year  accounted  for  a  record 
high  20%  of  private-sector  investment. 
The  trend  promises  to  pick  up  this  year 


as  companies  shift  to  Web-based  sup 
ply  networks,  serviced  by  the  likes  o 
Fujitsu  and  Hitachi.  NEC  and  Fujitsi 
especially  are  benefiting  from  a  surge  h 
spending  on  telecom  equipment  and  in 
frastructure.  The  shopping  spree  wil 
only  accelerate  next  year  when  Japai 
starts  rolling  out  the  world's  most  ad 
vanced,  high-speed  wireless  cell-phon* 
system.  The  government  meanwhih 
plans  to  invest  $6.5  billion  in  informatioi 
technology  this  fiscal  year,  20%  of  it  t 
be  spent  connecting  offices  and  homes  t( 
a  national  fiber-optic  network. 

More  important  are  the  changes  tak 
ing  place  within  the  companies  them 
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;|\V  new  generation  of  CEOs  is  dumping  the  old 
msiness  model  in  favor  of  downsizing, 
!Ost-cutting,  and  spinning  off  superfluous  units 


nOKYO  ELECTRONICS:  CONSUMERS  ARE  SNAPPING  UP  THE  LATEST  GADGETS 


?lves.  A  new  generation  of  pragmatic 
EOS  is  abandoning  the  old  business 
lodel,  which  stressed  growth  and  job 
'eation  through  diversification,  with  lit- 
e  regard  for  shareholder  value.  The 
2w  CEOS  are  downsizing,  cost-cutting, 
id  spinning  off  or  merging  superflu- 
is  divisions.  As  a  result,  according  to 
urdine  Fleming  Securities  estimates, 
EC's  operating  profit  margin  will  rise 
om  2.2%  in  fiscal  1999  to  4.7%  this 
iar,  Fujitsu's  from  2.9%  to  5.5%.  "By 
tpanese  standards,"  says  Kevin  Hebn- 
•,  strategist  for  Credit  Suisse  Asset 
anagement  in  Tokyo,  "their  restruc- 
ring  has  been  impressive." 
NEC's  Nishigaki  gets  the  highest 
arks.  Over  the  past  year,  he  has  cut 
)00  jobs  and  is  on  track  to  attain  his 
02  goal  of  eliminating  a  total  of  15,000 
bs,  or  about  10%  of  the  global  work- 
^ce.  He  pulled  the  company  out  of  the 


money-losing  consumer-PC  market  in  the 
U.  S.  and  agreed  to  consolidate  memory- 
chip  and  optical  communication  opera- 
tions vdth  rival  Hitachi.  Nishigaki  is 
shifting  NEC's  core  business  to  Internet 
services,  based  on  the  company's  Big 
Globe  service  provider,  Japan's  second 
largest.  In  July  he  unveiled  a  $5.6  billion 
fund  that  will  be  used  to  buy  stakes  in 
small  U.S.  technology  companies. 

Nishigaki's  counterparts  at  Fujitsu, 
Hitachi,  and  Toshiba  aren't  far  behind. 
Fujitsu  President  and  CEO  Naoyuki 
Akikusa  has  shut  down  chip  plants  in 
Britain  and  Japan,  and  recently  an- 
nounced a  halt  to  development  of  IBM- 
compatible  mainframes  by  Amdahl 
Corp.,  Fujitsu's  U.S.  subsidiary.  For  his 
part,  Hitachi  President  Etsuhiko  Shoya- 
ma  reorganized  the  sprawling  conglom- 
erate into  10  core  divisions,  giving  each 
the  autonomy  to  make  investment  deci- 


sions. Tadashi  Okamura,  who 
became  Toshiba's  new  presi- 
dent in  June,  plans  to  overhaul 
the  company's  chip  operations, 
spin  off  money-losers,  and  redi- 
rect capital  spending  to  such 
growth  sectors  as  cell  phones 
and  notebook  pes. 

Investors,  however,  are 
proving  tough  to  please.  The 
stock  price  of  all  these  compa- 
nies has  declined  since  early 
this  year  (chart),  paraUeling  the 
20%  drop  in  the  topix,  or 
Tokyo  Stock  Price  Index.  On 
Oct.  31,  Hitachi's  share  price 
fell  to  $10.88,  its  lowest  level 
this  year,  even  though  it  an- 
nounced that  operating  profit 
jumped  152%  in  the  first  half. 
What  gives?  According  to 
Steve  Myers,  industry  analyst 
for  Jardine  Fleming  in  Tokyo, 
investors  are  more  concerned 
about  a  global  downturn  than 
company  specifics.  He  says 
they  are  all  asking  one  ques- 
tion: "Is  the  U.S.  economy 
headed  for  a  recession?" 

Contributing  to  the  uncer- 
tainty is  concern  over  memory- 
chip  prices.  Starting  in  1998, 
when  the  industry  went 
through  a  major  slump,  com- 
panies like  NEC,  Hitachi,  and 
Mitsubishi  Electric  suffered  heavy  loss- 
es that  pushed  them  to  the  wall.  "The 
market  isn't  being  fooled,"  says  busi- 
ness consultant  Till  Vestring,  of  Bain  & 
Co.  Japan.  "Everyone  is  expecting  these 
companies  will  be  hit  when  this  semi- 
conductor cycle  winds  down." 
SLOWDOWN?  It's  also  not  clear  that  the 
new  company  leaders  are  all  true  re- 
formers. Since  the  beginning  of  Japan's 
recession,  many  executives  have  taken 
initial  steps,  then  failed  to  improve 
shareholder  value  by  boosting  innovation 
and  productivity  or  by  beefing  up  cor- 
porate governance.  That  doesn't  appear 
to  be  the  case  with  Nishigaki,  who  im- 
pressed investors  by  meeting  with  them 
on  Oct.  26  to  explain  NEC's  interim  re- 
sults and  announce  a  new  corporate 
strategy.  But  executives  at  the  other 
companies  may  put  on  the  brakes  now 
that  they've  hit  their  earnings  targets. 
That  would  bode  ill  for  Japan's  high- 
tech  giants.  Their  future  prosperity  de- 
pends on  transforming  themselves  from 
capital-intensive  conglomerates  into 
fleet-footed  IT  companies.  That  means 
speeding  up,  not  slowing  down,  on  cor- 
porate reforms — especially  given  the 
prevailing  uncertainty  in  the  markets. 
By  Irene  M.  Kunii  in  Tokyo 
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WHAT'S  THAT  KHOCKIHG 
UHDER  MERCEDES'  HOOD? 

Big  losses  at  its  minicar  division-and  growing  competition 


DaimlerChrysler's  performance  con- 
tinues to  disappoint.  The  $512  mil- 
lion third-quarter  loss  generated  by 
Chrysler  is  a  drag  on  the  entire  compa- 
ny, slamming  the  stock  and  raising  new 
questions  about  the  wisdom  of  the  mon- 
ster merger  that  created  the  $151  billion 
company  two  years  ago. 

The  only  thing  the  world's  fourth- 
largest  auto  group  seems  to  have  going 
for  it  is  the  sterhng  Mercedes-Benz  di- 
vision, which  chalked  up  a  15%  sales 
jump  in  the  third  quarter.  Mercedes  ap- 
pears within  reach  of  selling  more  than 
one  milUon  cars  and  boosting  profits  by 
more  than  10%  in  2000.  Affluent  Amer- 
icans and  Europeans  are  snapping  up 
the  C-Class  sedans,  the  sports  utilities, 
and  the  road-hugging  SLK  convertible. 
"Mercedes-Benz  is  doing  extremely  well 
by  any  comparison  in  the  world," 
DaimlerChrysler's  embattled  chairman, 
Jiirgen  E.  Schrempp,  told  analysts  in  a 
teleconference  on  Oct.  26. 

Impressive.  But  a  close  look  at  the 
numbers  shows  cause  for  concern  even 
in  Mercedes'  performance.  It's  nothing 
approaching  a  Chrysler-level  disaster. 
But  margin  pressures  are  building,  and 
DaimlerChrysler  will  have  to  spend  bil- 
hons  to  keep  its  Mercedes  division  in 
mint  condition. 

Start  with  the  margins.  At  7%,  Mer- 
cedes' margin  is  better  than  the  indus- 
try average  of  4%  to  5%.  But  it 
looks  thin  next  to  the  11%  that 
rival  BMW  has  managed 
since  it  dumped  Rover. 
And  Mercedes'  margins 
have  narrowed  more 
than  half  a  percentage 
point  in  the  past  year, 
due  to  spending  on  five 
new  or  face-lifted  models 
to  be  launched  next  year  and 
persistent  losses  at  the  Smart  minicar 
division.  "In  such  a  context,  the  higher 
expenditures  are  what  you'd  expect," 
says  Jiirgen  Hubbert,  head  of  Mercedes 
and  Smart  cars.  As  a  result,  operating 
profit  in  the  third  quarter,  excluding  ex- 
ceptional items,  rose  5%,  to  $624  million, 
well  behind  the  15%  sales  increase. 

But  more  worrisome  was  Daimler- 
Chrysler's guarded  outlook  for  next 
year.  Chief  Financial  Officer  Manfred 


Gentz  says  Mercedes  hopes  to  maintain 
margins.  "Given  the  dollar's  strength, 
and  the  full-year  benefit  of  the  C-Class, 
that  was  disappointing,"  says  Deutsche 
Bank  analyst  Christian  Breitsprecher. 

The  surge  in  fuel  prices  hasn't  helped 
Mercedes  either.  Consumers  are  switch- 
ing to  models  with  fuel-efficient  diesel 
engines,  from  which  Mercedes  makes 
less  money.  Franck  Thomas,  a  Mercedes 


The  Daimler 
chairman  says 
new  Mercedes 
models  will 


veloping  luxury  models  targeting  the 
segment  now  dominated  by  Mercedes. 
In  mid-2001.  Ford  is  launching  the  X-' 
type  "Baby  Jaguar,"  in  the  same  cate-i 
gory  as  the  $20,000  C-Class.  Volkswagen; 
will  produce  a  Dl  sedan  next  year  to  ri- 
val the  S-Class,  which  starts  at  $46,000. 
"It's  a  sign  of  the  ever-growing  compe- 
tition that  all  the  carmakers  face  to- 
day," says  D.  Garel  Rhys,  professor  of 
motor  industry  economics  at  Cardiff 
University  in  Wales. 
COST-SHARING.  Mercedes,  keenly  aware 
of  the  threat,  has  an  ambitious  product 
rollout  program  to  fend  off  competition. 
"We're  working  on  the  Maybach  [limou- 
sine], we're  working  on  the  SLR  [sports 
car],  we're  working  on  three  new  mod- 
els for  next  year,  and  we're  working  on 
more  which  we're  not  revealing," 
Schrempp  says. 

A  bigger  lineup  and  higher  volumes 
don't  always  boost  margins,  however. 
The  popularity  of  the  C-Class,  one  of 
Mercedes'  smaller  cars,  actually  hurt 
profitabihty. 

The  product  mix  may  tilt  further  to- 
ward low-margin  cars  again  next  year,  as 
two  of  the  three  new  models  are  C-Class 

_  variants.       Mean- 

SCHREMPP  FIX 


executive  in  Paris,  says  diesel  cars  now 
account  for  70%  of  sales  on  models  of- 
fering both  versions.  Making  matters 
worse,  Europe's  car  market  has  begun 
to  dip,  and  German  car  sales  are  down 
11%.  Still,  Mercedes  managed  a  5%  rise 
in  its  home  market  and  a  bigger  gain  in 
Europe. 

Mercedes    faces    other    challenges. 
Ford,  Volkswagen,  and  Toyota  are  de- 


while,  analysts  ex- 
pect the  Smart 
minicar  division  tc 
lose  about  $34( 
miUion  this  year 
fueling  investoi 
discontent  wdtl 
fend  off  rivals  to  Schrempp's  expan 
sion  into  small  cars 
its  hit  C-ClaSS       "We're  a  long  waj 

sedan  ^*^'^  seeing  the  re 

wards,"  says  Mer 

rill   Lynch   &   Co 

analyst  Stephen  Reitman, 

Schrempp  insists  the 
strategy  will  pay  off.  Th 
Smart  unit  and  Mitsubish 
Motors  Corp.,  Daimler 
Chrysler's  partner  in  Japan 
will  share  the  costs  of  devel 
oping  the  main  components  o 
a  four-seater  Smart  to  be  launched  ii 
2004.  And  although  Schrempp  stand 
firm  that  Mercedes  and  Chrysler  mus 
never  use  the  same  platforms,  there' 
room  to  lower  costs  by  pooling  som' 
technology  and  components,  such  as  man 
ual  transmissions.  Schrempp  plans  t 
proceed  carefully  to  ensure  none  of  th 
brands  lose  their  distinction,  "and  def 
nitely  not  Mercedes-Benz."  It  would  be 
pity  to  dent  the  world-renowned  bran 
as  the  giant  company  maneuvers  down 
hazard-filled  road. 

By  ChrLstme  Tierney  in  Frankfur 
urith  Anna  Bawden  in  Paris 
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with  most  integration  solutions 


is  they  don't  evolve. 


Consider  us  Darwin. 

SeeBeyond's  infinite  scalability  has  evolutionized  the  industry.  We've  processed  a  record- 
breaking  10  bilUon  transactions  in  one  day.  hitegrated  thousands  of  disparate  platforms. 
Handled  1300  customers  globally,  including  Nike,  Barnes&Noble.com  and  PETsMART.  Won 
Product  of  the  Year  from  eAI  Journal.  And  partnered  with  the  top  three  independent  systems 
integrators.  So  rise  to  the  top  of  the  foodchain.  Call  us  at  1-877-676-2877,  or  go  to  seebeyond.com. 
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IS  NATO  ABOUT  TO  MAKE  A  BAD  MOVE 
IN  THE  BALTICS? 


For  nearly  a  decade  since  the  end  of  the  cold  war,  the  U.  S. 
and  its  European  allies  have  essentially  written  off  Rus- 
sia as  a  serious  military  threat.  Even  though  the  former 
superpower  remains  a  nuclear  player,  it  can't  afford  to  main- 
tain its  once-formidable  arsenal,  and  its  conventional  forces  are 
in  serious  disarray.  Even  President  Vladimir  V.  Putin  has 
called  for  sharply  scaling  back  to  800,000  troops  from  to- 
day's level  of  1.2  million  and  reducing  strategic  nuclear 
weapons  to  1,500  from  the  current  6,000  in  ex- 
change for  similar  cuts  from  the  U.  S. 

But  now,  the  U.  S.  is  in  danger  of  provoking 
a  far  more  truculent  defense  stance  from  Rus- 
sia. One  hot-button  issue  is  the  awaited  decision 
by  the  U.S.  on  a  missile  defense  system  that 
Russia  adamantly  opposes.  An  equally  impor- 
tant but  less-discussed  point  of  tension  is  the   , 
planned  expansion  by  NATO  to  Russia's  borders   I* 
by  2002.  Both  Presidential  contenders,  Al  Gore    ■ 
and  George  W.  Bush,  support  moving  the  NATO 
umbrella  eastward  to  include  the  Baltic  states  of 
Lithuania,  Latvia,  and  Estonia. 

Such  a  move  would  go  beyond  last  year's 
NATO  admission  of  Poland,  Hungary,  and  the 
Czech  Republic,  since  it  would  mark  the  first 
time  that  a  former  Soviet  repubhc  would  join 
the  Western  defense  alliance.  Conventional  wis- 
dom in  Washington  is  that  Russia  probably 
can't  and  won't  do  anything  to  counter  the  NATO  plans.  After 
all,  Soviet  leader  Mikhail  Gorbachev  didn't  intervene  as  the 
Berhn  Wall  fell.  His  successor,  Boris  N.  Yeltsin,  allowed  for- 
mer Soviet  satellites  to  join  NATO,  although  he  protested. 
HAWK  BAIT.  Putin,  however,  is  expressing  increasingly  vocal 
opposition  to  NATO  expansion  into  the  Baltics.  In  an  Oct.  26 
interview  with  French  journalists,  the  Russian  leader  de- 
clared: "The  reasons  that  brought  NATO  to  life  [a  half-century 
ago]  are  no  longer  there.  Yet  NATO  exists.  It  not  only  exists 
but  is  expanding.  Moreover,  it  is  expanding  in  the  direction 


NATO  trams  in  Estonia 


of  our  own  borders Of  course,  this  causes  us  concern.' 

Even  more  important,  the  plans  by  NATO  and  the  Baltics 
are  strengthening  the  political  hand  of  hawkish  defense  offi 
cials  to  Putin's  right.  Key  members  of  the  defense  Estab 
hshment  such  as  Defense  Minister  Igor  Sergeyev  are  re- 
sisting efforts  to  pare  Russia's  strategic  nuclear  forces  to 
free  up  resources  for  the  conventional  military.  Instead,  they 
want  Russia  to  maintain  a  big  nuclear  stick  to  guard  against 
a  resurgent  NATO.  "NATO  expansion  pushes  Rus- 
sia toward  more  reliance  on  [strategic]  nuclear 
forces,"  says  Russian  defense  analyst  Sergei 
Karaganov.  He  argues  that  incorporating  the 
Baltics  into  NATO  needlessly  antagonizes  Russia 
^■^   and  is  a  "stupid"  move  for  the  West. 

FORTRESS  BELARUS?  To  be  sure,  no  one  ex 
pects  Russia  to  go  to  war  to  prevent  the  Baltics 
from  joining  NATO.  But  there  are  nonetheless 
new  signs  of  military  activity  on  the  ground 
Even  though  NATO's  decision  is  two  years  away 
the  Baltic  states  are  already  moving  to  inte- 
grate their  militaries  into  the  alliance — estab 
hshing  a  common  air-defense  system  compatibk 
with  the  alliance's  and  tailoring  their  weapons 
ammo,  and  uniforms  to  meet  NATO  standards. 
In  response,  Moscow  is  stepping  up  an  al 
hance  vdth  next-door  Belarus,  which  also  has  i 

border  with  Lithuania.  For  the  first  time  ii 

six  years,  Russian  bombers  and  nuclear-missile  carriers  re 
cently  landed  in  Belarus  on  a  training  mission.  And  Belarus 
President  Alexander  Lukashenko  wants  Putin  to  deploy 
joint  force  of  300,000  troops  near  the  border  with  Poland. 

If  such  developments  continue,  the  stage  will  be  set  for  ; 
period  of  tension  at  NATO's  frontier.  It  may  not  amount  to  j 
new  cold  war,  but  it  could  end  up  to  be  far  from  what  thi 
Baltics — and  NATO — intended. 

By  Paul  Starobin  in  Moscow,  ivith  Stan  Crock  in  Wash 
ington  and  Alexander  Mikhalchuk  in  Minsk 


GLOBAL  WRAPUP 


HYUNDAI'S  LATEST  WOES 

►Hyundai  Group  founder  Chung  Ju 
Yung  and  his  family  face  pressure  from 
creditor  banks  and  the  government  to 
sell  personal  assets  to  rescue  the  chae- 
bol's heavily  indebted  construction  arm. 
Hyundai  Engineering  &  Construction 
Co.  South  Korea's  largest  construction 
company  has  been  battling  liquidity 
problems  for  months,  turning  to  credi- 
tors for  extra  funds  while  promising  to 
raise  capital  through  restructuring. 

Now,  government-backed  creditors 
are  threatening  to  place  the  company 


under  court  receivership  unless  the 
Chung  family  takes  drastic  steps  to 
slash  $4.7  billion  in  debt.  The  company 
defaulted  on  $20  million  in  maturing 
debts  on  Oct.  30  as  creditors  refused  to 
lend  a  helping  hand,  and  it  only  narrow- 
ly avoided  insolvency  by  settling  the 
sum  the  following  day.  With  $870  mil- 
lion in  debts  maturing  in  the  next  two 
months,  Hyundai — and  the  Chung  fami- 
ly— could  soon  face  a  new  crisis. 

MIDEAST  HACKER  WARS 

►  The  Israel  Defense  Force  is  scram- 
bling to  fight  hackers  who  have  at- 


tacked its  Web  site  since  violence  re- 
cently erupted  between  Israel  and  the 
Palestinians.  The  IDF  has  asked  AT&T 
for  a  backup  Web  server  after  a  deluge 
of  traffic  from  Lebanon,  Egypt,  and 
neighboring  countries  nearly  closed 
down  its  site,  which  has  been  operating 
on  a  server  of  Net  Vision  Ltd.,  Israel's 
largest  Internet  Service  Provider.  The 
Web  sites  of  the  Israeli  Foreign  Min- 
istry and  the  Knesset  were  also  closed 
down.  But  the  conflict  isn't  one  way:  Is- 
raeli hackers  have  been  blamed  for 
putting  an  Israeli  flag  on  the  Web  site 
of  the  Islamic  group  Hezbollah. 
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REDESIGN 

Instead  of  abandoning  the  factory  Henry  built  in  1917, 

Bill  Ford  aims  to  turn  the  Rouge  into  a  Web -savvy, 

eco-friendly  pov^erhouse 


By  Joann  Muller 


rom  the  window  of  his  office  on  the  12th  floor 
of  Ford  Motor  Co.'s  headquarters  in  Dear- 
bom,  Mich.,  43-year-old  Chairman  William  Clay 
Ford  Jr.  has  a  clear  view  of  the  industrial 
legacy  left  by  his  great-grandfather,  Henry 
Ford.  It  is  the  sprawhng  Ford  Rouge  Cen- 
ter, a  manufacturing  marvel  that  stands 
as  an  icon  of  America's  industrial 
prowess  in  the  20th  century. 
Constructed  from  1917  to 
925  on  an  arm  of  the  Rouge  River,  there 
as  never  been  anything  like  it  in  the 
/orld:  Iron  ore,  coal,  and  other  raw  ma- 
srials  went  in  one  end,  and  finished  auto- 
lobiles  came  out  the  other.  During  its 
eyday  in  the  mid-1930s,  the  Rouge  employed 
lore  than  100,000  people,  cranking  out  a  new 
ar  every  49  seconds.  When  workers  changed  shifts,  the 
treets  surrounding  the  Rouge  were  as  crowded  as  Times 
quare  on  New  Year's  Eve. 
But  the  Rouge  has  been  in  decline  for  decades.  Many  of 
16  original  29  factories  in  the  1,100-acre  complex  are  gone, 
'  le  work  handed  off  to  outside  suppliers  running  state-of-the- 


1928  FORD  MODEL  A 


art  plants.  Miles  of  railroad  tracks  that  snaked  through  the 
Rouge  have  long  since  been  abandoned.  The  steel  division  was 
sold  off  in  1989,  and  with  it  the  docks  where  tons  of  iron  ore 
were  unloaded  before  being  melted  into  steel.  The  old  power 
plant,  which  once  produced  enough  electricity  to  light  up 
the  city  of  Detroit,  is  idle  following  a  devastating 
1999  explosion.  Today,  Ford  employs  just 
7,000  workers  at  the  remaining  Rouge  facto- 
ries and  produces  only  one  vehicle,  the  Ford 
Mustang. 

Yet  gazing  out  at  those  distant  smoke- 
.  stacks.  Bill  Ford  sees  opportunity — a 
chance  to  build  his  own  legacy  at  the  com- 
pany his  great-grandfather  founded.  If  tax 
breaks  come  through.  Ford  plans  to  an- 
nounce on  Nov.  14  that  it  will  redevelop  the 
site  as  part  of  Bill  Ford's  vision  to  balance 
lean  manufacturing  with  environmental  sensitivity.  He  calls  it 
"sustainable  manufacturing,"  an  allusion  to  the  concept  of 
sustainable  development,  which  means  production  techniques 
that  minimize  long-term  environmental  damage.  A  brand- 
new  assembly  plant  will  incorporate  flexibility  and  Web- 
based  technology  with  numerous  environmental  experiments. 


LONG 


1921: 

HENRY  FORD 
WITH  A  MODEL  T, 
BUILT  BEFORE  THE 
ROUGE  AUTO 
PLANT  OPENED. 
ABOUT  1  MILLION 
MODEL  rs  WERE 
PRODUCED  THAT 
YEAR 


1937: 

HENRY  FORD 
AND  SON  EDSEL 
REVIEW  A  MODEL 
DEPICTING 
RENOVATIONS 
AT  THE  ROUGE 
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MORE  GLASS,  MORE  GREEN:  A  computer  rendering  of  the  enclosed  bridge  that  will  link  the  assembly  plant  and  paint  shop 


including  the  country's  largest  "living  roof — blanketed  with 
plants  for  energy-efficient  insulation — and  the  use  of  vegeta- 
tion to  rid  the  soil  of  contaminants.  Ford  CEO  Jacques  A. 
Nasser  promises  that  it  will  be  "an  industrial  icon  as  revolu- 
tionary for  the  21st  century  as  the  Rouge  was  for  the  20th." 

Saving  the  Rouge  is  also  a  social 
statement,  a  commitment  to  work- 
ing America.  From  its  first  days, 
the  Rouge  was  a  ticket  to  the  mid- 
dle class  for  thousands  of  immi- 
grants and  poor  Southern  work- 
ers— many  of  them  black — who 
were  lured  to  Detroit  by  Henry 
Ford's  promise  of  $5-a-day  wages. 
That  was  more  than  most  men  of 
any  color  could  earn  in  a  week  back 
then.  A  job  at  Ford  gave  blacks  one 
of  their  first  entrees  into  the  Amer- 
ican mainstream.  Among  them  was 
Roosevelt  Ford  (no  relation  to  Hen- 
ry), a  black  cotton  farmer  from  Clin- 
ton, Miss.,  who  began  working  at 
the  Rouge  in  1924. 

Since  then,  four  generations  of 
his  family  have  worked  there,  a  to- 
tal of  10  Fords  in  all.  They  have 

survived  bloody  labor  battles,  ugly   FIRST  AND  SECOND  GENERATIONS:  Roosevelt 
racial  strife,  and  often  difficult  work-   Ford  (right)  with  son  Alvin  Ford  in  197 Jt 

ing  conditions.  And  each  generation  

has  achieved  greater  prosperity  than  the  one  before.  Today, 
Maria  Ford-Conliffe,  one  of  Roosevelt's  granddaughters,  is  a 
senior  manager  at  the  Rouge,  with  a  six-figure  annual  salary 
and  a  reserved  parking  space  in  front  of  the  factory.  In  an  era 
of  dot-com  millionaires,  when  blue-collar  industries  are  dis- 


tinctly out  of  fashion,  reinvesting  in  the  Rouge  will  ensure 
that  the  next  generation — including  Maria's  two  nephews, 
both  in  their  20s  and  employed  at  the  factory — has  a  chance 
to  follow  the  family  footsteps  into  middle-class  prosperity. 
If  Bill  Ford's  vision  succeeds,  it  could  be  nearly  as  dramatic 
as  his  great-grandfather's  was  in  hi; 
day.  "It  probably  would  have  been 
a  lot  cheaper  not  to  do  this,"  con 
cedes  James  J.  Padilla,  Ford's  group 
vice-president  for  global  manufactur- 
ing. Other  companies,  he  says,  would 
probably  "lock  the  gates,  turn  your 
back  on  what  you've  got,  and  gc 
someplace  else."  But  as  far  as  Bil 
Ford  was  concerned,  that  wasn't  ar 
option:  The  Rouge  represents  Ford's 
heritage.  "If  there  is  a  symbol  of  th( 
Ford  Motor  Co.,  it's  the  Rouge,"  says 
Ford.  "For  us  to  walk  away  woulc 
have  been  an  absolute  crime.  We'v( 
become  such  a  throwaway  society 
we  just  can't  keep  moving  on  anc 
building  new  sites." 

Ford  executives  insist  that  sounc 

business,  not  social  or  environmenta 

philanthropy,  is  driving  their  deci 

sion  to  remake  the  Rouge.  Sure,  th( 

effort  helps  nurture  the  auto  maker'; 

image  as  a  responsible  company— 

an  image  that  sorely  needs  a  boost  after  the  debacle  ove 

faulty  Bridgestone/Firestone  tires  on  Ford's  Explorers.  I 

also  cements  the  company's  strong  relationship  with  thi 

United  Auto  Workers  (UAW).  Ford  worked  closely  on  thi 

Rouge  redesign  with  union  officials,  who  give  fiiU  credit  to  Bil 
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DURING  THE 
DEPRESSION, 
THOUSANDS  OF  BLACK 
FAMILIES  HEADED  FOR 
DETROIT,  LURED  BY 
FORD'S  PROMISE  OF 
HIGH  WAGES. 
THEY  EARNED  MORE 
THAN  MOST  MEN  OF 
ANY  COLOR  COULD  AT 
THE  TIME 
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MAY  27,  1937: 
THE  UAW'S  RICHARD 
FRANKENSTEEN 
IS  BEATEN  BY 
FORD-HIRED  THUGS 
AT  THE  GATE  OF 
THE  ROUGE 
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ABOVE  THE  FRAY:  Computer  rendering  of  the  assembly  plant,  with  skylights  above  the  mezzanine-level  walkways 


Ford.  "To  me,  he  has  a  vision  that's  very  refreshing,"  says 
Jerry  Sullivan,  president  of  UAW  Local  600,  which  represents 
the  Rouge  workers. 

But  in  the  end.  Ford's  $2  billion  investment  in  the  Rouge 
at  the  turn  of  the  21st  century  is  really  a  bet  on  the  future  of 
manufacturing  in  the  U.  S.  It's  a  wager  that  U.  S.  auto 
companies  can  produce  competitively  at  home 
despite  the  fierce  winds  of  globalization, 
which  have  spurred  a  steady  shift  of 
auto  jobs  offshore — by  Ford  no  less 
than  other  manufacturers. 


Roosevelt  Ford  was  among  the 
tens  of  thousands  of  poor  Southerners 
who  headed  north  to  Detroit  in  the  early 
1920s  when  they  heard  about  the  fat  pay- 
checks Henry  Ford  was  offering.  A  skilled 
mechanic,  he  landed  a  job  as  a  millwright 
in  the  steel  foundry,  a  hot  and  miserable 
factory  where  most  blacks  were  assigned. 
He  brought  along  Carrie  Bruce,  his  child- 
hood sweetheart,  and  the  two  married  and 
had  12  children.  He  made  a  good  living, 
but  vnth  so  many  mouths  to  feed,  times 
were  tough — especially  during  the  De- 
pression, when  he  was  laid  off  from  the 
Rouge.  Roosevelt,  who  died  in  1983,  made  e^ids  meet  by  fixing 
cars  and  digging  ditches  before  business  picked  up  again 
and  the  Rouge  hired  him  back  in  the  foundry.  "I  never  re- 
member a  day  that  we  went  hungry, "  recalls  his  second-eldest 
son,  Alvin  Ford,  now  68. 


1946 
LINCOLN  CONVERTIBLE 


A  "living  roof  of  plants 
will  provide  insulation 
that  will  cut  heat  and 
air-conditioning  costs 


In  1992,  the  Rouge  was  near  death.  Ford  was  planning  t( 
loll  off  the  aging  Ford  Mustang  and  close  the  assembly  plant 
for  good.  But  local  UAW  leaders  persuaded  former  CEO  Alexan- 
der Trotman,  then  head  of  Ford's  North  American  operations 
to  redesign  the  legendary  coupe  and  keep  the  plant  open 
Ford  agreed  to  invest  in  modern  equip 
ment — but  only  if  the  UAW  went  alon, 
with  more  flexible  work  rules.  The 
cooperation  was  a  breakthrough  ir 
Ford's  labor  relations,  leading  to 
culture  of  employee  involvement  tha' 
has  since  spread  to  other  Ford  plants 

Still,  the  Rouge  was  living  on  bor 

rowed  time.  When  the  new  Mustang 

came  out  in  1994,  demand  soared  anc 

the  Rouge  hummed  along.  But  Mustanj 

sales  slowed  as  competing  models  hi 

showrooms.  Shutdowns  were  common 

and  job  security  flared  as  an  issue  agair 

Then,   in   1997,   Ford   and   the   UAV 

struck  a  deal  that  clinched  the  Rouge' 

survival.  The  auto  maker  vowed  to  up 

date  the  engine,  paint,  and  frame  facto 

ries  and  raze  the  antiquated  Mustanj 

plant  to  make  way  for  a  modem  assem 

bly  plant  that  would  build  mostly  picku) 

trucks  and  sport-utility  vehicles.  The  union,  in  turn,  woul 

continue  to  work  on  boosting  efficiency.  As  a  truck  plant,  th 

Rouge's  future  would  be  more  secure. 

Alvin  Ford  remembers  the  days  when  Rou^e  workers  an 
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managers  saw  one  another  not  as  collaborators  hut  as  ene- 
mies. During  the  Depression,  wages  were  good,  hut  the  work 
was  miserahle — "the  insecurity  of  employment,  the  military 
style  of  command,  and  tlie  abuse  people  were  subjected  to, "  as 
Wayne  State  University  lahor-history  professor  Steve  Babson 
puts  it.  Congress  gave  employees  the  right  to  farm  unions  in 
1935,  but  Ford  refused  to  go  along.  Tensions  grew,  and  in 
1937,  labor  and  management  waged 
the  bloody  Battle  of  the  Overpass 
at  the  Rouge's  gates.  Union  leader 
Walter  Reuther  and  others  were  se- 
verely beaten  in  front  of  the  na- 
tional media.  Although  just  a  boy, 
Alvin  remembers  being  told  that 
his  father  was  working  in  the  plant 
at  the  time.  Rouge  officials  locked 
the  gates,  trapping  Roosevelt  and 
otfiers  inside  for  several  days.  Roo- 
sevelt wasn't  a  union  organizer,  but 
he    believed   in   the   union,    says 
Alvin.  Finally,  after  five  rrwfre  years 
of  strife,  Ford  recognized  the  UAW. 
Despite  the  ugly  episode,  Roosevelt's 
children  say  he  imped  tiiat  they,  too, 
would  work  at  the  Rouge. 


SECOND  GENERATION:  Blast-furnace  electrical 
supervisor  Alvin  Ford  in  1968 


In  May,  1999,  just  months  after 
Bill  Ford  became  chairman,  he  dramatically  raised  the  stakes 
for  the  Rouge  by  vowing  to  turn  it  into  a  model  of  sustainable 
manufacturing.  The  pronouncement  surprised  underlings, 
who  had  heard  rumblings  of  a  new  approach  to  making  cars 
but  assumed  that  it  would  be  years  before  anything  hap- 


ON  THE  LINE:  Workers  assemble 
a  19.'J8  Ford  Fairlane 

pened.  "This  has  really  been  an  up- 
side-down process,"  says  Timothy  J. 
O'Brien,  Ford's  director  for  environ- 
mental quality.  "There  was  no  specific 
plan,  just  an  instinct  from  top  man- 
agement that  we  could  do  this." 

Bill  Ford's  mandate  pushed  the  re- 
make to  a  whole  new  level.  He  told 
executives  to  look  beyond  just  mod- 
ernization and  instead  examine  what 
the  company's  long-term  vision  should 
be.  What  could  the  company  do  to 
make  its  factories  more  productive, 
more  pleasant  to  work  in,  and  better 
for  society  at  large?  Bill  hired 
renowned  environmental  architect, 
Wilham  A.  McDonough,  who  pressed 
company  officials  to  consider  radical 
alternatives,  such  as  using  windmills  to 
power  the  factory. 

As  factories  go,  the  new  assembly 
plant  won't  be  particularly  dazzling. 
"Our  vision  is  not  to  have  a  lot  of 
whiz-bang  automation,"  says  project 
manager  Jay  Richardson.  Nonetheless,  the  plans  are  re- 
markable. With  flexible  equipment  and  new  processes.  Ford 
will  be  able  to  manufacture  three  vehicle  platforms  and  as 
many  as  nine  different  models  on  a  single  assembly  Hne. 
That  flexibility  will  enable  Ford  to  respond  quickly  to  cus- 
tomer preferences  without  costly  retooling,  says  Richardson. 
Initially,  Ford  will  produce  Ranger  pickups  at  the  Rouge,  but 
suppliers  say  the  plant  may  also 
build  F-series  pickups.  Explorers, 
and  a  new  small  SUV. 

Roosevelt  Ford  got  his  wish.  His 
oldest  son,  Roosevelt  Jr.  (Sonny), 
was  one  of  the  first  blacks  admitted 
to  tlie  Henry  Ford  Trade  Sclwol  after 
an  eight-hour  admission  test.  It  was 
a  ticket  to  some  of  tlie  higliest-paying 
skilled  trades  jobs  in  tlie  Roiige.  Son- 
ny went  to  work  as  a  toolmaker. 
Alvin  attended  the  school,  too,  be- 
coming an  electrician.  Younger 
brothers  Carl  and  Herbert  started 
out  in  grueling  assembly  jobs  but 
also  earned  apprenticeships  in 
skilled  trades — Carl  became  an  elec- 
trician and  Herbert  a  metal-model 

maker.   In  an  era  of  widespread 

racism,  the  three  younger  brothers  managed  to  break  through 
racial  baniers  and  become  supervisors  in  the  1960s,  among 
the  first  blacks  to  hold  such  positions. 

If  Ford  succeeds  with  all  the  new  manufacturing  tech- 
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niques  it  plans  for  the  Rouge,  it  would  put  the  facility  on  par 
with  the  most  advanced  auto  factories  in  the  world — most  of 
them  Japanese.  To  boost  efficiency,  the  Rouge  will  have  40% 
fewer  workstations,  and  employees  will  have  greater  re- 
sponsibihty.  "They'll  control  their  piece  of  the  world,"  which 
should  bring  higher  quahty,  says  Richardson.  Employees  will 
work  in  teams  and  use  Web-enabled  Pes  on  the  shop  floor  to 
share  their  concerns  instantly  with  suppliers  or  product  en- 
gineers. Ford  says  the  technology 
linkup  will  provide  huge  cost  sav- 
ings and  cut  down  on  lost  produc- 
tion time.  A  team  leader,  for  in- 
stance, could  snap  a  digital  photo  of 
a  poorly  fitting  part  on  the  assem- 
bly line,  zap  it  over  the  Web  to  the 
supplier,  and  get  an  engineering  fix 
in  minutes. 

Web  technology  will  keep  the 
new  Rouge  lean  in  other  ways,  too. 
Team  members  can  track  just-in- 
time  shipments  of  materials  to  the 
factory  floor,  leaving  fewer  parts 
cluttering  the  assembly  area.  Parts 
inventory  will  be  cut  in  half,  to  just 
12  hours'  worth,  vs.  one  to  two 
days  at  most  auto  factories. 

Still,  Ford  execs  insist  that  peo- 
ple, not  machines,  are  the  real  focus 
of  the  new  Rouge.  Even  today,  the 

assembly  plant  is  dark  and  claus-   THIRD  GENERATION:  Human-resources  manager 
trophobic.   By  contrast,  the  new   Ford-Conliffe  at  her  personal  parking  space 
Rouge  will  feature  numerous  sky- 


DETAILS:  Inspectors  at  the  Rouge 
look  over  a  freshly  minted  Mustang 

light.  Workstations  will  be  redesigned, 
too,  to  make  them  more  ergonomic 
and  reduce  repetitive-strain  injuries. 
Workers  in  the  labor-intensive  trim- 
assembly  shop,  for  instance,  will  stand 
i»n  wooden  palettes  that  can  be  raised 
or  lowered  to  suit  individual  assem- 
blers. "If  you  feel  good  while  you're 
working,  I  think  quality  and  produc- 
tivity vdll  increase,  and  Ford  thinks 
that,  too,  otherwise  they  wouldn't  do 
this,"  says  the  UAw's  Sullivan. 

The  new  factory  will  mean  less 
wear  and  tear  on  workers'  bodies,  but 
employees  will  need  more  computer- 
skills  to  run  the  advanced  manufac- 
turing processes  to  come.  To  prepare 
them  for  the  new  era,  Ford  and  the 
Henry  Ford  Community  College  will 
build  a  brand-new  technology-training  center  nearby. 


The  Rouge — and  the  auto  industry  as  a  whole — had  ups 
and  downs  in  the  1960s  and  1970s,  and  Roosevelt's  four  sons 
learned  to  cope  with  periodic  layoffs.  But  a  job  at  the  Rouge 
was  still  among  the  best-paying  around.  In  1978,  Alvin's 
wife.  Rose,  met  a  woman  who  earned  $25,000  a  year  there — 
twice  what  Rose  made  as  a  telephone  operator.  With  tuition 
bills  looming  from  their  four  chil- 
dren, Rose,  at  age  39,  gave  up  her 
desk  job  and  went  to  work  as  a 
welder  at  the  Rcmge  frame  plant.  She 
worked  seven  days  a  week,  often  12 
hours  a  day.  "I  would  wake  up  at 
night  and  my  hands  would  feel  like 
watermelons,"  she  says.   "I  made 
$25,000  in  six  months,"  she  remem- 
bers. "But  I  was  too  tired  to  do  any- 
thing" with  it.  Eventually,  a  pinched 
nerve  landed  her  in  tractixm  for  three 
days,  and  in  1989,  she  left  the  Roiige 
on  disability  pay. 


I 


lights,  restoring  the  natural  lighting  that  Henry  Ford  had  fa- 
vored but  that  was  later  lost  as  the  Rouge  expanded.  Over- 
head walkways  will  separate  people  from  machinery,  reducing 
the  risk  of  injury.  Conference  rooms,  cafeterias,  and  rest 
rooms  will  all  be  on  a  mezzanine  level,  more  exposed  to 


What  really  sets  the  new  Rouge 
apart  from  other  industrial  sites  are 
its  environmental  features.  The  roof 
of  the  new  assembly  plant  will  be 
covered  with  sedum,  a  succulent 
groundcover,  and  other  plants.  This 
"living  roof  can  hold  an  hour's 
worth  of  heavy  rainfall,  reducing 
harmful  storm-water  runoff.  Better 
yet,  it  will  help  keep  the  factory  cool  in  summer  and  warm  in 
winter,  reducing  energy  use. 

That's  not  all.  Ford  hopes  an  experiment  using  mustard 
seed  and  other  plants  to  rid  the  soil  of  harmful  toxins  will  be- 
come an  ecological  alternative  to  hauling  contaminated  soil  tol 
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BUILDING  THE  FUTURE:  Workers  at  the  new  plant  will  need  computer  skills,  so  Ford  is  building  a  training  center  nearby 


landfills.  The  process,  called  phytoremediation,  is  a  joint  proj- 
ect with  Michigan  State  University.  Natural  swales,  or  shal- 
low green  ditches,  will  also  be  used  instead  of  giant  under- 
ground culverts  to  manage  storm  water.  That  alone  will  save 
Ford  $35  million  in  construction  costs. 

More  than  just  minimizing  the  harmful  impact  on  the  en- 
vironment, Ford  hopes  to  restore  much  of  the  natural  balance 
to  the  marshy  land  on  which  the  Rouge 
sits.  The  company  is  planting  mulberry 
bushes  and  other  indigenous  plants 
throughout  the  gritty  industrial  site  in 
hopes  of  luring  back  songbirds  and  other 
species. 

Life  at  the  Rouge  is  easier  for  Alvin 
and  Rose's  children.  Son  Kevin  is  a  crane 
operator  at  now-independent  Rouge  Steel 
Co.  Daughter  Maria  Ford-Cotdiffe  is  hu- 
man-resources manager  at  the  Rouge  en- 
gine and  fuel-tank  plant.  The  first  mem- 
ber of  her  family  to  graduate  from  college, 
Ford-Conliffe  started  out  in  Ford's  fi- 
nance and  marketing  departments.  After 
earning  two  master's  degrees,  she  moved 
to  human  resources,  where  she  can  help 
make  jobs  like  her  mother's  safer. 

Ford  execs  concede  that  it  would  have 
been  less  risky  to  start  over  on  a  "green- 
field  site,"  as  most  other  auto  companies 
have  done.  General  Motors  Corp.  recently  shut  its  historic  fac- 
tories in  Fhnt,  Mich.,  which  it's  replacing  with  two  facilities  in 
a  rural  area  near  Lansing,  Mich. 

Still,  the  Rouge  investment  will  hardly  bankrupt  the  No.  2 
U.  S.  carmaker,  which  is  flush  with  $18  billion  in  cash.  The  en- 
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FOURTH  GENERATION:  DaJuan  Ford 


vironmental  initiatives,  plus  the  creation  of  a  visitors'  center 
and  an  employee  shopping  area,  pushed  up  the  cost  of  the  en- 
tire project  by  only  about  10%,  or  $200  million,  estimates  pro- 
ject manager  Richardson.  Bill  Ford  says  the  $2  bilhon  budget 
"is  totally  containable  in  our  business  plan." 

He  also  hopes  that  the  new  techniques  being  tried  at  the 
Rouge  wiW  reap  long-term  savings  that  can  be  applied  to 
Ford  factories  around  the  world.  A 
handful  of  other  companies  have  exper- 
imented with  some  of  these  ideas  and 
made  gains.  In  1995,  Herman  Miller  Inc. 
redesigned  a  furniture-making  factory 
in  Holland,  Mich.,  using  many  of  Mc- 
Donough's  environmental  ideas.  Since 
then,  productivity  has  climbed,  absen- 
teeism has  declined,  and  shipping  sched- 
ules have  improved,  according  to  an  out- 
side study  funded  by  the  Energy  Dept. 
Bill  Ford  hopes  his  company's  effort 
will  achieve  similar  results.  If  the  Rouge 
project  only  "ends  up  being  a  very  in- 
teresting environmental  showpiece,  then 
we  will  have  truly  missed  the  boat,"  he 
says. 

Kevin's  children,  DaJuan  and  Kevin 
Jr.,  both  in  their  20s,  now  work  in  the 
Rouge's  assembly  operations.  But  they 
both  dream  of  moving  up  to  better  po- 
sitions,  such  as  their  aunt  Maria's.  Da- 
Juan wants  to  design  Ford  cars  someday,  he  says,  mid 
Kevin  Jr.  is  thinking  of  applying  for  a  skilled  trades  job,  like 
his  grandfatfier  and  great-uncles.  Ford's  decision  to  bet  on  the 
Rouge  again  means  ttmy  liave  a  chance  to  make  tlieir  dreams 
come  tnie.  □ 
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TRYING  TO  PROVE  RELIABILITY  in  the  service  provider  landscape  can  drive  you  crazy-  until  now. 
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SOFTWARE  TO  OPERATIONS.  THOSE  WHO  EARN  SUNTONE  CERTIFICATION  HAVE  PROVEN  THEY  CAN  PROVIDE  SERVICES  ENABLING  DIALTONE-LIKE  RELIABILITY 

(IT'S  LIKE  GETTING  AN  ELEVEN  ON  A  TEN  SCALE). CUSTOMERS  WANT  YOU  TO  STOP  THE  OUTSOURCE  INSANITY.  THE  ONLY  SANE  THING  TO  DO  IS 

VISIT  WWW.SUN.COM/SUNT0NE-N0W  and  find  out  how  to  get  CERTIFIED. 
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(A  stranded  parachutist  makes  a  phone  call.) 


Tellme:  Hello,  you're  connected  to  Tellme.  Here 

are  all  the  keywords  you  can  say.  News. 
Weather  Lottery... 

Parachutist:    Taxi. 

Tellme:  Looks  like  you're  in  Santa  Ynez,  California. 

Hang  on,  while  you're  connected  to  a  cab 
company  in  that  area. 

Valley  Cab:     Valley  Cab. 

Parachutist:    Hi,  I  need  a  ride  to  the  airport.  And...uh... 
can  you  bring  a  ladder? 


Introducing  Tellme.  The  voice-activated  way  to  get  the 
answers  you  want  wherever  you  are.  It's  easy  and  it's 
free.  Call  1-800-555-TELL.  You  won't  believe  your  ears. 


Tellme. 

1-800-555TELL 
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Media 


BROADCASTING 


STEALING  A  MARCH 
ON  THE  NETWORKS 


Affiliates  are  exploiting  digital  technology  to  deliver  more  than  just  TV  programming 


Jeffrey  H.  Smulyan  knows  hardball 
when  he  sees  it.  The  53-year-old 
chairman  of  Emmis  Communica- 
tions Corp.  used  to  own  the  Seat- 
tle Mariners  baseball  team.  And  these 
days,  Smulyan,  whose  company  owns 
15  television  stations,  is  seeing  plenty  of 
hardball  from  the  networks  that  deliver 
the  sitcoms,  sports  events,  and  other 
programs  for  Emmis-owned  stations. 
Lately,  he  and  a  growing  number  of 
network  affiliates  have  been  chafing  as 
ABC,  CBS,  and  the  other  networks  have 
cut  the  compensation  they  have  tradi- 
tionally paid  the  stations  to  air  their 
programs,  have  put  some  of  their  prime- 
time  shows  on  sister  cable  or  broadcast 
channels,  and  have  otherwise  made  their 
200-odd  affiliates  feel  less  than  appreci- 
ated. "I  don't  think  we've  been  on  the 
same  page  as  those  guys  for  years," 
says  Smulyan. 

Now,  it  is  something  like  payback 
time.  For  months  many  affiliates  have 
been  plotting  the  formation  of  their  own 
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kind  of  networks.  These  aren't  like  the 
traditional  networks — at  least  not  yet. 
But  as  TV  broadcasting  faces  a  switch  to 
digital  signals  from  analog  channels, 
starting  in  2003,  many  of  the  local  affil- 
iates are  considering  offering  some  of 
the  souped-up  services  long  promised 


for  the  Digital  Age,  such  as  Internet 
service,  movies-on-demand,  and  scores  o] 
other  services.  Since  local  stations  con- 
trol the  actual  signal,  they  have  direct 
access  to  people's  homes.  And  because  it 
is  wireless,  the  data  could  be  dehvered 
more  cheaply  and  with  less  bother  than 
current  Internet  transmissions. 
SIDE  BUSINESS.  Starting  next  year,  some 
affiliates  will  begin  tests  to  use  their  TV 
towers  to  beam  data,  music,  movies-on- 
demand,  and  sports  into  consumers'  Pes. 
It's  a  side  business  to  their  main  missior 
of  sending  TV  signals.  And  the  opportu- 
nity arises  just  as  they  are  prepared  tc 
meet  federal  requirements  to  broadcast 
in  digital  formats.  Because  television 
shows  transmitted  digitally  use  less  oi 
the  allotted  spectrum,  there  will  be  ca- 
pacity left  over  for  the  stations  to  exploit 
as  an  extra  revenue  generator — and  one 
they're  none  too  eager  to 
share  with  the  networks 
with  which  they  are  affili- 
ated.  No  one  is  sui-o  if 
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IBUVST 
NETWORKS 


INVESTORS  Cox  Communications, 
Emmis  Communications,  Tribune, 
Washington  Post 

MEMBERS  225  stations,  covering  90% 
of  the  country 


there  is  a  real  business  there  yet,  "but  it 
is  something  that  we  can  call  our  own," 
says  Andrew  S.  Fisher,  executive  vice- 
president  of  Cox  Broadcasting  Co.,  which 
owns  15  TV  stations,  each  of  which  are 
affiliated  with  one  of  the  five  largest 
broadcast  networks. 

To  take  advantage  of  this  new  envi- 
ronment, Cox,  Emmis,  and  17  other  in- 
dependent station  groups  became 
founding  members  of 
iBlast  Networks,  a 
Beverly  Hills  (Calif.) 
company  that  early 
next  year  will  begin 
testing  delivery  of 
data,  shows,  and  mu- 
sic into  customers' 
computers.  (The  four 
TV  stations  owned  by 
The  McGraw  Hill 
Companies,  which 
publishes  business 
WEEK,  are  also  iBlast 
members.)  In  all,  the 
225  stations  that 
make  up  iBlast  can 
be  seen  in  143  mar- 
kets, covering  more 
than  90%  of  the 
country.  Those  sta- 
tions have  been 
spending  as  much  as 
$3  million  apiece  to 
upgrade  their  trans- 
mission facilities  to 
deliver  high-definition 
signals  as  required 
by  Congress  in  1996. 

Broadcasters  were 
given      the       HDTV 
broadcast    spectrum 
by    lawmakers    be- 
cause   they    wanted 
them  to  produce  su- 
per-crisp   programs 
that  could  be  received 
by  high-definition  TV 
sets.  But  while  affili- 
ates are  rushing  to 
find  revenues  in  their 
new  digital  TV  signals, 
TV's  biggest  players 
are  noticeably  absent 
from  the  digital  der- 
by. That's  because  network  execs  still 
aren't  sure  how  much  of  the  new  digital 
spectrum  they'll  need  to  create  high-def- 
inition programs.  NBC,  for  instance,  will 
need  much  of  the  bandwidth  signal  for  its 
planned  broadcast  of  the  2002  Olympics 
in  high  definition.  "We  intend  to  give  the 
consumer  the  best  picture  possible,  first 
and  foremost,"  says  Brandon  Borgess, 
NBC's  senior  vice-president  for  corporate 
development.  "No  one  can  figure  out  just 
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40%  of  the  country,  as  well  as  EchoStar 

Communications 


how  much  s[)ectrum  that's  going  to  take." 
The  affiliates  beg  to  differ.  In  most 
instances,  they  say,  high-definition  pro- 
grams will  take  only  about  two-thirds  of 
the  19.4  megabits  per  second  of  digital 
signals  a  digital  tower  sends  out.  That 
leaves  enough  space  for  them  to  send 
consumers  the  equivalent  of  2,200  f;Ds  of 
music  a  day  or  enough  movies  to  fit  on 
60  DVDs.  And  while  initially  the  infor- 
mation will  be  sent 
out  to  computers 
outfitted  with  special 
chips,  in  time,  broad- 
casters will  be  able 
to  send  those  pro- 
grams through  set- 
top  boxes  to  TV  sets, 
effectively  putting 
many  of  the  affiliates 
in  direct  competition 
with  the  networks 
that  today  feed  them 
shows.  "There  is  a 
tremendous  amount 
of  pressure  on  con- 
tent providers  to  get 
their  content  into 
people's  homes,  and 
we're  just  one  more 
pipeline  into  those 
homes,"  says  iBlast 
Chairman  and  CEO 
Michael  Lambert. 

A  onetime  Holly- 
wood TV  executive, 
Lambert  himself 
owns  a  pair  of  WB 
network  affiliates  in 
Tennessee.  He  start- 
ed iBlast  last  year 
with  Oliver  Luckett, 
a  former  technology 
executive  with 
telephone  company 
Qwest  Communica- 
tions. Ken  Solomon,  a 
former  president  of 
Universal  Television, 
is  iBlast's  president. 

No  content  pro- 
viders     have      yet 
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DOTCAST 

INVESTORS  Intel  Capital, 
Pacific  Century  CyberWorks,  Tribune  Ven- 
tures (will  launch  in  analog  first) 
MEMBERS  100  public  TV  stations  that 

cover  75%  of  the  country  signed  on,  but  Lam- 

bert says  he  has 
held  discussions  with 
everyone  from  sports  cable  channel 
ESPN  to  Warner  Bros.,  which  he  says 
could  use  left-over  digital  spectrum  from 
iBlast  partners  to  video-stream  movies. 
In  each  case,  says  Lambert,  iBlast 
would  simply  be  the  aggregator,  allow- 
ing whoever  joined  to  either  sell  adver- 
tising or  charge  subscriptions  to  con- 
sumers. But  with  member  stations  in 
virtually  every  market,  iBlast  can  offer 
up  a  national  market.  "And  the  stations 


94  BUSINESS  WEEK  /  NOVEMBER  13,  2000 


Panasonic 

GigaRange"  Elite 

2.4  GHz  Cordless  Phone 


Suddenly, 


even  telemarketers 


may  seem  interesting. 


.-•,-.  The  stylish  new  GIgaRange  Elite  cordless  phone  from  Panasonic 

'"'^■'*  can  make  even  the  dullest  conversation  seem  worthwhile.  High  tech  features 

include:  2.4  Gigahertz  broadcasting  for  long  range;  diversity  antenna  system  for  extra  clarity; 

Digital  Spread  Spectrum  Technology  for  secure  conversations;  built-in  caller  ID'  and 

an  all-digital  answering  machine.  Now  you'll  be  looking  for  excuses  to  chat. 

Get  a  GigaRange  Elite  phone  and  just  wait  for  it  to  ring 

J<^'  internet  Keyword :  panasonIc  gigarange        panasonic.com/gigarange  j^_  ■ 

"^^ i-8oo:2ii:pANA psmasonic 


■Requires  subscription  to  fee-based  phone  company  service. 


just  slightly  ahead  of  our  time 


It  saves  your  hacon 

and  the  hacon  of  those  you  love. 

No  more  one-handed  driving.  No  more  moving  violations.  Our  new 
cellphone  earpiece  sounds  so  good  and  feels  so  natural  you'll  never  hold  a 

cellphone  to  your  head  again.  We  support 
these  promises  with  a  30-day  money-back 
guarantee.  So  order  one  for  everyone  you  love, 
including  yourself.  $49. 93  (Plus  shipping.) 

SyberSay  (^ 

For  Cellphones. 


1877   639    4630   xl  10 


w  w  w  .  s 


ersay.com 


More  than  just  a  telescope.  ..more  than  just  a  microscope. . . 
CpiSCOpC     (the  complete  vest-pocket  optical  system) 

Still  only  $59» 

'''But  read  this  ad  for  an  even  better  deal! 

Remove  the  Episcope'^^  from  its  fitted  leather  case 
and  it's  a  30-power  microscope.  A  twist  of  the 
wrist  converts  it  to  a  3x  telescope,  or  a  unique  3x  tele- 
scope-loupe. Another  twist,  and  you  have  a  choice  of 
magnifiers   and    loupes:   5x,    lOx,   and    15x   powers. 

The   Episcope^^,   only  2"   long,   was  developed   in 
Wetzlar  (Germany),  the  home  of  world-famous  Leica 
cameras;  it's  now  being  made  by  one  of  Asia's  finest 
lens  makers.  The  optics  are  superb:  brilliant  luminosity, 
needle-sharp   focus,   absolute   planarity,   total    ,  Even  at  ,ts  Iui^Ik-^i  ma^mfkation  of 
chromatic  correction,   and   fully  anastigmatic.    30x,  ^\e  ^pixoi^  "-^  n^'kvs  ns  dii- 

The  Episcope™  is  the  first  choice  of  geologists,  biologists,  ^"t""'/  "^  'my  Mumtonj  niicnm>iv.  yd 
physicians,  numismatists,  philatelists,  engineer,  and  just  '' ''  ""'v  -"  '"'«•  ^"  '^/*"'  '""'"'''' 
anybody  who  likes  to  see  the  infinite  detail  in  his/her  surroundings.  It  comes  with  a 
plastic  "tripod"  for  extended  observations  at  15x  or  30x  magnifications. 

*And  here  is  the  "even  better  deal":  Buy  two  Episcopes  for  $119.90  and 
we'll  send  you  a  third  one,  with  our  compliments — absolutely  FREE! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/MasterCard.  Please  give  order 
number  #1062F825.  Add  $4,95  for  ship./ins.  and  sales  tax 
for  CA  delivery.  You  have  30-day  refund  and  one-year 
warranty.  We  do  not  refund  postage.  For  customer  service 
or   wholesale  information,   please  call   (415)   643-2810.     2360  Third  St.,  San  Francisco.  CA  94107 


t)  Order  bij  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  ^t) 
Visit  our  ivebsite  at  ivivzv.haverhills.com 
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would  simply  take  Iheir  cut,"  he  says. 
It's  hardly  a  proven  business  model, 
but  iBlast  already  has  competitors.  Ri- 
val Geocast  Network  Systems,  start- 
ed by  onetime  Silicon  Valley  venture 
capitalist  H.  Joseph  Horowitz,  has  lined 
up  58  stations  covering  40%  of  the 
country.  It  recently  signed  on  satellite- 
TV  company  EchoStar  to  cover  theP 
rest.  With  electronics  manufacturers 
Thompson  Multimedia  and  Royal 
Phillips  as  partners,  it  intends  to  sell 
$300  receivers  to  pull  in  its  signals.  A 
group  of  12  station  groups,  calling  itself 
the  Broadcasters  Digital  Cooperative, 
started  in  March.  Even  the  nation's 
public-TV  stations  are  putting  together 
their  own  group  (table,  page  94). 
DEAF  EAR.  In  doing  so,  most  of  the  sta- 
tion groups  have  turned  a  deaf  ear  to 


In  recent  years, 

network-affiliate 

relations  have 

become  chilly 


network  executives,  who  have  plead- 
ed for  them  to  one  day  join  up  with  a 
network-sponsored  digital  plan.  For  af- 
filiates, turnabout  seemed  fair  play.  In 
recent  years,  network-affiliate  relations 
have  become  chilly.  With  program  costs 
rising  sharply,  the  networks  have  pres- 
sured their  affiliates  to  take  lower  lev- 
els of  compensation  in  exchange  for 
carrying  the  programs. Last  year,  the 
Fox  TV  network  unilaterally  took  back 
prime-time  ads  that  it  had  given  to  lo- 
cal affiliates.  And  in  what  may  be  a 
glimpse  of  the  future,  NBC  earlier  this 
year  dropped  its  San  Francisco  affiliate, 
instead  giving  its  shows  to  Granite 
Broadcasting  Corp.,  which  became  one 
of  the  first  TV  affiliates  to  pay  a  net- 
work for  programming. 

With  every  company  out  for  itself, 
it's  little  wonder  that  affiliates  are  look- 
ing for  a  new  edge,  even  if  it  means 
going  into  competition  against  their 
own  networks.  "We  kept  hearing  that 
they  were  going  to  come  out  with  a 
plan,  but  they  never  gave  us  one,"  says 
Lisa  Wiersma,  vice-president  for  ven- 
tures at  Tribune  Broadcasting,  which 
owns  22  TV  stations  and  has  allied  with 
iBlast.  For  a  change,  the  once-depen- 
dent affiliates  find  themselves  a  step 
ahead  of  their  network  brethren  in  the 
race  to  go  digital. 

By  Ronald  Grover  in  Los  Angeles 
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EXECUTIVE  SUITE 


WHAT  REALLY  HAPPENED 
TO  THE  CLASS  OF  GE 

Its  execs  are  highly  sought,  but  their  track  records  elsewhere  are  mixed 


When  Gary  C.  Wendt  was  named 
CEO  of  troubled  insurer  Conseco 
Inc.  in  June,  Wall  Street  couldn't 
have  been  happier.  The  hope  was  that 
Wendt,  a  longtime  General  Electric  Co. 
star  who  had  built  that  company's  fi- 
nance unit  into  a  powerhouse,  could 
bring  some  of  the  GE  magic  to  his  new 
gig.  Investors  quickly  reversed  a  one- 
year,  73%  stock  swoon.  Four  days  after 
Wendt  signed  on,  the  stock  had  zoomed 
from  7M  to  IV%  a  share,  though  it  has 
since  fallen  to  6%;. 

Wendt  is  only  one  example  of  a  phe- 
nomenon well  known  to  headhunters 
and  board  members  searching  for  their 
top  brass:  In  business  there's  no  bet- 
ter pedigree  than  one  from  GE.  From 
Lawrence  A.  Bossidy,  longtime  chief  of 
AUiedSignal,  to  John  M.  Trani  of  Stanley 
Works  and  Owens  Coming's  Glen  H. 
Hiner,  GE  grads  populate  the  top  office 
at  big  companies  across  America. 

Now,  with  two  of  the  three  stars 
contending  for  ge's  own  CEO  slot  ex- 
pected to  leave  after  John  F.  Welch 
picks  a  successor,  there  may  soon  be 
more  handsome  resumes  afloat.  Ana- 
lysts are  speculating  that  one  of  the  GE 
bridesmaids  will  be  picked  to  run  bat- 
tered Lucent  Technologies  Inc.  "Any 
great  company  has  a  purpose  beyond 


making  money,"  says  James  C.  Collins, 
co-author  of  Built  to  Last:  Successful 
Habits  of  Visionary  Companies.  "Dis- 
ney's is  to  make  people  happy,  Hewlett- 
Packard's  is  to  make  tech  contributions, 
and  ge's  is  to  make  CEOs  for  the  world." 

But  just  how  well  do  these  guys  real- 
ly do  when  they  leave  the  hallowed 
halls  of  ge?  a  look  at  the  track  record 
of  Welch  disciples  shows  it  is  mixed  at 
best.  Sure,  there  are  great  success  sto- 
ries. Since  taking  over  spx  Corp.  four 
years  ago,  for  example,  John  B.  Bly- 
stone,  a  former  GE  star,  has  radically 
remade  the  company  into  a  GE-like  con- 
glomerate and  posted  a  647%  stock 
climb.  And  no  one  personifies  the  ge 
management  legend  better  than  Welch 
golfing  buddy  Bossidy,  who  has  his  crit- 
ics but  nonetheless  achieved  a  956% 
gain  for  shareholders  at  AUiedSignal  in 
eight  years. 

Still,  stack  up  some  of  the  best-known 
GE  alums,  most  of  whom  ran  ge  units 
before  leaving,  against  significant  players 
in  their  industry,  and  several  of  them 
fall  far  behind.  They  do  particularly 
poorly  in  the  measure  that  (JE  has  al- 
ways dominated:  total  return  to  share- 
holders. Neither  do  they  consistently 
outshine  rivals  at  boosting  earnings  and 
revenue  or  expanding  profit  margins. 


Since  leaving  his  post  as  president 
and  CEO  of  GE  Medical  Systems  to  be- 
come CEO  of  toolmaker  Stanley  Works  in 
1997,  for  example,  Trani  has  not  been 
able  to  tap  into  the  home-repairs  surge 
that  has  helped  rival  Black  &  Decker 
Corp.  and  retailer  Home  Depot  Inc.  As 
a  result,  Stanley's  return  to  shareholders 
on  his  watch  trails  that  of  competitors, 
and  sales  growth  has  been  slow.  Trani 
declined  to  be  interviewed,  but  Stanley 
Works  maintains  that  it  is  rebuilding 
and  that  the  fruit  of  its  efforts  will  be 
forthcoming. 

ENTOURAGE.  When  GE  proteges  stum- 
ble, it's  often  attributed  to  culture  shock 
A  new  executive  who  thrived  in  the 
confrontational,  relentlessly  competitive 
GE  system  tries  to  import  it  all  at  once 
Says  William  Henderson,  managing  di- 
rector of  headhunter  Russell  Reynolds 
Associates  Inc.:  "The  ge  style  is  strong, 
loud,  and  sure.  Sometimes  you  can  come 
into  an  organization  and  terrorize  it." 

The  first  thing  many  GE  transplants 
do  when  they  arrive  on  new  ground  is 
focus  on  financial  controls  and  people. 
And  to  get  a  handle  on  that,  they  often 
rapidly  build  their  own  team  of  ex 
GEers.  Owens  Coming's  Hiner  and  Stan- 
ley's Trani  have  both  brought  in  former 
colleagues  at  high  levels.   Harry  C 
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Stoneci})her,  chief  operating  offi- 
cer at  Boeing  Co.,  has  a  former 
GE  exec,  Stephen  R.  Mercer,  run- 
ning leadership  development.  The 
temptation  is  to  recreate  a  gToup 
that  understands  (JR  shorthand,  its 
style,  and  techniques.  "The  Boston 
Celtics,  at  the  time  that  Bill  Rus- 
sell was  playing,  all  knew  where 
the  other  people  were  on  the  com! 
without  even  looking  because  they 
played  together  so  long,"  says 
spx's  Blystone.  "That's  what  it's 
like  at  GE." 

That  court  sense  doesn't  always 
transfer,  however.  Mark  R  Bulriss 
found  that  out  the  hard  way  when 
he  took  over  as  CEO  at  Great 
Lakes  Chemical  Corp.  Bulriss  had 
spent  16  years  at  ge  Plastics  and 
five  more  working  for  Bossidy  at 
AlliedSignal  before  he  jumped  to 
Great  Lakes  in  1998.  Raring  for 
the  chance  to  be  his  own  boss,  he 
quickly  cleaned  house,  replacing 
six  Great  Lakes  veterans  with  col- 
leagues from  GE  and  Allied.  Bul- 
riss, now  48,  confidently  assured 
Wall  Street  that  he  would  soon  be 
delivering  GE-like  sales  and  earn- 
ings growth.  But  the  past  two 
years  haven't  exactly  gone  as 
planned.  Prices  of  Great  Lakes' 
major  raw  material — oil — are  sky- 
high,  but  the  bromine-based  flame 
retardants  it  makes  are  going  for  a 
song.  So  while  he  has  been  able  to  im- 
prove productivity  and  boost  earnings 
by  42%  since  taking  over,  Bulriss  in- 
creased the  top  line  by  only  5%.  His 
total  returns,  while  outpacing  other 
chemical  outfits,  slipped  24%. 

Bulriss  is  the  first  to  admit  he  made 
mistakes.  Some  of  those  ge  hires  didn't 
work  out  so  well,  for  one.  And  he  says 
he  underestimated  the  value  of  the  en- 
trepreneurial spirit  in  many  Great 
Lakes  executives,  as  well  as  their  rela- 
tionship with  customers  and  experience 
competing  against  larger  rivals.  Says 
Bulriss:  "The  intensity  about  prosecuting 
best  practices  [at  GE]  is  excellent,  you 
know  how  to  make  a  commitment  and 
hit  it.  But  in  no  way,  shape,  or  form 
does  it  guarantee  success." 

One  of  the  hallmarks  of  the  ge  style 
is  identifying  the  company's  best  people 
early  and  rotating  them  through  a  vari- 
ety of  jobs,  rarely  leaving  them  in  one 
spot  for  more  than  two  years.  In  15 
years  at  GE,  Thomas  C.  Tiller  worked  on 
new-product  introductions,  in  fast-  and 
slow-growing  businesses,  in  markets 
with  long  and  short  product-develop- 
ment cycles.  That  broad  exposure  teach- 
es managers  to  quickly  size  up  prob- 


Grading  the  GE  Alumni  Club 

Hiring  a  disciple  of  Jack  Welch  is  no  guarantee  that  a  company  will 
outperform  its  peers  on  Wall  Street 


CUMUUTIVE 
TOTAL 
RETURN 


ANNUAL 
SALES 
GROWTH 


ANNUAL 
EARNINGS 
GROWTH 


LAWRENCE  A.  BOSSIDY,  CEO 

AlliedSignal,  '91  to  '99 

Peer  group  average 

WILLIAM  A.  ANDERS,  CEO 

General  Dynamics,  '90  to  '93 

Peer  group  average 

MARK  P.  BULRISS,  CEO 

Great  Lakes  Chemical, '98  to  date* 

Peer  group  average 


+956.1% 

+739.5 

+3.2% 

+11.0 

+14.4% 
+14,9 

+175.5% 

+88.8 

-28.3% 

-3.9 

+0.1% 
+44.6 

-24.1% 

-33.6 

+5.2% 

-3.3 

+42.3%  ■ 

-13.4 

JOHN  M.  TRANI,  CEO 

Stanley  Works,  '97  to  date* 

Peer  group  average 
GLEN  H.  MINER,  CEO 

Owens  Corning,  '92  to  date* 

Peer  group  average 
THOMAS  C.  TILLER,  CEO 

Polaris  Industries,  '98  to  date* 

Peer  group  average 


Through  Oct.  19 


lems.  But  there  are  some  things  you 
just  can't  learn  within  the  walls  of  GE.  It 
wasn't  until  Tiller,  now  39,  became  ceo 
of  Polaris  Industries  Inc.,  a  maker  of 
snowmobiles,  motorcycles,  and  all-ter- 
rain vehicles,  that  he  had  to  position  a 
$1.3  bilhon  company  against  such  giants 
as  Honda  Motor  Co.  "ge  competes  at 
the  end  of  the  day  on  scale,"  he  says. 
"They  have  infinite  cash." 
RIDING  HARLEY.  Not  blessed  vdth  such 
riches  at  Polaris,  Tiller  has  had  to 
choose  carefully  what  to  copy.  Instead  of 
offering  GE-like  service  contracts  on  his 
ATVs,  he  has  started  selling  optional 
parts,  such  as  winches  and  plows.  He 
does  strive  to  replicate  ge's  productivi- 
ty and  efficiency,  but  for  sales  growth, 
marketing,  and  dealer  structure  he's 
benchmarking  competitor  Harley-David- 
son,  which  is  closer  to  Polaris  in  prod- 
ucts. "The  people  who  use  the  GE  con- 
cepts but  apply  them  to  the  businesses 
they  are  in  can  be  successful,"  says 
Tiller.  "The  people  who  try  to  photo- 
copy GE  fail." 

For  David  M.  Cote,  photocopying  (JE 
is  not  even  an  option.  Named  to  the 
No.  2  spot  last  November  at  TRW  Inc., 
Cote  joined  a  company  buried  in  debt 


-14.2% 

+1.1% 

+16.1% 

+19.2 

+3.4 

+12.9 

-94.7% 

+8.6% 

+8.6% 

-42.5 

+4.7 

+1.8 

+21.6% 

+12.2% 

+11.9% 

+103.1 

+12.3 

+6.0 

CUMULATIVE 
MARGIN 
GROWTH 


+5.0% 
+2.4 

+4.2% 
+1.3 

+4.1% 

-0.9 


+1.8% 
+1.3 

+23.8% 
+8.7 

-0.4% 
-0.5 


DATA:  STANDARD  &  POORS  COMPUSTAT 

and  out  of  favor  with  Wall  Street.  Since 
he  has  come  on  board,  TRW  has  twice 
missed  analysts'  earnings  estimates,  an 
event  almost  unfathomable  to  GE  in- 
vestors, who  have  come  to  expect  steady 
15%  quarterly  improvements.  Still,  Cote 
says  he  is  pushing  hard  to  adapt  many 
GE  approaches.  He's  rethinking  the  com- 
pany's process  of  reviewing  managers 
and  trying  to  tie  it  more  closely  to  cor- 
porate strategy  and  operations  goals. 
And  he's  doing  reviews  more  often  to 
better  measure  progress.  If  that  sounds 
a  lot  like  ge's  vaunted  Session  C — in 
which  Welch  reviews  staff  and  strategy 
several  times  a  year — it  is. 

Try  as  they  might  to  replicate  ge's 
chamied  results,  however,  the  CEO  alum- 
ni must  play  the  hand  they're  dealt.  So 
while  Hiner  has  boosted  Owens  Coming 
sales  and  earnings  nicely  since  taking 
over  in  1992,  no  amount  of  smart  man- 
agement could  counteract  mounting  as 
bestos  lawsuits.  Last  month,  Owens 
Coming  filed  for  bankruptcy.  "The  wf)r(l 
was  never  in  my  vocabulary,"  says  ;i 
disappointed  Hiner,  who  spent  35  year.'^ 
at  GE.  That's  because  failure  is  not  part 
of  Welch's  CEO-training  curriculum. 

By  Nanette  Byrnes  in  New  YorL 
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A  moment  of  inspiration 

can  happen  anywhere.  Anytime. 

That's  the  whole  reason  for 

products  like  the  Compaq 

Wireless  LAN.  Send  an  e-mail 

while  you're  away  from  your  desk. 

Retrieve  information 

while  you're  in  another  office. 

Wireless  technology  cuts  you  loose. 

And  once  you're  free. 

It's  hard  telling  where  your 

imagination  might  take  you. 

INSPIRATION  COMES  WITH  NO  STRINGS  ATTACHED. 

Something  cool  is  happening. 
We're  moving  beyond 
the  limitations  of 
Information  Technology 
to  something  more  inspiring. 
Welcome  to  the  new  IT. 
Inspiration  Technology 
from  Compaq. 


COMPAQ 

Inspiration  Teclinology 


")  888-5858  ©  2000  Compaq  Computer  Corporation.  COMPAQ  and  the  Compaq  logo  Registered  in  U.S.  Patent  and  Trademarit  Office.  Inspiration  Technology  Is  a  trademark  of  Compaq  Infarmatlon 
nologies  Croup,  LP.  in  the  U.S.  and  other  countries.  r  o/  i~i 
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Unlimited  IP  possibilities  for  your  business. 


concert 


Explosive  changes  in  communications  promise  infinite 
potential  for  business  success.  For  growth  and  expansion. 
For  increased  efficiencies  and  new  capabilities.  We 
recognize  this  is  an  opportunity.  Not  only  to  transform  the 
global  communications  landscape.  But  also  to  help  our 
customers  redefine  their  business  through  fully  integrated  IP- 
driven  solutions.  AT&T,  in  cooperation  with  Concert,  is  a 
powerful  combination  of  global  expertise  and  local 
experience  ready  to  make  this  happen.  Today,  Concert's 
global  network  delivers  innovative  services  with  seamless 
connectivity  in  147  countries.  Together,  we  are  delivering 


simplified  solutions  to  complex  business  needs  through  e 
range  of  IP-driven  solutions,  from  easy-to-implement 
cost-effective  services,  to  comprehensive  corporate  I 
infrastructures.  Put  simply,  we  are  redefining  business 
communications  value  and  efficiency.  For  multinationals  witt 
complex  global  needs,  to  smaller  companies  with  globa 
aspirations.  The  communications  revolution  is  underway,  and 
together,  we  will  make  sure  your  company  is  on  the  winninc 
side.  To  find  out  more,  visit  www.att.com/ipservices  o 
call  1-800-288-3199,  dept.  12.  Discover  how  AT&T  anc 
Concert  can  take  your  business  to  the  nth  degree. 
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Taking  your  business  to  the  D)'"  degree. 
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DESKTOPS 


Page  106 

MVhat  if  it  breaks? 

'Villi  so  many  PCs 

0  SIMILAR  these 


ays,  the  most 
nportant  things 
)  look  for  are 
FECH  SUPPORT 

nd  warranties 


NOTEBOOKS 


Page  116 

The  industry 
hasn't  produced 
the  PERFECT 

notebook  yet,  but 
it's  a  lot  closer. 
Ultralights  are 
getting  better  and 
better,  and  there 
are  lots  of  ma- 
chines that  do 
almost  everything, 
boast  SUPER- 
FAST  processors, 
and  weigh  in  at  a 
manageable  five 
pounds.  In  short: 
Fewer  trade-offs 


HANDHELDS 


Page  124 

At  best,  the  new 
wireless  gizmos 
are  downright 
EXHILARATING. 

But  you  need  to 
shop  carefully 
to  find  the  one 
that  best  suits 
your  needs 


Page  132 
Some  6  MILLION 
Americans  now 
own  Web  phones, 
and  many  find 
them  useful 
for  simple  tasks. 
They're  still 
plagued,  though, 
by  tiny  keyboards 
that  make  typing 
tough,  TEENSY 
displays,  and  online 
features  that  are 
often  maddeningly 
difficult  to 
use  or  even  to 
understand 


NET  SERVICES 


Page  140 
The  wireless  Web 
is  going  way 
BEYOND  NEWS 


and  stock  quotes, 
and  the  latest 
services  are  truly 
VALUABLE  for 
people  on  the  go 
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THE  NEW 

WIRELESS 

WONDERS 


We've  all  seen  them,  sitting  in  the  air- 
port staring  at  the  cell  phone  in  their 
lap.  While  you're  standing  sullenly  in 
the  Starbucks  line,  they're  on  the  In- 
ternet keeping  their  e-mail  up  to  the 
minute.  Or  rejiggering  their  portfolio  to  compensate 
for  the  latest  drop  in  the  Nasdaq.  Guess  what. 
They're  working,  you're  not. 


Your  guide 
to  the  latest 
gadgets, 
from  Web 
phones 
to  palmtops 


On-the-go  execs  are  going  wireless,  cutting 
the  cord  that  ties  them  to  the  office  or  ho- 
tel-room desk.  It's  a  brave  new  untethered 
world.  Not  to  worry,  though.  In  our  annual 
computer  buyer's  guide,  we'll  help  you  sort 
through  the  hype  to  find  everything  from 
the  best  handhelds  for  fetching  e-mail  to 
the  best  phones  for  surfing  the  Web. 

Not  for  you,  you  say?  We  know  the  ex- 
cuses: The  phones  are  glitchy,  service  is 
spotty,  la  de  da.  You  might  consider  one 
anyway.  They  cost  little  more  than  Web-less 
phones,  and  basic  data  services  are  free  at 
AT&T  and  Nextel  Communications  Inc.  You 
you  could  fall  in  love  with  the  anytime  con- 
venience of  news  and  e-mail. 

0.  K.,  we  occasionally  succumb  to  the  hype,  too.  For  a  v^ireless  fad  that 
didn't  last,  log  on  to  Business  Week  Onhne  to  see  our  obit  on  Modo,  a 
trendy  city  guide  that  mesmerized  us.  Turns  out  the  six-week-wonder  fold- 
ed before  the  presses  rolled. 

Prefer  something  more  traditional?  We  pecked  our  way  across  a  dozen 
new  laptops.  And  check  out  our  unconventional  recommendation  for  your 
next  desktop.  The  unvarnished  truth  is,  there's  little  to  distinguish  one  \'v 
from  the  next.  But  at  some  point  they  all  crash.  So  we  based  our  picks  on  l>r 
makers'  customer  service.  Here's  another  cord  to  cut:  Since  vc  makers 
charge  for  service,  we  found  some  nifty  low-cost  options.  Read  on. 


BusinessWeek  online 


For  more  on  Modo,  staying  connected  on  the  road,  and  pda  phones,  see  www.businessweek.com.  | 
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WHAT  IF 
IT  BREAKS? 

When  buying  a  PC  these  days,  look 
closely  at  tech  support  and  warranties 


It  has  happened  to 
you.  You've  spent  the 
past  hour  entering  all 
your  latest  invest- 
ments in  a  spread- 
sheet, or  composing 
that  delicate  e-mail  to  your 
boss  about  the  big  customer 
who  defected  to  the  com- 
petition. Suddenly,  your 
computer  freezes.  You  get 
mad,  look  your  PC  right  in 
the  monitor,  and  scream 
those  two  little  words  you 
think  every  time  the  ma- 
chine gets  the  best  of  you: 
Heal  thyself! 

Those  were  the  words, 
right?  Well,  if  your  current 
PC  doesn't  listen,  your  next 
one  just  might.  IBM,  Hewlett- 
Packard,  and  other  computer 
makers  promise  that  they'll 
ship  new  desktop  pes  some- 
time next  year  with  technol- 
ogy that  can  detect  problems 
before  they  happen.  Not 
only  that,  they'll  venture  out 
onto  the  Web  to  retrieve  a 
"digital  cure"  that  will  fix 
glitches  even  before  you  no- 
tice that  anything's  awry. 

Sounds  nice,  but  that 
won't  help  you  if  you're  in 
the  market  for  a  new  com- 
puter today.  In  case  you 
haven't  noticed,  the  rules  of 
the  game  have  changed  since 
you  bought  your  last  PC. 
Now,  you're  shopping  for  a 
commodity,  meaning  you'll 
find  a  huge  selection  of  mod- 
els to  choose  from,  all  of 
which  offer  roughly  the  same 
'  bells  and  whistles.  That 
:  means  two  things  are  most 
important:  price,  and  how 
you're  going  to  fix  your  PC 


when  it  breaks.  And  when 
it  breaks  the  time  after  that. 
Bottom  line?  If  you're 
shopping  for  a  new  comput- 
er, warranties  and  tech  sup- 
port should  be  at  the  top  of 
the  checklist.  Sure,  you  need 
to  compare  the  processor 
and  hard-disk  drives  of  the 
different  systems.  But  where 
you'll  see  the  real  differences 


year.  Software  support  has 
all  but  vanished  unless  you 
are  willing  to  pay  through 
the  nose.  So  assuming  you 
plan  to  own  your  computer 
for  more  than  a  year,  you're 
going  to  have  to  pay  a  live 
techie  to  help  you  out  of  a 
bind.  Choosing  the  right  cus- 
tomer-support plan  could 
save  you  a  pile  of  money. 


ers  repairs  and  tech  support 
by  phone  and  e-mail  beyond 
the  90  days  that  you  get 
free  of  charge.  Gateway  Inc., 
which  offers  lifetime  hard- 
ware tech  support,  will  ex- 
tend its  90  days  of  software 
support:  Two  years  run  $79, 
three  years  $99. 
NO  FAVORS.  Extending  your 
warranty  for  software  sup- 
port is  well  worth  the  ex- 
pense. Believe  it  or  not, 
most  crashes  are  not  caused 
by  the  computer  itself. 
"Ninety  percent  of  our  calls 
have  to  do  with  things  other 
than  hardware,"  says  David 
W.  Allen,  vice-president  for 
worldwide  operations  at  Dell. 
Under  the  terms  of  their 
warranties,  most  makers  wiU 
resolve  major  software  prob- 
lems for  only  the  first  month, 
after  which  they'll  charge  a 
fee  or  redirect  you  to  a  soft- 
ware publisher.  Don't  expect 
the  publisher  to  offer  you 
any  favors  for  free:  Even 


DESKTOPS:  BEST  OF  BREED 

Here  are  some  good  bets  from  the  companies  that  rank  highest  in  customer  satisfaction. 

If  you  want  a  reasonably  fast  system  with  plenty  of  power,  you'll  need  at  least  a  733 

MHz  processor,  128  MB  RAM  and  a  20  GB  hard  drive.  Consider,  too,  a  flat  panel 

display.  Prices  for  good  ones  have  finally  fallen  below  $700. 


COMPANY 


APPLE 
COMPUTER 


DELL 
COMPUTER 


GATEWAY 
COMPUTER 


IBM 


MODEL/PRICE 

iMacDV-i- 
$1,299 

Dimension  L  Series 
$1,289 

Performance  Deluxe 
$1,528 

NetVista  X40i 
$2,199 


SPEED/MEMORY/ 
STORAGE 

450  MHz,  64  MB  RAM, 
20  GB  drive 

733  MHz,  128  MB  RAM, 
20  GB  drive 

866  MHz,  64  MB  RAM, 
20  GB  drive 

800  MHz,  128  MB  RAM, 
40  GB  drive 

(ATA:  BUSINESSWEEK,  COMPANY  REPORTS 


THE  SKINNY 

Best  starter  for  MAC-inclined, 
with  built-in  wireless  networking 

Won't  break  speed  records,  but 
great  value  for  the  price 

Very  fast,  headache-free  machine 
with  top-notch  video  and  sound 

Sleek,  all-in-one  machine  works 
and  looks  smart 


is  in  the  price  and  coverage 
of  customer  service. 

Fact  is,  vendors  are  much 
stingier  than  they  used  to 
be  when  it  comes  to  war- 
ranties and  tech  support. 
Gone  are  the  days  of  1990, 
when  intense  retail  compe- 
tition forced  PC  makers  to 
offer  full  warranties  for 
three  years  or  more.  Most 
hardware  coverage  for  re- 
pairs and  technical-hotline 
support  has  shrunk  to  one 


Among  the  top  computer 
vendors,  Dell,  Gateway,  and 
Apple  offer  some  of  the  best 
deals.  Dell  Computer  Corp. 
provides  one  year  of  on-site 
hardware  repair  and  30  days' 
software  phone  support  for 
free,  but  you  can  get  a  two- 
year  extension  for  $99. 
Hardware  support  is  free  for 
the  life  of  the  system.  Ap- 
ple Computer  Inc.  charges 
$249  for  the  three-year 
AppleCare  plan,  which  cov- 


Microsoft  Corp.,  the  last 
holdout  among  top  software 
makers,  is  charging  $35  a 
call  after  two  free  calls  for 
some  of  its  products. 

Beyond  cost,  you'll  need 
to  consider  the  quality  of 
customer  service.  According 
to  a  September  survey  by 
Consumer  Reports,  only 
about  half  of  tech-support 
users  were  highly  satisfied 
with  the  results.  One  in  four 
reported  that  they  weren't 
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HOW  THE  WARRANTIES  STACK  UP 


MANUFACTURER 

FREE  PHONE  SUPPORT: 
HARDWARE/SOFTWARE 

ADDITIONAL  PHONE 
SUPPORT 

REPAIRS  UNDER 
BASIC  WARRANTY 

APPLE 
COMPUTER 

90  days/ 
90  days 

$49/call;  3  years 
for  $249 

1  year;  Apple  pays  shipping 
to  service  center 

COMPAQ 
COMPUTER 

1  year/ 
90  days 

$149  for  3  years 

1  year;  Compaq  pays 
shipping  to  service  center 

DELL 
COMPUTER 

life  of  PC/ 
30  days 

software:  $99 
for  2  years 

1  year  in-home  service 

GATEWAY 
COMPUTER 

lifetime/ 
minimum  90  days 

$79  for  2  years,  $99  for 
as  long  as  you  own  PC 

1  year  in-home  service 

HEWLETT- 
PACKARD 

1  year/ 
30  days 

hardware:  $255  for 
3  years.including  repair 

1  year;  HP  pays  shipping 
to  service  center 

IBM 

30  days/ 
30  days 

$35/call;  $89 
for  three  calls 

1  year;  IBM  pays  shipping 
to  service  center 

DATA:  COMPANY  REPORTS 

able  to  resolve  their  prob- 
lem, and  one  in  three  com- 
plained about  being  on  hold 
too  long.  Among  major  man- 
ufacturers, Dell  and  Gateway 
rated  highest  in  satisfac- 
tion— and  both  obtained  the 
highest  ranking  on  their  abil- 
ity to  resolve  problems. 

Still,  the  overall  quality  of 
customer  care  has  been  im- 
proving, even  among  the 
smaller  manufacturers.  Take 
Micron  Electronics  Inc.  If 
you  called  the  clonemaker's 
support  hne  five  years  ago, 
you  would  have  found  your- 
self listening  to  a  fuU  hour  of 
Muzak.  Now  all  you're  sub- 
jected to  is  an  annoying  few 
minutes  of  classical  piano. 
The  technicians  are  knowl- 
edgeable and  lenient  when 
it  comes  to  solving  software 
problems  after  the  30-day 
warranty  period  has  expired. 
DONT  CALL.  Still,  PC  manu- 
facturers would  much  prefer 
to  answer  your  questions  on 
the  Web  than  over  the 
phone.  Why?  Answering  a 
question  by  phone  costs 
manufacturers  20  times  as 
much  as  doing  it  by  e-mail, 
estimates  Jim  Hobby,  vice- 
president  for  consumer  client 
care  at  Gateway.  "The 
cheapest  tech  support  call  is 
no  call  at  all,"  he  quips.  At 
Gateway,  90%  of  customer 
questions  are  answered  over 
the  phone,  but  judging  from 


the  experience  of  other  PC 
makers,  much  of  that  sup- 
port will  shift  to  the  Web 
soon.  IBM  predicts  that  its 
tech  support  phone  calls  will 
drop  from  4.8  million  to  4.7 
million  this  year,  while  e-mail 
questions  vidll  soar  from  85 
minion  to  155  miUion. 

As  for  the  next  big  trend 
in  customer  support — Web 
self-healing  technology  that 
automatically  fixes  your  com- 
puter's glitches — a  few  com- 
panies are  making  headway. 
The  Micron  Millennia  PC,  for 
example,  includes  software 
from  PC-Doctor  Inc.  that  di- 
agnoses technical  problems. 
Once  the  problem  is 
found,  Millennia  users 
can  log  on  to  Sup- 
port.com  Inc.'s  Web 
site  and  connect  with  a 
service  that  restores 
damaged  software. 

Gateway,  which  also 
wall  begin  offering  di- 
agnostic software  from 
PC-Doctor  this  year,  al- 
ready has  a  phenome- 
nal tool  called  GoBack. 
This  private-labeled 
version  of  Adaptec's 
software  (BW— Oct.  9) 
lets  you  restore  your  hard- 
disk  drive  to  a  previous 
state.  Say,  for  example,  at 
4:08  p.m.  you  accidentally 
delete  a  file  or  import  a 
virus.  All  you  do  is  set  the 
clock  on  Gateway  GoBack 


for  4:07,  and  it's  as  though 
nothing  ever  happened. 

Sadly,  the  self-healing 
tools  that  are  available  to- 
day can't  do  much  beyond 
fixing  minor  glitches  like  in- 
compatible software  files. 
More  advanced  tools  are  on 
the  horizon.  Soon  to  come 
are  remote-maintenance  ser- 
vices that  allow  technicians — 
with  your  permission — to 
reach  through  the  Web  into 
your  system  and  search  out 
the  problem.  If  you  can't 
wait  for  your  PC  maker  to 
offer  remote  maintenance, 
consider  checking  out  an  in- 


dependent tech-support  < 
pany  such  as  Expertcity 
Inc.  that  offers  this  tecl  il 
ogy.  And  don't  worry  1 
though  its  technicians  i 
take  control  of  your  cu  ) 
and  see  open  files  on 
screen,  they  can't  k 
through  your  hard  drivA 

A  number  of  other  i 
pendent  support  sites 
cropped  up  in  the  pasM 
months,    including    PC 
port.eom  and  All.com.  T  ^ 
offer   tools,   such   as   1 
phone  hotlines,  live  e- 
chats  with  technicians, 
electronic  bulletin  board: 
swapping  advice.  Som 
them  are  well  worth 
money  if  you  expect  to 
them   more   than   onc( 
twice  a  year  (page  110). 
pect  to  pay  anywhere 
$14.99  for  a  single  cafe 
$169.99  for  a  year  of  p] 
support  from  an  inde  i 
dent  site. 

Feeling  overwhehned  i 
options?  It's  understand  \. 
When  you  bought  your  i 
PC,  you  probably  only  ; 
two  avenues — the  maker  i 
the  store — and  neither  ': 
all  that  attractive.  If  not  j 
else,  the  boom  in  suppor  3 
tions  should  tell  you  o 
thing:  Home  computers  a  i 
yet  ready  to  heal  thems€  t 

By  Kevin 
Ferguson  in 
Bosto7i 


iFeel 
MouseMa 

LOGITECH  IN( 
www.logitech.c 
$59.95 

Experience  every 
bump  on  the  Infc 
mation  Superhighwa 
with  Logitech's  IFee 
MouseMan.  A  tiny  motor  lets  you  feel  various  features 
you  navigate  through  Windows  and  the  Web,  producin 
tinct  vibrations  as  your  cursor  travels  over  toolbars, 
menus,  Web  buttons,  bookmarks,  and  hyperlinks.  It's  o 
cal,  too,  so  there's  no  drag  from  dirt  and  grime  on  a  r< 
ball.  $59.95  at  computer  stores. 
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THE  PRINCIPLES  OF 
AVIATION 

Luxury.  Class.  Prestige.  An  invi- 
tation to  travel.  After  a  century  of 
exploits,  aviation  still  has  the 
powder  to  inspire  dreams.  In  tune 
with  this  spirit,  we  have  created 
watches  and  chronographs  for 
women  with  an  innately  refined 
style.  Yet  our  close  links  with  avia- 
tion have  taught  us  that  aesthetic 
appeal  is  pointless  if  not  combi- 
ned with  technical  perfection.  Our 
movements  meet  all  the  precision 
and  reliability  criteria  required  to 
obtain  chronometer  certification. 
And  each  detail  of  our  watches  is 
designed  for  intensive  use. 
One  simply  does  not  become  an 
aviation  supplier  by  chance. 


:amra 


JEWELERS 


ESSENCE  OF 
BREITLING 

Wings  Lady.  The  feminine  face  of 
the  inimitable  Breitling  style,  in  a 
watch  offering  a  blend  of  utter 
elegance  and  high  performance. 


10050  N.  Scottsdale  Road. 

Scottsdale,  AZ 

480-946-5110 

www.hamra.com 

FOR  A  CATALOG  PLHA.SL  CALL  X0()/64l  7.3  4?, 

www.breitling.com 
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TECHNOLOGY    «WHAT   TO    BUY 


HELP  IS  JUST 
AN  E-MAIL  AWAY 

Computer  support  for  hire  is  hit-or-miss,  but  it's  a  bargain 


Until  recently,  you  didn't 
have  much  choice.  If 
your  home  computer 
crashed,  you  had  to  call  the 
company's  hot  line  for  help. 
Either  that,  or  enlist  the 
aid  of  a  savvy  acquaintance. 
But  with  PC   makers  now 
asking  you  to  pony  up  for 
tech      support,    a 
new  industry  has 
emerged — indepen- 
dent customer  ser- 
vice providers  on 

fe:tyMSchtg  delivers  the  right  fix 


process  took  less  than  20 
minutes. 

I  took  the  same  problem 
to  All.com  Inc.,  which 
charges  a  flat  $19.95  a  month 
for  unlimited  help.  I  was  as- 
signed an  agent,  a  fellow 
named  James,  who  told  me 
how  to   force   Windows   to 


After  an  odyssey  across 
various  sites,  one  finally 


under   "tech    sup-    

port,"  and  decided 
to  try  them  out. 

I  began  with  Expert- 
city.com,  an  auction-style  site 
that  allows  free-lance  pro- 
peller heads  to  bid  on  fixing 
your  system.  Within  minutes 
of  submitting  my  plea,  a 
dozen  techies  offered  to  help. 
The  idea:  You  have  a  brief 
text  chat  over  the  Internet, 
and  the  expert  tells  you  how 
to  fix  the  problem. 

I  chose  a  woman  named 
Sudipta,  who  turned  out  to 
be  located  in  Bangalore,  In- 
dia's Silicon  Valley.  She 
charged  a  flat  fee  of  $10;  oth- 
ers wanted  $15  to  $20.  I  ex- 
plained to  her  that  someone 
else  had  been  using  my  PC, 
and  now  the  floppy  drive 
was  disabled  (I  had  wrecked 
it  myself,  on  purpose).  She 
began  by  asking  whether  I 
knew  how  to  remove  the 
computer's  case  if  I  had  to. 
Yikes.  "I've  never  done  that 
before,"  I  typed.  She  asked 
me  a  few  questions  about 
hardware.  I  volunteered  that 
perhaps  there  was  something 
wrong  with  the  software.  In- 
deed, that  could  be  the  case, 
she  responded,  if  someone 
had  fiddled  with  the  basic  in- 
put/output system  settings, 
and  she  explained  how  to  fix 
them.    Bingo.    The    whole 


"redetect"  the  floppy  drive. 
He  then  told  me  to  reboot 
the  PC  and  contact  him  when 
I  was  running  again. 

Big  problem.  After  re- 
booting the  system  not  only 
couldn't  1  use  my  floppy 
drive,  but  I  couldn't  launch 
my  Web  browser.  That  made 
it  difficult  to  tell  James  any- 
thing. Fortunately,  my  com- 
puter,  a   Gateway   Perfor- 


mance, has  software  that  lets 
me  restore  my  hard  drive 
by  literally  turning  back  the 
hands  of  a  clock  on  the 
screen.  I  reset  the  hands  to 
30  seconds  'til  James,  re- 
launched my  browser,  and 
continued  my  quest. 

I    landed    on    EXP.com — 

briefly.  It  wouldn't 

accept   my  credit 

card,  and  when  I 

called       customer 

service  I  got  only 

voice  mail.  An  hour 

and    20     minutes 

later,      Exp.com's 

customer    service 

called  to  explain  that  they 

were    experiencing    a    few 

problems  with  their  Web  site. 

By  then,  I  was  long  gone. 

I  figured  it  was  time  to 
give  Gateway  a  shot.  I  con- 
nected to  the  company's 
QuickAnswers  Web  site  and 
started  chatting  with  Troy. 
He  asked  me  12  simple 
questions,  such  as:  "What 
was  the  last  thing  you  were 


doing     before     this 
pened?"   He   sent   a   i 
bleshooting   guide    to 
side  of  my  screen  wl 
truth  be  known,  was  in< 
prehensible.    I    eventi 
found  the  solution,  but 
again,  I  knew  exactly 
I  had  changed  in  the 
place. 

I  figured  that  was  pi 
lame  help  for  most  pe 
so  I  chatted  up  the  Gat 
technical-support  folks  a 
This  time  I  explaine 
Mitch,  that  I  was  still  h: 
problems.  He  sent  me 
same  guide.  Been  tl 
done  that,  I  complained 
he  sent  a  different  on< 
it  were  four  tips;  one 
plained  succinctly  how  t 
the  problem.  Elapsed 
about  25  minutes. 

My  recommendation? 
any  customer  service 
still  a  bit  hit-or-miss. 
there's  no  music-on-hold 
of  a  chance  of  getting 
tradictory  advice  fro 
new  guy  when  you  call 
and  it  can  be  a  relat 
cheap  fix  if  your  war: 
has  run  out.  And,  with 
tie  luck,  you'll  get  your 
lem  solved  and  a  good 
on  a  relationship  with 
very  own  nerd-for-hire. 
By  Kevin  Ferg 
in  Bt 


HOV 

SERVICE/WEB  ADDRESS 

/TO  HOOl 

PRICES 

<  UP  WITH 

SERVICES 

A  NERD 

THE  SKINNY 

ALL.COM 

www.all.com 

$19.95/computer/ 
month,  with  2-week 
free  trial 

Library  of  1,000-1- 
tutorials,  24-hour 
live  tech  chat, 
remote  diagnostics 

Rapid  but  sometimes  flaw 
response  to  hardware  and 
software  problems,  and  M 
users  are  out  of  luck 

EXP.COM 

www.exp.com 

20  to  $2/minute, 
negotiable,  most 
around  750 

E-mail  and  phone 
support  from  self- 
styled  experts,  free 
discussion  groups 

Hit-or-miss,  with  many 
specific  categories  but  few 
verifiable  credentials 

EXPERTCITY.COM 

www.expertcity.com 

Negotiable.  Users 
request  bids  and 
offers  come  back 
in  minutes 

Real-time  chat  with 
freelance  experts,  who 
can  remotely  take  over 
users'  computers 

Desktop  streaming  tool  ca 
help  pinpoint  problems,  bi 
novelty  wears  off  fast  witf 
wrong  "expert" 

PCSUPPORT.COM 

www.pcsupport.com 

$36.50/year,  with 
2-week  free  trial 

24-hour  tech  chat, 
4-hour  response  to 
e-mail,  free  library 
and  software  tools 

Best  bang  for  the  buck,  w 
fast  response  time,  deep  < 
useful  knowledge  base 
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TECHNOLOGY    «WHAT   TO    BUY» 


IF  WEB  SURFING  IS 
ALL  YOU'RE  INTO... 

An  info  appliance  may  be  just  wliat  you're  looking  for 


After  a  decade  of  sweat- 
ing my  way  through 
balky  PC  setups,  I've 
reached  my  limit.  Chalk  it 
up  to  creeping  curmudgeon- 
liness,  but  I  have  been 
aching  to  try  out  the  new 
so-called  information  appli- 
ances that  promise  to  make 
getting  on  the  Net  as  easy 
as  using  a  toaster.  If  nothing 
else,  I  figure  I  can  give  one 
of  these  gizmos  to  my  par- 
ents so  they'll  stop  caUing 
me  every  time  one  of 
their  computers  acts  up. 
The  good  news:  Infor- 
mation appliances  gener- 
ally work  as  advertised. 
True,  they're  no  substi- 
tute for  a  PC  if  you  want 
to  do  word-processing, 
home  banking,  or  digital 
photography.  But  then, 
that's  not  their  purpose: 
They're  meant  for  no- 
muss,  no-fuss  e-mail  and 
Web  browsing.  And  the 
best  of  the  lot,  the  new 
Audrey  from  3Com  Corp. 
(877-949-3266),  goes  fur- 
ther, adding  clever  tools  for 
managing  a  family's  calendar 
and  address  book,  displaying 
snapshots,  and  playing  audio 
clips  off  the  Net. 

My  quest  for  the  ultimate 
info  appliance  involved  test- 
ing five  products.  The  criteria 
were  dead  simple:  I  wanted 
to  plug  one  cord  into  a  power 
outlet,  another  into  a  phone 
jack,  and  get  on  the  Net  with 
the  touch  of  a  button.  Once 
online,  I  sent  e-mail  and 
surfed  news  sources,  online 
shops,  my  bank,  and  my  bro- 
kerage. How  did  it  go?  Four 
of  the  five  gizmos  met  my 
basic  test  with  varying  de- 
grees of  ease.  But  one,  the 
NIC  from  New  Internet 
Computer  Co.  (877  926-8642), 
didn't  make  the  grade.  It's  a 
stripped-down  PC  disguised 
as    an    appliance,    and    it 


needs  serious  improvement. 
The  clear  winner  was 
3Com's  Audrey,  whose  name 
was  chosen  to  sound  friendly 
and  warm.  That  it  is.  With  a 
snazzy  design  and  a  simple 
user  interface,  the  compact 
Audrey  is  a  beautiful  piece 


i-opener  from  NetpKance  Inc. 
(800  467-3637)  and  the  $599 
iPaq  Home  Internet  Appli- 
ance from  Compaq  Comput- 
er Corp.  (800  345-1518).  The 
i-opener  has  a  good  user  in- 
terface with  an  added  twist: 
You  can  increase  the  size  of 


audio  or  video  chps.  The 
problem  with  both  prod 
was  speed.  The  i-opener 
bearably  slow,  but  I  tho 
I  would  lose  my  mind 
ing  for  Web  pages  to 
on  the  iPaq.  Another  d; 
back:  Both  require  yo 
set  up  and  pay  for  new, 
arate  Net  accounts  that 
$22  per  month. 

Sadly,  I  can't  recomm| 
the    InfoGear   iPhone 
211-6500)  for  anything 
quick-and-dirty  e-mail, 
through  Net  service  pro 
Big  Planet  for  $249,  plus 
per  month  for  Net  ace 
it's  a  large  desk  phone 
a  screen  and  a  keyb( 
Unfortunately,  the  black 
white  display  made 
pages  hard  to  read 
rest   of  the   produc 
tried  were  color),  and 
browser    had     tro 
showing   many   of 
sites  I  visited. 

The  dog  in  the  b 

was  the  $329  NIC 

New  Internet  Com 

er,  a  startup  backer 

Oracle       Corp. 

Lawrence  J.  EUison. 

NIC  is  a  disaster,  an 

appliance  only  a 

could    love.    Its 

pieces  make  setup 

much  easier  than  a 

and  the  user  interfa( 

crude     and     unfriei 

Worst  of  all,  the  pei 

mance  is  terrible.  Ev 

thing  about  the  NIC  feels 

it  were  rushed  to  ma 

without  the  fit  and  finish 


of  engineering.  It  handles 
Web  surfing  and  e-mail — in- 
cluding messages  scribbled 
on  the  screen  or  spoken  into 
the  built-in  microphone — and 
links  to  Palm  computers,  al- 
lowing parents  and  kids  to 
easily  coordinate  their  calen- 
dars and  address  books.  Best 
of  all,  it  felt  as  fast  as  my 
desktop  PC.  The  only  nega- 
tives: The  8-inch  diagonal 
screen  and  the  cheesy  wire- 
less keyboard  are  too  small. 
Also,  the  $499  price  is  a  bit 
steep  and  does  not  include 
monthly  Internet  access 
charges. 

Runners-up  were  the  $299 


'■k 


Netpliance's  i-opener  lets  use 
increase  the  font  size  on  its  IC 
inch  screen— a  boon  for  senioi 


fonts  on  the  10-inch  screen 
with  the  touch  of  a  button,  a 
boon  for  seniors.  Meanwhile, 
Compaq  deserves  kudos  for 
fine  design  and  packaging. 
The  iPaq  not  only  had  the 
sharpest  screen  but  also  did 
the  best  job  of  rendering 
Web  pages,  thanks  to  its 
Windows  CE  software.  It 
couldn't,  however,  play  Net 


distinguish  3Com's  info  a 
ance.  If  only  Audrey 
screen  and  a  keyboar 
good  as  Compaq's  and 
for,  say,  $299,  it  could 
away  with  the  whole  ma 
Until  then,  I'm  still  se; 
ing  for  something  to  ge 
folks  off  my  back. 

By  Andy  Reiniian 
San  Fran 
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How  does  Digital  Island 

guarantee  e-Business 

without  limits? 


It's  Keynoted. 


[4  KEYNOTE 

^^   The  Internet  Performance  Authority 


While  nobody  can  predict  the  limits  of 
e-business,  we  can  tell  you  what  slows  it  down. 
Poor  speed  and  reliability.  As 
The  Internet  Performance 
Authority,  we  provide  Digital 
Island  with  a  full  range  of 
services.  Helping  them,  help 
their  customers.  We  measure 
everything  from  the  time  it 
e-COmmerce    takes  to  process  a  transaction  to 


The  symbol 
of  quality 


how  well  a  site  performs  against  the  competition. 
Today,  over  1000  leading  e-commerce  companies 
count  on  us,  because  nobody  else  supplies  the 
kind  of  measurement,  diagnostic  and  consulting 
services  we  do.  To  find  out  what  we  can  do  for 
you,  caU  us  at  1-800-KEYNOTE.  Or  visit  us  at 
keynote.com.  And  see  what  it's  like  to  do 
e-Business  the  way  Digital  Island  does. 

www.keynote.com 


5  2000  Keynote  Systems.  All  rights  reserved.  See  nasdaq;keyn.  All  names  of  actual  companies  and  products  mentlonecJ  herein  may  be  the  trademark  of  their  respective  owners. 


TECHNOLOGY    «WHAT   TO    BUY 


ARTISTIC 
APPLES 

Macs  retain  the  loyalty  of  graphics 
types,  but  gamers  should  think  twice 


Freelance  graphic  de- 
signer John  O'Connell 
says  he  has  never  met 
a  serious  digital  artist  who 
didn't  use  a  Macintosh.  "I 
know  it  sounds,  well,  snobby, 
but  it's  true,"  says  O'Con- 
nell, a  19-year-old  sophomore 
at  Emerson  College  in 
Boston.  It's  not  that  you 
can't  use  PCs  to  make  great 
art.  They  just  don't  signal  to 
your  peers  that  you  want  to 
be  a  great  artist,  O'Connell 
says.  That's  why  he  carries 
his  tangerine-colored  iBook 
portable  Mac  with  him  most 
places.  "I  can  take  my  art 
with  me  anywhere,"  he  says. 
O'Connell  is  hardly  alone. 
Apple's  Macs  still  hold  an  al- 
most mystical  appeal  for 
some  people,  such  as  writ- 
ers and  teachers.  That's  es- 
pecially true  for  artists  who 
use  graphics  programs  that 
still  run  better  on  Macs  than 
on  PCs.  Tom  Tortorici,  a  Iree- 
lance  graphic  designer  in  At- 
lanta, says  Photoshop  and 
other  popular  products  are 
"so  powerful  on  the  Mac  it's 
like  a  religion  to  me."  But 
those  programs  are  getting 
better  on  pes,  making  the 
PC-vs.-Mac  choice  less  about 
function  than  about  fashion. 
That's  why  Macs  come 
shaped  like  giant  gumdrops, 
such  as  the  iMac,  or  see- 
through  tissue  boxes  like  the 
new  G4  Cube. 

EASE  OF  USE.  That  doesn't 
mean  you  have  to  be  the 
artsy  type  to  own  a  Mac. 
These  machines  are  ideal  for 
anyone  who  doesn't  give  a 
fig  about  how  computers 
work.  There  is  still  no  com- 
puter that's  easier  to  set  up 
and  use.  This  is  especially 
true  of  the  iMac,  in  which 
the  monitor  and  the  micro- 
processor are  one  unit.  With 


an  iMac,  you  literally 
lift  it  out  of  the  box, 
plug  it  in,  and  you're 
ready  to  go.  It  won't 
beep  at  you,  signaling 
you're  missing  a  cer- 
tain video  card  you 
need  to  play  a  game — 
an  all  too  common 
glitch  with  PCS.  That's 
because  Apple  makes 
the  software  that  con- 
trols the  computer,  so 
it  works  better  with 
other  devices. 

Choosing  the  right 
Mac  is  much  easier 
than  it  used  to  be. 
Apple  has  trimmed  a 
bewildering  array  of 
offerings  into  four 
simple  lines.  There  are 
desktops  and  lap- 
tops— the  iMac  and 
iBook,  respectively — 
for  home  users.  There 
are  Power  Macs  and 
PowerBooks  for  those 
who  need  more  com- 
puting juice.  And  Ap- 
ple recently  added  the 
G4  Cube,  which  is  ba- 
sically a  Power  Mac  encased 
in  a  sleek  plastic  rectangle. 

While  they  may  look  dif- 
ferent, every  Mac  is  largely 
the  same  inside.  All  run  the 
same  Apple  operating  sys- 
tem and  include  built-in 
video,  sound,  and  Internet 
access.  The  difference:  The 
more  power  you  want,  the 
more  you'll  have  to  pay. 
While  the  basic  iMac  with  64 
megabytes  of  RAM  and  a  7- 
gigabyte  hard  drive  is  priced 
under  $800,  a  Power  Mac 
with  a  30-(;b  hard  drive  and 
128  megabytes  of  RAM  costs 
$2,500.  And  upgrading  it 
with  a  sharper  screen,  and 
better  video  and  sound  ca- 
pabilities pushes  the  cost  up 
to  $3,500  or  more.  So  even 


though  prices  have  fallen  in 
recent  years,  you'll  still  pay  a 
premium  for  a  Mac.  An  $800 
PC,  for  example,  has  a  hard 
drive  nearly  twice  the  size 
of  an  iMac's  and  has  a  faster 
microprocessor. 

Another  downside  is  that 
there  isn't  as  much  software 
for  the  Mac  as  there  is  for 
the  PC.  Sure,  you'll  find  all 
the  basic  stuff,  such  as 
Microsoft  Office,  but  there's 
only  one  personal-finance 
program.  Quicken,  for  the 
Mac.  And  the  biggest  short- 
fall remains  in  games.  Only 
the  most  popular  titles,  such 
as  Tlie  Sims,  are  translated 
for  the  Mac,  and  then  often 
a  year  or  so  after  they've 
been  initially  released. 


Not  Alone 

Graphic  artist  O'Connel 
says  a  Mac  signals 
seriousness  to  his  peers  U 
desl<top  ilVlac  also  appe 
to  the  technically  chalh  j 


My  advice:  Don't  c«i 
er  a  Mac  if  you  enjoy   a 
ing  the  hottest  new  j:  n 
or  need  special  PC  sof 
to  do  your  job.  If  you 
ease  of  use,  then  a  IV 
for  you.  Especially  if  y(  li 
the  idea  of  turning 
when  you  walk  into  a    'X 
shop  with  a  tangerine  a 
top  tucked  under  your 

By  Charles  H§U^ 
in  A 
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only  e^Businesi 
fty  were  this  ei 


As  Internet  usage  increases  and  e-Business  ventures  abound,  so  too  does  the  risk  to 
your  company's  data.  Potential  exposure  is  so  great  that  experts  believe  computer 
crime  losses  this  year  will  far  exceed  the  $12  billion  lost  last  year.  That's  where  we 
come  in.  Entex  IT  Service®  is  one  of  America's  leading  IT  service  providers.  We  can 
provide  you  with  an  Infrastructure  Assessment  for  e-Business  that  can  help 
you  identify  your  infrastructure  risks,  mitigate  them,  and  turn  your 
strategic  vision  into  reality.  We've  already  done  just  that  for 
half  the  ranked  Fortune  100  companies,  who  also  happen 
to  be  Entex  clients. 

With  over  30,000  routers,  servers  and  switches, 
plus  770,000  desktops  under  our  management,  Entex 
supports  millions  of  e-Business  transactions  every 
day.  Why  take  chances  with  your  company's  IT 
infrastructure?  Get  e-secure.  Get  Entex. 


ffl( 


www.ENTEX.com 

Call  us  at:  877-Entex4it  (877-368-3944)  or  email:  ebiz@ENTEX.com 

ENTEX,  ENTEX  IT  Service  and  Creating  Value  through  People  are  either  registered  trademarks  or  trademarks  of  ENTEX  IT  Service,  Inc. 
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TAKE 
IT 

WITH 
YOU 

New  laptops  require 
fewer  trade-offs 


Time  was,  buying 
a  notebook  com- 
puter was  all 
about  compro- 
mise. You  could 
have  most  of  the 
features  you  wanted,  but 
hauling  the  machine  around 
the  airport  meant  an  almost 
mandatory  trip  to  the  chiro- 
practor. Alternately,  you 
could  find  a  computer  that 
was  literally  the  size  of  a 
notebook,  but  the  under- 
sized keyboard  would  trip  up 
anyone  with  chubby  fingers. 
If  you  chose  to  tread  the 
middle  ground,  it  seemed 
that  the  closer  you  got  to 
the  dream  of  a  fully  func- 
tional featherweight,  the 
more  cash  you'd  lay  out  for 
the  machine. 

Today — well,  the  PC  in- 
dustry still  isn't  offering  the 
perfect  notebook  yet.  But  it's 
a  lot  closer.  Laptops  now  on 
the  market  can  do  virtually 
anything  a  desktop  machine 
will,  vdth  far  fewer  compro- 
mises than  even  a  year  or 
two  ago.  There  are  still  plen- 
ty of  machines  that  do 
everything,  but  weigh  in  at  a 
shoulder-busting  eight 
pounds  or  more.  There  are 
also  many  that  do  almost 


everything,  have  superfast 
microprocessors,  and  barely 
top  five  pounds.  At  the  other 
end  of  the  scale,  the  ultra- 
lights are  getting  better  and 
better,  and  if  you're  vdlling 
to  forgo  a  CD-ROM  or  DVD 
drive  when  you  travel,  you 
can  easily  get  by  with  a  ma- 
chine that  weighs  less  than 
four  pounds. 

SMALLER  SPREAD.  Sure, 
notebooks  remain  more  ex- 
pensive than  similarly  con- 
figured desktops.  But  sales 
of  laptops  and  notebooks  are 
growing  at  over  30%  a  year 
worldwdde,  compared  to  sin- 
gle-digit annual  growth  in 
desktops,  according  to  re- 
searcher Dataquest  Inc.  That 
torrid  pace  has  helped  bring 
notebook  prices  down  con- 
siderably. And  if  you  start 
pricing  desktops  with  flat- 
screen  monitors — the  same 
screens  that  most  laptops 
feature  these  days — the  dif- 
ference shrinks  dramatically. 
IBM,  for  example,  offers  its 
Net  Vista  X40i  desktop  vdth 
an  800  megahertz  Pentium 
III  chip,  128  megabytes  of 
random  access  memory  and 
a  20  gigabyte  hard  drive  for 
$2,299.  You  can  get  a  simi- 
larly configured  laptop  for 
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just  a  few  hundred  dollars 
more — a  small  price  to  pay 
for  mobility. 

Manufacturers  realize  that 
today's  market  for  notebooks 
stretches  all  the  way  from 
corporate  users  who  are  will- 
ing to  spend  whatever  it 
takes  to  consumers  who  sim- 
ply want  an  inexpensive 
computer  they  can  lug  vdth 
them  to  the  beach  house. 
That  means  you  now  have  a 
lot  of  choices — ranging  from 
stripped-down  machines  that 
cost  less  than  $1,000  all  the 
way  up  to  workhorses  that 
rival  the  fastest  desktops  for 
nearly  $5,000.  That's  just  for 
Windows-based  machines. 
Apple  Computer  Inc.  offers 
laptops  ranging  in  price  from 
$1,500  to  $4,000.  (See 
page  114  for  more  on 
Apple.) 

Believe  it  or  not, 
some  users  actually 
need  all  the  power 
and  features  offered 
in  those  high-end, 
heavyweight  comput- 
ers. These  are  folks 
who  want  the  conve- 
nience of  having  a 
hard  drive,  a  floppy, 
and  a  CD  or  DVD  on- 
board at  all  times — in 
industry  parlance, 
"three-spindle"  ma- 
chines. That  means 
there's  no  hassle  with 
hooking  up  external 
drives  via  cables  or  swap- 
ping drives  in  bays  that 
serve  a  dual  purpose. 

Take  Dane  Oldridge,  a  29- 
year-old  video-production 
manager  at  Sportvision,  a 
New  York-based  company 
that  creates  sports-related 
graphics  for  television  and 
the  Web.  Oldridge  uses  his 
Sony  Vaio  PCG-F390  to  add 
music,  commentary,  and  text 
to  three-dimensional  replays 
of  basketball  and  football 
games.  At  eight  pounds,  the 
$3,500  notebook  replaced  a 
custom-built  workstation  the 
size  of  a  small  table,  and 
Oldridge  says  it  can  handle 
nearly  every  task  the  larger 
computer  did.  It's  not  the 
lightest  notebook  on  the 
market,  but  Oldridge  feels 
the     15-inch    screen,    DVD 


drive,  and  long  battery  life 
are  worth  the  extra  heft. 
"The  weight's  not  as  impor- 
tant to  me  as  the  functional- 
ity," he  says. 

Also  in  the  heavyweight 
category,  take  a  look  at 
Gateway  Inc.'s  $3,874  model 
9300x1  deluxe  which  has  an 
800  MHZ  Pentium  III  micro- 
processor, a  20  GB  hard 
drive,  and  a  15.7-inch 
screen — big  enough  to  com- 
fortably watch  any  movies 
you  might  pop  into  the  com- 
puter's DVD  drive.  If  you 
want  an  even  bigger  screen, 
you  also  can  hook  it  up  to 
your  television,  though  it's 
probably  easier  to  lay  out 
$150  or  so  for  a  dedicated 
DVD  player  for  your  TV.  A 


Sales  of  notebook 
computers  are 
growing  at  over 
30%  a  year,  vs. 
single-digit  growth 
in  desktops. That 
has  sent  notebook 
prices  down 


newer  Sony,  the  6.6-pound 
Vaio  PCG-XG39,  features  a 
crystal  clear,  14.1-inch  screen, 
an  850  MHZ  Pentium  III 
chip,  and  an  ultra-roomy  30 
GB  hard  drive  for  $3,099. 

Packed  with  features  but 
considerably  lighter  is  the 
IBM  ThinkPad  T20.  Siddharth 
Dasgupta,  a  researcher  at 
California  Institute  of  Tech- 
nology and  a  part-time  mba 
student  at  the  University  of 
California  at  Los  Angeles' 
Andersen  School,  had  been 
a  devotee  of  Dell  Computer 
Corp.  notebooks  until  he  got 
his  T20  through  a  school 
purchase  program  at  Ander- 
sen. Today,  in  addition  to  us- 
ing the  $3,799  IBM  for  his 
course  work  at  ucLA,  he  also 
puts  together  PowerPoint 
presentations      and      runs 
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spreadsheets  for  Materials 
Research  Source,  a  semicon- 
ductoi-  startup  he  heads.  And 
when  he  takes  the  ThinkPad 
home,  he  says,  his  11-year- 
old  daughter  uses  it  to 
download  MP3  files  and  cre- 
ate music  CDS  on  an  external 
drive.  Best  of  all:  The  com- 
puter weighs  less  than  five 
pounds  but  still  manages  to 
pack  a  14.1-inch  screen  into 
a  case  just  over  an  inch 
[high.  "The  screen  is  great, 
land  the  computer  is  very 
slim,"  Dasgupta  says. 

Many  users,  though,  balk 
at  even  five  pounds  dangling 
from  their  shoulders.  For 
them,  the  weight  saved  is 
worth  the  hassle  of  hooking 
up  the  CD-ROM  or  DVD  via  a 
cable  and  not  having  the 
widest  screen.  Another  key 
selling  point  for  these  fre- 
quent travelers:  The  small- 
er machines  will  fit  comfort- 
ably on  an  airline  seat-back 


Larger  screens  are  a  big 
improvement.  IBM  offers 
a  14.1-incher  on  aThinkPad 
that  weighs  just  4.7  pounds 


tray,  even  in  coach  when  the 
passenger  in  front  of  you  re- 
clines into  your  lap. 

Among  the  lightest — and 
smallest — of  these  machines 
is  Fujitsu  Ltd.'s  B2175, 
which  weighs  in  at  a  mere 
2.71  pounds.  This  diminutive 
PC  demands  some  serious 
trade-offs  that  not  every 
user  is  likely  to  accept.  For 
example,  it  has  only  a  10.4- 
inch  screen — among  the 
smallest  available  on  note- 
books today — and  a  cramped 
keyboard  that  may  slow 
down  touch  typists.  On  the 
other   hand,   the    Fujitsu's 


screen  is  sharp  and  bright, 
and  it  is  touch-sensitive, 
making  it  easier  to  use  for 
some  graphics  work  and  cer- 
tain order-entry  appUcations. 
It  has  a  generous  15  gb  hard 
drive.  A  500  mhz  Celeron 
processor  makes  it  among 
the  slowest  of  the  new  ma- 
chines, but  the  price  is  a 
fairly  modest  $2,399. 

Slightly  bigger  is  the 
Gateway  Solo  3350,  which 
features  a  12.1-inch  screen 
and  a  600  mhz  Pentium  III 
processor  for  $2,199.  Seval 
Oz  loves  hers.  The  vice-pres- 
ident for  finance  at  Urban- 


Media  Inc.,  an  upstart 
and  voice-communicati 
company  in  Palo  Alto, 
Oz  carries  her  Gateway 
her  throughout  the  da; 
she  goes  from  meetin 
meeting.  With  the  mai 
linked  to  a  vioreless  net 
in  UrbanMedia's  office 
can  tap  into  Internet  co 
ence  calls,  send  e-mail, 
collaborate  with  collea 
in  Palo  Alto  and  at  the 
pany's  sites  in  Georgia 
other  cities  in  Califo 
"My  laptop  is  really  i: 
pensable  to  me  as  a  con 
nications  tool,"  she 
Weighing  just  3.65  poi 
the  Gateway  doesn't 
her  down  on  her  freq 
business  trips,  and  the  t: 
off  of  not  having  a  bu 
CD-ROM  or  DVD  isn't  a  ] 
lem  for  her:  "It's  vita 
me  to  be  able  to  carrj 
computer  with  me." 
Another    machine 
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THE  LOWDOWN  ON  THE  LATEST  LAPTOPS 


MODEL/ 
PRICE 


CHIP/MEMORY/ 
HARD  DRIVE 


WEIGHT/ 
SCREEN  SIZE 


THE 
SKINNY 


AFFORDABLE  MOBILITY 

COMPAQ 

Presario  1700/$1,999 

600  MHz  Pentium  III, 
64IVIB  RAM,  10GB 

5.6  lbs., 
14.1" 

A  great  desktop  replacement  for  home  or  small  office  use.  Better 
yet,  it's  lightweight  for  the  price. 

HEWLETT-PACKARD 

Pavilion  N5150/$l,849 

600  MHz  Pentium  III, 
64MB  RAM,  10GB 

7.2  lbs., 
13.3" 

Lots  of  machine  for  the  price,  but  don't  expect  to  move  it  too  far:  at 
more  than  7  pounds,  your  shoulder  will  ache. 

WINBOOK 

WinBookSi/$l,999 

800  MHz  Pentium  III, 
64MB  RAM,  6GB 

7.1  lbs., 
14.1" 

Far  from  featherweight,  but  lots  of  processor  for  the  price  from  mai 
order  and  Web  retailer  WinBook. 

POWER  TO  SPARE                                                                                           j 

IBM 

ThinkPad  T20/$3,799 

750  MHz  Pentium  III, 
128MB  RAM,  20GB 

4.7  lbs., 
14.1" 

Costs  a  lot,  but  offers  great  features  in  a  compact  package.  One 
problem:  annoying  whine  when  a  disk  is  in  the  DVD  drive. 

DELL 

LatitudeCPx/$2,679 

750  MHz  Pentium  III, 
64MB  RAM,  6GB 

6.4  lbs., 
14.1" 

A  big,  feature-packed  machine  at  a  relatively  low  price.  But  the  wei 
will  slow  you  down  as  you  sprint  for  flights. 

SONY 

VAIO  PCG  XG39/$3,099 

850  MHz  Pentium  Hi, 
128MB  RAM,  30GB 

6.6  lbs., 
14.1" 

Slick-looking  machine  with  an  exceptional  screen  and  enormous 
hard-drive.  Firewire  connector  makes  video  work  a  snap. 

SHOULDER  SAVERS 

TOSHIBA 

Portege  3480/$2,499 

600  MHz  Pentium  III, 
64MB  RAM,  12GB 

3.4  lbs., 
11.3" 

At  less  than  an  inch  thick,  the  skinny  on  this  machine  is  that  it  real 
is  skinny.  The  small  keyboard,  though,  might  slow  down  pudgy  finge 

GATEWAY 

Solo3350/$2,199 

600  MHz  Pentium  III, 
64MB  RAM,  6GB 

3.65  lbs., 
12.1" 

This  machine's  relatively  big  screen  and  nearly  full-sized  keyboard 
unusual  in  ultralights.  But  the  standard  hard  drive  is  a  bit  small. 

FUJITSU 

B2175/$2,399 

500  MHz  Celeron, 
128MB  RAM,  15GB 

2.71  lbs., 
10.4" 

At  less  than  3  pounds,  this  is  a  true  featherweight.  The  keyboard  is 
cramped,  but  the  touch-screen  is  great  for  graphics  applications. 
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[Do  you  still  look  for  the  prize  in  the  cereal  box? 


Have  you  ever  taken  a  sick  day  due  to  spring  fever? 


Does  your  first  meeting  seem  longer  on  an  empty  stomach? 


HRliAKPAST 
BAR 


li  the  answer's  yes,  you're  one  oi  us.  That's  why  at 
Hampton','  we  orier  a  rree  breahiast  har  every  morning. 
Just    to    help    you    get    through    the    day.    At    over    1,000 


locations  nationwide,  you'll  also  get  a  100%  Satisiaction  Guarantee.  And 
now  you  can  earn  Hilton  HHonors®  hotel  points  and  airline  miles  throughout 
your  stay.  All  rrom  around  $69  to  $99  a  night.  So  come  join  us.  Whether 
you're  here  ror  business  or  pleasure,  we  think  you'll  tit  right  in. 


Were  with  you  all  the  way. 


lates  vary  by  location.  ©  2000  Hilton  Hospitality,  Inc. 


Visit  us  at  hampton-inn.com  or  call  1-800-HAMPTON* 
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calls  for  trade-offs — 
but  is  likely  to  prove 
popular  with  those 
who  do  a  lot  of 
sprinting  in  air- 
ports— is  Toshiba 
Corp.'s  Portege  3480. 
While  the  keyboard 
is  an  inch-and-  a-half 
narrower  than  those 
found  on  most  lap- 
tops, the  computer  is 
less  than  an  inch 
tliick,  weighs  just  3.4 
pounds,  and  offers  a 
relatively  speedy  600 
MHZ  Pentium  III  chip 
for  $2,499. 

For  home  users 
who  don't  want  to 
spend  a  fortune  on  a 
computer,  there  are 
plenty  of  options  as 
well.  At  the  high 
end — machines  that 
push  the  $2,000  price 
barrier — is  Compaq 
Computer  Corp.'s 
Presario  1700.  At  5.6 
pounds,  this  PC  won't 
weigh  you  down  as 
much  as  some  that 
cost  far  more,  and 
with  a  600  mhz  Pen- 
tium III,  it  won't  slow  down 
your  applications,  either.  The 
1700  comes  vidth  a  relatively 
generous  14.1-inch  screen 
and  a  standard  64 
megabytes  of  RAM,  which 
you  might  want  to  upgrade 
to  128  MB  if  you  plan  to  run 
the  newer  Windows  2000  op- 
erating system. 

A  bit  cheaper  but  also 
heavier  is  Hewlett-Packard 
Co.'s  Pavilion  Notebook 
N5150.  At  $1,849  in  stores 
such  as  Best  Buy  Co.,  this 
machine  offers  a  13.3-inch 
screen  but  weighs  in  at  a 
hefty  7.2  pounds.  WinBook 
Computer  Corp.,  an  Inter- 
net and  phone-order  retail- 
er, puts  a  speedier  800  MHz 
Pentium  III  chip  and  a  14.1- 
inch  screen  in  its  si  laptop 
but  packs  it  into  a  7.1-pound 
package,  nascar  driver 
Ernie  Irvan  bought  a  Win- 
Book  to  take  with  him  on 
the  road  while  traveling  with 
his  family  to  races  before  he 
retired  last  year.  "It  worked 
out  perfectly  because  the 
kids  could  play  games,  we 


could  do  some  statistics  for 
the  races,  and  you  could 
watch  movies  and  stuff  on 
the  big  screen,"  Irvan  says. 

If  $2,000  still  seems  a  tad 
rich  for  your  mobile-comput- 
ing needs,  fear  not.  There 
are  plenty  of  op- 
tions in  the 
$1,200  area  and 
even  some  that 
dip  below 

$1,000.  This  is 
the  territory  of 
smaller  screens 
and  slower  Intel 
Celeron  and  Ad- 
vanced Micro 
Devices  Inc. 
processors.  But 
most  of  these 
machines  are 
plenty  powerful 
to  handle  home- 
computing  tasks. 

One  word  of  caution: 
Many  of  the  cheapest  lap- 
tops use  older  screen  tech- 
nology called  dual-scan, 
which  isn't  quite  as  sharp  as 
the  TF"T  screens  found  on  vir- 
tually all  machines  that  cost 


more  than  $1,500.  Take,  for 
example,  IBM's  $1,099 
ThinkPad  i  Series  1200.  This 
six-pound  machine  features 
a  500  MHZ  Mobile  Celeron 
processor,  32  MB  of  RAM,  and 


Slam  Dunk 

Oldridge  uses  his  Sony  to 
music,  commentary,  and  t 
to  3-D  game  replays. The 
eight-pound  laptop  replac 
custom-built  workstation 

a  12.1-inch  dual-scan  scr 
That's  good  enough  for  n 
applications,  though  u 
with  a  bit  more  cash 
want  to  upgrade  to  the 
ries  1250,  which  offers  a 
screen  and  a  more  robus 
MBS  of  RAM  for  $1,399 

Are  any  of  these  macl 
without  compromise?  No' 
ally.  No  one  has  com* 
with  a  notebook  comp 
that  fits  neatly  into  a 
case,  weighs  less  than  i 
perback  book,  has  the 
tures  of  a  high-end  desl 
and  costs  next  to  nothin 
that's  your  desire — dr 
on.  There  are,  however, 
chines  that  can  handle 
tually  anything  mobile 
fessionals  and  home  u 
might  want  to  do.  It's 
a  matter  of  choosing  v\ 
one  and  deciding  how  r 
cash  you're  viilling  to 
with  to  get  close  to 
dream. 

By 
David  Rocks 

in  New  York 


4 


Computer 
Safe 

EAGLE  CREEK  IK 
www.eaglecreek.ee 
$25 

Not  ready  to  give  up  y 
favorite  briefcase  or 
backpack  for  that  ugly  bl 
standard-issue  laptop  bag 
that  came  with  your  new 
company  computer?  You  don't  have  to— with  the  Comf 
Safe  from  Eagle  Creek.  Lined  with  dense  foam  to  prol 
your  machine  from  bumps  and  spills,  this  little  envelop 
designed  to  be  slipped  inside  your  main  bag.  With  han 
and  attachment  rings,  it  looks  good  enough  to  carry  or 
own.  It's  available  for  $25,  in  black,  khaki,  or  Neptune 
blue,  at  travel  outfitters  or  www.eaglecreek.com. 
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Every  day,  mobile  phone  users 

send  some  200  million  messages. 

With  E-mails, voice  mails  and 

fax  mails  too,  life's  getting 

complicated.  Ericsson's  Mobile 

grip 

Ericsson  one-mailbox  messaging.  Keeping  your  life  together. 

Internet  messaging  solution  will 

mark  a  new  era  of  integrated 

messaging,  allowing  network 

operators  to  offer  the  facility  to 

send,  receive  and  manage  all 

messages  through  a  single 

mailbox.  And  access  it  from  any 

device,  anywhere  in  the  world. 

it's  time  to  get  a  grip. 

www.ericsson.com 

The  Mobile  Internet  Revolution. 
It's  an  everyday  thing. 


ERICSSON  ^ 


TECHNOLOGY    «WHAT 


Test  Drive 


CUTTING  THE  CORD  AT  LAST 


Barreling  down  Fifth  Avenue  in  the  backseat  of  a 
taxi,  I  suddenly  have  to  know  the  name  of  the 
American  actress  who  starred  opposite  Jean-Paul 
Belmondo  in  Jean-Luc  Godard's  Breathless.  I  ask  the 
driver,  but  he's  from  Uzbekistan  and  barely  speaks  Eng- 
lish, let  alone  French.  No  luck  there.  Then  I  pull  my  lap- 
top out  of  my  bag,  turn  it  on — et  voild:  I'm  surfing  to 
lMDb.com,  my  favorite  movie-info  Web  site.  I  get  the  an- 
swer (Jean  Seberg),  skim  a  couple  of  reviews  online,  and 
then  see  what  other  movies  she 
played  in.  Before  tucking  my 
laptop  back  into  my  bag,  I 
check  my  e-mail,  look  at 
the  forecast  on 
weather.com,  and  glance 
at  a  few  stock  prices  on 
financial  sites. 

A  wild  fantasy  of  mo- 
bile Web  surfing?  Nope. 
And  you  can  do  it, 
too — although,  as  those 
ads  on  TV  always 
warn,  actual  results 
may  vary.  Wireless 
Web  access  really 
does  exist.  We're 
talking  the  real 
thing,  on  a  comput- 
er— ^not  using  one  of 
those  tiny-screened 
phones  the  cellular 
companies  are  hawk- 
ing. But  the  kind  of 
speed  I  got  while  ca- 
reening through  Sili- 
con Alley  is  available 
only  in  New  York,  San 
Francisco,  and  a  dozen 
other  cities  in  the  U.  S.  Oth- 
er services  offer  much  slow- 
er access  in  a  lot  more 
places — 0.  K.  for  e-mail  and 
looking  up  an  occasional 
Web  page — but  far  from 
speedy.  Wireless-data  ser- 
vices "still  have  a  long  way 
to  go,"  says  analyst  Roberta 

Wiggins  of  Yankee  Group  Research  Inc.  "There  are  cov- 
erage challenges,  reliability  problems,  and  performance 
problems." 

On  my  Fifth  Avenue  trip,  I  was  using  a  Ricochet  mo- 
dem made  by  Metricom  Inc.,  a  wireless-networking  up- 
start backed  by  WorldCom  Inc.  and  Microsoft  Corp.  co- 
founder  Paul  Allen.  The  service  costs  $70  to  $80  per 
month  for  as  much  data  as  you  can  send  or  receive,  and 
the  modem  itself  will  set  you  back  between  $100  and 
$300.  It  really  is  fast:  128  kbps,  or  more  than  twice  the 


The  wireless  Web  really  does 
exist.  We're  talking  the  real 
thing,  on  a  computer 


speed  of  the  best  dial-up  modems.  For  general  Web  sui 
ing,  most  users  will  find  little  difference  between  Rico- 
chet and  their  office  network  connections.  And  even  th 
limited  availability  vdll  soon  ease:  Metricom  plans  to  b« 
serving  nearly  50  metro  areas  by  the  end  of  next  year. 
Most  of  the  bigger  cellular  carriers  also  offer  wireles 
data,  but  they're  nowhere  near  as  fast  as  Ricochet.  Vei 
zon  Communications  and  ATdiT  use  a  system  called  celh 
lar  digital  packet  data  (CDPD),  which  can  reach  speeds 
19.2  kbps  by  sending  packets  of  data  aero 
the  same  frequencies  as  cell-phone  net- 
works. That's  fine  for  e-mail  and  checki 
stock  quotes  but  far  too  slow  for  full- 
fledged  Web  surfing.  With  Verizon's 
service,  for  example,  some  Web 
pages  didn't  load  in  their  en 
tirety.  At  the  search  engii 
Google.com,  the  page  w 
often  missing  the  win- 
dow where  you  enter 
your  query.  Without 
that,  it's  kind  of  hare 
to  find  anything. 

As  limited  as  the 
are,  the  services 
aren't  cheap.  In  eaM 
case,  a  modem  care 
for  your  PC  costs  h 
tween  $200  and  $7( 
A  less  appeaUng- 
somewhat  cheaper-M 
option  is  to  hook  u 
via  a  cable  linked  t 
your  cell  phone,  if 
equipped  for  data 
transmissions.  AT&T 
service  will  set  you  \ 
back  $50  per  month, 
while  Verizon  costs  from 
to  $55  monthly — both  for  j 
much  data  as  you  can  senj 
and  receive.  And  neither 
truly  nationwide,  so  you'll! 
want  to  make  sure  the  sy| 
tem  works  where  you  ex- 
pect to  be  using  it  before  | 
you  sign  up.  Sprint  Corp. 
fers  a  similar  service,  with  one  key  difference:  It's 
charged  per  minute,  which  means  you  had  better  be 
careful  how  long  you  leave  your  computer  hooked  up. 
Otherwise  you'll  eat  through  even  the  most  generous 
buckets  of  cellular  minutes  in  a  jiffy.  And  that  would 
make  it  pretty  expensive  to  find  out  who  starred . . . 
um . . .  what  was  that  actress'  name  again? 

By  David  Rocks  in  New 
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INNOVATION 

in  the 
Customer 
Economy 

\! 


i  business 


H'^'^'^mber  12-14  2000 

Jacob  K.  Javits  Convention  Center,  NYC 


Register  NOW! 

Conference  Produced  by 

Veek    r" 


Tools  and  Technologies 3 

Program-at-a-Glance  4 

Business  Benefits  Tra<  >  u 

Technology  Solutions  Track  ...8 

Mobile  Commerce  Track 10 

Real  World  Case  Studies 

Track  1 12 

Real  World  Case  Studies 

Track  II m 

Monday  Tutori.j I  i' 

Exhibitors u, 

Keynote  Speakc  i  / 

Featured  Speaktt  i  / 

Sponsors.  18 

Registratioi  19 

Hotel  and  Travel  Info 19 


Winning  c-ousinesses  execute  on  every  cylinder. 

Their  business  models  deliver  enduring  customer  value.  Their  technicol  orchitectur 
deliver  rock-solid  performance  and  scalability.  They're  masters  at  implementation 
They've  learned  the  difference  betv/een  realities  and  pipe  dreams,  opportunities  c 
hype.  And  they  rely  on  one  event  to  support  every  business  and  technical  decisio 
they  make:  CMP's  eBusiness  Conference  and  Expo  at  the  Jacob  K.  Javits  Conven 
Center  in  New  York  City. 

Sponsored  by  the  E-business  experts  at  Business  Week  and  InformationWeek,  th 
your  single  source  for  enterprise  E-business:  strategic  intelligence,  leading-edge 
solutions,  and  practical  expertise.  From  E-marketplaces  to  CRM,  mobile  commerc 
high-availability  infrastructure,  you'll  master  it  here! 

•  Plot  your  strategies  with  the  world's  leading  experts  in  winning 
E-business  models 

•  Manage  your  transition,  leveraging  all  your  advantages, 
clicks  and  mortar  alike 

•  Build  your  shortlist  from  the  world's  best  E-business  products  and  servi< 

•  Choose  the  right  solution  with  tough,  independent  guidance  from 
world-class  experts 

•  Master  accelerated  implementation  techniques  straight  from  the 

world's  leading  E-businesses 

•  Discover  advanced  E-processeS  that  seamlessly  integrate  partners, 
suppliers,  and  legacy  systems 

•  Maximize  performance,  scalability,  and  usability  to  squeeze 

more  value  out  of  every  click! 

If  you're  an  E-business  leader,  you  must  know  more, 
accomplish  more,  meet  tougher  goals  than  ever  before.  0 
event  -  only  one  event  -  helps  with  every  challenge  you  fa 


December  12-14, 2000  at  the  Jacob  K.  Javits  Convention  Center  in  New  York 


Check  out  what's  new  di 
eBusiness  Conference  and  Expo! 


RFGISTER  NOW! 

Online 
www.ebusinessexpo.com 

(Please  use  Customer  Code  BW) 

By  Fax 
212-592-8233 

By  Phone 

800-652-2578 

By  Mali 

CMP  Business  Forums 

3  Park  Avenue,  30tti  Fl,  NY,  NY  10016 


n?e 


SOCIETY 

Serving  The  Early-Stage  Investing  Community 

Forum<;  a  Fvents 

AngelSociety  Forum  will  be  held  in  conjunction  with  eBusiness 

Conference  and  Expo  and  is  the  premier  event  that  brings  together  eai 

stage  capital  and  important  service  providers  with  exceptional  new  veni 

in  an  informative  and  educational  venue.   AngelSociety  Forum  will  all' 

serious  investors  to  interface  with  early-stage  companies  through  fornr 

presentations,  exhibit  booth  interaction  and  private  face-to-face  exhibit, 

meetings.   A  conference  track,  presented  by  industry-leading  speakers 

expert  panels,  will  address  early-stage  financing  issues  and  industry  tre 

^>v^.angelsociety.com 


Come  with  your  toughest  E-business  challenges. 

Leave  with  real  solutions  you  can  start 

implementing  immediately. 

It's  that  simple.  It's  that  powerful.  Whatever  your  goals,  eBusiness 
Conference  and  Expo  can  make  a  fundamental  difference  in  how  you  do 
■-business  -  and  the  results  you'll  achieve.  Build  your  personal  eBusiness 
onference  and  Expo  from  the  industry's  broadest,  deepest  assemblage  of 

E-business  expertise,  designed  to  address  your  specific  challenges. 

Look  Who's  Driving  E-business! 

Corporate  activities  experiencing  significant  change  in  their  business 
practices  as  a  result  of  E-business  opportunities. 


IS/IT  Department 

Marketing 

Customer  Service 

Sales 

Operations/Fulfillment 

Finance/ Accounting 

Executive  Management 

Purchasing 

Human  Resources 

Distribution 

Production/Manufacturing 


49% 


44% 


38% 


J   31% 


28% 
J     25% 
24% 
J   23% 


19% 

I   17% 

J    14% 


Data:  InformationWeek  Research  in  consultation  with  DC  Berkeley  and  IBM 
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Also  New!  i]®fel©  ©©oimdir©©  m  mm  © 

cplore  the  new  phenomenon  of  wireless  business  solutions,  anytime- 
nywherei  Get  connected  to  cutting-edge  wireless  solutions  providers 
nd  device  manufacturers  involved  in  the  deployment  of  M-commerce 
>plications  in  a  variety  of  industries  including  finance,  banking,  retail 
and  travel.  Experience  the  future  of  the  wireless  economy! 


commerce 


Conference  and  Expo 
www.mccexpo.com   > 

fhe  Mobile  Commerce  trot 
'oge  10  for  details!  i 


A^ 


Get  the  tools, 

technologies 

and  expertise 

you  need... 

Access  Services 

Application  Servers 

Billing  Systems/Online  Bill 

Presentment 

Caching  Solutions 

Consulting  &  Integration 

Services 

Content  Management 

Solutions 

Customer  Relationship 

Management 

Customer  Service  Software 

Data  Warehousing/Mining 

Systems 

Database  Integration 

Solutions 

Electronic  Commerce  Servers 

Email  Services 

Enterprise  Portals 

Extranets 

Firewalls 

Fulfillment  Services 

High  Availability  Solutions 

Hosting  Services 

Internet  Service  Provider 

Solutions 

Internetworking  Equipment 

Intranet  Solutions 

IP-Enabled  EDI 

Java-Based  Software 

Knowledge  Management 

Systems 

Middleware 

Object-Based  Technology 

(CORBA/DCOM) 

Outsourcing  Solutions 

Payment  Solutions 

Recommendation  Engines 

Security  Solutions 

Site  Design  &  Usability 

Solutions 

Site  Personalization  & 

Profiling 

Store  Building  Software 

Streaming  Media 

Trading  Hubs/Supply  Chain 

Marketplaces 

Traffic  Measurement 

Solutions 

Training  Solutions 

Transaction  Servers 

Virtual  Private  Networks 

(VPNs) 

Web  Advertising  Brokers 

Web-Enabled  Enterprise 

Resource  Planning 

Web-Enabled  Relationship 

Management 

Web  Publishing/Document 

Management 

Wireless  Internet  Solutions 

XML  Solutions 


Business  Benefits  Track        Technology  Solutions  Tr^ 


DAY  ONE: 

From  Here  to 

E-business: 

Managing 

the  Transition 


DAY  TWO: 

Reinventing 

Business 

Models:  The 

E-business 

Imperative 


9:30am-3:30pm 
9:30am-3:30pm 


9:00- 10: 15am 


10:30- 11 :45am 


1 :30-2:30pm 


2:45-3:45pm 


4:00-5:00pm 


9:00- 10: 15am 


10:30-1 1:45am 


1 :30-2:30pm 


2:45-3:45pm 


4:00-5:00pm 


9:00- 10: 15am 


MONDAY,  DECEMBER 


MONDAY,  DECEMBER  \ 


TUESDAY  DECEMBER    'i^ 

GENERAL  SESSION 

What  Business  Are  You  Really  In? 

GENERAL  SESSION 

What  Business  Are  You  Really  In? 

Strategies  for  Crossing  the 
E-business  Chasm 

Making  the  Most  of  E-marketplaces 

Creating  an  E-business 
Corporate  Culture 

Supply  Chain  E-process  Automatbn 

E-business  Branding  and  Competition: 
What  Frictionless  Commerce  Means 
to  Your  Value  Proposition 

Securing  Your  Perimeter 

WEDNESDAY,  DECEMBER 


GENERAL  SESSION 

Lessons  Learned  from  E-business  Failures 

GENERAL  SESSION 

Lessons  Learned  from  E-business  Faili 

E-business  Model  University 

Personalization:  One-To-One 
Wonder  Or  Marketing  Myth? 

Innovative  E-business  Models  in  Practice 

Customer  Information  Profiles: 
Managing  and  Massaging 
Unprecedented  Amounts  of  Data 

Dynamic  Marketplace  Models 

Mobile  E-commerce:  Today's  Building 
Blocks,  Tomorrow's  Opportunities 

THURSDAY,  DECEMBER 


DAY  THREE: 

eValues: 

A  Nevsf 

Equation 

of  People, 

Ideas 

&  Capital 


10:30-11:4Sam 


1:30-2:30pm 


2:45-3:45pm 


4:00-5:00pm 


GENERAL  SESSION:  Start-up:  AlternoHve 
Funding  Sources  and  Company  Launch 
Strategies  presented  by  AngeiSociely 

GENERAL  SESSION:  Start-up:  Alternc 
Funding  Sources  and  Company  Laun 
Strategies  presented  by  AngelSociety 

Winning  E-business: 
The  Human  Component 

Getting  Closer  to  Your  Customer: 
Breakthrough  Content 
Distribution  Solutions 

Value  Creation: 

What's  the  Right  Exit  Strategy? 

Building  More  Efficient  Web  Sites 

Customer  Management: 
InformotionWeek/eBusiness  Conference 
and  Expo  Joint  Research 

Customer  Manaaement: 
InformationWeek/eBusiness  Conferw 
and  Expo  Joint  Research 

Conference  content  is  subject  to  change.  Go  to  www.ebuslnessexpo.com  fi  tl 


Business  Conference  and  Expo  "rogram-at-a-Glance 

lobile  Commerce  Track         Real  World  Case  Studies  I       Real  World  Case  Studies  II 


DAY  TUTORIAL  WORKSHOP  1   Enabling  Web  Storefronts 


DAY  TUTORIAL  WORKSHOP  2  VPNs:  The  New  Extranet  Architecture 


JOTE  ADDRESS 


JERAL  SESSK)N : 

Wireless  Web: 

o'll  Be  The  Gatekeepers? 

GENERAL  SESSION 

What  Business  Are  You  Really  In? 

GENERAL  SESSION 

What  Business  Are  You  Really  In? 

>pina  Without  Wires: 
>ile  Commerce  101 

Wireless  e-Commerce  Now: 
Making  Sales  Anywhere, 
on  Any  Device 

Deploying  a  Storage  Area  Network 

)'!!  Lead  the  M-commerce 
lications  Pack? 

Creating  an  E-commerce  Ecosystem 
with  Secure  Mobile  Access 

Scalability:  Staying  Ahead  of  the 
Performance  Curve,  No  Matter  What 

iless  Advertising:  What  Form? 
It  Content?  What  Reaction? 

1 

How  Lycos  Network  Chose  a  New 
Web  Platform  and  Server  to  Build  its 
Next  Generation  Internet  Portal 

Creating  Smart  Enterprises  with 
E-marketplaces 

InOTE  ADDRESS 

^  lERAL  SESSION 
)mmerce  in  the  Real  World 

AAelalSpectrum  to  Serve  Manufacturers, 
Distributors  and  Customers  in  the 
Specialty  Metals  Business 

GENERAL  SESSION 

Lessons  Learned  from  E-business  Failures 

ing  Your  Business  on  the 
>ile  Bandwagon 

Focusing  on  the  Consumer: 
Capitalizing  on  the  Digital  Economy 

bLiquid.com  Creates  a  Specialized 
Marketplace  for  Used  Equipment  Sales 

>mmerce  Payment  and 
ement:  Practical  Solutions 

State-of-lhe-Art  Intrusion 
Detection  and  Reaction 

Exploiting  E-business  Intelligence 

tcking  M-commerce: 
lication  Design  Secrets 

Internet  Service  Deployment 
Platform  Key  to  Unified 
Communications  Services 

Bringing  an  E-business  from 
Concept  to  Reality 

,1 
IMOTE  ADDRESS 

J  lERAL  SESSION: 

^   Shift  from  E-commerce  to 

^   >mmerce 

GENERAL  SESSION:  Star^up:  Alternative 
Funding  Sources  and  Company  Launch 
Strategies  presented  by  AngelSociety 

GENERAL  SESSION:  Start-up:  Alternative 
Funding  Sources  and  Company  Launch 
Strategies  presented  by  AngelSociety 

e  Bandwidth!  More  Power! 
e  Intelligence! 

Leveraging  the  Internet  to 
Change  Your  Business  Model: 
The  JD  Williams  Story 

Service  Level  Assurance:  Keeping 
E-businesses  Going  at  Full  Speea 

nmy  Can  You  Hear  Me?" 
rporating  Voice  into  M-commerce 

Enterprise  Portals: 
Maximizing  Their  Reach, 
Manageabilily,  and  Business  Value 

Ensuring  Effective  Customer  Care 

f  iting  a  Positive,  Friendly 
-Experience 

Transactions  Secured  with 
Biometric  Technology 

Building  A  Profitable  E-business 

.t  program  information.      REGISTER  TODAY!  www.ebusinessexpo.com    Fax:  212-592-8233  Phone:  800-652-2578 


TUESDAY,  DECEMBER  1 

From  Here  to  E-business: 
Managing  the  Transition 

GENERAL  SESSION:  What 
Business  Are  You  Really  In? 

10:30-1 1:45am 

No  matter  how  long  you've  been  in 
business,  or  how  successful  you've 
been,  E-business  changes  everything  - 
and  your  future  depends  on  how  well 
you  manage  your  transformation. 
Success  begins  with  a  rock-solid 
understanding  of  the  core  value  you 
bring  to  your  customers  -  but,  as  the 
world's  best  companies  have 
repeatedly  discovered,  that's  rarely  as 
obvious  as  it  sounds.  In  this  session, 
you'll  discover  how  to  gain  a  more 
profound  understanding  of  your  core 
value  as  your  customer  sees  it  -  and 
how  to  transform  that  knowledge  into 
a  winning  long-term  E-business  strategy. 

Strategies  for  Crossing  the 
E-business  Chasm 

1:30-2:30pm 

For  a  few  rare  incumbents.  E-business 
merely  requires  an  extension  of  the 
approaches  that  have  worked  in  the 
past.  For  most,  however,  dramatic 
changes  in  both  mindset  and 
operations  are  required.  This  session 
shares  the  experiences  of  leading 
"bricks-and-mortar"  companies  who 
are  successfully  transforming  tfiemselves 
into  E-businesses.  Discover  how  they've 
learned  to  create  great  web-based 
customer  experiences;  built  the 
extraordinarily  diverse  partnerships 
and  alliances  needed  for 
E-business  success;  and  begun  to  view 
customer  relationships  as  ongoing 
conversations.  Even  more  important, 
discover  how  they've  driven  the 
internal  changes  needed  to  accomplish 
all  this  -  and  how  you  can  do  it,  too. 

Creating  an  E-business 
Corporate  Culture 

:45-3:45pm 

hat  characteristics  of  corporate 
culture  are  most  closely  associated 
ith  E-business  success,  and  how  can 


u  rapidly  evolve  your  corporate 
culture  to  adopt  them?  In  this  session, 
you'll  discover  the  quantifiable, 
bottom-line  advantages  you  can 
achieve  by  crafting  an  E-business- 
focused  corporate  culture  -  and  learn 
how  to  "get  there"  from  wherever  you 
are  now.  We'll  show  you  how  to 
marshal  all  the  tools  available  for 
shaping  corporate  culture;  how  to  lead 
an  E-business  initiative  by  example; 
how  to  craft  organizational  structures 
with  greater  speed  and  flexibility;  and 
how  to  leverage  your  E-business 
corporate  culture  in  the  battle  to  recruit 
and  keep  the  best  people. 

E-business  Branding  and 
Competition:  What  Frictionless 
Commerce  Means  to  Your 
Value  Proposition 

4:00-5:00pm 

Your  brand:  in  the  age  of  E-business, 
it's  proving  more  important  than  ever 
before.  But  what  happens  to  your 
value  proposition  when  consumers 
have  information  and  power?  How  do 
you  differentiate  from  the  competition? 
What  happens  to  the  businesses  that 
reap  their  profits  FROM  the  friction-like 
financial  institutions  that  rely  on 
consumers'  ignorance  of  the  better 
deal  around  the  block?  In  this  session, 
you'll  plot  strategy  with  a  leading 
expert.  You'll  discover  the  best  (and 
worst)  ways  to  leverage  your  bricks- 
and-mortar  brand  on  the  Web.  You'll 
learn  the  strategies  and  tactics  for 
preserving  your  brand  and  your 
value  proposition  as  you  morph  into 
an  E-business. 

WEDNESDAY,  DECEMBER  13TH 

Reinventing  Business  Models: 
The  E-business  Imperative 

GENERAL  SESSION:  Lessons 
Learned  from  E-business  Failures 

10:30-1 1:45am 

The  E-business  community  will 
remember  the  Year  2000  for 
spectacular  collapses  such  as  boo.com 
and  toysmart.com.  In  this  session, 
you'll  go  beneath  the  surface  to 
discover  exactly  what  went  wrong  at 


these  high-profile  failures.  Our  pa 
of  experts  will  dissect  flawed  busin 
models,  hidden  assumptions, 
disastrous  critical-path  decisions, 
failures  in  execution,  mismonagerr 
misunderstanding  of  the  customer, 
more.  The  goal:  to  identify  specific 
actionable  lessons  for  your  E-busir 


E-business  Model  University 


i 


1:30-2:30pm 

Every  E-business  needs  a  clear  mc 
that  defines  what  it's  trying  to 
accomplish  -  and  there's  no  shorti 
of  E-business  models  to  choose  frc 
brokerage  and  B2B  exchange  mo^ 
aggregators,  agents,  ad-based  co 
models,  pure-play  web  commerce 
clicks-and-mortor,  affiliate  and 
community-building,  subscriptions 
portals,  and  many  more.  In  this 
session,  you'll  review  how  each 
E-business  model  is  faring  in  the 
marketplace,  identifying  key  stren 
and  weaknesses,  long-term  prosp 
market  opportunities,  and  evolutic 
scenarios.  You'll  learn  how  to  ider 
the  right  model  for  your  E-busines 
integrate  the  best  aspects  of  multi 
models,  migrate  your  E-business  t 
new  model  -  and  above  all,  trans 
models  into  reality. 


Innovative  E-business 
Models  in  Practice 


2:45-3:45pm 

How  are  the  world's  most  innovat 
business  model  experiments  reall> 
working  out?  How  ore  yesterday' 
innovators  staying  ahead  of  brea 
competition?  In  this  session,  a  top 
E-business  model  theorist  challenc 
the  industry's  leading  innovators 
tough  questions  about  what's  wor 
what  hasn't,  what's  changed  -  or 
what's  next.  With  brutal  honesty, 
leading  E-business  executives  will 
measure  yesterday's  expectations 
against  today's  marketplace  reali 
and  explain  how  they've  changec 
business  models  to  reflect  those 
realities.  Most  important,  they'll  ( 
powerful  insights  into  what  it  tak 
execute  radical  shifts  in  strategy  - 
swiftly  and  successfully. 


usiness  ana  lecnnoiogy  txecuiives, 
Managers,  and  Decision-Makers 


Squeeze  maximum  profitability  and  competitive  acfvantage  out  of  your  E-business  initiatives! 
Discover  solutions  for  all  your  key  E-business  challenges  -  from  models,  metrics,  and  marketing, 

to  value  chains  and  Web-based  customer  service! 


amic  Marketplace  Models 

5KX)pm 

■marketplaces  move  from  drawing 
d  to  reality,  we've  brought  together 
)etitors,  customers,  and  observers 
iswer  today's  key  questions:  Which 
hrive,  which  will  fail,  and  why? 
t  operational  and  marketing 
ises  are  E-marketplaces 
untering,  and  how  well  are  they 
jnding?  Which  industries  are 
ing  most  receptive  -  and  least 
jtive?  Will  the  latest  E-marketplace 
>urcing  offerings  and  packaged 
icotions  speed  new  entrants  to 
;et?  Will  the  FTC's  antitrust 
ilings  become  more  serious?  is 
ister's  estimate  of  $1 .4  trillion  in 
:rketplace  transactions  by  the  Year 
i  realistic?  Above  all,  how  do  you 
e  your  company's  strategy  for 
cipating  in  -  or  building  - 
irketplaces? 

RSDAY,  DECEMBER  14TH 

lues:  A  New  Equation 
•opie.  Ideas  &  Capital 

lERAL  SESSION 
^up:  Alternative 
ding  Sources  and 
ipony  Launch  Strategies 

>-ll:45atn 

>rrow's  great  companies  will  get 
ad  and  launched  -  but  they'll  have 
I  far  smarter  and  more  creative 
ever  before.  If  you're  on 
preneur,  you  can't  afford  to  miss 
ip-to-the-minute  insider's  look  at 
lative  launch  strategies.  What  are 
funding  alternatives?  What  are  the 
and  cons  of  'angel'  funding  -  and 
's  the  most  efficient  way  to  pursue 
4)0  are  VCs  funding?  Should  you 
»r,  and  if  so,  who's  looking  for 
»ers  now?  What  strategies  should 
ncorporate  as  you  build  out  your 
lological  infrastructure?  How  will 
•ear's  successful  business  plans 
from  last  year's?  Join  a 


powerhouse  panel  of  experienced 
investors,  entrepreneurs  and 
technologists  to  discover  how  to  get 
funded,  get  organized  and  get  to 
market  -  fast! 
Presented  by  AngelSociefy 


AngelSociety  Forum  provides  a  highly 
interactive  conference  and  early-stage 
capital  market  for  serious  investors, 
exceptional  nev/  ventures,  and 
important  service  providers.  Company 
presentations,  exhibit  booths,  and 
face-to-face  meetings  will  complement 
industry-leading  speakers  and  expert 
panel  discussions. 

Winning  E-business: 
The  Human  Component 

1:30-2:30pm 

Excellent  people  =  excellent  E-business. 
In  this  session,  you'll  learn  how  exactly 
to  hire,  motivate,  nurture,  and  retain 
the  world's  best  people.  In  this  complete 
guide  to  the  human  side  of  the 
successful  E-business,  we'll  address 
issues  that  are  all  too  often  neglected  in 
the  rush  to  the  marketplace.  Con  you 
get  the  job  done  without  endless 
80-hour  workweeks?  What's  the  right 
role  for  training  in  today's  E-business? 
Now  that  stock  options  hove  lost  their 
sheen,  vMa\  financial  or  non-financial 
motivations  con  replace  them?  Is  the 
hyper-competitive  E-business  culture 
sustainable  for  the  long  term?  Is  it 
possible  to  rebuild  employee  loyalty? 
Should  you  try? 


Value  Creation:  What's  the 
Right  Exit  Strateg/? 

2:45-3:45pin 

Recently,  important  new  approaches 
have  been  introduced  for  measuring 
E-business  return  on  investment.  In  this 
session,  we'll  compare  them,  helping 
you  understand  how  they  differ  from 
traditional  ROI  methodologies.  We'll 
address  urgent  questions  such  as:  How 
do  you  measure  shareholder  value  in  a 
marketplace  with  unprecedented 
volatility?  What  is  the  true  value  of  a 
new  customer,  and  what  should 
customer  acquisition  really  cost?  Is  there 
such  a  thing  as  E-business  customer 
loyalty,  and  can  it  be  measured  and 
valued?  Which  web  metrics  matter 
now,  and  which  ones  hove  become 
virtually  useless?  From  start  to  finish, 
we'll  help  you  choose  metrics  that  offer 
real  insight  -  and  ovoid  those  that 
obscure  your  E-business  realities. 

Customer  Management: 
InformationWeek/eBusiness 
Conference  and  Expo  Joint 
Research 

4:00-5:00pin 

Year  after  year,  eBusiness  Conference 
and  Expo  delivers  breakthrough 
research  you  con  use  right  now  to  build 
winning  E-business  strategies.  Join  us 
this  year  for  highlights  of  the  brand- 
new  4th  wove  of  the  InformationWeek 
/eBusiness  Conference  and  Expo 
E-business  Agenda  Study,  focusing  on 
customer  relationship  management, 
and  rtie  transactions  and  infrastructure 
behind  it.  These  results  offer 
unprecedented  insight  into  today's 
leading  E-business  strategies,  practices, 
and  business  models  -  and  quantify  the 
radical  changes  being  wrought  by 
E-business  in  each  major  segment  of 
the  economy. 

Organized  and  led  by  the  E-business 
experts  at  Business  Week  and 
Iniformation  Week 


Technology  Solutions  Track 


TUESDAY,  DECEMBER  12TH 

From  Here  to  E-business: 
Managing  the  Transition 

Making  the  Most  of 
E-marketplaces 

l:30-2:30pm 

In  this  session,  you'll  define  your 
optimal  strategy  for  profiting  from 
E-marketplaces,  and  master  today's 
best  practices  for  achieving  maximum 
cost  savings,  speed,  and  flexibility. 
We'll  review  every  leading  approach 
to  E-marketplaces,  comparing  the 
benefits,  costs,  and  risks  of  supply 
chain  marketplaces,  vertical  and 
horizontal  trading  hubs,  sites  deployed 
by  enterprise  software  firms,  and  other 
alternatives.  You'll  discover  how  to  tell 
the  winners  from  the  losers,  and 
identify  steps  you  can  take  right  now 
that  position  you  for  profit,  no  matter 
which  marketplaces  ultimately  succeed. 


Supply  Chain  E-process 
Automation 

2:45-3:45pm 

Suddenly,  enterprises  have  an 
unprecedented  range  of  software  and 
Web-based  options  for  automating 
communication  and  processes  across 
their  supply  and  distribution  chains.  In 
this  session,  leading  providers  and 
implementers  compare  the  alternatives, 
and  review  the  diverse  applications 
E-process  software  can  support  -  from 
suppiy-side  engineering  changes 
through  customized  channel  pricing. 
You'll  review  approaches  based  on 
pure  XML  message-based 
architectures,  as  well  as  solutions  that 
leverage  LDAP,  Active  Directory,  and 
other  directory  infrastructures.  Finally, 
early  adopters  will  offer  practical 
insights  into  the  challenges  of 
implementation,  including  the  need  to 
integrate  with  an  exceptionally  wide 
range  of  ERP  and  legacy  software. 


Securing  Your  Perimeter 


4:00-5:00pni 

Witness  a  live  attack  on  an  enterpi 
network  -  and  a  state-of-the-art 
response!  Network  Computing 
Magazine  editors  walk  you  throug 
every  stage  of  a  typical  assault  by 
sophisticated  crackers,  demonstrat 
state-of-the-art  defenses  and  respc 
techniques.  You'll  see  intrusion 
detection  and  security  scanning  at 
work;  discover  how  to  plug 
vulnerabilities  in  firewalls  and 
authentication  systems,  and  learn 
to  weave  multiple  techniques  and 
products  into  a  powerfully  effediv 
security  architecture. 

WEDNESDAY,  DECEMBER  131 

Reinventing  Business  Modeli 
The  E-business  Imperative 

Personalization:  One-To-One 
Wonder  Or  Marketing  Myth 

1:30-2:30pm 

Personalization:  is  it  all  it's  cracke 
to  be?  In  this  session,  we  review  tf 
state-of-the-art  in  E-business 
personalization  technology,  taking 
tough  look  at  what  you  can  really 
expect  -  and  what's  really  involve 
implementing  true  personalization 
We'll  walk  you  through  successful 
deployments,  showing  you  the 
obstacles  that  E-businesses  overca 
to  achieve  their  key  business  goal 
You'll  discover  how  vendors  are 
responding  to  the  criticisms  levele( 
first-generation  personalization 
software,  by  delivering  deeper 
personalization,  greater  scalabilit 
and  the  ability  to  personalize  entii 
sales  campaigns  encompassing 
multiple  media. 


For  IT/IS  and  Other  Technical  Managers  and  Decision-Makers 

To  make  your  E-business  work,  you've  got  to  make  E-business  technology  work.  Get  inside  today's  most 

strategic  E-business  technologies,  identify  every  key  approach,  opportunity,  risk  factor,  and  technical 

limitation.  Compare  today's  leading  products  -  and  preview  tomorrow's.  Then,  check  out  the  real-world 

case  studies  from  leading  edge  implementers  who'll  identify  key  obstacles  to  implementation  -  and  the 

best-practice  solutions  they've  discovered. 


omer  Information 
iles:  Managing  and 
soging  Unprecedented 
•unts  of  Data 


3:45pm 

and  personalization  systems 
re  massive  amounts  of  accurate 
mer  data  to  meet  their  potential. 
s  session,  you'll  learn  how  to  feed 
systems  the  data  they  need,  no 
T  what  internal  or  external 
•ns  that  data  is  stored  in.  Discover 
''s  best  strategies  and  techniques 
'^   tegrating  legacy  point-of-sale 
•ns,  call  center  databases,  data 
houses,  and  other  key  sources  of 
mer  information.  Learn  how  to 
>ve  data  quality  and  consistency, 
ige  massive  quantities  of  data 
effectively,  and  use  your  data  as 
ively  as  possible  in  real-world 
inalizotion  and  CRM  applications. 


lile  E-commerce: 
ly's  Building  Biocks/ 
orrow's  Opportunities 


5:00pm 

I're  contemplating  the  potential 
)bile  E-commerce,  you  can't 
d  to  miss  this  comprehensive 
w  of  the  latest  technologies  - 
A'hat  it'll  take  to  implement  them 
issfully.  A  panel  of  experts  will 
w  mobile  commerce  technology 
the  perspective  of  IT,  marketing, 
the  customer,  offering  a  frank 
)ective  on  technical  limitations 
as  screen  size,  memory,  power, 
bandwidth.  We'll  review  the  roles 
sbile  devices  and  browsers,  Web 
!r  gateway  platforms,  WAP, 
-AVMLScript,  mobile  portals,  and 
le  commerce  personalization 
.  You'll  learn  how  to  design 
le  E-commerce  applications  that 

well  even  with  today's  limitations 
d  scale  to  tomorrow's  more 

■ful  platforms. 


THURSDAY,  DECEMBER  14TH 

eValues:  A  Ne^  Equation 
of  People,  Ideas  &  Capital 

Getting  Closer  to  Your 
Customer:  Breakthrough 
Content  Distribution  Solutions 

l:30-2:30pm 

The  closer  your  content  is  to  your 
customers,  the  faster  they  con  get  it, 
and  the  happier  they'll  be.  That's  the 
simple  idea  behind  content  distribution 
-  but  content  distribution  isn't  so 
simple  anymore.  It's  evolved  beyond 
pure  caching  to  become  a  full-fledged 
service  model  that  con  supercharge 
virtually  any  large-scale  site  or 
E-business  application  -  even  those 
based  on  dynamic  content.  Deploying 
enterprise-class  content  distribution  is 
expensive,  time  consuming,  and 
complex.  We'll  walk  you  through 
every  key  step,  help  you  evaluate  the 
costs,  compare  architectures  from 
leading  players  such  as  Inktomi  and 
Akamai,  and  demonstrate  how  your 
choice  of  solution  will  impact  your 
enterprise  infrastructure. 


Building  More  Efficient 
Web  Sites 

2:45-3:45pm 

E-business  ad  spending  soared  by 
1 400%  lost  year  -  but  sites  hove  mode 
absolutely  no  progress  in  converting 
those  expensive  visitors  into  customers. 
The  #1  reason?  Web  site  performance: 
slow  pages,  inconsistent  load  times, 
unreliable  applications,  server  and 
database  problems,  content  errors, 
and  Internet  slowdowns.  In  this 
session,  leading  web  content,  site 
management,  and  Internet  access 
experts  offer  a  step-by-step  plan  for 
dramatically  improving  site 
performance,  drawing  heavily  on  real- 
world  cose  studies.  Discover  the 
technical  and  usability  mistakes  that 
may  be  alienating  your  customers  right 
now;  compare  new  technologies  and 
services  for  measuring  site 
performance  from  the  user's 
standpoint;  and  identify  low-cost 
improvements  that  con  pay  for 
themselves  virtually  overnight. 


Organized  and  led  by  the 

E-business  experts  at 

InternetWeek  and 

Network  Computing 


REGISTER  NOW! 

Online 

www.ebusinessexpo.com 

(Please  use  Customer  Code  BW) 

By  Fax 

212-592-8233 

By  Phone 

800-652-2578 

By  Mail 

CMP  Business  Forums 

3  Park  Avenue,  30th  Fl,  NY,  NY  10016 


Mobile  Commerce  Track 


TUESDAY,  DECF"^~~  7  2TH 

From  Here  to  E-business: 
Managing  the  Transition 

GENERAL  SESSION 
The  Wireless  Web: 
Who'll  Be  The  Gatekeepers? 

1 0:30- n  :45am 

The  jockeying  has  already  begun, 
as  billion-dollar  enterprises  vie  for 
leadership  in  creating  preferred  customer 
gateways  to  M-commerce  applications 
and  services.  In  this  session,  the 
industry's  leading  competitors  and 
analysts  will  address  key  strategic 
questions  like:  Will  wireless  service 
providers  dominate  with  their  own 
portals?  What  will  be  the  role  of 
'tethered'  Internet  portal  giants  like 
AOL  and  Yahoo?  Will  new 
entertainment,  retail,  or  vertical 
industry  mobile  portals  emerge? 

Shopping  Without  Wires: 
Mobile  Commerce  101 

1:30-2:30pm 

Soon,  millions  of  consumers  will  use 
wireless  Internet  technologies  to  order 
their  groceries,  books,  clothing,  movie 
tickets,  and  many  other  items  on  their 
way  home  from  work  -  paying  for  them 
online,  from  web-enabled  phones. 
Palm-type  handhelds,  or  other  wireless 
devices.  This  session  previews  today's 
state-of-the-art  in  mobile  E-commerce  - 
strengths  and  opportunities,  weaknesses 
and  limitations,  and  what  M-commerce 
pioneers  can  expect  next.  It  also  offers 
a  clear-eyed  overview  of  today's  most 
important  mobile  protocols,  including 
WAP  and  WML 

Who'll  Lead  the  M-commerce 
Applications  Pack? 

2:45-3:45pm 

M-commerce  may  have  a  limitless 
future,  but  it's  still  in  its  infancy  -  and 
there  are  far  more  questions  than 
answers.  What  will  be  the  first  'killer' 
M-commerce  app?  How  will  successful 
M-commerce  apps  differ  from  wireline 
apps?  Will  there  be  a  wireless 
equivalent  of  Yahoo  or  eBay?  What  will 
be  the  successful  B2C  ploy  for  investors 
10 


and  VCs?  How  will  B2B  M-commerce 
take  shape?  How  will  the  successful 
M-commerce  business  model  differ 
from  wireline  models?  Who  should 
pay:  Consumer?  Advertiser?  Someone 
else?  With  the  help  of  an  expert  panel, 
you'll  get  a  handle  on  all  these  crucial 
issues  -  and  more. 

Wireless  Advertising: 
What  Form?  What  Content? 
What  Reaction? 

4:00-5:00pm 

M-commerce  is  expected  to  enable  an 
entirely  new  generation  of  highly- 
targeted  advertising  messages  to 
mobile  users.  What  will  those 
advertising  messages  look  like?  How 
will  they  be  created  and  delivered? 
Who'll  pay  for  them?  How  will  users 
react  to  them?  What  are  the 
implications  of  advertising  targeted  at 
where  you're  standing  and  what  you're 
doing  right  now?  In  this  session, 
pioneers  in  M-commerce  advertising 
compare  their  approaches,  explain 
their  business  models,  and  address  the 
key  questions  raised  by  service 
providers,  advertising  purchasers,  and 
customers  alike. 

WEDNESDAY,  DECEMBER  13TH 

Reinventing  Business  Models: 
The  E-business  Imperative 

GENERAL  SESSION 
M-commerce  in  the  Real  World 

10:30-11 :45am 

This  session  offers  an  across-the-board 
review  of  today's  increasingly  diverse 
M-commerce  consumer  applications,  in 
finance,  retail,  travel,  entertainment, 
and  beyond.  Who's  using  wireless 
technology  to  build  sales?  Who's 
succeeding?  Who's  failing?  Which 
applications  are  proving  most 
successful?  Where  trends  have  the 
pioneers  identified  -  and  what 
obstacles  have  they  had  to  overcome? 
Mobile  applications  to  be  discussed 
include:  stock  trading,  mortgage  rate 
updates,  movie  reviews,  restaurant 
reservations,  ordering  sports  and 
entertainment  tickets,  and  many  more. 


Getting  Your  Business 

on  the  Mobile  Band>vagon 

l:30-2:30pm 

Your  sales  force  is  on  the  road. 
Great:  that's  where  you  want  them. 
But  wouldn't  it  be  nice  to  give  them 
immediate,  no-hassle  access  to  inte 
telephone  extensions  and  email,  or 
the  latest  sales  figures  for  their  key 
clients?  Companies  are  struggling  > 
mobile-enabling  a  wide  range  of    I 
internal  functions:  email,  groupwarl 
employee  directories,  ERP,  CRM  ani 
other  tethered  Intranet  applicationsr 
this  session,  leading  implementers 
confronts  a  wide  variety  of  key  issu 
including  adapting  content  for  inter  i 
mobile  applications,  network  securi 
and  much  more. 


M-commerce  Payment  and 
Settlement:  Practical  Solution 


If 


2:45-3:45pm 

M-commerce  will  face  all  the  payi 
and  settlement  issues  that  E-commen 
has  been  working  through:  ensuri 
security  of  credit  card  transactions,  f 
efficiency  of  bill  paying,  and  easy 
customer  access  to  account  inform 
Reliable,  flexible  M-commerce  pay 
and  settlement  systems  must  be  full 
integrated  with  a  company's  exist! 
systems.  This  session  introduces 
businesses  whose  M-commerce  sys 
handle  these  tasks,  and  providers 
state-of-the-art  software  that  suppc 
them. 


Unlocking  M-commerce: 
Application  Design  Secrets 


4:00-5:00pm 

To  mobile-enable  your  company,  > 
need  to  master  the  complex  art  of 
creating  mobile  applications.  In  th 
primer,  leading  mobile  applicatior 
consultants  cover  every  step  from 
design  through  rollout  and  beyonc 
offering  detailed  guidance  on  upd 
tethered  applications  with  mobile 
ends.  Discover  state-of-the-art  soIl 
for  creating  time  and  location-bas 
applications;  and  learn  practical 
techniques  for  leveraging  existing 
business  logic,  application 
infrastructure,  and  design. 


Wireless,  E-commerce  solutions  for  key  business  sectors 
such  as  retail,  banking  and  finance,  entertainment,  travel 

and  emerging  E-marketers. 

check  out  the  latest  in  wireless  devices,  investigate  vertical  and  broad-based  technologies  and  consult  top 

vireless  vendors  at  the  only  M-commerce  event  embracing  innovation  in  the  Customer  Economy.  Get  connected 

to  cutting-edge  v/ireless  solutions  providers  and  device  manufacturers  involved  in  the  deployment  of 

M-commerce  applications  in  a  variety  of  industries.  Experience  the  future  of  the  wireless  economy! 


IRSDAY,  DECEMBER  14TH 

ilues:  A  New  Equation 
*eople.  Ideas  &  Capital 


4ERAL  SESSION 
Shift  from  E-commerce 
lA-commerce 


0-1 1:45am 

immerce  and  M-commerce  systems 
sr,  and  E-commerce  marketing, 
lagement  and  design  strategies  must 
'iewed  separately  -  yet  it  must  also 
)Ossible  to  integrate  wired  and 
less  strategies  and  technical 
jms.  In  this  session,  leading 
Dmmerce  executives  discuss  how 
deal  with  the  differences  between 
■mmerce  and  M-commerce,  and  the 
lenges  that  arise  when  shifting 
/een  them.  They'll  also  present 
essful  systems  and  approaches  for 
loging  M-commerce  and 
immerce  together,  and  preview 
jrotion  improvements  they  see  on 
lorizon. 


More  Bandvs^idth! 
More  Po>ver! 
More  Intelligence! 


1:30-2:30pm 

To  understand  the  M-commerce 
opportunities  associated  with  emerging 
3G  wireless  systems,  you  must 
understand  the  capabilities  and 
limitations  of  current  narrowband 
wireless  infrastructure,  as  well  as  key 
trends  in  device  manufacturing  and 
marketing.  In  this  session,  leading 
market  players  address  each  important 
issue  associated  with  3G  M-commerce, 
and  introduce  powerful  emerging 
technologies  such  as  enhanced  location 
sensing,  which  can  target  customers 
more  precisely  and  support  creative 
new  service  offerings. 

'Tommy  Can  You  Hear  Me?' 
incorporating  Voice  into 
M-commerce 

2:45-3:45pm 

Increasingly,  technologies  like 
interactive  voice  response  and  voice- 
over-IP  are  being  used  to  enrich  the 


mobile  customer's  M-commerce 
experience.  These  technologies  will  also 
create  new  services  and  markets.  In  this 
session,  companies  on  the  cutting  edge 
of  these  technologies  discuss  the 
opportunities  they  present,  and  review 
key  enabling  standards,  such  as  the 
forthcoming  Voice  Over  XML  (VoXML). 

Creating  a  Positive,  Friendly 
User  Experience 

4:00-5:00pm 

M-commerce  applications  will  fail 
without  practical,  useful,  and  engaging 
user  interfaces.  Identifying  the  goals  of 
your  interface  is  only  half  the  battle. 
You'll  then  need  to  decide  how  you're 
going  to  implement  it  -  and  who  you'll 
turn  to  for  assistance.  In  this  session, 
leading  wireless  application  designers 
share  their  experiences  and  insights 
about  every  aspect  of  interface 
development,  covering  simplicity, 
reliability,  performance  and  much  more. 

Organized  and  led  by  the  E-business 

experts  at  InformationWeek, 

internetWeek,  tele.com, 

Netv/ork  Computing 

and  Mobile  Computing 

&  Communications 


REGISTER  NOW! 

Online 
www.ebusinessexpo.com 

(Please  use  Customer  Code  BW) 

By  Fax 

212-592-8233 

By  Phone 

800-652-2578 

By  Mail 

CMP  Business  Forums 

3  Park  Avenue,  30th  Fl,  NY,  NY  10016 
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TUESDAY,  DECEMBER  12TH 

From  Here  to  E-business: 
Managing  the  Transition 

Wireless  E-commerce  No^v: 
Making  Sales  Any>vhere, 
on  Any  Device 

l:30-2:30pm 

Why  force  your  customers  to  stay  at 
their  desktops  or  PCs  to  buy  from  you? 
Discover  how  a  leading  E-commerce  site 
is  already  profiting  from  transactions 
made  on  Web-enabled  wireless 
phones,  Palm  PCs,  and  other  handheld 
devices.  Join  the  firm's  IT  leaders  as  they 
compare  platforms  and  approaches  to 
supporting  the  wireless  Web,  decide 
what  to  outsource,  select  development 
tools,  adapt  existing  site  content,  and 
more.  Draw  upon  their  experience  to 
answer  crucial  questions  such  as:  What 
do  wireless  customers  expect  from  your 
site?  Which  types  of  transactions  are 
they  most  receptive  to?  What's  the  best 
way  to  cope  with  the  limitations  of 
today's  wireless  Internet  access 
technologies? 

Creating  an  E-commerce 
Ecosystem  with  Secure 
Mobile  Access 

2:45-3:45pm 

Online  retail  has  grown  from  a 
curiosity  to  a  hyper-competitive 
marketplace.  Wireless  access  to  Internet 
sites  will  soon  become  standard 
operating  procedure  for  dot  coms,  so 
being  first  to  market  is  important. 
LetsBuylt.com,  a  European  Internet 
trading  community,  is  transacting 
E-commerce  today  on  HP  "always  on" 
infrastructure  and  are  developing  a 
mobile  system  for  users  to  purchase 
products  and  check  order  status  via 
secure  mobile  devices  anytime, 
anywhere.  Creating  the  ecosystem  to 
support  E-commerce  built  around  the 
mobile  consumer  requires  a  great  deal 
of  balance.  If  balanced  properly, 
E-commerce  components  like  Content, 
GUI,  Payment  and  Presentment, 
Security,  Personalization,  Legacy 
Application  Integration,  Workflow, 
and  Platform  result  in  an  ecosystem  that 
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provides  great  benefits  for  all 
participants.  This  case  study  will  focus 
on  putting  the  right  components, 
infrastructure  and  relationships  in  place 
to  support  an  operational  E-commerce 
ecosystem  with  wireless  functionality. 

Hovif  Lycos  Net>vork  Chose 
a  Nevf  Web  Platform  and 
Server  to  Build  its  Next 
Generation  Internet  Portal 

4:00-5:00pm 

The  Lycos  Network  is  a  unified  set  of 
Web  sites  that  provides  leading  search 
and  navigation  resources  as  well  as 
community  and  communications  services 
such  as  free  homepage  building,  free 
Web-based  e-mail,  and  an  assortment 
of  compelling  content.  To  improve 
administration,  manageability,  and 
reliability  of  its  Web  sites,  Lycos  wanted 
to  develop  a  common,  flexible 
infrastructure  to  unify  existing  Web 
applications  into  a  single  platform.  This 
session  will  show  how  Lycos  evaluated 
several  platform  options,  then  selected 
lntel®-based  servers  and  the  MicrosofP 
Web  solution  platform  as  the  best  overall 
technology  solution  for  its  high-volume, 
commercial  Web  sites. 

WEDNESDAY,  DECEMBER  13TH 

Reinventing  Business  Models: 
The  E-business  imperative 

MetalSpectrum  to  Serve 
Manufacturers,  Distributors 
and  Customers  in  the 
Specialty  Metals  Business 

10:30-1  l:30ain 

MetalSpectrum  is  a  new  online  neutral 
marketplace  for  the  purchase  and  sale 
of  aluminum,  stainless  steel  and  other 
specialty  metal  products  and  related 
items.  The  marketplace  will  combine  the 
strengths  of  more  than  80  percent  of 
the  specialty  metals  market's  leading 
players,  linking  manufacturers, 
distributors  and  end  users.  In  this 
session,  MetalSpectrum  will  discuss  its 
approach  to  E-business  and  the  online 
exchange  model  that  enhances  the  way 
all  participants  interact  with  each  other 
to  save  time  and  money,  and  ultimately 


recreate  their  business  processes  on 
Internet.  MetalSpectrum  will  address 
role  of  Arthur  Andersen  as  the  syste 
integrator,  building  on  an  Ariba/i2 
platform,  for  the  online  marketplace 

Focusing  on  the  Consumer: 
Capitalizing  on  the  Digital 
Economy 

l:30-2:30pm 

The  Internet  is  drastically  changing 
way  business  is  conducted.  The 
relationship  between  businesses  an( 
consumers  has  been  transformed  b; 
new  digital  economy.  Consumers  a 
more  informed  than  ever  before  one 
now  dictating  business  models. 
Businesses  must  strive  to  enhance  tf 
customer  experience  at  all  levels  - 
seeking  a  more  in-depth  understanc 
of  their  customers  to  create  a  compe 
edge.  Xpedior,  a  leading  provider  ^ 
innovative  and  comprehensive 
E-business  solutions  to  Global  200( 
companies  and  emerging  digital 
businesses,  can  help  put  your  comp 
on  a  successful  E-business  path.  Re 
world  strategies  for  developing  supe 
E-customer  relationships  will  be  exp 
in  a  session  provided  by  Xpedior  > 
one  of  their  leading  clients. 

State-of-the-Art  intrusion 
Detection  and  Reaction 


2:45-3:45pm 

E-business  security  has  three  key 
elements:  prevention,  detection,  a\ 
reaction.  Unfortunately,  many 
E-business  providers  place  all  thei 
eggs  in  one  basket:  prevention.  Oi 
intruders  get  past  the  firewall  and 
preventive  mechanisms,  they  can  ( 
often  wreak  havoc.  In  this  session, 
you'll  walk  through  the  implement 
of  a  state-of-the-art  E-business  intr 
detection  and  response  system.  Se 
specialists  at  a  leading  E-business 
review  every  step  of  the  process: 
product  selection,  the  creation  of 
practical  intrusion  detection  policl< 
and  procedures,  implementation,  I 
to  reduce  false  positives,  and  an  c 
response  to  a  real  intrusion. 


Real  Customers,  Real  Experience 

There's  no  substitute  for  the  experience  of  reol-world  E-business  implementers  -  especially  when  it  comes  to  the 

"bet-your-compony"  applications  that  promise  the  greatest  competitive  advantage.  In  these  two  case  study 

tracks,  you'll  go  deep  inside  today's  breakthrough  deployments,  gaining  unparalleled  insight  into  the  technical 

and  business  realities  associated  with  them. 


ernet  Service  Deployment 
itform  Key  to  Unified 
mmunicotions  Services 


}-5:00pm 

trend  in  the  communications 
Aces  arena  is  a  movement  towords 
reomlined  way  for  consumers  and 
3ile  users  to  access  email, 
sduling,  foxes  and  paging  in  a 
jle,  unified  messaging  store. 
met's  customer  will  discuss  how 
•led  communications  deployment 
vides  a  platform  for  managing 
irmotion  and  allowing  voice  and 
3  communications  to  be  united  and 
ice-independent.  This  session  will 
w  how  the  iPlonet  Internet  Service 
)loyment  Platform  provides  the  end- 
r  with  a  reliable,  scalable  and 
■n-standards  based  architecture. 


JRSDAY,  DECEMBER  T4TH 

ilues:  A  Ne^  Equation 
People,  Ideas  &  Capital 


'eroging  the  internet  to 
inge  Your  Business  Model: 
t  JD  Williams  Story 


)-2:30pm 

uly  of  this  year,  JD  Williams,  the 
jest  direct-home  shopping  company 
ie  United  Kingdom,  moved  all  of  its 
apparel  and  soft-goods  catalog 
)  the  Internet.  An  integral  part  of 

change  involved  transforming  JD 
liams'  narrow  and  reactive 
ilog-based  soles  process  to  a  fully 
grated,  knowledge-rich,  proactive, 
omer-targeted  selling  system.  In 

presentation,  the  customer  will 
loin  how  MERANT  and  JD 
lioms  partnered  to  transform  this 
l-order  company  into  an  E-business 
iler  This  session  will  walk 
Hcipants  through  the  complete 
jsiness  solution  that  resulted  in  the 
ition  of  17  integrated  E-commerce 
b  sites  that  interact  with  existing 
iplex  legacy  systems. 


Enterprise  Portals:  Maximizing 
Their  Reach,  Manageability, 
and  Business  Value 

2:45-3:45pm 

Here's  your  chance  to  benefit  from 
insights  gained  at  one  of  the  world's 
most  advanced  corporate  portal 
projects!  Learn  how  to  architect  -  or 
re-architect  -  your  portal  for  maximum 
performance;  then  walk  through  the 
integration  and  automation  of  on 
extraordinarily  wide  range  of 
applications,  encompassing  structured 
and  unstructured  data  from  both 
internal  and  external  sources.  Along 
the  way,  discover  how  to  customize 
your  portal  for  multiple  classes  of 
employees;  walk  through  on  interface 
redesign  reflecting  crucial  usability 
lessons;  learn  better  ways  to  leverage 
XML-based  document  and  content 
management;  and  much  more. 

Transactions  Secured  with 
Biometric  Technology 

4:00-5:00pm 

As  electronic  business  continues  its 
exponential  growth  the  need  to  verify 
and  authenticate  transactions  is 
becoming  more  prevalent.  Since  the 


Electronic  Signatures  in  Global  and 
Notional  Commerce  Act  (E-Sign)  will 
soon  moke  electronic  signatures  legally 
binding,  verifying  and  authenticating 
the  signer  becomes  necessary  while 
maintaining  privacy.  In  a  session 
provided  by  a  LCI-SMARTpen 
customer,  a  biometric  solution  that  will 
allow  on  old  economy  wet  signature  to 
produce  a  new  economy  digital 
signature  -  without  compromising 
privacy  and  security  -  will  be 
presented. 


REGISTER  NOW! 

Online 
www.ebusinessexpo.com 

(Please  use  Customer  Code  BW) 

By  Fax 

212-592-8233 

By  Phone 

800-652-2578 

By  Mail 

CIVIP  Business  Forums 

3  Park  Avenue,  30th  Fl,  NY,  NY  10016 
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Real  World  Case  Studies  Track  II 


TUESDAY,  DECEMBER  12TH 

From  Here  to  E-business: 
Managing  the  Transition 

Deploying  a  Storage 
Area  Network 

1 :30-2:30pm 

The  industry  analysts,  vendors, 
consultants  and  press  are  passing  out 
advice  left  and  right  on  how  to 
implement  a  large  SAN.  But  do  they 
really  understand  what  you,  the  end- 
user,  go  through  to  complete  a 
successful  SAN  implementation?  This 
case  study  is  your  opportunity  to  hear 
the  reality  about  SAN  implementations 
from  a  storage  architect  who  has 
installed  and  run  one  of  the  world's 
largest  heterogeneous  SANs  with 
thousands  of  servers  and  petabytes  of 
data.  Eric  Madison,  Director  of 
Storage  engineering  for 
USInternetworking,  Inc.  will  address 
topics  including;  Do  you  really  need  a 
SAN;  What  do  I  need  to  know  before 
jumping  into  the  SAN  Box;  Lessons 
learned:  Deploying  a  SAN!,  and 
Futures:  Where  will  we  put  our  data 
tomorrow.  You  will  also  learn  what  to 
look  for  in  building  a  SAN  that  must 
be  highly  scalable,  support  an 
international  network  and  run 
true  24X7. 


Scalability:  Staying 
Ahead  of  the  Performance 
Curve,  No  Matter  What 

2:45-3:45pm 

Everyone  wants  traffic,  but  once 
you've  got  it,  how  do  you  cope  with  it? 
In  this  session,  you'll  discover  how  one 
of  the  world's  leading  content  sites 
maximizes  scalability,  staying  ahead 
of  the  curve  even  as  its  community  of 
regular  visitors  soars  into  the  millions. 
Join  this  site's  executives  as  they 
evaluate  and  select  load  balancing 
and  content  distribution  systems; 
optimize  their  site  content  and 
applications;  deploy  and  manage 
clustering;  and  implement  real-time 
metrics  that  show  exactly  how  they're 
doing  -  from  the  customer's  point 
of  view. 


Creating  Smart  Enterprises 
with  E-marketplaces 

4:00-5:00pm 

Every  day  another  alliance/new 
exchange  is  created  in  the  E-busin 
market.  Before  leaders  can  react  t< 
rapid  changes  such  as  these,  they 
need  to  understand  an  e-business 
market  model.  Exactly  what  busine 
pains  can  be  best  addressed  by  ai 
E-marketplace?  How  are 
E-marketplaces  re-writing  the  rule; 
competition  with  improvements  in 
time  and  reduction  in  cost  and  cai 
requirements?  And,  what  are  the 
competencies  you  need  to  compete 
We  will  look  at  alternative  approo 
to  building  exchanges  and  the  ses 
will  conclude  with  a  discussion  of  I 
implications  of  model  variables  or 
your  enterprise. 


WEDNESDAY,  DECEMBER  131 

Reinventing  Business  Model] 
The  E-business  Imperative 

bLiquid.com  Creates  a 
Specialized  Marketplace 
for  Used  Equipment  Sales 

1 :30-2:30pm 

bLiquid.com,  the  first-ever  "self-li 
equipment  exchange,"  is  the  lead] 
auction  site  for  industrial  equipm 
linking  together  people  who  wan 
buy  and  sell  used  construction  an^ 
other  heavy  machinery.  bLiquid.c 
allows  users  to  list  industrial  equi 
and  materials  for  sale  through  an] 
exchange  format  that  enables  on 
one  price  negotiations.  bLiquid.cc 
chief  executive  John  M.  Vyge  will 
address  the  need  for  a  strong  tec 
foundation  and  the  success 
bLiquid.com  has  achieved  using  J 
Systems'  Dynamic  Commerce 
technology  to  power  their  exchan 
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Jolting  E-business 
,  diligence 


Real  Lessons  from  the  Real  World 

Don't  reinvent  the  wheel!  Chose  between  1 9  exclusive  powerhouse  case  studies  that  illuminate  the  hard 

lessons  pioneers  have  learned  about  E-business  transformation.  From  wireless  to  CRM,  enterprise  portals  to 

site  scalability,  here's  your  chance  to  learn  from  those  who  have  gone  before  you  -  without  taking  the  arrows! 


-3:45pm 

less  intelligence  tools  serve  to 
e  the  growth  strategies  and 
teting  tactics  of  many  companies, 
session  will  examine  successful 
ications  of  business  intelligence 
to  target,  up-sell  and  cross-sell, 
panel  will  examine  ways  to  best 
age  information,  issues  around 
icy,  challenges  in  analyzing 
ivior  on  the  Web  and  concerns 
nd  market  segmentation. 


iging  an  E-business 
(1  Concept  to  Reality 


5:00pm 

sinesses  evolve  through  stages 
ar  to  traditional  high-growth 
Denies  but  at  a  much  more  rapid 
!.  It  is  essential  to  determine  the 
al  elements  of  strategy  as  the 
'e  and  character  of  the  business 
ges.  This  panel  will  explore 
enges  of  building  staff,  strategic 
ling,  competitive  analysis, 
icing  and  execution  models, 
•lists  will  discuss  broad 
riences  as  well  as  specific 
iples,  both  successful  and 
itrous,  from  real  companies. 


THURSDAY,  DECEMBER  14TH 

eValues:  A  Ne>v  Equation 
of  People,  Ideas  &  Capital 

Service  Level  Assurance: 
Keeping  E-businesses 
Going  at  Full  Speed 

1 :30-2:30pm 

Powerful  companies,  like  BMW  and 
Orange,  demand  outstanding 
Internet/intranet  performance  in  areas 
such  as  web  hosting/access.  E-mail 
and  E-commerce.  Many  leading 
businesses  and  service  providers  use 
Firehunter,  from  Agilent  Technologies, 
to  measure,  monitor  and  enhance  the 
complete  end-to-end  user  experience. 
BMW,  the  premier  German  automaker, 
will  tell  how  their  IT  team  guarantees 
user  satisfaction  by  monitoring  their 
corporate  e-mail  system  and  offering 
performance-based  Service  Level 
Agreements  (SLAs).   Orange,  the 
largest  provider  of  cellular  phone 
service  in  the  United  Kingdom,  will 
discuss  how  they  monitor  access  to 
their  Web  portal  page  and  simulate 
end-user  transactions  to  allow  them  to 
improve  their  customers'  experience. 

Ensuring  Effective 
Customer  Care 

2:45-3:45pm 

Customer  retention  is  an  ongoing 
concern  for  E-businesses  once  the 
battle  to  acquire  a  customer  is  won. 
This  session  will  examine  how 
E-business  ventures  can  succeed  in 
providing  excellent  customer  care. 
Panelists  will  discuss  strategies  to 
employ,  challenges  faced  with  legacy 
systems,  integration  of  CRM  solutions 
and  staffing  strategies.  Providing 
customer  care  across  all  areas  of 
operation  will  be  examined  in  a 
session  whose  focus  is  on  a  critical 
asset  for  any  E-business:  a  satisfied 
customer  base. 


Building  a  Profitable 
E-business 


4:00-5:00pm 

Attaining  profitability  is  now 
prominently  at  the  forefront  of 
E-business  planning.  This  session  will 
explore  the  aspects  of  planning  and 
operations  that  have  the  most  dramatic 
impact  on  profitability.  The  tradeoffs 
between  revenue  generation  and 
expense  containment  will  be 
examined,  including  such  topics  as  the 
impact  on  quality,  customer  service 
levels,  infrastructure,  outsourcing 
models,  compensation  and  marketing. 
Panelists  will  discuss  how  successful 
organizations  have  achieved  this 
balance  and  navigated  through 
difficult  operational  constraints. 


REGISTER  NOW! 

Online 

www.ebusinessexpo.com 

(Please  use  Customer  Code  BW) 

By  Fax 

212-592-8233 

By  Phone 

800-652-2578 

By  IVIail 

CMP  Business  Forums 

3  Park  Avenue,  30th  Fl,  NY,  NY  10016 
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Monday  Tutorials 

A  must  for  Technical  and 
Marketing  IVIanagers, 
Network  and  IS  Managers  and 
anyone  involved  in  evaluating 
E-commerce  products! 

Monday  Workshop  1 : 
Enabling  Web  Storefronts 

9:30am-3:30pm 

Getting  ready  to  deploy  your  first 
(or  next)  Web  store?  This  unique  full-day 
workshop  carries  you  through  the  entire 
process  from  planning  and  design, 
through  implementation  and  management! 
You'll  examine  representative  Web 
storefronts,  identifying  the  factors  that 
make  them  unforgettable  or  condemn 
them  to  "me-too"  mediocrity.  Next,  you'll 
compare  the  leading  Web  store-building 
suites,  identifying  strengths  and  limitations 
you  must  know  about  upfront.  We'll  help 
you  cover  all  your  bases:  back-end 
payment  systems,  accounting,  inventory, 
merchandising,  personalization,  fulfillment, 
metrics,  and  more.  We'll  even  teach  you 
today's  best  techniques  to  reduce  the  rate 
of  shopping  cart  abandonment.  Store- 
building  has  changed  dramatically  in  the 
East  year:  we'll  show  you  how  the  bar's 
een  raised  and  give  you  all  the 
techniques  you  need  to  stand  out  in  your 
marketplace  now! 

Monday  Workshop  2:  VPNs: 
The  New  Extranet  Architecture 

9:30am-3:30pm 

While  VPNs  have  been  touted  as  a 
way  to  cut  internal  communications  costs, 
they  hold  even  greater  potential  for 
linking  companies  with  suppliers, 
customers  and  other  outside  business 
partners.  VPNs  allow  companies  to  set  up 
B2B  communications  at  relatively  low  cost, 
while  delivering  the  security  extronets 
need.  They  also  sidestep  key  obstacles, 
such  as  a  partner's  reluctance  to  open 
holes  in  its  firewall  for  extranet  traffic. 
This  session  offers  a  thorough  overview  of 
the  technical  and  business  issues 
associated  with  VPN  deployment, 
reflecting  the  newest  technologies 
(including  Windows  2000),  security 
standards  (including  IPSec),  and  trends 
(such  as  secure  mobile  access  to  VPNs).  It 
covers  every  key  issue  to  consider  in 
developing  your  VPN  strategy;  and 
reviews  the  paybacks,  costs,  and  risks  of 
VPNs  for  each  leading  internal  and 
external  E-business  application. 
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of  IBM  CorDoration 


Competing  in  the  Next 
Generation  of  e-business 

As  in  any  revolution,  the  first  phase 
of  e-business  was  a  period  of 
rapid,  often  chaotic  expansion  and 
experimentation.  The  first  "killer 
app"  -■  consumer  ecommerce  - 
brought  with  it  thousands  of 
overnight  businesses,  booming 
stock  valuations,  a  river  of  venture 
capital  and,  among  the  world's 
entrenched  brands,  more  than  a 
little  dot-com  paranoia. 

That  was  e-business  1 .0. 

We're  now  entering  a  second 
phase  --  call  it  the  next  generation 
of  e-business  ••  a  period  that  will  be 
simultaneously  more  mature,  more 
exciting,  and  more  important. 
Lou  Gerstner,  chairman  and  chief 
executive  officer  of  IBM  the 
company  that  defined  the  first 
generation  of  e-business  -  opens 
eBusiness  Conference  and  Expo 
with  his  point  of  view  on  what 
lies  aheaa. 
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One  small  step  for  you.  One  giant 
leap  for  your  small  business. 


BusinessWeek  online 


THE  RESOURCE  FOR  ENTREPRENEURS 


Discover  frontier  and  launclr  your  business  to  new  lieiglits, 

frontier,  business  week,  com 


Small  businesses  are  setting  the  pace  of  today's  economy,  to  Sus/nesskVee/c  magazine  subscribers.  One  click  and  you're 

fron^/er  is  an  essential  resource  that  merges  the  immediacy  of  powered  with  the  knowledge  only  BusinessWeek  Online 

:he  web  with  the  expert  tools,  information,  and  analysis  you've  provides  to  make  your  small  business  successful. 

:ome  to  expect  from  BusinessWeel<  Online,  frontier's  in-depth 

coverage  and  archives  let  you  learn  from  the  past  and  prepare  |d|^  2000  National  Magazine  Award  Winner 

:'or  the  future.  And  it's  updated  every  day.  Best  of  all,  it's  free  f  'H^ 
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POCKET 
ROCKETS 

The  do-it-all  wireless  handheld  of 
your  dreams?  Close,  but  no  cigar  yet 


David  Lowen- 
thal's  daily  fer- 
ry ride  from 
Bainbridge  Is- 
land, Wash.,  to 
downtown  Seat- 
tle used  to  be  35  minutes  of 
downtime.  But  now,  armed 
with  a  Palm  Vx  and  a  wire- 
less hookup  from  OmniSky, 
Lowenthal,  director  of  soft- 
ware development  for  online 
education  company  Acadio, 
can  send  and  receive  e-mail 
and  surf  the  Web  as  he 
rides  the  waves  across 
Elliott  Bay. 

In  a  country  where 
wireless  service  is 
fraught  with  dropped 
calls  and  dead  spots, 
Lowenthal   is   lucky  to 

find  a  wireless  channel    thGITISGlVGS  3K& 
through  the  open  waters 

becoming  practical. 


nage  of  the  laptops  and  at- 
tachments, diaries  and  Day- 
timers  of  today's  over- 
equipped business  traveler  At 
the  same  time,  they  open  up 
a  new  anytime,  anywhere 
world  that  puts  aU  manner  of 
information — stock  charts, 
plane  reservations,  your  boss's 
entreaties,  you  name  it — at 
the  tip  of  your  stylus. 

Still,  there  are  plenty  of 
gotchas.  Only  a  tiny  fraction 
of  the  Web  has  been  trans- 


It  is  only  now  that 
both  the  networks 
and  the  products 


around  Seattle.  Credit 
AT&T  Wireless  Group  for 
the  network  that  makes 
his  connection  work. 
"Other  services,  includ- 
ing my  cell  phone,  give 
out  halfway  across  the 
bay,"  he  says.  Still, 
Lowenthal's  makeshift 
portable  office  isn't  all  that 
he  wants.  For  one  thing,  it 
can't  handle  his  company 
e-mail  directly,  so  he  has  to 
have  that  forwarded  to  a 
separate  OmniSky  account. 

Lowenthal's  experience  il- 
lustrates both  the  promise 
and  the  shortcomings  of  wire- 
less computers  today.  At  best, 
pocketing  one  of  those  con- 
nected gizmos,  such  as  a 
Palm  and  its  ilk,  can  be 
dovmright  exhilarating.  They 
free  you  from  the  excess  ton- 


And  although  Palm 
got  a  head  start,  the 
choices  are  growing 


lated  into  the  style  needed 
by  the  smaller-than-life 
screens.  Storage  is  at  a  pre- 
mium, meaning  e-mails  are 
bounced  back  when  the  mail- 
box is  full,  and  attachments 
are  blithely  ignored.  Each 
contraption  has  its  own 
quirks,  so  you  need  to  shop 
carefully  to  match  your  idio- 
syncrasies to  those  of  the  de- 
vice you're  considering. 

It  is  only  now  that  wire- 
less handhelds  and  the  net- 
works they  run  on  are  be- 


coming practical.  Palm  got 
the  ball  rolling  last  year 
when  it  introduced  Palm  VII. 
But  that  $399  Palm  is  al- 
ready the  most  limited  of 
the  new  wireless  devices.  It 
can  connect  only  to  those 
Web  sites  specifically  set  up 
for  the  Palm  VII,  including 
MapQuest  for  driving  direc- 
tions, Moviefone  for  movie 
listings,  and  Fidelity  Invest- 
ments for  stock  trades.  The 
problem:  Companies  that 
want  their  service  to  be 
on  the  Palm  have  to  cre- 
ate Web  pages  especially 
for  Palm.  E-mail  is  simi- 
larly constrained,  requir- 
ing you  to  sign  up  for  a 
palm.net  account. 
FLEXIBILITY.  The  Omni- 
Sky arrangement  that 
Lowenthal  uses  is  much 
more  flexible.  But  it 
comes  at  a  premium 
price  and  size,  requiring 
both  a  $399  Palm  Vx  and 
a  clip-on  Novatel  Min- 
strel modem  for  an  addi- 
tional $299  ($99  after  a 
cash  rebate  offered 
through  January).  The 
combo  will  hook  up  to  all  the 
Palm  VII  Web  sites,  plus  an- 
other set  from  OmniSky  and 
its  partners.  You  also  can  go 
to  any  Web  site  you 
choose — some  work  on  the 
Palm  Vx,  some  don't.  And 
you're  not  limited  to  Omni- 
Sky's  mail  service.  It  works 
with  any  standard  mail  of- 
fered by  an  Internet  service 
provider,  such  as  EarthLink. 
There's  now  good  news 
for  buyers  who  prefer  other 
brands  of  handhelds.  Start- 
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PRODUCT/MFGR.                 PRICE 

WIRELESS  ACTS 

SERVICE  (MO.)       WIRELESS  TECHNOL.         THE  SKINNY 

SELF-CONTAINED  DEVICES 

PALM  VII 

Palm 

$399 

$44.99 

Bell  South 
Mobile  Data 

Network  slow  but  reliable.  Web 
access  limited  to  pre-defined  sites. 

MACKBEIIRY957 

Research  in  Motion 

$499 

from 
$39.99 

Bell  South 
Mobile  Data 

Best  access  to  Microsoft  Exchange 
corporate  e-mail. 

ADD-ON  WIRELESS  MODEMS 

OMNISKY  FOR 
PALM  V 

OmniSky 

$299 

$39.95 

CDPD 

A  better  wireless  Palm  than 
the  Palm  VII.  HP  and 
Handspring  versions  coming. 

©CTIVELINK  FOR 
VISOR 

SkyTel 

$428 

(includes 

Visor) 

from 
$24.95 

ReFlex 
Paging 

Odd  service  requires  Web  wait:  info 
comes  back  as  pager  messages. 

PHONE-BASED  DEVICES 

MOBILE 
INTERNET  KIT 

Palm 

$49 

None 

GSM 

Allows  standard  Palms  to  access 
Internet  through  wireless  phones. 

DIAMOND  MAKO 

S3 

$399 

None 

DATA:  BUSIN 

GSM 

ESSWEEK;  COMPANY  REPO 

Clamshell  device  with  keyboard. 
Popular  in  Europe  as  the  Psion  Revo. 

RTS 

ing  this  month,  they  can  sign 
up  for  OmniSky  service  as 
well,  using  Minstrel  modems 
for  either  Handspring's  Vi- 
sor, a  Palm  clone,  or  the 
Hewlett-Packard  Jornada,  a 
handheld  organizer  that  uses 
Microsoft's  PocketPC  system, 
a  scaled-down  version  of 
Windows. 

Coupled  to  a  choice  of 
handhelds,  the  OmniSky 
package  is  enough  for  a  lot 
of  people.  Michael  A.  Lynch, 
business  development  direc- 
tor for  New  York  new-me- 
dia company  Sweetl6.com, 
has  found  that  the  service  is 
good  enough  to  let  him  get 
away  without  a  PC  at  home. 
He  gets  mail  from  both  his 
server  at  work  (which  is  not 
behind  a  firewall)  and  Yahoo! 
Unlike  the  Palm  VII,  Omni- 
Sky can  download  mail  while 
the  Palm  is  turned  off,  mak- 
ing the  network's  slow  speed 
less  annoying.  He  also  uses 
the  Web  to  check  on  flights 
and  weather  forecasts  and 
to  buy  movie  tickets. 

Sure,  Lynch  still  has  a 
couple  of  complaints.  One  is 
that  because  the  Novatel 
Minstrel  modem  connects  to 
the  Palm  through  its  sync 


connector,  he  cannot  use  his 
$99  Palm  Portable  Keyboard 
and  the  modem  at  the  same 
time.  And  the  wireless  net- 
work has  dead  spots  and  can 
be  slow.  "On  the  whole,  I'm 
happy,"  Lynch  says.  "Faster 
would  be  better,  but  it's  not 
too  bad." 

TINY  E-MAIL.  Now  that 
they've  gone  vidreless,  hand- 
held computers  are  well  on 
their  way  to  becoming  sol- 
id, general-pur- 
pose business 
tools.  But  if 
your  main  need 
is  e-mail,  there's 
an  even  better 
way:  the  grow- 
ing BlackBerry 
family  from  Re- 
search in  Motion 
(rim).  The  origi- 
nal pager-size 
BlackBerry  now 
has  been  joined 
by  a  larger  mod- 
el, the  $499  Palm-size  957, 
which  keeps  the  same  tiny 
but  usable  keyboard  and 
adds  a  much  larger  display. 
While  the  BlackBerry  can 
synchronize  its  contact  lists 
and  calendar  with  Microsoft 
Outlook  and  even  browse 


the  Web,  it  doesn't  do  any 
of  those  things  terribly  well. 
What  it  does  superbly  is 
give  you  mobile  access  to 
your  office  mail  for  about 
$40  a  month.  Read  and 
delete  a  message  on  the  go, 
and  it's  gone  from  your  of- 
fice mail  as  well.  And  many 
people  find  that  it's  easier 
to  compose  messages  on  the 
BlackBerries.  As  funny  as 


it  looks,  typing  them  v 
both  thumbs  on  the  mit 
turized  qwerty  keybo; 
turns  out  to  be  reasona_ 
efficient. 

Largely  for  its  e-mail 
pabilities,  BlackBerry  is  a 
with  corporations.  Salon 
Smith  Barney  has  ham 
out  nearly  3,000  of  them 
its  bankers,  traders,  and 
er  professionals.  "Bank 
are  on  the  road  all  the  tin 
says  Peter  Estlin,  chief 
ministrative  officer  of 
Global    Investment    Bj 
"Now  they  are  in  touch 
the  office  24/7.  I  can  « 
use  it  while  driving.  W 
I'm  sitting  at  a  hght,  I 
do  e-mails."  General  Mo' 
is  working  with  rim  and 
on  an  even  more  ambit; 
plan  that  will  give  gm  ex- 
tives  access  to  Lotus  Ni 
mail  and  company  data 
es,  as  well  as  voice-mail 
sages,  on  BlackBerries. 

Another  pager  apprc 
is  the  @ctiveLink  Moc 
for  Handspring  Visors, 
two-way  pager  module 
into  the  accessory  slot 
the  back  of  the  Visor 
can  receive  and  send  e- 
and,  in  a  peculiar  way, 
information  from  the  ) 
What  it  actually  ( 
is  send  queries  on  spe 
subjects,  such 
as  requests  for 
sports    scores 


Slimpoii 
Stylus 

TTOOLS  LLC 

www.ttools.cof 

$12.99 

Throw  away  that 
cheap  plastic  styj 
that  came  with  your| 
handheld  and  replace  it  with  the  Slimpoint  from  ttool^ 
Providence  design  firm.  This  sleek  black  metal  cylinde 
docks  securely  in  the  slot  of  most  Palms  or  the  Hands 
Visor  and  sports  a  plastic  tip  that  won't  damage  the 
screen.  It  has  a  dual  analog  purpose:  Press  the  red  pl^ 
tip  and  it  turns  into  a  ballpoint  pen.  $12.99  at 
www.styluscentral.com,  with  your  initials  engraved  for  frl 
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ISK  MANAGEMENT 

More  flexibility.  More  options.  More  than  ever,  you  can  count  on  Kemper 
Risk  Management  for  customized  solutions  to  today's  complex  business  issues. 


((Kemper. 

^^*'-^.      insurance  Connpanic 


INSURANCE  FOR  TODAY'S  WORLD 
TRUST  •  HiSTORY  •  SERVICE 


Contact  your  broker  or  riskmanagement@kemperinsurance.com  or  1-800-228-2579. 


TECHNOLOGY    «WHAT   TO    BUY» 


or  flight  information,  and 
then  gets  a  response  back 
as  a  text  message  that  you 
can  scroll  through.  It's  a  bit 
odd,  but  if  you  don't  mind 
waiting  a  couple  of  minutes 
for  your  info,  it  works  pret- 
ty well. 

There's  another  way  to  go 
wireless  with  standard  Palm 
devices,  whether  from  Palm 
itself  or  licensees  such  as 
Handspring  and  Sony.  But  it 
works  only  if  you 
have  a  gsm  wireless 
phone,  which  is  the 
standard  in  most  of 
the  world  and  is  of- 
fered in  the  U.S.  by 
such  carriers  as  Voice- 
Stream  and  Pacific 
Bell.  The  $99  Palm 
Mobile  Internet  Kit 
allows  a  Palm  to  dial 
out  using  any  in- 
frared-equipped GSM 
phone  as  a  modem. 
Sure,  it's  a  little  awk- 
ward to  use,  since 
the  phone  and  the 
Palm  must  be  lined 
up  end-to-end  for  in- 
frared transmission. 
But  it  works — and 
will  work  a  lot  bet- 
ter as  GSM  systems 
begin  offering  faster 
data  service  next 
year.  Folks  with 
PocketPCs  also  can 
connect  through  gsm 
or  CDMA  (such  as 
Sprint  PCS  and  Veri- 
zon Wireless)  phones 
using  an  add-on  card 
from  Socket  Commu- 
nications. 

Europeans  have 
had  an  alternative  for 
the  past  several  years 
to  the  tablet-style 
Palms  and  PocketPCs: 
handheld  computers 
with  keyboards,  albeit  small 
ones.  The  latest  in  Europe, 
the  Psion  Revo,  can  now  be 
had  in  the  U.S.  as  the  Dia- 
mond Mako  irom  S3.  It's  a  lit^ 
tie  clamshell  handheld  with  a 
good  monochrome  display  and 
solid  ability  to  sync  with  desk- 
top data — and  communicate 
wirelessly  through  any  gsm 
phone  with  an  infrared  port. 

Of  course,  the  vast  ma- 
jority of  the  handheld  crowd 


does  not  want  to  connect 
wirelessly  to  anything. 
They're  just  looking  for  a 
portable  way  to  keep  track 
of  their  calendars,  address 
books,  and  other  informa- 
tion. And  there's  plenty  of 
new  gear  to  keep  them  hap- 
py, too. 

Palm  made  a  splash  re- 
cently with  its  introduction 
of  the  entry-level  mlOO,  at 
$149  the  cheapest  new  Palm 


color  version,  the  $329  Palm 
IIIc  introduced  earlier  this 
year. 

But  the  real  story  is  that 
the  add-on  accessories  that 
take  advantage  of  the  Visor's 
expansion  slot — its  biggest 
improvement  over  Palm — 
are  finally  starting  to  come 
out.  Among  the  most  inter- 
esting: the  VisorPhone  mod- 
ule makes  it  a  wireless 
phone,  modules  from  Good 


Enough  Reach 

David  Lowenthal's  Palm  Vx 
transforms  his  daily  ferry 
commute  from  downtime  to 
e-mail  time 


ever.  The  display  is  smaller, 
and  it  has  a  sync  cable  in- 
stead of  a  cradle.  But  that 
shouldn't  matter  much  to 
the  first-timers  that  Palm  is 
aiming  for,  such  as  college 
students. 

Rival  Handspring  is  tar- 
geting the  other  end  of  the 
market.  The  $449  Prism  is 
Handspring's  first  color  unit 
and  features  a  display  con- 
siderably superior  to  Palm's 


Technology  and  Innogear 
turn  it  into  an  mp:?  player, 
and  the  iDEO  EyeModule 
lets  it  take  digital  snapshots. 
If  it's  more  memory 
you're  looking  for,  take  a 
look  at  Sony's  new  $399 
CLIE,  its  first  entry  in  the 
Palm-compatible  world.  It's 
a  trim  competitor  to  the 
Palm  Vx,  but  with  a  big  dif- 
ference. You  can  add  memo- 
ry to  the  basic  handheld  by 
buying  Sony  MemorySticks. 
That's  more  and  more  im- 
portant as  buyers  want  ac- 
cess to  their  corporate  data- 
bases, and  Palm's  built-in 
8-MK  memory  simply  isn't 
enough  to  handle  it.  Another 
good  bet  is  the  $330  TK(jpro 


from  TRG  Products.  It  Id 
just  like  a  Palm  III,  but 
a  slot  for  a  CompactFl 
card.  That  means  you 
add    up    to    128    MB    oi 
you're  a  real  memory  II 
stick  in  a  1-gb  MicroDi 
from  IBM. 
POCKET       POWER.       W 
Palms  continue  to  accc 
for  about  two-thirds  of 
market,  you  can  no  lor 
write  off  handhelds  base^ 
Microsoft's  Wind 
CE  software,  reel 
tened  PocketPC.  T 
can  be  a  very  j 
choice  if  you  nei 
handheld  that  is  r 
powerful      than 
Palm — but  also  n 
expensive  and  s< 
what  harder  to 
HP's  Jornada  540 
ries  (from  $470), 
sio  E-125  ($560), 
Compaq   iPAQ   (1 
$499)  offer  brillB 
color    displays 
fast  new  proces; 
The   very   thin 
light  iPAQ  has 
lots  of  fans  for  it| 
sually  impressiv 
sign.  Software  o 
PocketPCs     incl 
viewers    for 
Excel,    and    Po 
Point  files,  as  W( 
Windows  Media 
er,    which    can 
MP3     and     Win 
Media  recording! 
Still,     no      s 
handheld  is  goi 
please  everyone  all  o 
time.       Salomon's       E 
spends  a  lot  of  time  list( 
to  the  wish  lists  of  his  p 
users.  "We've  mappec   oj 
the  ideal  device  ment 
he  says.  "It's  the  equiv 
of  a  wireless  phone, 
BlackBerry  service,  an( 
endar  synchronization, 
it  will  work  on  netwlrtj, 
globally."  Don't  expect  t 
a  handheld  like  that  an; 
soon,  given  the  challen^ 
coming  up  with  such  a 
satile  tool  at  a  price 
are  willing  to  pay.  Still 
want  to  know  is  whe 
sign  up  to  get  one. 

By  Siephcn  H.  Wildi 
hi  Washbigtoii,  D.C. 
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1    US    one    hour.    We'll    show    you    how    ActiveProject®,    our    high-performance    Web-based    project    comnnunication 
ware,  enables  world-class  companies  to  communicate  with  external  partners  at  extraordinary  speed — 
er    than     any    traditional     method.     And     we'll     demonstrate     how     it     helps     you     deliver     your 

ducts  to  market  faster.   In  return  for  your  time,  we'll  give  you  an  extraordinary  chance  to  win  a       /\CL  I  VG  T     TO  I  GCt 
vperformance  Porsche®  91  T"  Carrera®  worth  $82.290  (MSRP).  Visit  www.frametech.com/AA 
:all  888.311.9138  to  schedule  your  private  product  presentation.   You   must  complete  your  live  demo 
ire  November  30.  2000  to  enter  the  sweepstakes.  Contact  us  now — your  commute  may  never  be  the  same  again! 


Sweepstakes  available  only  to  program  managers  and  above  in  selected  manufacturing  companies.  You  must 
complete  a  live  presentation/demo  by  Nov  30.  2000  to  qualify.  No  purcfiase  necessary.  Void  in  FlorKia 
View  complete  rules  at  wwwframetech  com/rules.  PORSCHE  and  CARRERA  are  registered  trademarfcs. 
911  is  a  trademark,  and  the  distjnctjve  shapes  of  PORSCHE  automobiles  are  trade  dress  of  Dr.  Ing  he 
F.  Porsche  AG.  Used  with  permission  of  Porsche  Cai-s  North  Amenca.  Inc.  Porsche  Cars  North  America. 
Inc.  and  Dr   Ing.  he.  F.  Porsche  AG  are  not  affiliated  or  associated  with  this  contest  in  any  way. 
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It  s  time  to  take  cars  m  a  new  direction.  Along  a  cleaner,  more  open  road  that  travels  the  outskirts  of  convention.  That's  why  we've  created 
oy  t^H  blid  Sy'em,  the  power  inside  our  breakthrough  gas/electric  vehicle,  the  Prius.  Toyota  is  ^'^  ^^^^^^^^^^^^^^ 
vehicle,  and  we  re  working  to  develop  even  more  advanced  technologies  down  the  road.  Fasten  your  seatbelts.  Its  going  to  be  an  exciting 
www.toyota.com/ecologic  800-GO-TOYOTA  ©2000 
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WEB  PHONES:      , 
A  LONG  WAY  TO  Gd 

They're  hassle-ridden-but  getting  better  fast 


0 


n    the    road 
Phoenix  with 
younger  brot? 
James,  Paul  W 
ster,  a  28-year- 
security  comps 
supervisor  in  Denver,  ft 
up    his    Ericsson    R28( 
Web     phone     to     ch« 
wvvrw.travel.com,  a  site 
weather  and  traffic  conditit 
He  quickly  discovered  tf 
an  on-ramp  they  intended 
take  was  closed.  Moments 
er  he  also  found  step-by-s| 
directions  for  an  alterr 
route.  When  he  relayed 
to  James,  who  was  dri\ 
his  brother  v>^as  astonisl- 
"He  was  like:  'How'd 
know?'"  says  Paul.  "I  s 
'My  phone  told  me.' " 

Web  phones,  those  r 
gizmos    that    add    a    m 
browser   and    e-mail    t<  | 
vdreless  handset,  are  pi  | 
ing  handy  for  a  wide  v 
ety  of  simple  tasks.  Pec 
are  using  them  to  remer 
appointments,   make   st 
trades,  find  a  restaurant,! 
news  flashes,  check  airl 
schedules  or  horoscopesl 
dash  off  short  e-messa{ 
Service  fees  can  run  fi 
$50  to  $90  a  month  for  v 
and  data  combined.  But 
phones    themselves    ar 
much  more  costly  than  p 
wireless  units.  They  car 
had  for  as  little  as  $80,  g 
up  to  $400  for  the  coo 
looks. 

The  phones  are  ci'rt;i 
showing  up  in  increai 
numbers  of  pockets 
pocketbooks.  Jupiter  C 
munications,  a  New  Yort 
search  and  consulting  f 
estimates  that  (5.1  mil 
Web  phones  are  now  in 
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Call  me  light. 

Call  me  quiet. 
Call  me  bright. 
Call  me  smart. 

Just  don't  call  me  cute. 


pound  Proxima  UltraLigtit®  X350  is  the  new  all-star  in  Proxima's  lineup  of  mobile  projectors.  At  1 100  lumens,  it's 

powerful  enough  to  use  in  any  room.  And  modular  Detach  the  video  module  and  connect  to  your  laptop 

i|_p"     for  maximum  mobility.  Using  the  video  module,  the  Ultralight  X350  also  accepts  input  from  a  VCR,  DVD, 

•"«""»«'      digital  camera  or  camcorder.  Smart  electronics  sense  the  room  environment  and  adjust  the  Ultralight 

X350  for  optimal  brightness  and  image  quality  All  this  and  silent  as  a  whisper. 

Add  the  Ultralight  X350  to  your  winning  team  today 

Visit  www.proxima.com  or  call  1-888-PROXIMA. 

FREE  video  module 

with  your  purchase - 
a  $250  value. 
Limited  time  only. 


proXima 

Own  your  audience. 
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Time  Saver 

Paul  Webster,  shown  here  in 
Denver,  uses  his  Web  phone 
to  dial  www.travel.com  and 
learn  about  traffic 
conditions  and  find  alternate 
routes  around  trouble 

in  the  U.S.,  up  from  1.1  mil- 
lion last  year,  and  that  num- 
ber is  pegged  to  reach  near- 
ly 80  million  by  the  end 
of  2003. 

The  growth,  however, 
doesn't  accurately  reflect  the 
phones'  popularity — or  un- 
popularity— with  users.  The 
reason:  Some  wireless  com- 
panies, such  as  Sprint,  won't 
sell  you  anything  other  than 
a  Web  phone  now — whether 
you  want  one  or  not — when 
you  sign  up  for  their  ser- 
vices. A  more  telling  statis- 
tic: 65%  of  wireless  phone 
users  say  they  have  no  in- 
terest in  using  their  phone 
for  e-mail  or  Net  surfing,  ac- 
cording to  a  study  by  For- 
rester Research. 
MATCHBOOK-SIZE.  I  some- 
times feel  like  I'm  one  of 
them.  While  I  use  some  of 
the  online  features,  I  often 
find  them  poorly  explained 
and  maddeningly  difficult  to 
figure  out.  Typing  messages 
or  Web  commands  with  my 
thumbs  on  a  phone's  keypad 
is  still  cumbersome,  despite 
recent  improvements.  Al- 
though some  of  the  newest 
models  have  slightly  larger 
screens,  most  stiU  have  those 
matchbook-size  displays  that 
are  too  tiny  for  more  than 
two  or  three  lines  of  text. 
Long  messages  download  in 
segments,  requiring  you  to 
stop  in  the  middle  of  an  e- 
mail  and  wait  for  the  next 
chunk  to  arrive.  It  can  seem 
to  take  forever. 

Because  of  their  conve- 
nience, plenty  of  people 
swear  by — rather  than  at — 
their  Web  phones.  And  wire- 
less providers  are  adding 
new  services,  features,  and 
content  almost  monthly. 
Some  of  the  cleverest  fea- 
tures make  writing  e-mail 
and  typing  in  Web  addresses 
a  bit  easier.  At  first  glance. 


composmg  a  message  on  a 
phone  keypad  would  appear 
torturous,  with  each  number 
representing  three  or  four 
letters.  To  type  a  "C,"  for 
instance,  you  press  the  2  key 
three  times,  then  wait  for 
the  cursor  to  move  to  the 
next  space.  But  more  phones 
now  come  with  a  technolo- 
gy called  T9  Text  Input, 
which  cuts  down  the  typing 
by  making  educated  guess- 
es about  what  word  you  are 
entering.  And  you  can  store 
uncommon  words,  such  as 
proper  names,  in  its  dictio- 


message  is  sent.  The  service 
also  allows  you  to  create  35 
short  customized  phrases — 
such  as  "Miss  you,  Sweet- 
ie"— to  add  to  the  menu. 

Eventually,  voice-recogni- 
tion technology  may  make 
fiddling  with  the  keypad 
moot.  Again,  Sprint  has  tak- 
en the  lead  with  what  it  calls 
Voice  Command.  For  $10 
monthly,  you  can  upload 
your  personal  phone  list — up 
to  500  names  and  2,500  num- 
bers— to  a  Web  site,  and 
then  "dial"  those  numbers 
by  simply  saying  the  name 


Right  now,  tiny  phone  keyboards 
are  a  pain  to  use.  But  voice- 
recognition  technology  may 
eventually  make  that  problem  moot 


nary  so  that  it  will  guess 
correctly  the  next  time 
around. 

Last  month.  Sprint  added 
a  menu  of  common  questions 
and  responses  that  promis- 
es to  save  you  even  more 
typing.  Just  highlight  "Call 
Me   ASAP,"   click,   and   the 


of  the  person  you're  calling. 
Both  AT&T  and  Sprint  re- 
cently added  instant  mes- 
saging, a  real-time  text  chat 
feature  that  America  Online 
has  offered  computer  users 
for  years.  This  lets  cus- 
tomers send  short  messages 
to  friends  who  use  the  same 


service  provider,  so 
converse,  in  writing,  al| 
as  easily  as  you  can 
back  and  forth  on  the  pi 
Sprint's     service     incll 
aol's  Buddy  List  so  tl[ 
glance  at  your  phone 
you  which  friends 
their  phones  and  read 
receive  instant  messag^ 
LOTS  OF  FUN.  Another 
mous  headache  for 
all  the  keypad  typind 
quired  to  arrange  for] 
Web  services  as   ne\ 
stock  quotes.  Now 
Wireless,  Sprint,  and 
let   me   lay   all  I 
groundwork   fro 
desktop       comj 
with  a  real  keyl: 
That  makes  the 
up  less  of  a  pair 
Choosing  whs 
will  receive 
lot  of  fun.  Sports 
for     instance, 
have  to  clutter! 
little  screens  with 
ment  news  or  marke 
suits.  You  can  schedule 
cific  information  to  be 
to  your  phone  at  defini 
tervals — your  horosc()[)[ 
ly,  or  perhaps  the  Dow 
industrial    average    hj 
And  you  can  set  up 
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[  I'll  be  up  when  I  feel  like  it  ] 


I'M        YOUR        CRITICAL        BUSINESS 


APRS 


COMDISCO 

ailability  is  as  important  to  your  business  as  your  product  or  service.  How  do  you  avoid  the  inevitable  business 
eruption?  You  turn  to  a  true  expert  in  availability.  In  our  20  years  of  technology  experience,  we  haven't  had 
lingle  miss.  For  more  details,  visit  our  web  site,  www.comdisco.com.  Delivering  the  promise  of  technology. 


TECHNOLOGY    «WHAT   TO    BUY» 


to  beep  you  when  specific 
events  occur,  such  as  a  com- 
pany issuing  a  news  release, 
or  a  stock  hitting  a  particu- 
lar price. 

Not  all  the  bugs  are 
worked  out  yet.  You  must 
configure  AT&T  pages  at  the 
Web  sites  of  its  partners.  If 
you  want  to  be  notified  when 
a  stock  passes  a  target  price 
on  the  way  up  or  down,  for 
example,  you'll  have  to  go 
to,  say,  elVade  and  tell  it  to 
page  you  on  the  phone. 
Sprint's  alerts,  which  draw 
content  from  a  "My  Yahoo!" 
page,  require  real  digging:  I 
had  to  plow  through  14 
screens  to  complete  one  set- 
up— though  Sprint  blames 
that  on  a  computer  glitch 
and  insists  the  process  can 
be  done  in  a  few  steps. 

If  you  can  deal  with  the 
tiny  screen,  sit  back  and 
start  viewing.  Plenty  of  sites, 
including  America  Online, 
mySimon,  Amazon.com,  and 
even  eBay,  have  devised  a 
phone  version  of  their  ser- 
vices by  stripping  out  mem- 
ory-gobbling graphics  and 
shortening  text  into  byte-size 
pieces.  Without  graphics, 
though,  I'd  use  a  site  such 
as  eBay  only  to  keep  tabs 
on  auctions.  I  wouldn't  buy  a 
Tiffany  lamp  without  at  least 
seeing  a  photo. 

Some  features,  such  as 
restaurant  listings,  still  need 
a  lot  of  improvement.  The 
worst  problem  is  the  inade- 
quacy of  the  third-party 
databases.  Verizon,  for  in- 
stance, uses  a  restaurant 
guide  from  InfousA,  a  list 
that  includes  eateries  that 
have  been  closed  for  two 
years.  AT&T's  restaurant 
search  is  powered  by  the 
more  up-to-date  Zagafs, 
whose  shuttered  places  have 
been  out  of  business  for  only 
about  a  year.  Also,  the 
guides  sometimes  omit  the 
logical  establishments.  In  my 
search  for  an  Italian  restau- 
rant near  my  home,  Sprint 
found  only  a  single  chain 
pasta  joint — and  overlooked 
two  dozen  authentic  places 
in  Baltimore's  Little  Italy. 

When  it  comes  to  choos- 
ing   hardware — the    actual 


GETTING  ON  THE  WIRELESS  WEB 


COMPANY/ 

PLAN* 


AT&T 

Digital 
One  Rate 


NEXTEL 

National 
Business  Plan 

SPRINT 

Free  &  Clear 


VERIZON 

Single  Rate 


:  MONTHLY 
i  MINUTES 

MONTHLY 
FEE 

|650 

$79.99    1 

600 

$89.95    1 

|500 

$49.99    1 

^600 

$75.00     1 

INTERNET 
SERVICE 


Free  access  to  50  partner 
sites;  $6.99/mo.  tore-mail, 
$14.99  for  unlimited 
access.  No  per-minute  fee. 

Free  access  to  25  partner 
sites,  $15/mo.  for  unlimited 
use.  No  per-minute  fee. 

Unlimited  use  with  $10/mo. 
option,  waived  with  contract. 
Use  charged  against  voice 
minutes,  then  300/min. 

$6.95/mo.  for  unlimited 
access.  Use  charged  against 
voice  minutes,  then  350/min. 


*lncludes  free  long  distance  and  roaming.  One-year  contract  may  be  required. 


handsets — first  try  this  sim- 
ple test:  Can  you  turn  it  on 
without  resorting  to  the  in- 
structions? Any  phone  that 
requires  a  200-page  manual 
is  too  difficult  to  use.  In  fact, 
the  easiest  phones  tend  to 
be  those  with  the  fewest 
buttons.  My  favorite  is  the 
Sprint  Touchpoint  TP2200 
($229.99),  which  has  16  but- 
tons. I  could  figure  out  even 
advanced  fea- 
tures, like  voice 
commands,  vdth- 
out  opening  the 
how-to  book. 

I  also  liked 
AT&T's  $99  Erics- 
son R280LX,  a  ba- 
sic workhorse.  It 
has  the  usual 
small  screen,  but 
uses  larger  let- 
ters than  usual 
for  easy  reading. 
And  its  icon-dri- 
ven menu  is  easy 
to  see  and  fairly 
simple  to  figure 
out. 

Nextel's  top- 
line  phone  is  the 
Motorola  ilOOO 
plus,  a  $199.99 
flip-open  number  with  a 
Buck  Rogers  look  that's  de- 
signed for  durability.  Its 
"private  call"  feature  works 
like  a  walkie-talkie  to  con- 


nect users  within  a  coverage 
area,  which  is  sometimes  as 
large  as  several  states. 
Those  calls  don't  count 
against  paid  minutes.  So  this 
model  is  useful  for  regional 
operations,  such  as  construc- 
tion companies  that  need  to 
stay  in  constant  contact  with 
their  crews. 

For    people    who    want 


THE 
SKINNY 


Service  can  be  set  so  that 
your  phone  and  office  e-ma 
work  as  one. 


You're  always  connected  to 
the  Web,  but  you  can  still 
make  phone  calls  anytime 

Offers  AOL's  Instant  Messa 
ing  Service,  including  Budt 
List  that  alerts  you  when 
friends  are  online. 

Software  for  personal  phon 
book,  calendar,  news  alerts 
are  included  in  monthly  fee 

DATAi  BW,  COMPANY  REM 

WOW  impact,  a  good  ch 
is  Verizon's  Motorola  Ti 
port  P8767,  a  $299.99  Star 
style  phone  with  a  ( 
screen  that's  brighter 
easier  to  read  than  the  ijt* 
monochrome  screens 

At  the  top  of  the  la< 
is  the  $399  Sprint 
TP3000,    which  ^11' 
comes  with  a 


I 


w 


M130 
Headset 

PLANTRONICS  IIN 
www.plantronics.C( 
$44.95 

With  the  spread  of  ia| 
banning  the  use  of 
phone  handsets  while  dri 
ving,  and  lingering  fears 
about  radiation  from  wir 
less  antennas,  maybe  it's 
time  to  treat  your  cell  pf 
to  a  headset.  Plantronics 
makes  a  line  of  in-the-ea 
and  over-the-ear  models 
a  tiny,  noise-canceling  boom  mike  that  combats  traffic 
noise  and  the  general  din  of  train  stations  and  airport: 
The  cost:  $44.95  at  office  supply  and  phone  stores.  Ve 
sions  with  earpiece  and  microphone  volume  controls  a 
only  $5  more. 
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:dW.  Our  job  is  to  simplify  yours, 


Let's  face  it.  Technology  challenges  don't  stop  after  you  purchase 

your  computing  products.  That's  why  successful  businesses  place  such 

value  on  their  personal  CDW  account  manager  Together  with  a  team  of 

experts,  your  account  manager  will  custom-configure  best-of-breed  solutions  from 

hundreds  of  top  name  brands.  Respond  to  your  every  need.  And  save  you  time  and  money. 

Add  CDW.com,  our  award-winning  site,  and  you  have  a  total  computing  solutions  resource  from 

the  industry's  only  Direct  Solutions  Provider!'^  Call  us.  We're  a  trusted  Fortune®  1000  Company.  And 

we'll  give  you  the  24x7  attention  you  need  to  rest  easy. 


M 


Computing  Solutions  Built  for  Business^ 

1-888-239-8283  www.cdw.com 


00  CDW  Computer  Centers,  Inc. 


*^   jl 
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touch-screen  organizer,  sim- 
ilar to  a  Palm  or  a  Hand- 
spring. When  the  cover  flips 
open,  it  activates  a  speak- 
erphone  so  you  can  use  your 
PDA  (personal  digital  assis- 
tant), perhaps  checking 
the  calendar,  while  chatting. 
Its  comparatively  large 
screen — 2/^  by  IJ^  inches — 
makes  reading  e-mail  much 
easier. 


No  list  is  complete  with- 
out the  Samsung  Uproar, 
$899.99  from  Sprint,  a  tiny 
4-by-l/^-inch  silver  rectangle 
that  weds  a  Web  phone  to 
an  MP3  player.  The  phone 
plays  an  hour  of  digital  mu- 
sic through  headphones, 
which  work  independently 
from  the  phone  earpiece. 
One  drawback:  The  keypad's 
minuscule  buttons  make  di- 


aling a  struggle.  But  that 
probably  won't  matter  to 
electronics  hipsters. 

For  all  their  difficulties, 
Web  phones  can  be  ex- 
tremely useful — especially 
when  you  need  specific  in- 
formation on  the  spot.  For 
instance,  I  was  recently  in  a 
Best  Buy  when  big  red  tags 
on  DVD  players  caught  my 
eye.  Were  they  really  su- 


perbargain  prices? 
whip})ed  out  my  Web  phon 
logged  on  to  a  price  cor 
parison  site,  BarPoint.coi 
entered  the  bar  code  nur 
ber — and  in  seconds  had  n 
answer.  The  players  werei 
a  steal.  The  red  tags  were 
bit  of  hype — sort  of  like  t. 
wireless  Web  itself  so  far 
By  Roy  Furchgi 
in  Baltimo 


L 


Test  Drive 


'TURN  OFF  THAT  COAT!' 


A  sunny  fall  afternoon  in  Paris.  Kids  in  shorts  and  T- 
shirts  are  zipping  along  beside  the  Seine  on  scoot- 
ers and  skateboards.  It's  a  normal  scene,  except  for 
a  perspiring  man  frantically  shouting  into  the  collar  of  a 
winter  coat. 

That  bizarre  figure  is  me.  The  coat  I'm  sporting  is  the 
latest  design  in  wearable  computing,  a  co-production  of 
Levi  Strauss  &  Co.  and  Philips  Electronics.  The  jacket  is 
a  geek's  delight.  Behind  one  front  panel 
lies  an  MP3  player,  behind  the  other  a  ^^^j^ 

Philips  mobile  phone.  Dangling  on  ■ 

my  chest  is  a  remote-control 
pad  that  lets  me  toggle  be- 
tween music  and  phone  calls 
And  there's  a  microphone  in 
my  collar — hence  the  down- 
in-the-collar  shouting. 

Has  the  tech  industry 
gone  bonkers?  Many  in 
the  wireless  industry  be- 
lieve that  eventually  we'll 
be  surrounded  by  infor- 
mation everywhere — in 
cars,  in  glasses,  in  our 
clothes.  "We'll  be  doing 
videoconferencing  from 
our  ties,"  says  Gartner 
Group  Inc.  wireless  consul- 
tant Nigel  Deighton,  with- 
out a  hint  of  irony. 
SOARING  SPIRITS.  With  an 
eye  to  pioneering  this  wire- 
less frontier,  I  signed  up  to 
wear  a  new  Levi's  prototype  in 
Paris.  The  company  has  made 
just  several  hundred  of  these  coats 
and  sells  them  only  in  Europe, 
where  the  mobile  standard  matches 
Philips'  phones.  It  felt  like  an  early 
Christmas  when  the  big  box  arrived. 
My  spirits  soared  higher  when  I 
opened  up  the  flashy  Philips  Xenium 
mobile  phone  and  the  MP3  player 
Yet  I  soon  discovered  that  this 
miraculous  coat  came  with  a  heavier 


burden  than  its  $900  price  tag:  I  had  to  assemble  it.  The 
wires,  jacks,  and  plugs  at  the  bottom  of  the  box  looked 
like  spillage  from  a  space-shuttle  repair  kit.  Worse,  it 
didn't  come  with  instructions.  I  called  the  Levi's  contact, 
and  he  walked  me  through  the  process.  If  only  I  had  a 
degree  in  electrical  engineering,  perhaps  it  would  have 
been  easier. 

Fact  is,  despite  endless  tinkering,  the  jacket  never  ful 
ly  worked.  Later  in  the  day,  I  walked  to- 
3|jf  ward  the  Seine.  The  mp3  music 

could  be  heard  through  the  ear- 
phones, but  there  was  a  lot 
of  static.  Reaching  Tro- 
cadero,  I  got  my  first 
phone  call.  The  ringing  in- 
terrupted the  music.  I  fum- 
bled for  the  remote  control 
and  hit  the  phone  icon.  Tht 
phone  kept  ringing.  Franti 
cally,  I  unzipped  the  phone 
compartment  and  hit  the 
answer  button.  It  was  my 
wife.  I  spoke  into  the  collai 
microphone,  and  through  a 
sea  of  static,  she  rephed: 
"l\irn  off  that  coat!" 

Sadly,  the  phone-music 
jacket  doesn't  appear  read 
for  prime  time.  And  it  maj 
even  become  obsolete. 
Bluetooth,  a  low-power  ra- 
dio standard,  should  make 
it  possible  to  connect  thesi 
machines  through  radio  si 
nals  instead  of  wires.  Still 
I'll  be  sad  to  ship  that  big 
coat  back  to  Brussels. 
Someday  not  too  far  off, 
when  wireless  connections 
move  into  clothing  and  cap 
and  scooters,  a  few  of  thes 
quaint  jackets  will  be  hang 
ing  in  museums. 

By  Stephen  Bah 
in  Par 


Sadly,  the  latest  design  in 
wearable  computing 
doesn't  work  too  well 
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75%  of  the  top  20 

independent  B2B  exchanges 

run  Oracle, 


The  companies 
that  know  the 
internet  best 
run  Oracle. 


www.oracle.com 


nghi  ©2000  Oiacle  Corporation  All  rights  reserved  Oracle  is  a  registered  trademark,  and  Software  Powers  the  Internet  is  a  trademark  or  registered  trademark  of  Oracle  Corporation  Other  names  may  be  trademarks  o(  their  respective  owners 
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IT'S  NOT 
JUST  NEWS 

Better  reliability  and  smarter  software 
make  the  wireless  Web  more  useful 


IBM's  TV  ads  for  the 
new  wireless  Web  are 
beautifully  produced, 
painting  dreamy  im- 
ages of  people  tap- 
ping into  the  Internet 
from  wherever  they  happen 
to  be.  Who  wouldn't  want  to 
use  her  cell  phone  to  buy  a 
cold  drink  in  a  sun-dappled 
Italian  palazzo?  But  in  reali- 
ty, this  New  Age  of  wireless 


data  still  looks  suspiciously 
like  a  repackaged  version  of 
the  Same  Old.  Stock  quotes, 
sports  scores,  and  the  weath- 
er already  are  spewed  con- 
stantly online  and  off.  Slap  it 
on  a  cell  phone,  and  it's  still 
the  info  you  heard  twice 
during  your  morning  drive. 
Things  are  getting  better, 
though.  With  more  reliable 
networks  and  smarter  soft- 


ware design,  new  services 
are  emerging  that  are  truly 
valuable  for  people  on  the 
go.  Instead  of  just  checking 
on  stock  prices,  you  can  now 
trade  stocks  from  your 
phone,  using  a  range  of  bro- 
kerages including  Charles 
Schwab,  AmeriTrade,  and 
Fidelity.  And  as  businesses 
begin  to  convert  their  inter- 
nal corporate  software  for 


wireless  users,  employ] 
will  soon  be  able  to  doi 
load  updated  customer 
ords  before  a  sales  call,| 
use  a  Palm  to  collabor 
with  colleagues  using  tl 
Lotus  Notes  software, 
about  never  having  a  dis(j 
nected  employee,"  says 
Yerushalmi,  vice-presiden| 
professional  services  for 
Fone  Inc.,  a  Redwood 
(Calif.)  wireless-services  I 
veloper.  "Business  can) 
conducted  anywhere." 
It  will  take  at  least 
before  wireless  fully  ar 
in  Corporate  America, 
meantime,    most    busir 
users  are  making  do 
plain-vanilla  consumer 
vices    offered    by    Yal 
America  Online,  Microsj 
MSN  Mobile,  and  virtual^ 
wireless  carriers  from 
to  Verizon.  Access  to 
Internet  portals  as  MSN  ] 
bile    and     Yahoo    is 
though  you'll  have  to 
your  carrier's  wireless 
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knows. 


There's  research.  And  then  there's  research  written  by  the  world's  top  analysts  and  strategists.  The 
leading  industry  authorities  on  everything  from  B2B  and  healthcare  to  investing  in  the  Pacific  Rim. 
Bottom  line?  The  only  people  who  should  be  guiding  your  investment  decisions  are  the  people  who  are 
truly  "in  the  know."  Who  measure  success  one  investor  at  a  time.  Move  your  money.  Get  well  connected. 


Well  Connectet 


fisdw.com 


Morgan  Stanle 
Dean  Witter 


"Source:  Institutional  Investor,  December  1999. 

Morgan  Stanley  Dean  Witter  and  Well  Connected  are  service  marks  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  through  Dean  Witter 
Reynolds  Inc.,  Morgan  Stanley  &  Co.  Incorporated  and  Morgan  Stanley  Dean  Witter  Online  Inc..  members  SIPC.  ©  2000  Dean  Witter  Reynolds  Inc 


TECHNOLOGY    «WHAT   TO    BUY 


fees  to  get  to  them.  Those 
can  range  anywhere  from 
free  to  as  much  as  $6.99  per 
month  or  (55^  per  minute, 
depending  on  your  plan. 

Each  of  the  wireless  por- 
tals and  carriers  features 
access  to  its  own  menu  of 
business  news  and  stock  in- 
formation. The  best  way  to 
differentiate  between  the 
services  is  by  judging  how 
quickly  the  wireless  content 
is  updated.  Yahoo  is  consis- 
tently fresh,  as  is  the  tech 
news  on  cnet's  News.com. 
Others  prove  spotty:  On  the 
night  that  Amazon  released 
its  important  second-quarter 
earnings,  ZDNet's  wireless 
site  was  still  listing  stories 
from  early  in  the    morning. 

Instead  of  simply  repack- 
aging news,  a  new  genera- 
tion of  wireless  services  is 
creating  on-the-fly  data  that 
help  you  better  interact  with 
the  physical  world.  Using 
satellite  technology  installed 
on  public  transportation,  as 
well  as  predictive  software 
tied  to  traffic  patterns, 
NextBus  Information  Sys- 
tems Inc.  lets  wireless  users 
know  when  the  next  bus  or 
train  is  actually  arriving — 
for  free.  Other  services  in- 
clude mobile  buying-compar- 
ison  services,  such  as 
DealTime  and  BarPoint.com. 
Type  in  the  Universal  Prod- 
uct Code  embedded  in  a 
product's  bar  code,  and  the 
Web  sites  spit  back  price 
data  collected  from  dozens 
of  Web  merchants. 
NO  WAITING.  Not  surprising- 
ly, travel  services  are  anoth- 
er fertile  area.  Scott  Halford 
of  Denver,  a  professional 
speaker  on  management, 
logs  more  than  100,000  miles 
each  year  jetting  between 
conferences.  He  now  uses  his 
Mitsubishi  Web  phone  and 
AT&T  Digital  PocketNet  ser- 
vice to  access  the  flight- 
tracking  feature  on  Trip.- 
com's  wireless  site.  Via  text 
alerts,  Halford  knows  when 
a  flight  is  delayed  or  can- 
celed. "I'm  now  able  to  plan 
my  time  so  I  don't  end  up 
sitting  on  my  rump  in  the 
waiting  area,"  he  says. 

The  rush  is  on  to  also  de- 


WHO  OFFERS  WHAT 


THE  SERVICE 

THE  SKINNY 

YAHOOr 

So  far,  the  most  comprehensive  wireless  service 
for  basic  business  news  and  e-mail.  They're 
quickest  in  refreshing  sports  scores,  allowing 
fans  to  get  quarter-by-quarter  updates  of 
the  latest  gridiron  action. 

SCHWAB 

Allows  individual  investors  to  check  stock  prices 
and  make  trades  from  a  taxi  or  during 
intermission  at  the  opera.  If  you  put  $10,000 
into  an  account,  you  get  a  free  phone. 

TRIP.COM 

Handy  if  you  need  to  check  airline  flight 
information  or  want  to  book  a  flight  when 
you're  on  the  go.  If  your  plans  change  suddenly, 
you  can  rebook  without  a  hassle-even  on 
another  airline. 

BARPOINT 

Shopping  for  a  new  printer  at  the  office-supply 
store?  Key  in  the  UPC  code,  and  BarPoint  spits 
out  prices  at  online  competitors.  Soon  you'll  be 
able  to  close  the  deal  online. 

NEXTBUS 

Using  satellite  technology,  this  service  gathers 
up-to-the  minute  info  on  buses  and  other  public 
transportation,  including  when  the  next  vehicle 
will  arrive.  In  use  in  San  Francisco  and  Delaware. 

velop  services  tailored  for 
particular  industries.  Chris 
Lynch,  owTier  of  small  truck- 
ing company  Libra  Motor 
Express  in  Walbridge,  Ohio, 
is  using  a  service  from 
pFreight  of  Fruitland,  Idaho, 
to  help  him  track  deliveries 
and  find  new  shipments  to 
load  into  his  semi-trailer  In 
the  past,  he  spent  hours  quib- 
bling with  dis- 
patchers. Now, 
he  can  get  infor- 
mation on  poten- 
tial new  busi- 
ness in  just  a 
few  minutes  on 
his  phone.  "More 
access  to  infor- 
mation means 
more  money," 
says  Lynch. 

Expect  that 
to  be  a  rallying 
cry  as  wireless 
services  burrow 
deeper  into  cor- 
porations. Jim 
Galligan,  director  of  service 
business  systems  for  opti- 
cal-networking company 
Ciena  Corp.,  is  running  his 
own  trial  program  with  a 
few  dozen  Ciena  field  work- 


ers who  install  the  compa- 
ny's optical  gear  into  tele- 
phone switching  stations. 
Using  a  Nokia  cell  phone, 
they  send  daily  reports  on 
the  status  of  each  installa- 
tion. The  updates — which 
take  about  two  minutes — let 
Galligan  know  whether  a 
project    is    on    or    behind 


schedule  and  whethe 
worker  needs  more  mat 
als  or  additional  manpo 
Before,  that  kind  of  coc 
nation  required  dozen 
separate  phone  calls. 

Not  one  of  these  wire 
services    works    perfe 
For  example,  when  Bo 
software    consultant    ( 
nady  Y.  Linatser  rece 
tried   to  trade   stocks 
Suretrade.com,  his  Pali 
and  OmniSky  wireless 
dem  conked  out  in  the 
die     of     the     transac; 
"Sometimes  I  don't  k 
exactly  what  happens, 
I   don't   know  if  it's 
firmed,"  says  Linatser. 

With  time,  things  wil 
better.  Dozens  of  tech 
panies  have  begun  bui 
new  services  and  tech 
gies,  from  stalwarts  su( 
Oracle  and  Microsoft 
raft  of  wireless  star 
"We're  at  the  very 
stages  of  what  we'll  be 
to  imagine,"  says  Jay  T 
ley,  vice-president  of 
ness  marketing  at  Sprin 
Group.  The  successful 
panies  will  create  pro' 
and  services  that  act 
make  business  life  easie 
just  great  material  fc 
spots. 

By    Dennis 
K.  Berman  in 
New  Yark 


Palm 

Portable 

Keyboard 

PALM  INC. 
www.palm.com 


4>  /  / 


Still  a  favorite,  Palm's 
Portable  Keyboard  fr 


you  from  the  tedium  of  si 
and  script.  A  must-have  c 
panion  for  the  Palm  at  h( 
and  in  the  office,  it  travels  well,  too,  speeding  you  com 
ably  through  your  wireless  e-mail  in  hotel  rooms  and  o 
those  transoceanic  flights.  The  full-size  keyboard  colla 
into  a  compact  shape  not  much  bigger  than  the  Palm  i 
self.  It  sells  for  $99  at  computer  retailers. 
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THE  FOLLOWING  IS  RATED  PG- 
PARENTAL  GIFTING  SUGGESTED 


Give  your  parents  6  months  of  free  e-mail  and  Internet  access. 

-Few  gifts  make  as  much  sense  out  of  the  box  as  keeping  in  touch  through  WebTV.  All  it  takes  is  an 
existing  phone  line,  TV,  WebTV  receiver  and  service.  By  giving  your  parents  easy  access  to  e-mail, 
the  Web,  and  six  months  free,  there's  never  been  a  better  gift,  or  an  easier  way  for  them  to  keep  in 
contact.  For  more  information  on  this  limited-time  offer,  call  I-800-GO-WEBTV,  visit  our  web 
site  at  www.webtv.com  or  stop  by  a  participating  retailer  near  you. 


CIRCUIT  CHY 

Price  •  Selection  •  Service 


RadioShacka 


7tifi.tf*g'>^44,, 


ETAILS  OF  THE  WEBTV  NETWORKS  SIX  MONTHS  FREE  PROMOTION 

»  subscriplion  fee  tor  the  WebTV®  Classic  Inlernel  or  WebTV  Plus  Interactive  service  is  a  flat  monthly  fee.  WebTV  services  are  available  as  a  local  call  in  mosi  areas.  In  some  areas  lonq 
rtance  charges  may  apply  To  check  local  access,  call  )-800-GO-WEBTV  (1-800-(69-3288).  Six  months  tree  offer  available  to  new  subscribers  only  who  purchase  a  WebTV  Classic  or  WebTV 
;« receiver  from  an  authorized  retailer  between  10/15/00-12/31/00;  activale  their  account  between  10/15/00-1/15/01;  accept  the  terms  of  service;  pay  for  and  remain  on  the  service  for  at  least 
■  days;  and  return  six  months  free  promotion  coupon  postmarked  no  later  than  2/16/01,  Valid  only  within  the  50  United  States  and  District  of  Columbia.  Must  be  16  years  of  age  or  older  Limit 
e  offer  of  free  sen/.ce  per  receiver.  WebTV  Networks.  Inc.  reserves  the  right  to  modify  or  withdraw  this  offer  at  any  time.  See  store  for  full  details.  Offer  does  not  cover  any  awooated  local  or 
ig  distance  telephone  charges.  Local  market  network  activity  may  affect  access  availability.  ■>«  uv^  ui 

eoOO  WebTV  Network^  inc.  All  rights  reserved.  Microsoft,  WebTV,  the  WebTV  logo  and  WebTV  Networks  are  either  registered  trademart(s  or  l,ademart<s  of  Microsoft  Corporatton  in  the  U  8 
aor  other  counlnes.  Other  products  and  company  names  mentioned  herein  may  be  trademarks  of  their  respective  owners. 
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E-MAIL  WITH  NO 
WIRES  ATTACHED 

A  host  of  new  services  make  sure  you  get  the  message 


Nextel  phones 
are  rigged  to 
reach  a 
special 


You  have  to  be  out  of 
the  office  for  a  day, 
but    can't    be    away 
from  e-mail  for  that  long.  Do 
you  lug  a  laptop  and  hope 
to  find  a  phone  line  to  plug 
it  into?  Or  would  you  be  bet- 
ter off  with  one  of  the  new 
wireless  handheld  devices? 
Thanks  to  the  arrival 
of  a  host  of  new  gad- 
gets    and     improve- 
ments in  e-mail  for- 
warding   technology, 
option  No.  2  is  becom- 
ing more  attractive  to 
people  on  the  go. 

In   fact,   for   some 
people,  wireless  e-mail 
can  literally  be  a  life    VerSiOH  Of 
saver.    Jonas     Matz, 
who  spends  up  to  17     HOtmail 
hours    a    day    as    a 
medic  on  Hollywood 
movie  sets,  uses  Microsoft's 
Hotmail  e-mail  to  coordinate 
schedules  of  fellow  medics  at 
other  locations.  "I  don't  have 
to  worry  about  getting  a 
phone  call,  I  can  just  check 
my  Hotmail,"  he  says. 
SHORTCOMINGS.  Wu-eless  e- 
mail  is  still  not  easy,  though. 
I've  tried  just  about  every 
service,  and  most  of  the  time 
I've  been  disappointed.  Many 
systems  can't  get  to  corpo- 
rate mail  hidden  behind  se- 
curity walls.  Critical  attach- 
ments can't  be  opened.  Small 
screens  render  some  mes- 
sages   all   but   unreadable. 
And  the  all-too-common  gaps 
in  wireless  digital  network 
coverage  often  prevent  you 
from    retrieving   messages 
when  you  need  them. 

But  for  people  who  need 
to  be  constantly  in  touch, 
these  new  services  can  be 
worth  the  hassles.  To  get  the 
most  from  wireless,  it's  im- 
portant to  understand  the 
pluses  and  minuses  of  the 
different  types  of  services. 
Web  mail  is  the  easiest  to 


use.  This  free  e-mail  service, 
such  as  Microsoft  Corp.'s 
Hotmail,  can  be  fetched  with 
any  Web  browser  I've  never 
had  trouble  getting  to  Hot- 
mail vdth  any  device  that  can 
reach  the  Web,  though  it  can 
be  difficult  to  read  messages 
that  haven't  been  formatted 


dovmload  a  special  program 

from  the  aol  site  to  your 
Palm  or  PocketPC  device. 

It's  more  difficult  to  gain 
viireless  access  to  corporate 
e-mail,  which  is  usually 
tucked  away  behind  a  fire 
wall  and  can  be  reached  only 
from  computers  attached  to. 


for  a  tiny  tele- 
phone screen.  It 
pays  to  pick 
your  Web  phone 
wisely.  Nextel 
Communications 
Inc.  phones  are 
rigged  to  reach 
a  specially  for- 
matted version  of 
Hotmail. 

Internet  mail, 
the  sort  provided 
by  Internet  service 
providers  (isPs),  gen- 
erally doesn't  work 
with  phones,  but  can 
be  picked  up  with  wire- 
less Palm-type  handhelds. 
For  $39.95  per  month,  Omni- 
Sky  Corp.'s  wireless  access 
service  allows  you  to  reach 
its  own  e-mail  or  any  stan- 
dard ISP  e-mail.  All  you  have 
to  do  is  set  up  a  wireless  e- 
mail  program  vWth  your  user 
name  and  password  and  the 
address  of  the  server  com- 
puter where  your  mail  is  re- 
ceived and  stored.  Accessing 
America  Online  mail  requires 
an    extra    step:    You    must 


or  dialed  into,  the  company's 
private  network.  So  you 
must  take  extra  steps  to 
have  important  mail  for- 
warded to  an  outside  wire- 
less account. 

No  matter  what  type  of 
e-mail  you're  using,  be  care- 
ful when  arranging  to  for- 
ward it.  All  of  your  mes- 
sages may  appear  in  your 
inbox  as  though  they  have 


come  from  you,  not  the 
tual  sender.  And  if  you  ju 
hit  "reply,"  you'll  send  tl 
message  back  to  yourse 
When  you  send  a  messaj 
from  a  handheld,  it  can  car 
a  return  address  that  the  i 
cipient  won't  easily  reco 
nize — and  he  or  she  mig 
not  know  how  to  reply.  A: 
when  you  get  back  to  yo 
regular  mail,  all  the  mc 
sages  will  be  waiting  for  y 
as  though  they  had  nev 
been  read.  Moreover,  ma 
mail  systems  offer  little 
no  control  over  what  g 
forwarded. 

The  most  convenient 
lution  I've  found  is  Resea: 
in  Motion  Ltd.'s  BlackBe 
pager.  The  key  to  BlackB 
ry     is     software     t 
works  vdth  Microso; 
Exchange  e-mail  p| 
gram.  The  BlackBj 
ry     setup     dire< 
messages,  selec 
according    to 
rules,  to  handh' 
devices.  I  can 
whom      messa 
come  from,  an 
won't  accident: 
send  a  responsi 
my  own  corporl 
account.  The  s| 
vice    costs    $3' 
per  month. 

A  handful  of 
services  are  desi 
to  help  corporatii 
give  employees 
less  access  to  e 
One  example:  Wire 
Knowledge,  a  joint 
ture  between  Microi 
and  Qualcomm  Inc., 
vides  secure  transfe: 
e-mail  between  corpo: 
systems  and  wireless 
vices.  There's  software  in 
works  that  will  make  a  s: 
lar  service  available 
OmniSky-equipped  Palm 
PocketPC  handhelds. 

Within  a  couple  of  ye 
it  will  be  a  no-braine 
use  wireless  devices  to 
info  and  e-mail  from 
Web.  And  today,  even 
all  the  glitches,  wireles 
mail  is  a  lot  better  thar 
mail  at  all. 

Btj  Steplmi  H.  Wildst 
hi  Wasliingtou 
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When  we  help  you  build  your 

e-marketplace,  we'll  make  sure 

the  technologies  play  nice. 


^:- 


^IM. 


ta 


LETTING  YOUR 


abase  company  build  your  e-marketplace  is  one  way  to  make 

ies  get  along.  Of  course,  then  your  e-marketplace  only  works  with 

ind.  Defeating  the  very  purpose  of  an  open,  virtual  marketplace. 

Our  architecture  supports  the  world's  largest  open  trading  community,  the 

Global  Trading  Web,'"  along  with  truly  open  exchanges  like  Exostar  (the  aerospadl 

e-marketplace  created  by  Raytheon,  BAE  Systems.  Boeing,  and  Lockheed  Martini! 

Our  technology  works  with  their  technology.  It  will  work  with  yours.  Get  experience. 

Get  it  right.  Visit  commerceone.com/emarketplace3  or  call  877-261 -851<j 


COMMERCE 
ONE 
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Get  to 

Lflrne&ie 


VORTAL  COMBAT: 
THE  EARLY  YEARS 

Voice  portals  aren't  perfect  yet,  but  they're  not  useless,  either 


For  Theodore  J.  (Ted) 
Leonsis,  this  was  a 
business  trip  from  hell. 
While  driving  to  a  dinner 
meeting  in  Los  Angeles,  he 
couldn't  fire  up  his  laptop  to 
get  his  e-mail,  couldn't  find 
the  score  for  his  favorite 
hockey  team,  the  Washing- 
ton Capitals  (which  he 
owns),  and  had  trouble  find- 
ing the  restaurant  where  he 
was  supposed  to  go  for  din- 
ner. All  of  this  he  could  have 
handled  if  he  had  been  able 
to  get  on  the  Web.  He  cer- 
tainly knows  how:  Leonsis 
is  president  of  America  On- 
line Inc.'s  interactive  services 
division. 

Unlike  the  average  in- 
formation-starved business 
traveler  schlepping  through 
Los  Angeles  though,  Leon- 
sis could  do  something  about 
his    frustrations.    Back    at 


headquarters  in  Virginia,  he 
set  in  motion  the  dealmak- 
ing  that  led  to  the  Oct.  25 
unveiling  by  aol  by  Phone, 
the  latest  entry  in  a  new 
wave  of  Internet-like  ser- 
vices delivering  information, 
messaging,  and  commerce 
over  the  phone.  These  ser- 
vices use  voice-recognition 
technology  to  let  people  nav- 
igate with  simple  spoken 
commands  to  check  their 
e-mail,  make  dinner  reserva- 
tions, or  get  driving  direc- 
tions. To  Leonsis,  whose 
company's  marketing  pro- 

motes  making  the  Web     SerVJCe   JS  gettitiq 
simple,  the  appeal  is  ob- 

vious.  "Everyone  has  a     better   But  SO  13^ 
phone,     and     everyone 

knows  how  to  use  it, "  he  Hot  iTi  ucli  Js  offerecl 

says.  "When  we  tested 

this,  everybody  got  it  "        at  thC  tOD  VOrtalS 

Certainly,  everyone  in  _ 

Silicon  Valley  got  it:  As 


many  as  a  dozen  "voice  por- 
tals"— or,  pardon  the  buzz- 
word, vortals — have  been 
funded  in  the  past  20  months 
or  so,  including  Tellme  Net- 
works, Hey  Anita,  and  BeVo- 
cal.  Other  established  Web 
services  are  getting  into  the 
act,  too.  Yahoo!  Inc.  intro- 
duced its  voice  service  two 
weeks  before  aol  did.  Basic 
services  are  free  from  most 
of  these  outfits,  although  AOL 
charges  $4.95  a  month  on  top 
of   its    regular    $21.95    fee. 


Several  of  the  comp 
charge— or  plan  to  cha 
for  premium  services 
for  instance,  offers  free 
service  but  bills  for  e 
such  as  disk  space  or 
distance  calls  patched  th 
from  1-800-MY- YAHOO. 
SKETCHY.  But  is  this 
any  good?  The  short  ar 
It's  0.  K.,  and  getting  1 
There  have  been  bi; 
vances  in  voice-recog 
software  recently,  m 
these  services  easier 
and  more  powerful 
main  hangup  isn't  tecl 
There's  not  a  whole  1 
fered  yet  at  any 
leading  vortals.  Says  J 
Research  analyst  S( 
McAteer:  "It's  more 
collection  of  services  1 
complete  offering."  Ai 
likely  to  stay  that  w; 
a  while. 

In  fact,  voice  p 
will  never  be  ever 
the  Web  is.  It  take' 
to  listen  to  people 
have  computers  re; 
information.  That 
users  are  likely 
voice  portals  mosi 
things  they  can  do 
ly.    Since    most    \ 


U 
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Finance  your 

dream  online. 


home 


You've  found  the  right  home. .  .now  find  the  right 
mortgage.  Visit  the  American  Express  Mortgage 
Center  to  access  the  lowest  rates  on  hundreds 
of  loan  products.  You  can  check  current  rates, 
choose  a  down  payment  and  select  the  closing 
option  that  works  best.  Plus,  use  powerful  online 
tools  to  quickly  calculate  your  monthly  payment, 
get  answers  to  your  questions  or  find  out  if 
refinancing  is  right  for  you.  Best  of  all,  you  can 
apply  for  a  mortgage  online  and  get  instant 
approval.  Make  your  dream  home  a  reality  with 
the  American  Express  Mortgage  Center.  It's 
another  financial  resource  to  help  you  do  more. 


online  trading             mortgages                 investments                1-888-297-1972  americanexpress.COm 
I I I I 


'AMEPIOjtfil 
■EXRBESS 
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don't  have  graphic  displays, 
this  medium  is  even  more 
limited  than  the  Web  in 
showing  off  products.  So 
commerce  is  likely  to  be  con- 
fined to  narrow  areas — such 
as  movie  tickets — where  you 
don't  need  to  see  what 
you're  buying. 

Those  limitations  aside, 
Tellme  does  the  best  job  of 
offering  an  array  of  useful 
services.  It  has  a  database 
of  about  450,000  restaurants 
nationwide.  Plus  it  has  Za- 
gat's reviews  for  the  20,000 
restaurants  covered  in  Za- 
gat's 31  city  restaurant 
guides.  When  I  gave  it  a 
whirl,  the  system  delivered 
10  choices  of  Italian  restau- 
rants in  Pocatello,  Idaho. 
Tellme  is  also  the  only  one 
wdth  a  service  that  lets  peo- 
ple call  taxis  wherever  they 
are— a  plus,  since  travelers 
almost  never  know  how  to 
find  the  local  cab  company. 
CHEAP  CALLS.  Each  of  the 
major  voice  services  offers 
something  the  others  don't. 
BeVocal  Inc.  has  a  nifty 
"Business  Finder"  feature 
that  lets  you  simply  say 
"Starbucks"  to  get  the  near- 
est location,  be  connected  to 
it  by  phone,  and  place  a 
take-out  order  in  one  fell 
swoop.  Yahoo  lets  people 
keep  voice-mail  boxes  as  well 
as  have  their  e-mail  read  to 
them.  Tellme  offers  free, 
two-minute  phone  calls  that 
beat  the  heck  out  of  the  col- 
lect calls  that  many  travelers 
have  to  make  to  accomplish 
the  same  tasks. 

There's  still  much  more 
you  can't  do  than  you  can 
do.  News  and  information  re- 
porting is  shallow.  Stock 
quotes  usually  aren't  linked 
to  news:  On  Oct.  24,  the  day 
Nortel  Networks  Corp.'s 
stock  fell  more  than  20%,  I 
couldn't  move  from  the 
quote  to  a  summary  of  the 
earnings  report  that  sent  the 
shares  reeling  on  HeyAnita 
or  BeVocal.  I  was  also  bit- 
terly disappointed  by  sever- 
al services  for  driving  direc- 
tions: Asked  how  to  get  to 
Carnegie  Hall,  not  one  told 
me  to  practice. 

While     the     technology 


makes  the  services  more 
convenient  than  plugging  in 
a  laptop  somewhere,  it's  a 
long  way  from  refined.  Con- 
sider my  adventure  finding 
a  Manhattan  restaurant 
through  BeVocal's  Business 
Finder  feature.  I  asked  for 
Le  Bernardin,  a  four-star 
French  restaurant  two 
blocks  from  my  office.  "Olive 
Garden.  Is  that  right?"  came 


recognizer  thinks  the  band 
is  talking." 

None  of  this  is  fatal.  And 
the  vortals  say  they're  im- 
proving technology  and  the 
breadth  of  their  offerings. 
But  with  free  or  low-price 
services,  it's  fair  to  wonder 
how  these  companies  plan 
on  staying  in  business.  Orig- 
inally, most  hoped  to  rely 
on  advertisers  to  pay  a  good 


profitability,  vortals  are  m;- 
keting  themselves  difji 
ently.  Entrepreneurs  a 
beginning  to  promote  the 
selves  as  next-generati 
phone  services,  which  peo 
will  pay  for,  rather  th 
Web  services,  which  peo] 
tend  to  want  for  free.  IN 
Cue  emphasizes  how 
technology  can  let  a  brii 
and-mortar    company 


LET  YOUR  VOICE  DO  THE  BROWSING 

Anticipating  that  nontechies  will  want  to  navigate  the  Web  with  voice  com' 

mands,  dozens  of  companies  are  offering  over-the-phone  voice  access  to 

Web  information,  e-mail,  and  e-commerce.  Here's  a  sampling: 


SERVICE 
TELLME 

800  555-TELL 


HEYANITA 

800  44-ANITA 


YAHOO! 
BY  PHONE 

800  MY-YAHOO 


WHAT  IT  OFFERS 

The  broadest  of  the  services,  with 
nationwide  restaurant  listings, 
travel  reservations,  nearly  nation- 
wide taxi  dispatching,  and  brief, 
free  phone  calls.  Coming:  a  personal 
phone  book  that  lets  you  call  Aunt 
Mary  simply  by  saying  "Aunt  Mary." 

Offerings  are  rather  thin.  Basic 
info  on  stocks,  sports,  weather, 
and  the  like  is  spiced  up  with  only 
a  few  special  features.  "Message 
Center"  will  read  e-mail  only 
from  Yahoo  mail  accounts.  No 
purchasing  capability. 

A  limited  service  that  relies  on  touch- 
tone  responses  rather  than  spoken 
commands.  Its  big  voice  claim 
is  that  it  reads  clients  their  e-mail 
over  the  phone.  Also  offers  basic 
news  and  financial  info,  but  lacks 
easy  voice  access  to  e-shopping. 


THE  SKINNY 


It  works  well.  Instructions  are  eas^ 
And  when  the  speech-recognition 
doesn't  understand  you,  there  are 
touch-tone  prompts  as  a  backup 


Voice  recognition  is  shaky.  More 
need  to  repeat  than  with  Tellme  ir 
our  test — got  weather  for  St.  Pau 
Minn.,  when  Maplewood,  N.J.,  was 
requested.  Constant  repetition 
of  "Anita"-themed  marketing 
messages  was  annoying. 

It  relies  on  touch-tone  prompts, 
not  voice  recognition,  earning  big 
minus  points  for  inconvenience. 


■ 


the  response.  Plus,  to  make 
it  work,  it  helps  to  speak  in 
a  loud,  distinct  voice.  My 
test  drove  the  guy  in  the 
next  cubicle  nuts. 

Add  some  background 
noise,  and  the  fun  with  voice 
recognition  really  begins.  I 
tried  to  use  Tellme  and  Be- 
Vocal in  Penn  Station  at 
rush  hour  to  check  movie 
times.  Both  systems  dished 
up  wrong  listings  because 
they  couldn't  make  out  what 
I  was  saying.  Tellme's  taxi 
service,  for  example,  natu- 
rally draws  a  number  of  calls 
from  bars  late  at  night.  But 
Tellme  CEo  Mike  McCue 
cheerfully  admits  that  one 
problem  is  that  "the  voice 


chunk  of  the  bills.  That 
seems  to  be  a  no-go.  Tellme 
gets  most  of  its  revenue 
from  selling  its  technology 
to  customer-support  call 
centers  and  to  what  McCue 
calls  "big  e-commerce  com- 
panies, the  ones  that  are 
stable  anyway."  BeVocal  is 
focusing  on  selling  its  ser- 
vice through  deals  with  tele- 
phone carriers  that  will 
charge  for  it  as  an  extra 
service,  the  way  they  do  for 
Caller  ID  and  call  waiting. 
Qwest  Communications  In- 
ternational Inc.'s  wireless 
unit  became  BeVocal's  first 
distribution  partner  in  late 
October. 

To  help  pave  the  way  to 


costs  in  customer  ser\ 
while   BeVocal   co-four 
Amol  Joshi  says  his  ser 
is  a  way  to  let  Qwest 
other  carriers  reduce 
tomer   churn.    Ads?    \^ 
ads?  "It's  not  a  dot-com 
sists  Joshi.  "It's  a  telec 
enhanced-services  busirP""!! 
and  the  call  volume  is 
tentially  huge." 

He's  right  about  thi; 
you  remember  the  key  \ 
is  "potentially."  Even  th( 
the  services  aren't  per 
they're  good  enough  t 
useful.  Next  year,  we'll  c 
in  to  see  if  they're  bett 
and  worth  paying  for. 

Bif  Timothy  ./.  MhIIa 
in  Nciv 


lis 
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Iberia  s  Intercontinental  Dusiness  C^lass.  /Vlore  space  between  seats. 


ivelmg  and  relaxing  can  be  one  and  the  same.  Especially  when  you  have  ergonomically  designed  reclining 
Ms  and  52  inches  of  room  between  your  seat  and  the  one  in  front.  Enjoy  access  to  300  plus  VIP  lounges 
'rldwide,  and  when  flying  on  Iberia,  members  of  oneworld  frequent  flyer  programs,  such  as  fSM\/aPltage*  may 
'■n  and  redeem  frequent  flyer  miles  along  the  way.  Iberids  intercontinental  Business  Class,  just  Smile. 


business 


For  reservations  contact  your  travel  agent, 
call  Iberia  Airlines  at  1-800-772-4642,  or  visit  www.iberia.com/ingles 

Distance  measured  between   rows. 
All  our  flights  are  non-smoking. 
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BIOTECH 


BLOCKBUSTER  OR  BUST 

Like  many  biotech  startups,  Cell  Pathways'  future  rides  on  a  single  drug 


Cell  Pathways  Inc.  CEO  Robert 
J.  Towarnicki  and  Chief  Scien- 
tific Officer  Dr.  Rifat  Pamukcu 
were  understandably  wary  on 
Oct.  3.  They  were  about  to  go 
into  a  meeting  with  investors  at  a  UBS 
Warburg  life  sciences  conference  just 
one  week  after  the  Food  &  Drug 
Administration  denied  approval 
for  the  company's  lead  drug  can- 
didate, Aptosyn.  The  company, 
based  in  Horsham,  Pa.,  had  spent 
11  years  developing  this  treatment 
for  an  inherited  precancerous  dis- 
order, familial  adenomatous  poly- 
posis (fap). 

With  its  only  other  drug  years 
away  from  a  possible  approval. 
Cell  Pathways  was  shattered  by 
the  rejection — as  were  its  share- 
holders. The  stock  nosedived  69%  on 
the  news,  from  $30  to  $9.31.  By  the  day 
of  the  UBS  meeting  it  was  down 
to  $7.25. 

So  Towarnicki  and  Pamukcu  did  not 
expect  an  easy  ride  from  the  investors 
who  crowded  into  their  segment  of  the 
conference.  The  two  men  explained  their 
plan  to  meet  with  the  FDA  to  determine 
if  they  could  overcome  the  agency's  con- 
cerns about  the  safety  and  efficacy  of 
the  drug.  They  also  described  ongoing 
clinical  trials  testing  Aptosyn  against 
breast,  lung,  and  prostate  cancers. 
"There  was  some  animosity  from  upset 
shareholders,"  says  Towarnicki.  "We  got 
some  very  probing  questions  at  the 
meeting,  and  then  spent  another  45  min- 
utes talking  with  them  in  the  hall." 
EXTREME  RESPONSE.  But  what  they  also 
got  were  offers  of  additional  funding 
from  eager  venture  capitalists  and 
investment  bankers.  "People  were  hand- 
ing me  tear  sheets  at  the  meeting 
already  typed  up  with  specific  financ- 
ing offers — and  that  was  after  the  share 
price  dropped,"  says  an  amazed 
Pamukcu. 

Welcome  to  the  crazy,  mixed-up  world 
of  emerging  biotech  companies.  Biotech 
stocks  have  been  climbing  for  a  year 
now,  despite  recent  setbacks  in  the  Nas- 
daq composite  index,  where  most  of 
them  are  listed.  Yet  hardly  a  week  goes 


BREACHING  CANCER'S  DEFENSE 

How  Aptosyn  blocks  cancer  cells'  efforts  to  avoid  a  process 
called  programmed  cell  death 


GENE  1^.  ENZYMES 

'  y-..^PROTECTOR 


NORMAL  CELLS 


Cells  continuously  die  off  and  are 
replaced  by  new  cells.  The  process 
starts  when  certain  "death  genes"  trig- 
ger the  release  of  death  enzymes  that 
prompt  cells  to  die  off. 


But  cancerous  cells  emit  counteract- 
Cing  "protector"  enzymes  whose  pur- 
pose is  to  block  the  death  enzymes  from 
reaching  the  cell's  surface,  where  they 
would  activate  its  cell-death  program. 
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by  that  a  biotech  stock  isn't  hammered 
after  some  worrisome  news  about  its 
lead — and  often  only — drug. 

Just  two  weeks  after  Cell  Pathways 
heard  from  the  FDA,  for  example,  Con- 
nectics  Corp.  saw  its  stock  plummet 
79%  on  the  news  that  its  proposed  drug 
for  scleroderma,  a  life-threatening  skin 
disease,  had  failed  the  final  phase  of 
clinical  trials.  Two  days  later,  the  stock 
of  BioCryst  Pharmaceuticals  Inc.  lost 
half  its  value  when  the  company  an- 
nounced that  its  flu-fighting  drug  would 
be  delayed  until  2002.  And  in  Septem- 
ber, the  shares  of  Gilead  Sciences  Inc. 
were  hit  by  the  news  that  its  experi- 
mental HIV  treatment  hadn't  lived  up 
to  expectations.  "The  investment  focus 
is  on  the  nearest-to-market  problem, 
and  there's  a  real  negative  reaction  to 
bad  news,"  says  Jim  McCamant,  editor 
of  Medical  TeclirioLogy  Stock  Letter.  StUl, 
he  says,  "there  are  a  lot  of  drugs  that 
looked  dead  at  one  time  and  five  years 
later  were  making  a  huge  profit." 
DREAM  CHILDREN.  The  Cell  Pathways 
saga  is  a  textbook  example  of  life  on  the 
biotech  roller  coaster  The  industry  could 
not  be  hotter.  After  more  than  a  decade 
of  research,  the  first  biotech  drugs  that 
attack  specific  disease  targets  without 
harming  healthy  cells  are  on  the  mar- 
ket, and  making  buckets  of  money.  Plus, 
there  are  some  370  more  in  the  pipeline. 
But  drug  development  is  one  of  the  riski- 
er businesses  going.  Clinical  trials  can 
take  years  and,  in  the  case  of  novel 


THE  FIGHT  CONTINUES 

Floyd  Nichols,  with  son  Eric,  co- 
founded  Cell  Pathways  to  combat 
FAP,  the  inherited  disease  they 
shared.  Floyd  died  in  1996 

biotech  treatments  that  work  in  some 
strange  new  way,  be  devilishly  hard  to 
design.  All  that  work  can  easily  come  to 
naught.  Some  80%  of  drugs  in  develop- 
ment never  win  FDA  approval,  and  com- 
panies can  bum  up  $500  million  on  re- 
search and  development  on  their  way  to 
that  rejection.  Huge  pharmaceutical  com- 
panies can  often  take  rejections  in  stride. 
But  most  biotech  drugs  are  not  devel- 
oped by  Big  Pharma. 

Instead,  they  are  the  dream  children 
of  countless  startups,  more  often  than 
not  founded  by  a  scientist  who  discov- 
ered a  promising  compound  in  the  lab 
and  views  it  as  the  cure  for  cancer.  That 
vision  can  inspire  intense  dedication 
from  employees  and  investors.  But  it 
also  creates  a  risky  bet-the-farm  busi- 
ness strategy.  "It  costs  so  much  and 
takes  so  long  to  develop  a  drug  that 
these  companies  have  little  choice  but  to 
focus  on  just  one  or  two,"  says 
PaineWebber  Inc.  analyst  Elise  T.  Wang. 
If  that  one  product  hits  a  snag,  howev- 
er, it  can  endanger  the  company's  entire 
future.  More  worrisome,  it  can  mark 
the  end  of  a  promising  medical  treat- 
ment that  failed  for  lack  of  financing. 

Cell  Pathways'  story  is  laden  with 


an  extra  burden  of  emotion — the  com  1 1 
pany  was  co-founded  by  Pamukcu  amll 
one    of  his   patients,    Floyd    Nichols 
Nichols  suffered  from  f'AP,  a  genetic  dis 
ease  that  produces  hundreds  of  precan 
cerous  polyjjs  in  the  colon.  The  polypi 
can  be  removed,  but  they  keep  return 
ing,  often  necessitating  removal  of  th  if 
colon.  Nichols  had  his  removed  at  ag  « 
19,  but  polyps  began  showing  up  in  hi  «' 
intestines  in  his  mid-30s.  Rather  tha  w 
have  parts  of  his  small  intestine  an  ^ 
stomach  removed,  Nichols,  a  compute  i-'i 
salesman,  searched  for  an  alternative  w 
That  led  him  to  Dr.  William  Waddell,    «' 
now  retired  surgeon  at  the  Universit  i 
of  Colorado  Health  Sciences  Cente:  pi 
Waddell  had  anecdotal  evidence  ths  nt: 
polyps  in  fap  patients  could  be  melte  »iil 
away  with  sulindac,  a  20-year-old  arthr  itii 
tis  drug  from  Merck  that  was  just  con  ni 
ing  off  patent.  ire 

Nichols  persuaded  Pamukcu,  his  doi  ra 
tor  at  the  University  of  Chicago,  t  eve 
treat  him  vrith  the  drug — and  it  worke  leg 
Doctor  and  patient  were  so  elated  the  irii 
joined  forces  to  found  Cell  Pathways  i  li 
1989  to  commercialize  their  discover  f 
By  now  Nichols  had  a  second  cruci  lien 
reason  to  find  a  cure:  His  son,  Eri  pical 
born  in  1988,  also  had  fap.  irta| 

GAIN  AND  LOSS.  The  two  men  hired  r  a  i 
searchers  from  the  University  of  Ai  lere 
zona  to  figure  out  what  it  is  in  sulind;  the 
that  attacked  the  polyps  and  to  elin  maid 
nate  the  drug's  severe  gastrointestin  it}'i 
side  effects.  They  soon  discovered  tl  icon 
pertinent  molecule,  dubbed  exisulin  jval 
and  found  that  it  was  free  of  side  t  itsa| 
fects.  Sadly,  Nichols  did  not  get  to  f(  Cel 
low  through  on  his  initial  efforts.  I  ml 
died  of  stomach  cancer  in  May,  1996,  jed  i 
the  age  of  43.  )J,  re 

Cell  Pathways  kept  going.  In  Octob  fa 
1996,  it  hired  Towarnicki,  former  pre;  luctio 
dent  of  Integra  LifeSciences  Holdin  lind. 
Corp.,  as  chairman,  CEO,  and  presidei  it  its 
By  now  Pamukcu  was  convinced  th  tts  n 
exisulind  did  more  than  just  melt  aw  ly 
polyps — it  prevented  them  from  fori  mal(i 
ing.  Even  more  exciting,  in  test-tu  alln; 
and  animal  trials  it  worked  against  polyr 
broad  range  of  cancer  cells.  Cell  Pal  llioj,,] 
ways  thought  it  might  just  have  a  sh  ypfo, 
at  the  Holy  Grail  of  cancer  research:  Cell  f 
dr-ug  that  could  prevent  tumors  withe  if  (, 
horrible  side  effects.  pe 

The  key  to  exisulind,  according 
Cell  Pathways,  is  a  biological  proce 
called  apoptosis,  or  programmed  c  j 
death.  Most  of  the  body's  cells  die 
on  a  regular  basis  and  are  replac  iid  jfu 
by    younger    ones.    But    cancer    ce  tw^ 
short-circuit  the  cell-death  process  a 
proliferate  uncontrollably. 

Apoptosis  is  triggered  when  spe(|ij|,j^ 


^H 


tithe 


"■fond 
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5ome  80%  of  new  pharmaceuticals  don't  get  FDA  approval 


leath  genes"  in  the  blood  send  out  an 
izyme  that  triggers  a  cell's  death  pro- 
•am.  Cancer  cells,  however,  send  out  a 
luntervailing  enzyme,  not  found  in 
)rmal  cells,  to  block  this  trigger.  Ex- 
ulind  neutralizes  the  tumor  cells'  de- 
nse system,  allowing  the  death  en- 
TTies  to  reach  their  target. 
When  Cell  Pathways  started  limited 
nical  trials  of  exisulind  in  1996,  it  saw 
^ificant  regression  of  polyps  in  pa- 
ints, but  the  FDA  said  the  company 
ould  try  to  show  actual  polyp  pre- 
■ntion.  "Their  reasoning  was  that  this 
a  chronic  disease  so  you  want  to  show 
ore  than  short-term  reversals,"  says 
iwamicki.  Designing  a  trial  that  shows 
evention — essentially  trying  to  prove 
negative — is  both  difficult  and  risky 
)m  a  regulatory  point  of  view.  As  a 
suit,  the  company  could  not  find  a 
-ge  pharmaceutical  house  willing  to 
derwrite  the  costs  of  clinical  trials,  a 
pical  arrangement  for  biotech 
irtups.  It  didn't  help  that  fap 

a  relatively  rare  disease: 
lere  are  only  15,000  patients 
the  U.S.  Cell  Pathways  hopes 
make  its  fortune  on  the  drug's 
ility  to  fight  other  cancers,  but 
3  company  needed  the  fap  ap- 
oval  to  prove  the  legitimacy 
its  approach. 

Cell  Pathways  ran  a  two-year 
svention  trial.  But  when  it  an- 
"^zed  the  results  in  February, 
99,  researchers  were  stunned 

discover  no  significant  polyp 
Auction  in  patients  taking  ex- 
ilind.  The  company  concluded 
it  it  should  have  excluded  pa- 
nts with  mild  cases  of  fap, 
d  had  independent  researchers 
analyze  the  data  by  eliminat- 
<;  all  patients  with  fewer  than 

polyps  a  year.  Under  that 
ithodology,  the  drug  reduced 
lyp  formation  by  50%. 
Cell  Pathways  showed  the 
idy    to    the    FDA    in 
ne,    1999,    and    was 
ced  for  more  data.  So 
ran  a  one-year  exten- 

n  with  55  patients 
m  the  prior  trial,  and 
md  that  patients  who 
;eived  exisulind  for 

second  year  had 
jther  54%  reduc- 
n  in  polyp  forma- 


tion, on  top  of  50%  from  the  first  year. 

The  company  sent  the  data  off  to  the 
FDA  this  past  June — with  a  heightened 
sense  of  urgency.  In  December,  1999, 
the  FDA  had  approved  G.  D.  Searle's 
arthritis  drug  Celebrex  for  FAP.  In  a 
six-month  trial  Celebrex  had  reduced 
polyps  in  FA?  patients  by  28%. 

Searle's  approval  meant  competition 
for  an  already  small  market.  But  it  also 
gave  Cell  Pathways  confidence  that  its 
own  drug,  v^dth  seemingly  better  re- 
sults, would  win  approval  as  well.  Then, 
on  Sept.  25 — while  Towarnicki  and  Pa- 
mukcu  were  in  Tokyo  courting  a  poten- 
tial Japanese  partner — the  FDA  called 
to  say  that  Aptosyn,  as  the  drug  was 
now  called,  would  not  be  approved.  A 
follow-up  letter  cited  "deficiencies ...  re- 
garding the  safety  and  efficacy  of  the 
data  submitted." 

Towarnicki  and  Pamukcu  returned  to 
Horsham  and  requested  a  meeting  with 


HIGH  STAKES  Cell  Pathways  CEO  Towarnicki 
and  Chief  Scientific  Officer  Pamukcu 
face  an  FDA  hurdle  and  new  competitors 


the  agency  to  see  if  the  deficiencies  can 
be  addressed.  Towarnicki  believes  the 
agency's  concerns  may  relate  to  the  first 
set  of  results  in  1999 — the  ones  that 
showed  no  improvement.  He  remains 
convinced  that  Aptosyn  will  eventually 
win  approval  for  FAP.  Industry  experts 
are  not  so  sure,  but  most  give  the  com- 
pany a  fighting  chance  of  a  comeback. 
After  all,  notes  Towarnicki,  Taxotere,  a 
popular  cancer  drug,  was  turned  down 
twice  before  it  was  approved  in  1998. 
SURVIVAL  MODE.  But  how  do  you  keep 
the  business  going  in  the  meantime?  CeU 
Pathways  has  only  a  little  over  a  year's 
worth  of  cash  left  for  operations  at  its 
current  spending  rate.  Towarnicki  is 
counting  on  attracting  new  investment  on 
the  strength  of  Cell  Pathways'  apoptosis 
platform.  In  the  meantime,  "we  are  ab- 
solutely changing  how  we  operate." 

For  one  thing,  the  company  is  paring 
back  exploratory  research.  It  just  takes 
too  long  to  get  any  return  on 
such  an  investment.  It  is  con- 
centrating on  clinical  trials  cur- 
rently under  way  for  Aptosyn 
in  combination  with  other  can- 
cer drugs  made  by  Aventis 
Pharmaceuticals,  Glaxo  Well- 
come, Eli  Lniy,  and  Roche  Lab- 
oratories. The  combination  trials 
for  breast,  lung,  and  prostate 
cancer  have  the  added  advan- 
tage of  being  funded  by  these 
Big  Pharma  partners. 

The  company  is  also  develop- 
ing a  second-generation  apopto- 
sis drug,  CP461.  "I  think  this  one 
is  a  lot  more  interesting,  be- 
cause it's  a  lot  more  potent," 
says  Medical  Technology's  Mc- 
Camant.  But  CP461  is  just  begin- 
ning early  clinical  trials,  and  is  a 
good  three  years  away  from 
possible  approval. 

Cell  Pathways  continues  to 
provide  Aptosyn  to  the  41  FAP 
patients  who  volunteered  to  take 
the  drug  in  clinical  trials.  Eleven 
of  these,  Pamukcu  notes,  are 
now  clinically  polyp-free.  It  is 
also  conducting  a  pediatric  trial 
of  the  drug.  This  one  may  be 
the  most  important  to  the  com- 
pany, at  least  on  an  emotional 
basis:  Founder  Floyd  Nichols' 
son  Eric  is  one  of  its  subjects. 
By  Catherine  Amst 
in  Horsham,  Pa. 
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Developments  to  Watch 


OITED  BY  OTIS  PORT 


OBOT  PLANES  WILL 
COUT  STORMS  IN 
HE  LONELY  PACIFIC 

OATHKR  FORKCASTS  HAVE 
ttcn  much  more  reliable  in 
cent  years.  But  there's  still 
of  room  for  improve- 
;nt — especially  on  the  West 
»ast.  There,  the  problem  is 
3  I)aucity  of  data  on  weather 
iwing  in  off  the  Pacific 
■ean.  On  land,  weather  bal- 
)ns  are  lofted  daily  from 
ndreds  of  locations.  But 
■ather  stations  in  the  Pacific 
2  few  and  far  between. 
Soon,  the  blind  spots  may 


get  illuminated — by  little 
robot  planes  being  devel- 
oped by  the  University 
of  Washington  and  Insitu 
Group  in  Bingen,  Wash. 
The  partners  plan  to  test 
their  scheme  next  sum- 
mer. For  two  or  three 
days,  an  unmanned  Aero- 
sonde  plane  will  ride  the 
trade  winds  from  the 
Orient  to  the  West 
Coast,  transmitting  a 
steady  stream  of  weather 
data.  "Our  long-term  vision 
is  that  groups  of  aircraft 
would  be  launched  at  regu- 
lar intervals  from  Asia — and 
from   Hawaii  and  other  is- 


AEROSONDE:  A  mind  of  its  oivn 


lands — to  provide  constant 
monitoring,"  says  Juris  Vag- 
ners,  a  professor  of  aeronau- 
tics at  Washington.  Insitu 
Group  is  also  working  on  a 
model  that  can  be  launched 


from  ships,  then 
snagged  out  of  the  air 
with  a  net.  It  could 
provide  reconnaissance 
for  fishing  fleets,  among 
other  things. 

While  the  flying  ro- 
bots are  expected  to 
cost  100  times  as  much 
as  the  $200  tab  for  a 
balloon,  they  could  be 
used  time  and  again. 
The  planes  will  also 
have  "smart"  robopilots  that 
can  spot  and  track  ominous 
shifts  in  wind  speed  or  air 
temperature — changes  that 
can't  be  detected  by  weather 
satellites.  n 


mAVE  A  (VIRTUAL  REALITY)  BALL 

v^HTUAL-KEALITY  SYSTEMS  ARE  GRADUALLY 

:urning  into  real-world  tools  for  business. 
For  example,  the  so-called  Cave  system 
created  in  1992  at  the  University  of  Illi- 
lois  has  notched  three  dozen  installations, 
ncluding  Caterpillar 
(nc.  and  General  Mo- 
tors Corp.  Now, 
Britain's  University  of 
iVarwick  is  expanding 
/r's  horizons. 

The  new  system  is 
iubbed  Cybersphere. 
[fs  a  big  translucent 
;lobe,  more  than  18 
feet  in  diameter,  sitting 
itop  a  ring  of  ball 
searings  that  allow  it 
.0  rotate  in  any  direc- 
tion. Think  of  a  globe-      CYBERSPHERE:  Like 


shaped  squirrel  cage.  A  person  standing 
inside  could,  say,  have  the  experience  of 
walking  down  a  long  assembly  line.  With 
each  step,  the  orb  would  move,  and  the 
surroundings  would  change.  Images  are 
projected  through  the  sphere  from  a  bat- 
tery of  outside  video  systems  and  syn- 
chronized with  the 
sphere's  motion.  By 
comparison,  movements 
in  a  Cave  and  other  VR 
looms  are  restricted  by 
the  walls — typically  no 
more  than  20  feet  in 
any  direction.  Devel- 
oped by  VR  Systems, 
the  Cybersphere  was 
unveiled  in  late  October 
as  the  centerpiece  of 
the  new  collaboration 
center  at  Warwick 
an  exercise  wheel    Manufacturing  Group,  n 


ilESE  MICE 
&RDLY  EVER  ASK 
)  BE  EXCUSED 

ARLY     10%     OF    AMERICAN 

ults  suffer  from  the  incon- 
nience  of  an  overactive 
idder.  Current  drugs  can 
rtly  diminish  the  persistent 
j^e  to  urinate,  by  weaken- 
l  the  muscles  that  empty 
bladder.  But  these  come 
th  unpleasant  side  effects, 
:h  as  dry  mouth.  So  in  the 
d-1990s,  researchers  at 
'Che  Bioscience,  a  Palo  Alto 
alif.)  unit  of  Switzerland's 


Roche  Group,  began  looking 
for  a  better  approach.  They 
hoped  to  interfere  with  the 
frantic  signals  from  an  over- 
active bladder  that  it  needs 
to  be  emptied. 

The  scientists  knew  from 
earlier  research  that  bladders 
advertise  their  fiiUness  by  re- 
leasing a  substance  called 
ATP.  If  the  nerve  receptors 
triggered  by  the  ATP  could  be 
blocked,  might  the  urge  to 
urinate  subside?  To  test  the 
idea,  a  team  led  by  Dr.  An- 
thony PD.W  Ford,  head  of 
genito-urinary  research  at 
Roche,  worked  with  atp  ex- 


perts in  Britain.  They  created 
genetically  engineered  mice 
that  lacked  the  receptor,  thus 
removing  their  ability  to  re- 
spond to  the  signal. 

The  results,  reported  in 
the  Oct.  26  issue  of  Nature, 
surpassed  the  team's  hopes. 
The  gene-altered  mice  were 
able  to  hold  twice  as  much 
urine  as  their  normal  coun- 
terparts— and  urinated  half 
as  often.  Moreover,  adds 
Ford,  "we  haven't  seen  any 
other  major  changes."  Roche 
is  now  beginning  the  long 
task  of  finding  a  drug  for 
people.  John  Carey 


INNOVATIONS 


■  Medicine  may  be  making 
strides  against  scourges  such 
as  cancer  and  heart  disease, 
but  the  arsenal  against  ram- 
pant parasitic  diseases  is 
shrinking  dangerously.  A  new 
study  finds  that  treatments  for 
schistosomiasis,  sleeping  sick- 
ness, and  malaria  are  in  dan- 
ger of  being  yanked  from  the 
market,  if  they  haven't  been 
terminated  already.  Why? 
Cold,  hard  economics.  Because 
most  victims  are  in  poor  coun- 
tries, the  drugs  don't  earn 
enough  to  justify  continued 
production.  "It  really  is  a  pub- 
lic health  crisis,"  warns  Dr.  A. 
Clinton  White  of  the  Baylor 
College  of  Medicine.  "We're 
losing  drugs  more  quickly  than 
they  are  being  develoised."  The 
good  news  is  that  health  offi- 
cials have  saved  a  few  drugs. 

■  In  the  past  eight  years,  SRi 
International  has  been  work- 
ing on  a  new  way  to  harness 
the  Internet.  The  venerable 
Silicon  Valley  research  and 
development  center  figures 
the  Web  needs  a  better  sense 
of  community — neighbor- 
hoods, cities,  states,  or  na- 
tions. SRI  is  proposing  a  new 
domain  name — .geo — for  such 
sites,  and  it  has  developed 
the  GeoBrowser,  a  geograph- 
ically oriented  browser  tai- 
lored for  tracking  down  loca- 
tion-related information. 
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Eat  my  voltage. 


Introducing  a  work  of  pure  genius.  Prius,  the  world's  first  production  car  to  combine 
a  super-efficient  gasoline  engine  with  an  advanced  electric  motor  that  never  needs  to  be 
plugged  in.  No  recharging  stations.  No  plugs.  No  compromises.  Prius  is  powered  by  the 
revolutionary  Toyota  Hybrid  System,  which  stores  the  energy  produced  during  deceleration 
and  converts  it  bacl<  into  electric  power  It's  fast,  fun  to  drive  and  produces  up  to  90%* 
fewer  harmful  emissions.  Prius.  This  changes  everything. 

Starting  at  $19,995.  Delivery,  processing  and  handling  fee  $485.  Total  msrp  $20,480." 
Visit  the  new  Prius  at  www.toyota.com/prius  or  call  800-GO-TOYOTA. 
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battery 


The  electric! 

motor  in  Pi  i 

enhance- 
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while  drastiq 

reducing 

emissions. 


®  TOYOTA  PRIUS  I  geni 


•Bss<id  on  EPA  estimates  Actual  resuUs  may  vary.' 


•Based  on  manufacturers  suggested  retail  price  Excludes  Ukps,  license,  liHe  and  other  optlon,ll  or  re«ior,aUy  required  equipment  Actual  dealer  price  may  vary  C.JOOC)  Toyoti.  Motor  SaU'y  0\i 
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Green 


The  new  automotive  environmentalism 
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Green    Machines 


DOT  says  the  cars  and  trucks  on  U.S.  roads 
today  collectively  burn  through  1.6  times  as 
much  fuel  per  year  as  they  did  in  1 970. 

Fuel  Economy  And 

The  Carbon  Dioxide  Problem 

The  upswing  in  total  fuel  consumption  is 
especially  worrisome.  Even  super-clean  engines 
generate  large  amounts  of  carbon  dioxide, 
a  gas  not  usually  considered  a  pollutant  but 
one  that  contributes  to  global  warming.  The 
volume  of  CO2  they  produce  relates  directly 
to  how  much  fuel  they  consume  and  is 
independent  of  other  emissions.  That's 
because,  whenever  fossil  fuels  burn,  the  carbon 


Are   today's    cars   and   trucks 

EFFICIENT     ENOUGH?     MaYBE     NOT 


Above:  COj  auto 

emissions  not  only  create 

air  quality  problems, 

but  account  for  about 

80%  of  total  greenhouse 

gas  emissions  in  the 

United  States. 


AS  environmental  concerns  rise,  auto- 
makers are  working  on  sometimes 
radically  new  ways  to  propel  tomor- 
row's vehicles — ^whether  consumers 
are  ready  for  a  change  or  not. 

"People  don't  list  environmental  issues  (in 
choosing  a  vehicle),"  says  Bernard  Robertson, 
senior  vice  president  for  Engineering  and 
Technology  at  DaimlerChrysler  Corp.  in  Auburn 
Hills,  Mich.  "At  the  same  time,  just  about 
everybody  recognizes  that  ftiel  economy  and 
emissions  have  got  to  get  better." 

The  solutions — cleaner  fuels,  hybrids, 
electrics,  fuel  cells — aren't  new  ideas.  But 
technological  breakthroughs  are  making  all  these 
options  much  more  feasible  than  they  were  Just 
a  few  years  ago. 


The   Environmental   Issue 


The  cars  and  trucks  in  America's  fleet  run 
roughly  20  times  cleaner  than  their  brethren  of 
30  years  ago,  and  they  consume  an  average  14% 
less  fuel  per  vehicle  per  year. 

That's  the  good  news. 

The  bad  news,  according  to  the  U.S.  Dept. 
of  Transportation  (DOT)  is  there  are  nearly 
twice  as  many  vehicles  on  the  road  and  each  one 
drives  21%  farther  per  year.  The  bottom  line: 


they  contain  is  almost  entirely  emitted  out  the 
tailpipe  as  CO-,. 

The  U.S.  Environmental  Protection  Agency 
(EPA)  calculates  the  average  car  pumps  about 
727  pounds  of  pollutants — hydrocarbons 
(HC),  carbon  monoxide  (CO),  and  oxides  of 
nitrogen  (NOx) — into  the  air  annually.  Over 
the  same  period  it  generates  five  tons  of  CO,. 
Light  trucks  average  almost  50%  more 
pollution  and  more  than  rwo-thirds  more 
CO2 — some  8.4  tons  each — per  year. 

How  big  a  deal  is  CO-,?  It's  not  toxic  like 
more  destructive  greenhouse  gases  such  as  HFC 
refrigerants,  but  it  does  account  for  about 
80%  of  total  greenhouse  gas  emissions  in  the 
United  States.  So  it's  a  significant  factor. 

Who's  Cleaner? 

Think  a  small  car  is  inherently  "cleaner"  than 
a  big  one?  Not  true.  When  it  comes  to  the 
emission  of  HC,  CO,  and  NOx  gases,  all  cars 
are  pretty  much  equal  under  the  law. 

U.S.  emission  standards  state — in  terms  of 
grams  per  mile — how  much  of  those  three  gases 
a  car  may  release  per  mile.  The  allowances  are  low: 
0.41  grams  of  HC,  3.4  grams  of  CO,  and  1  gram 
of  NOx.  The  limits  apply  ec]ually  to  all  cars,  so  a 
big  model  with  a  powerfijl  V-8  can't  release  any 
more  of  those  three  gases  per  mile  than  a  little  car 
with  an  economical  four-cylinder  engine. 
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By  eliminating  one  source 

OF    FUEL    EMISSIONS,    WE'rE   CREATING    MORE 
HOPE    FOR   THEIR    FUTURE.  


X 


lonsumers  tell  us  they  want  a  vehicle 
:hat  can  live  in  harmony  with  the 
invironment.  Visteon  is  listening. 
Through  innovative  thinking,  we 
lave  developed  a  plastic  fuel  tank 
iystem  that  eliminates  pollution 
:aused  by  evaporative  emissions, 
ind  enables  manufacturers  to  meet 
fhe  Zero  Emission  Vehicle  (ZEV) 
tandards.  Compared  to  steel,  these 
lew  plastic  tanks  also  save  weight 
ind  cost,  are  compatible  with 


alternative  fuels,  provide  greater  fuel 
capacity  for  longer  range — and 
eliminate  corrosion. 

To  see  how  Visteon  is  working 
to  integrate  vehicle  components  from 
air  induction  through  fuel  storage 
and  delivery,  into  an  entire  energy 
transformation  system  that  will 
improve  the  environment,  visit 
visteon.com  or  call  1  800  VISTEON. 
The  possibilities  will  have  us  all 
breathing  a  little  easier 


To  meet  ZEV 

standards,  Visteon 

has  developed  a  new 

plastic  fuel  tank 

system  instead  of 

steel.  This  system  eliminates  almost  all  external 

fuel  system  connections  by  integrating  components 

into  the  tank. 


^  Visteon 


See  the  possibilities" 


,Mhe  idea  took  shape  during  tlie  energy 
crisis  of  '73.  Tlie  result  is  an  innovative, 
pollution-free,  battery-powered  city  car.  As 
part  of  an  ongoing  commitment  to 
affordable  alternative  transportation  of 
our  consumers,  we'll  introduce  the  THINK 
city  to  the  United  States  and  Canada  in 
2002.  The  name  itself  asks  you  to  consider 
what  getting  from  here  to  there  is  all  about 
every  time  you  see  one  on  the  street. 


» 


THINK  Marketing  Whiz  Kristi 

Hegna  Eggen  woos  customers  who  share  a 

distinctive  point  of  view  about  how  people 

ought  to  get  where  they're  going. 
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BETTER  IDEA  #6 


No  exhaust 


UNITED  STATES 


A  temative 


doesn't  always 'have  to  mean  a  boring 
government  study  about  commuter  trains. 


'■Vnon  Ford  Molor  ComiLiny 


Right:  The  General 

Motors  EV1  electric 

vehicle,  introduced  in 

1996,  delivered  the 

equivalent  of  128  mpg. 

Below:  Ford's  Think 

Neighbor  electric  hits  the 

U.S.  market  next  year. 

Bottom  Right:  Opel's 

HydroGenI  fuel  cell 

car  is  a  zero-emission 

concept  car  burning  pure 

hydrogen. 
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Green    Machines 


If  that's  ail  there  was  to  environmental 
protection,  it  wouldn't  matter  so  much  whether 
we  drove  fuel-efficient  cars  or  not.  But  concern 
about  carbon  dioxide  changes  everything. 
With  COj,  size  does  matter.  Vehicles  with  low 
fuel  economy  generate  more  carbon  dioxide 
than  those  with  high  fuel  economy,  period.  The 
only  "cure"  is  to  burn  less  carbon-based  fuels. 

In  plain  English,  that  means  better  fuel 
economy,  switching  to  a  carbon-free  fuel  such 
as  hydrogen,  adopting  electric  power,  or  trying 
some  combination  of  these  options. 


Redefining   "Green"    Cars 


The  same  old  emission  control  techniques  won't 
be  enough  to  eliminate  vehicles  as  a  significant 
source  of  environmental  concern.  Automakers 
are  working  on  several  solutions  right  now. 

What  About  Electrics? 

The  big  problem  with  electric  cars  is,  and 
always  has  been,  power.  Pound-for-pound, 
batteries  simply  can't  measure  up  to  gasoline. 
That  doesn't  matter  when  your  trip  is  under 
50  miles  or  so.  But  most  of  us  like  the  ability  to 
cover  hundreds  of  miles  at  a  time,  then  refiiel  in 


a  few  minutes  and  drive  on.  Electrics  can't  do 
that.  Nor  are  electric  vehicles  happy  about  cold 
weather,  heavy  loads,  or  spirited  driving,  all  of 
which  sap  their  performance  significantly. 

No  car  company  has  had  a  higher  profile  in 
electric  cars  recently  than  General  Motors 
Corp.  Its  highly  publicized  EVl ,  introduced  at 
the  end  of  1996  in  California  and  Arizona,  was 
a  rolling  showcase  of  high-tech  innovation.  The 
zoomy  two-seater  could  scoot  from  zero  to  60 
mph  in  under  9  seconds  and  run  about  140 
miles  on  a  charge.  It  also  delivered  the  energy 
equivalent  to  128  miles  per  gallon,  according 
to  GM's  calculations. 

But  consumer  interest  in  the  EVl,  available 
as  a  leased  vehicle  only,  was  never  very  high. 
Early  this  year,  CM  halted  production.  Honda 
took  the  same  action  on  its  electric  sedan,  intro- 
duced in  1997  in  California.  GM  insists  its  real- 
world  experience  with  the  EVl  has  led  to  tech- 
nologies it  can  apply  in  other  advanced 
powertrain  systems,  including  the  Precept 
hybrid  it  has  developed  for  the  PNGV  program. 

Ford's  Think  Group,  meanwhile,  is  finding  out 
what  the  public  thinks  of  electric  bicycles  and 
runabouts.  The  recently-formed  unit,  which  also 
heads  Ford  research  on  hybrids  and  fuel  cells,  is 
taking  orders  now  for  its  two-  and  four-passen- 
ger Th!nk  Neighbor  and  will  begin  delivering  the 
open  air  vehicle  to  U.S.  buyers  in  2001.  The  unit 
also  sells  two  electric  bicycle  models  and  a  two- 
passenger  commuter  car  in  Scandinavia. 

The  Ultimate  Answer 

Pure  hydrogen  may  be  the  ultimate  solution  to 
automotive  pollution.  When  hydrogen  and 
oxygen  combine,  the  result  is  water.  With  no 
carbon  involved  in  the  process,  the  problems  of 
unwanted  HC,  CO,  or  CO^  disappear. 

Hydrogen  can  be  unlocked  from  water, 
making  it  the  transportation  system's  ultimate 
renewable  energy  source.  It  even  works  well  in 
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car 
that  can  see 
and  talk? 


"Very  responsive." 

Delphi  Automotive  Systems  is 
working  to  make  vehicles  respond 
to  drivers  as  well  as  the  road.  Our 
Communiport    Mobile  MultiMedia 
Systems  can  navigate,  download, 
read,  listen  and  speak.  Our 
Forewarn    Collision  Avoidance 
Systems  will  help  drivers  see 
360  degrees  around  them.  And 
our  42-volt  system  can  power 
all  this.  ..and  more.  To  find  out 
more  about  how  these  future 
technologies  can  respond  to 
you,  visit  www.delphiauto.com. 
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Automakers  introduced 
first-round  PNGV 
prototypes  earlier  this 
year  including  (top  to 
bottom):   Daimler- 
Chrysler's  ESX3,  General 
Motors'  Precept  and  the 
Ford's  Prodigy. 
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ordinary  piston  engines  that  have  been 
adjusted  to  burn  it.  But  production  cost, 
storage,  and  distribution  are  big  hurdles.  It 
would  take  billions  of  dollars  to  transform  our 
gasoline-based  fuel  infrastructure  into  one  that 
puts  a  hydrogen  filling  station  on  every  corner. 
The  same  problem  makes  it  difficult 
for  other  alternate  fuels,  such  as  alcohol, 
to  catch  on.  Without  a  compelling  incentive 
to  change,  experts  say,  even  clearly  superior 
alternatives  like  hydrogen  face  a  very  tough 
battle  for  acceptance. 

PNGV 

Much  of  the  American  auto  industry's 
thinking  about  next-generation  vehicle 
eflficiency  can  be  found  in  the  Partnership  for 
a  New  Generation  of  Vehicles,  or  PNGV. 

Launched  in  1993,  the  joint  industry- 
government  effort  aims  by  2004  to  generate 
three  production  prototypes  of  mid-size 
family  cars  that  can  deliver  three  times  the  fuel 


effjciency — equivalent  to  80  miles  per  gallon — 
of  a  comparable  car  today.  The  program 
requires  final  prototypes  to  be  reasonably 
priced,  easy  to  manufacture,  and  practical  with 
performance,  luggage  capacity,  and  six- 
passenger  seating  comparable  to  a  Ford  Taurus 
or  Chrysler  Concorde. 

GM,  Ford,  and  DaimlerChrysler  introduced 
first-round  PNGV  prototypes  earlier  this  year, 
but  considerable  work  must  will  be  necessary 
to  cut  manufacturing  costs. 

Road  Test! 

How  do  experimental  super-clean  cars  stack  up 
against  each  other  in  real-world  driving? 
These  days,  there's  only  one  way  to  find  out: 
Challenge  Bibendum,  a  500-mile  rally  hosted 
by  Michelin,  the  French  tiremaker. 

In  September,  Michelin  put  34  "green" 
vehicles  from  24  European  constructors 
through  their  paces  in  a  four-day  trek  through 
southern  France.  The  entries  underwent  a 
series  of  performance  tests  covering  noise, 
emissions,  fuel  consumption,  acceleration,  and 
overall  design. 

Since  the  technologies  involved  vary  so  dras- 
tically, Michelin  avoids  comparing  cars  to  each 
other  directly.  Instead,  it  focuses  on  how  much 
more  efficient  they  are  compared  to  ordinary 
vehicles.  This  year's  entries  were  four  times 
cleaner,  50%  quieter  and  about  40%  more  fiiel 
efficient  than  typical  1990-vintage  vehicles. 

In  2001 ,  Michelin  plans  to  bring  its  race  to  the 
United  States  for  the  first  time,  running  between 
southern  California  and  Las  Vegas  next  fall. 


The    Practical   Approach 


If  cost  was  no  object,  car  companies  could  do 
wonders  with  fuel  economy  and  tailpipe 
emissions.  The  technology  to  make  it  happen 
is  ready  to  go.  But  cost  is  a  big  deal,  as  every 
automaker — and  consumer — knows. 

The  Fuel  Cell  Option 

Nobody  expects  the  piston  engine  to  vanish 
anytime  soon.  But  its  days  may  be  numbered. 
Automakers  are  increasingly  excited  about  fiiel 
cells,  a  technology  promising  better  fijel  econ- 
omy, longer  driving  range,  superior  acceleration, 
and  next-to-zero  exhaust  emissions.  Fuel  cells  also 
are  twice  as  efficient  as  piston  engines. 
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Sound  too  good  to  be  true?  It  was — until 
the  last  year  or  so.  Automakers  say  break- 
throughs in  design  and  cost  are  moving  this 
technology  closer  to  your  driveway. 

A  handful  of  experimental  fuel  cell  vehicles 
are  on  the  road  now  as  part  of  the  California 
Fuel  Cell  Partnership  demonstration  program 
that  was  announced  in  1999.  The  program 
aims  to  place  about  50  fuel  cell-powered 
vehicles,  including  20  buses,  into  test  fleets  over 
the  next  three  years.  Consumers  may  be  able 
to  get  their  hands  on  production  version  fuel 
cell  vehicles  as  early  as  2004. 

Battery-like  in  construction,  fuel  cells  con- 
vert hydrogen  and  oxygen  direcdy  into  electricity 
and  leave  only  water  as  a  byproduct.  A  big  chal- 
lenge is  how  best  to  supply  fuel  cells  with  the 
hydrogen  they  need  to  work.  One  option:  Add 
an  on-board  chemical  plant  that  can  extract 
hydrogen  from  gasoline.  That  would  enable  a 
fuel  cell  car  to  fuel  up  just  like  cars  do  today. 

Next  Up:  Hybrids 

In  the  world  of  options  to  the  usual  internal 
combustion  engine,  hybrids  are  the  easiest  next 
step.  These  systems  combine  electric  motors 
and  some  sort  of  piston  power  to  gain  benefits 
from  both. 

There  are  several  ways  to  configure  a  hybrid 
powertrain,  but  all  share  the  same  idea.  An  elec- 
tric motor  helps  propel  the  car,  and  its  batteries 
are  recharged  by  a  small,  on-board  piston  engine 
that  also  helps  move  the  vehicle.  Hondas  Insight 
relies  upon  its  piston  engine  most  of  the  time, 
using  its  electric  motor  for  extra  power.  It's  the 
other  way  around  for  the  Prius,  which  uses  its 
electric  motor  to  get  underway  and  then 
switches  to  piston  power  at  cruising  speeds. 

The  combination  of  electric  power  and  a 
smaller-than-usual  piston  engine  results  in  high 
fuel  economy.  But  because  hybrids  carry  two 
propulsion  systems  instead  of  one,  they  are 
inherently  more  expensive.  "There's  just  about 
no  way  to  get  the  cost  differential  down  to 
zero,"  says  DaimlerChrysler's  Robertson.  "We 
face  that  dilemma  all  the  time." 

But  cost  remains  a  fundamental  hurdle.  Since 
hybrids  always  consist  of  two  power  sources, 
they're  bound  to  cost  more  than  a  convention- 
al vehicle  with  one  engine.  Without  more  pub- 
lic interest  in  fuel  economy  and  air  quality,  they 
caution,  hybrids  may  have  trouble  getting 
beyond  the  novelty  stage. 


Honda  introduced  its  sleek  Insight  two-seater 
to  U.S.  buyers  last  December,  and  Toyota  rolled 
out  its  four-door  Prius  sedan  a  few  months  ago. 
Other  automakers  are  poised  to  jump  into  the  mar- 
ket with  their  own  hybrids  in  a  few  years. 

Cleaner  Gasoline 

One  way  to  reduce  what  comes  out  the 
tailpipe  is  to  clean  up  the  fuel  that  goes  into  the 
engine.  U.S.  oil  refiners  have  been  doing  just 
that  for  more  than  five  years  with  the  so-called 
reformulated  gasoline  they  ship  to  parts  of  the 
country  with  below-par  air  quality. 

Reformulated  gasoline  can  reduce  certain 
emissions  as  much  as  25%.  Compared  to 
normal  fuel,  it  contains  less  sulfur,  limits 
certain  hydrocarbons,  evaporates  less  easily, 
and  adds  oxygenates — oxygen-containing 
compounds — to  aid  combustion. 

Car  makers  are  pushing  refiners  to  scrub  even 
more  sulfiir  from  gasoline.  Sulfur  clogs  catalyt- 
ic converters,  making  it  tougher  for 
manufacturers  to  design  super-clean  engine 
systems.  Sulfiir  similarly  hinders  the  catalytic 
material  that  is  crucial  to  the  performance  of  fuel 
cells.  U.S.  automakers  want  sulfur  content 
slashed  90%,  a  move  refiners  say  could  boost  the 
pump  price  of  gasoline  3-20  cents. 


Above:  Toyota  Prius 
hybrid  went  on  sale  in 
the  United  States  a  few 
months  ago. 

Top:  DaimlerChrysler 
little  NECAR  4  fuel 
cell  car  is  a  triumph  in 
space-efficient  packaging. 
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Other   Solutions 


The  piston  engine  isn't  dead,  and  replacing  it 
isn't  the  only  path  to  cleaner  air.  Automakers  and 
their  suppliers  are  chasing  several  effective,  albeit 
less  showy,  innovations  that  will  make  even 
"ordinary"  vehicles  far  more  fuel  efficient. 

More  Power! 

Your  car's  engine  does  more  than  propel 
you  down  the  road.  It  also  drives  the  air 
conditioning  compressor,  coolant  pump,  and 
power  steering  system.  You  could  squeeze  out 
perhaps  10%  better  mileage  if  those  auxiliary 
devices  ran  off  electric  motors  that  switched  on 
only  when  needed. 

Trouble  is,  today's  cars  don't  generate 
enough  juice  to  run  the  motors.  That's  why 
automakers  will  soon  begin  scrapping  the 
venerable  1 2-volt  electrical  system  for  42  volts. 

Philip  Gott,  a  principal  with  Standards  & 
Poor's  DRI  in  Lexington,  Mass.,  estimates  near- 
ly 1 3  million  vehicles  per  year  will  get  the  more 
powerful  systems  within  10  years.  By  then,  he 
figures,  the  average  car  will  need  up  to  five  kilo- 
watts of  power — about  five  times  today's  lev- 
els— to  run  accessories. 

Non-Petroleum  Fuels 

Gallon  for  gallon,  gasoline  packs  more  energy 
than  just  about  any  alternative.  Without 
larger  tanks,  vehicles  plumbed  for  other  fiiels 
usually  require  more  frequent  fill-ups. 

Ethanol  comes  closest  to  the  energy  content 
of  gasoline.  Other  non-petroleum-based  alter- 
natives fall  short,  but  they  all  offer  significantly 
lower  tailpipe  emissions  vs.  gasoline — often  at 


ALTE  RN ATE 

Fuels 

Here's  how  other  fuels  compare  to  gasol 
Fuel                                   Energy  Density 

ne: 
Cost 

Emissions 

(CO  +  NOx) 

Reformulated  gasoline  _ 

1.00 

- 

1.00 

Ethanol 

0.93 

higher 

0.75 

Liquefied  petroleum  gas 

0.74 

lower 

0.40 

Methanol 

0.57 

lower 

0.60 

Compressed  natural  gas 

0.25 

lower 

0.60 

DATA:  U.S.  Dept.  of  Energy                                                                                               1 

lower  cost.  The  alternates  aren't  without  problems 
of  their  own,  though.  In  cold  weather,  vehicles 
using  pure  methanol  can  become  difficult  to  start. 
And  liquid  natural  gas  must  be  stored  at  -260°  R 
Many  automakers  support  the  idea  of 
transforming  natural  gas  into  synthetic  fuel. 
The  process  to  do  it  was  invented  80  years  ago 
and  used  to  make  diesel  fuel  out  of  wood  and 
coal.  The  process  can't  duplicate  the  complex 
molecules  found  in  gasoline,  but  it  can  produce 
sulfur-free  naphtha,  a  cousin  to  gasoline,  that 
would  be  well-suited  for  the  chemical  reformers 
being  developed  to  feed  fuel  cells. 

High  Rollers 

There's  friction  where  the  rubber  meets  the 
road,  and  it  eats  away  at  your  car's  fuel  econ- 
omy. A  tire's  rolling  resistance  accounts  for  at 
least  25%  of  the  energy  expended  in  propelling 
a  vehicle  at  a  steady  speed.  Lowering  rolling 
resistance  5%  boosts  fuel  economy  about  1%. 
Harder  compounds  and  higher  inflation 
pressures  make  tires  roll  easier  but  usually  cause 
less  grip  and  more  harshness.  To  get  the  best  of 
both  worlds,  tire  makers  focus  on  sophisticated 
chemistry  and  subtle  refinements  in  tire  design. 
The  result  has  been  a  20-year  drop  in  the  aver- 
age rolling  resistance  of  original  equipment  tires 
in  North  America,  according  to  Michelin. 


What's   Ahead 


Want  cleaner  air  and  better  fiael  economy? 
Automakers  have  a  grab  b^  of  high-tech  solu- 
tions. That  doesn't  mean  the  trusty  piston 
engine  is  doomed,  though.  It  would  take  many 
years  under  the  most  extreme  circumstances  for 
that  to  happen.  Yet  the  next  few  years  will  bring 
more  viable  options  to  piston  power  than  con- 
sumers have  seen  since  the  automotive  age  began. 
If  today's  consumer  is  any  indication,  the 
success  of  these  green  machines  will  depend  on 
cost  and  performance  more  than  their  contri- 
bution to  a  cleaner  environment.  But  automak- 
ers know  customers'  attitudes  can  change  very 
quickly.  Their  strategy  is  to  push  new  technolo- 
gies as  close  to  production  as  possible — and  be 
ready  to  roll  when  the  green  light  comes  on.  ft- 

Bill  Hampton  has  written  about  technolo^  and 
the  auto  industry  since  197L 
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It  means  solving  the 
paradox  of  a  world  that 
wants  nnobility  and  a 
clean  environment. 


What  on  earth 
does  it  mean  for 
an  energy  company 
to  go  beyond? 


It  means  delivering 
total  energy  solutions, 
including  electricity. 


It  means  investing  in 
alternative  fuels, 
processes  and  ideas. 


It  means  starting  a 
journey  that  will  take 
the  world's  expectations 
of  energy  beyond  what 
"^■'one  can  see  today. 


■'  ^""'-kv  r, ..  ■"• 


>"'  ''/'■^". 


,^t^^ 


bp.com 


y^i^ijLrw_iij^ 


i 


The  moment  of  truth  is 
imhen  the  best  price  is  yours. 


At  Instinct,  we  don't  hold  a  port- 
folio or  take  a  position  in  any  of  the 
securities  we  handle  for  clients. 

We're  neutral.  Objective.  Yours. 

So  you  never  worry  about  us 
competing  with  your  trades,  or  taking 
a  position  against  you  or  giving  you 
some  nonsense  about  spreads.  No 
spreads  here. 

Our  only  goal  is  to  help  you  get  the 
fastest  trade  at  the  best  price  —  and 
handle  all  the  follow-up  automatically. 

Perhaps  that's  why  thousands  of 


institutions  worldwide  use  Instinct  to 
electronically  access  some  of  the 
broadest,  deepest  —  most  liquid  — 
trading  opportunities  around  the  globe. 

With  all  those  institutions  at  your 
fingertips  every  day,  you  have  a 
greater  possibility  of  finding  a  buyer 
or  seller  when  you  need  one. 

The  fact  is,  we  pioneered  elec- 
tronic brokerage  over  30  years  ago. 
Since  then,  we've  helped  U.S.  pension 
funds  and  mutual  funds  save  billions 
of  dollars  —  $32  billion  last  year  alone. 


As  in  aK^-ncy  broker,  Inslinci  dtK-s  n»t  come  bclwccn  its  diL-nts  and  the  best  price.  Wc  do  not  Lonimit  capital,  make  markelH  or  make  prnflls  on  spreads. 
6i2()00  InMJnci  (.orponiiion.all  rlKtii.%  reserved.  INSl'INirr  and  the  INSTINITI'  martjuc  arc  rcKi-tlcrcd  M-rvicc  markn  andMnKtlneflti  the  marketing  name  for 
InMlnei  Corporation, member  NASI). and  Instinct  IIK  Limited,  rcKulatcd  in  the  II  K  by  the  SF'A 


For  more  info,  call  toll  free,  1-8" 
INSTINET  or  visit  www.instinet.co 
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AMPAIGN  FINANCE 


WHO'S  GIVING  ALL 
rHAT  SOFT  MONEY 

licrosoft,  telecoms,  and  financial  firms  top  the  lists 


^■o  doubt  about  it,  Corporate 
I^H  America  is  not  stingy  when  it 
T^B  comes  to  financing  political  con- 
^  tests.  In  the  first  21  months  of 
s  election  cycle,  the  top  1,000  com- 
nies  by  stock  market  value  gave  a 
:ord  $187  milhon  to  federal 
ididates,  at  least  12%  more 
m  in  the  previous  Presi- 
ntial  election. 

That's  an  enormous  amount 
cash,  and  the  total  is  likely 
grow  significantly  when  the 
t  three  months  are  tallied.  But  the 
lount  is  hardly  surprising  in  an  elec- 
n  cycle  that  saw  many  campaign 
id-raising  records  smashed.  Former 
Idman  Sachs  ceo  Jon  S.  Corzine  is 
ipected  to  spend  some  $60  million  of 
own  money — the  most  ever  by  a 


THE  MONEY  CHASE 


Senate  candidate — before  his  effort  to 
win  New  Jersey's  open  U.S.  Senate 
seat  is  over.  A  total  of  $55  million  has 
been  spent  in  the  New  York  Senate 
race  between  First  Lady  Hillary  Rod- 
ham Clinton  and  Republican  Repre- 
sentative Rick  A.  Lazio.  Who- 
ever wins  will  hold  the  most 
expensive  Senate  seat  in 
history. 

In  California,  the  bitter 
struggle  between  gop  incum- 
bent James  E.  Rogan,  the 
House  impeachment  manager,  and  De- 
mocratic state  senator  Adam  B.  Schiff 
to  represent  the  Los  Angeles  suburbs 
of  Pasadena  and  Burbank  has  cost  $10 
million  so  far — another  dubious  record 
and  an  unheard-of  amount  for  a  House 
seat.  And  at  a  June  5  fund-raiser,  a 


Service  Employees  International  Union 
local  forked  over  a  $1  milUon  check  to 
the  House  Democrats  for  the  largest- 
ever  single  contribution. 

Corporate  largesse  has  surely  been 
influenced  by  the  still  vibrant  economy 
and  the  tightness  of  this  year's  Presi- 
dential race.  But  data  supplied  by  the 
New  York-based  Campaign  Reform 
Project,  a  nonpartisan  group  that 
favors  a  ban  on  soft  money,  shows 
that  the  campaign-finance  activities  of 
the  1,000  largest  U.S.  companies  by 
market  cap  ratcheted  up  markedly 
during  this  election 
cycle. 

NUMERO  UNO.  Micro- 
soft Corp.,  for  exam- 
ple, is  now  No.  1 
among  the  Top  10 
corporate  givers,  hav- 
ing written  checks 
totaling  $3.7  million, 
compared  with 
$237,000  in  1996.  Al- 
though Microsoft  is  a 
political  newcomer,  it 
has  quickly  become 
one  of  the  leading 
corporate  players  in 
Washington  as  it 
fights  to  keep  the 
Justice  Dept.  from 
breaking  it  into  mul- 
tiple parts. 

The  Top  10  list  also 
includes  AT&T  and 
three  of  the  four  re- 
maining Baby  Bells. 
Among  other  things, 
AT&T,  a  close  second 
behind  Microsoft  vdth 
$3.6  million  in  cam- 
paign giving,  wants 
Congress  to  instruct 
the  Federal  Commu- 
nications Commission  to  relax  rules 
that  limit  one  company  from  owning 
more  than  30%  of  the  pay-TV  market. 
That  way,  AT&T  won't  have  to  divest 
cable  properties  acquired  in  its  $58  bil- 
hon  merger  with  MediaOne  Group.  The 
Baby  Bells,  on  the  other  hand,  want 
Congress  to  reduce  the  amount  of 
money  they  must  pay  other  carriers 
for  completing  Bell  customers*  phone 
calls. 

Overall,  the  1,000  major  corporations 
gave  $78  milhon  in  soft  money — unlim- 
ited checks  that  go  to  political  parties 
rather  than  individual  candidates.  That 
figure  represents  42%  of  corporate  giv- 
ing, demonstrating  that  soft  money — a 
phenomenon  that  didn't  really  take  hold 
until  the  '96  elections — soon  will  over- 
take all  other  forms  of  giving.  Through 
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THE  QUESTION  IS  NOT,  "WILL  I  I  ^  li  t  n  i  n  ^ 
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Government 


€pt.  80,  the  total  amount  of  soft  money 
onated  in  this  election  cycle  was  $357 
lillion,  and  corporations  accounted  for 
bout  22%  of  that. 
Corporate  execs  insist  that  they  give 
jft  money  because  they  want  to  par- 
cipate  in  the  political  process.  But 
impaign-finance  reformers  are  dubi- 
as.  "By  writing  these  checks,  their 
lotivation  is  to  get  help  with  specific 
roblems,"  says  Larry  Makinson,  ex- 
nitive  director  of  the  Center  for  Re- 
)onsive  Politics,  a  nonpartisan  watch- 
jg  group.  A  small  list  of  companies  is 
loosing  to  give  no  soft  money  at  all, 
lough  their  execs  may  continue  to 


make  soft  donations.  The  list  includes 
prominent  high-tech  companies  such  as 
IBM,  Cisco  Systems,  Dell  Computer, 
eBay,  EMC,  Intel,  and  RealNetworks. 

As  hard-money  donations  fall  out  of 
favor,  political  action  committees  are  also 
waning.  While  the  number  of  corporate 
PACs  continues  to  grow — 1,548  at  last 
count — the  amount  they  give  is  declining 
as  a  percent  of  total  giving.  The  1,000 
major  corporations  gave  $53  million  this 
cycle,  vs.  $55  million  in  '96.  Still,  the 
companies  with  the  biggest  PACs  include 
many  of  the  same  telecoms  that  domi- 
nate the  Top  10  list  of  soft-money,  hard- 
money,  and  individual  givers:  SBC  Com- 


VOTING  WITH  THEIR  CHECKBOOKS 

Corporate  America  outdid  itself  with  campaign  contributions  during  this 

election  season.  The  major  1,000,  which  consists  of  the  thousand  largest 

companies  by  stock  market  value,  gave  more  than  $187  million  to  federal 

candidates  this  cycle,  vs.  $167  million  in  the  1996  cycle. 


tpMICROSOFT 
*2  AT&T 

3  GOLDMAN  SACHS 

4  SBC 

5  PHILIP  MORRIS 


Top  10  Overall  Givers 

$3,686,781 
3,637,945 
3,191,123 
2,987,765 
2,896,217 
THE  MAJOR  1,000's  TOTAL:  $187,312,539 


6  MBNA 

$2,291,150 

7  VERIZON 

2,251,644 

8  FEDEX 

2,249,528 

9  ENRON 

2,248,612 

10  BELLSOUTH 

2,234,179 

otals  include  corporate  soft  money,  PAC  money,  and  individual  hard  and  soft  money 


Most  Corporate  Money 
to  Democrats 


Most  Corporate  Money 
to  Republicans 


V  GOLDMAN 
I  SACHS 

1  MICROSOFT 

3  AT&T 

4  SBC 

5  TIME  WARNER 

6  FREDDIE  MAC 

7  BELLSOUTH 

8  VERIZON 

9  FANNIE  MAE 
[Q  FEDEX 


THE  MAJOR  1,000's  TOTAL  TO  DEMOCRATS: 
$61,512,265 


TOTAL  %  OF 

TO  OVERALL 

OEMDCRATS       GIVING 

$2,078,935  65 


1,561,274  42 

1,404,838  39 

1,399,247  47 

1,023,600  61 

993,400  49 

939,025  42 

895.139  40 

780.140  52 
780,655  35 


TOTAL              %  OF 
TO           OVERALL 
GOP             GIVING 

1  PHILIP  MORRIS 

$2,348,977 

81 

2  AT&T 

2,185,509 

60 

3  MICROSOFT 

2,073,062 

56 

4  MBNA 

1,791,410 

78 

5  BRISTOL-MYERS 
SQUIBB 

1,739,469 

85 

6  PFIZER 

1,709,355 

85 

7  SBC 

1,552,318 

52 

8  ENRON 

1,541,634 

69 

9  FEDEX 

1,445,254 

64 

10  UNION  PACIFIC 

1,385,145 

82 

THE  MAJOR  1,000's  TOTAL  TO  REPUBLICANS: 
$119,974,654 


These  e-businesses  are 
NOW  prepared  for  anything. 
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Government 


munications,  BellSouth,  and  Verizon. 
So  who  was  the  biggest  beneficiary  of 
Corporate  America's  money  blizzard?  The 
Republican  Party,  by  far.  Despite  nu- 
merous fund-raising  successes  by  De- 
mocrats— especially  the  House  Dems' 
campaign  committee — the  corporate 
crowd  continues  to  favor  the  gop,  giv- 


ing the  Dems  only  33%  of  the  total.  BJ 
no  matter  which  party  is  getting  tlf 
most  spoils,  the  Washington  equation 
which  money  equals  access  to  power  1 
never  been  on  such  blatant  display. 
By  Paula  Dwyer  and  Nicole 
Pierre,  with  Richard  S.  Dunham, 
Washington 


with 


VESTED  INTERESTS 

Virtually  all  the  big  givers  were  Wall  Street  players  or  corporations 
pressing  business  in  Washington 

Top  Contributions  from  Individual  Executives 


OVERALL 
INDIVIDUAL 

%  OF  COMPANY 
OVERALL 

%  HARD 

%  SOFT 

1  GOLDMAN  SACHS 

$2,705,139 

85 

70 

30 

2  MICROSOFT 

1,494,481 

41 

72 

28 

3  MBNA 

1,016,900 

44 

75 

25 

4  AMERICAN  FINANCIAL/CHIQUITA 

959,085 

85 

20 

80 

5  TIME  WARNER 

^„    955,850 

57 

49 

51 

6  AMERICA  ONLINE 

J    924,900 

63 

39 

61 

7  MERRILL  LYNCH 

^'     886,357 

63 

86 

14 

8  MORGAN  STANLEY  DEAN  WIHER 

823,215 

49 

97 

3 

9  CISCO  SYSTEMS 

763,510 

96 

42 

58 

10  ENRON 

K    741,100 

32 

37 

63 

THE  MAJOR  1,000's  TOTAL  CONTRIBUTIONS  FROM  INDIVIDUAL  EXECS:  $50,188,911 
(70%  came  from  individual  hard  money  and  30%  from  individual  soft  money.) 


Most  Soft  Money  from  Corporations 

TO  DEMOCRATS  TO  REPUBLICANS  TOTAL 

$1,764,437     $2,774,'; 
2,085,22 

576,400 


1  AT&T 

$1,010,350 

2  PHILIP  MORRIS 

^     285,000 

3  FREDDIE  MAC 

975,000 

4  SBC 

796,122 

5  BRISTOL-MYERS  SQUIBB 

210,750 

6  PFIZER 

160,000 

7  MICROSOFT 

8  VERIZON 

9  MIRAGE  RESORTS 
10  FANNIE  MAE 


407,792 
481,600 
553,621 
560,800 


1,800,225 

1,023,250 

706,653 

1,271,499 

1,241,871 

978,397 

692,884 

600,000 

1,998,25 
1,502,77 
1,482,24 
1,401,87 
1,386,18 
1,174,48 
1,153,62 
1,137,20 


THE  MAJOR  LOGO'S  TOTAL  CORPORATE  SOFT  MONEY:  $78,416,601 
THE  MAJOR  lOOO's  TOTAL  CORPORATE  SOFT  MONEY  TO  DEMOCRATS:  $23,827,305 
THE  MAJOR  lOOO's  TOTAL  CORPORATE  SOFT  MONEY  TO  REPUBLICANS:  $54,589,296 

DATA:  Federal  Election  Commission,  Campaign  Study  Group 
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Our  benchmark:  extended  market  leadership  in  our  core  businesses.  — — ' 

We  already  receive  two  thirds  of  our  revenues  from  products  that  are  leaders  in  their  worldwide  markets. 
Going  forward,  we  will  make  strategic  investments  in  markets  with  strong  growth  prospects  and 
high  potential  for  increased  value,  as  well  as  lower  cyclicality. 

Our  goal:  a  continuous  increase  of  shareholder  value.  < 

kCelanese  AG.  A  global  leader  in  the  chemical  industry,  www.celanese.com 


Companies  are  made  of  people.  Which  makes  recruiting  the  right  talent  key  to  succeeding  in  today's  competitive 
job  market.  Effective  use  of  the  Internet  can  help  you  quickly  find  the  best  candidates.  We  can  show  you  how. 
We  have  the  expertise,  technology  and  alliances  you  need  to  deliver  high-impact  Internet  solutions  for  your 


Recruiting  on  the  Internet. 


business.  Whether  you  manage  your  own  network,  or  use  the  services  of  a  Cisco    Powered        CiSCO  SYSTEMS 
Networl<  provider,  we  can  help  you  discover  a  new  way  to  recruit  for  your  future.  Come 

HmPOW  1  RINI,  TIIF 

see  for  yourself  at  Cisco.com/go/iq.  Discover  all  that's  possible  on  the  Internet,      intfrnft c.FNKKATtoN" 
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Information  Technology 


THE  INTERNET 


THE  DOMAIN  NAME  BIZ: 
WWW.DUD.COM 

New  laws  and  stiff  competition  have  taken  out  the  zest 


It's  the  Internet's  next  frontier,  and 
lots  of  folks  want  a  piece  of  it.  On 
Nov.  13,  the  quasi-federal  agency  that 
governs  the  online  v^^orld's  address  sys- 
tem will  meet  in  Los  Angeles.  It  will  se- 
lect up  to  10  new  top-level  Web  domain 
names,  such  as  dot-pro  and  dot-inc,  to 
add  to  the  ubiquitous  dot-com,  dot-net, 
and  dot-org.  At  stake  for  companies 
that  want  to  manage  these  new  ad- 
dresses: a  growing  bucket  of  cash,  worth 
$36  million  this  year  and  expected  to 
double  in  each  of  the  next  three  years. 
If  they  get  control  of  new  addresses 
and  are  allowed  to  run  the  big  super- 
computers that  dole  them  out  to  Web 
surfers,  many  think  they'll  have  a  "li- 
cense to  print  money,"  says  Malcolm 
Corbett,  a  corporate  director  at  British 


Internet  service  provider  Poptel  Ltd. 
Don't  count  on  it.  Even  though  the 
registration  of  new  Web  addresses  is 
expected  to  grow  100%  a  year  for  at 
least  the  next  three  years,  few  compa- 
nies vdll  be  able  to  turn  a  profit  from  it. 
Why?  Cutthroat  pricing  and  the  fright- 
ening cost  of  building  a  computer  mega- 
network  capable  of  supporting  domain 
names.  The  profit  picture  also  looks 
gloomy  in  the  secondary  markets  for 
domain  names,  where  both  cybersquat- 
ters  and  legitimate  wholesalers  sell 
names  they've  bought.  Industry  insiders 
think  those  markets  are  worth  at  least 
$15  million  a  year,  but  that  estimate 
may  not  take  into  account  the  increasing 
hostility  of  courts,  corporations,  and 
celebrities.  "We  would  pay  them  some 


modest  amount  of  money  for  a  domaii 
says  Caroline  Vanderlip,  executive  vi( 
president  at  ProAct  Technologies  Cor 
which  just  received  what  it  considerec 
"ransom  note"  from  a  squatter  who  h 
registered  similar  names,  includi 
proacttech.com.  "But  nowhere  near  t 
amount  of  zeros  they're  looking  for." 
MESSY  MARKET.  Even  that  may 
longer  be  necessary.  Last  year,  Cc 
gress  passed  a  law  to  protect  businei 
es  from  those  who  register  compa 
trademarks  as  Web  addresses  and  th 
try  to  sell  them  for  profit.  Violators  fj 
$1,000  to  $10,000  in  fines  per  doms 
name.  The  courts  have  gone  a  step  fi 
ther.  Last  November,  Barry  Diller,  c 
of  USA  Networks,  won  a  judgme 
against  a  company  that  was  trying  s  lati 
Barrydiller.com  for  $10  million.  And  p  alt; 
star  Madonna  is  embroiled  in  count* 
suits  over  the  use  of  her  name  on 
site  that  for  a  time  was  linked  to 
pornographic  site.  The  bottom  Une:  W  ler 
legal  means  to  fight,  companies  do  ihf 
have  to  pay  squatters.  So  some  expe: 
see  prices  in  the  secondary  market 
which  average  $10,000  per  name — falli 
a  few  percentage  points  a  year. 

The  primary  market  is  just  as  mes 
The  70  or  so  domain-registration  co 
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that     have 
up     since 


nies 
pped 

itwork  Solutions 
(NSI)  lost  its 
mopoly     last 
ar  are  already 
ittering.  Regis- 
.com,    perhaps 
I  best  known 
i  one  of  the 
V    that    are 
alicly  traded, 
jelling  for  an 
jmic    $6    per 
ire.  In  the  past  two 
nths,    it    has    been 
ungraded    by    three 
(11    Street   analysts   be- 
ise  of  concern  about  its  long- 
m  future.  "We'll  see  enormous  con- 
idation,"     says     Matt     Lake,     a 
isultant  who  tracks  the  domain-reg- 
•ation  business.  "It's  not  clear  at  all 
y  all  these  companies  are  needed." 


The  registration  business  has  gotten 
tougher  because .. . 

■  New  entrants  have  increased  competi- 
tion, cutting  prices.  Some  companies 


:.  Why  the  gloom?  After  all,      "owgiye  names  away  free. 


A  HOLE 

istering  a  site  name,  which  can  cost 
fwhere  from  nothing  to  $35,  is  a 
0  million  market  that  is  growing 
100%  annually.  Problem  is,  the  up- 
rts  are  killing  each  other.  Some, 
h  as  Register.com  and  Name- 
•o.com,  offer  some  names  for  free  as 
ome-on  to  sell  other  services.  That 
s  them  in  the  hole  on  everything 


■  Even  as  prices  drop,  every  domain- 
registration  company  has  to  pay  Net- 
work Solutions  $6  a  year  for  all  names. 

■  Legal  rulings  against  cybersquatters 
are  eliminating  the  profits  to  be  made 
registering  famous  names  and  selling 
them  back  to  companies  or  celebrities. 


they  sell  because  NSI  still  has  exclusive 
control  of  a  giant  database  for  all  dot- 
com, dot-net,  and  dot-org  names.  So  for 
every  name  upstarts  register,  they 
still  have  to  pay  $6  to  NSI. 
That's  why  the  domain  summit,  run 
by  the  Internet  Corporation  for  As- 
signed Names  &  Numbers  (icann), 
will  be  a  hot  ticket  among  cyber- 
prospectors.  More  than  60  compa- 
nies from  around  the  world  are  vy- 
ing for  a  chunk  of  this  next  big 
build-out  of  the  Net.  The  hope  is 
that  young  companies,  thanks  to 
the  new  domains,  will  be  able 
to  get  out  from  under  the  $6 
fee  to  NSI,  now  a  division  of 
Verisign  Inc. 

But  that  doesn't  begin  to 
cover  domain-name  overhead. 
Nsi's  13  supercomputers  han- 
dle 1.8  billion  address  requests 
a  day.  It  plans  to  spend  $100 
million  a  year  over  the  next  three 
years  to  maintain  and  upgrade  its  net- 
work. "I  don't  think  people  realize  how 
expensive  it  is,"  says  VeriSign  ceo 
Stratton  Sclavos.  For  NSI  and  its  par- 
ent, which  has  more  than  $1  billion  in 
the  bank,  that's  a  digestible  capital  ex- 
pense. For  an  upstart,  it's  a  pipe 
dream. 

By  Jim,  Kerstetter 
in  San  Mateo,  Calif. 


er  sounds  vastly 
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ames  E.  Goodwin  had  had  enough. 

In  November,  1999,  the  UAL  Corp. 

chairman  and  chief  executive  pulled 
I     I  his  counterpart  from  US  Airways 

J  Group  Inc.  aside  at  a  business  meet- 
-^  ing  to  sketch  out  a  widebody  deal: 
He  wanted  to  buy  the  rival  airline.  To  Good- 
win, the  takeover  was  a  no-brainer.  Although 
already  parent  of  the  world's  biggest  air  car- 
rier. United  Airlines,  UAL  could  strengthen 


its  lead  only  through  a  big-time  acquisitic  h 
And  U  S  Airways,  with  its  East  Coast  routi  mil 
would  fill  the  only  sizable  gap  in  United's  c  mi 
mestic  operations.  But  despite  rounds  of  tall  i  ;i 
the  two  sides  remained  miles  apart  on  a  pri(  m 
So  in  April,  sensing  no  chance  of  a  compi  ild 
mise,  Goodwin  walked  away.  :  .^i 

As  a  negotiating  ploy,  his  move  woT'k  mt 
beautifully.  On  May  18,  US  Airways  exc;  l* 
lowered  their  asking  [)rico,  and  six  days  hit'  Tl 
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Its  offer  for  U  S  Airways  may 

not  fly.  But  other  carriers  must 

pay  for  its  labor  settlement 


\=riM 


w-  :'  t 


T>   --        sets  -? 


01  lodwin  stood  triumphant  in  New  York  as 
e  and  U  S  Airways  Chairman  Steven  M.  Wolf 
J(  nounced  an  $11.6  billion  merger.  After  less 
I  in  a  year  on  the  job,  Goodwin  had  inked 
ici  story's  biggest  airline  takeover,  one  that 
ifiHmld  create  a  giant,  with  145,000  employ- 
:^s,  $25  biUion  in  annual  revenues,  eight  hub 
^('rports,  and  6,500  daily  flights. 
e.  Too  bad  Goodwin  didn't  just  keep  on  walk- 
tti^.  The  deal,  which  has  yet  to  be  completed. 


might  look  smart  on  paper,  but  it  has  set  off  a 
ferocious  chain  reaction  that  will  rattle  the 
industry  long  after  the  memory  of  United 
Airlines'  disastrous  performance  last  summer 
fades.  By  acquiring  US  Airways,  Goodwin 
had  hoped  for  a  crowning  victory  that  would 
be  his  legacy.  Instead,  he  ticked  off  United  pi- 
lots, who  feared  the  merger  would  cheat  them 
out  of  pay  and  perks.  They  punched  back 
with  a  work  slowdown  that  upset  travel  plans 
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for  millions  of  passengers.  His  back  to  the  wall,  Goodwin 
then  handed  pilots  the  fattest  salaries  in  the  industry,  a  deal 
that  pulled  ual  deep  into  the  red  and  cratered  its  stock. 
As  if  that  weren't  enough,  UAL,  like  other  carriers,  got 
smacked  with  a  steep  runup  in  fuel  costs.  Bottom  line:  On 
Oct.  19,  UAL  reported  a  $116  million  loss  for  the  third  quarter. 
Now,  ual's  other  unions  are  clamoring  for  their  share. 
That  could  mean  more  labor  disruptions  and,  as  settlements 

are  reached  and  pay- 
rolls rise,  could  lead  to 


Management 


even  poorer  earmngs, 
falling  stock,  and  high- 
er fares.  United,  which  six  years  ago  set  itself  apart  from  the 
rest  of  Corporate  America  by  boldly  embracing  employee 
ownership,  today  has  the  same  explosive  labor  problems  as 
any  other  big,  unionized  company. 

To  top  it  off,  the  airline  has  so  antagonized  the  public — in- 
cluding frequent  fliers  in  Congress — that  government  regu- 
lators appear  likely  to  kill  or  cripple  the  US  Airways  deal. 
From  the  start,  the  merger  faced  long  odds  because  of  the 
lock-grip  it  would  place  on  many  of  the  nation's  biggest 
cities.  But  United's  summer  service  fiasco  subjected  the  entire 
airline  industry  to  renewed  scrutiny  by  Congress  and  feder- 
al regulators.  And  it  raised  another  argument  against  the  pro- 
posed merger:  Imagine  how  much  worse  things  would  be  if 
UAL  were  running  US  Airways  as  well.  The  Justice  Dept. 
could  issue  its  verdict  as  soon  as  mid-November. 

If  the  deal  does  go  through,  passengers  seem  likely  to  pay 
a  heavy  price.  A  combination  of  United  and  US  Airways 
would  probably  force  United's  biggest  rivals — American  Air- 
lines parent  AMR  Corp.  and  Delta  Air  Lines  Inc. — to  seek 
their  own  mergers.  That  could  leave  them  bogged  down  for 
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years  trying  to  integrate  balky  workforces  and  one-ol 
kind  computer  systems.  And  instead  of  six  airlines  vy 
against  one  another,  a  round  of  catch-up  mergers  wo 
likely  leave  a  trio  that  would  control  87%  of  the  U.  S 
travel  market.  That  would  give  them  the  clout  to  set  pri 
almost  at  whim,  industry  consultants  say.  Drawing  a  para 
with  a  pending  antitrust  case,  Terry  Trippler 
onetravel.com,  an  online  agency,  says:  "If  the  top  six  airlii 
went  down  to  three,  the  impact  on  the  ordinary  consur 
would  be  much  bigger  than  if  Microsoft  came  loaded  into 
computer  when  I  bought  it." 

But  even  if  UAL  never  buys  U  S  Airways,  Goodwin's  qu 
is  sure  to  send  shock  waves  through  the  rest  of  the  Indus 
for  months  to  come.  Wages  and  ticket  prices  probably  will  i 
as  other  airlines  are  compelled  to  match  Goodwin's  lal 
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'gains.  Indeed,  some  executives  worry  that  May  24 — the 
«  Goodwin  basked  in  the  nnedia  spotlight — nnay  prove  to  be 
uming  point  for  all  airlines.  "If  people  look  back  five  years 
m  now,  when  the  airline  industry  has  collapsed,  and  they 
k  for  one  reason  why,  one  name  will  come  up,"  snaps  an 
jcutive  at  a  rival  carrier.  "Jim  Goodwin." 
jQodwin,  56,  naturally  doesn't  see  it  that  way.  A  soft-spo- 
1  man  with  an  easy  grin,  thick  glasses,  and  the  build  of  a 
ired  football  lineman,  Goodwin  says  there's  nothing  he 
uld  do  differently.  The  ual  veteran — he  joined  the  com- 
ly  in  1967  as  an  accountant  and  rose  to  chief  operating  of- 
ir  in  1998 — says  he  has  seen  plenty  of  airhnes  go  through 
ky  times  after  labor  agreements  came  up  for  renewal.  To 
.  their  way,  he  says,  unions  flex  their  muscles,  and  service 
fers  until  new  deals  are  reached.  Then,  quicker  than  out- 

I  ...AND  SLOW  THE 

AIRLINE'S  GROWTH... 


siders  would  guess,  passengers  come  back. 
He  points  to  American  Airlines,  which  was 
crippled  by  a  pilot  sickout  in  early  1999. 
Within  months,  the  company  was  back  to 
normal  by  almost  every  industry  measure. 
Goodvwi  insists  he  was  right  in  pursuing 
US  Airways  even  as  he  was  squaring  off 
with  United's  10,500-member  Air  Line  Pi- 
lots Assn.  (alpa)  and  the  International  As- 
sociation of  Machinists  (iam),  which  repre- 
sents 44,000  United  mechanics,  baggage 
handlers,  and  customer-service  agents.  "You 
have  to  decide  whether  you  want  to  be  a 
shaper  of  the  outcome  or  a  follower,"  says 
Goodwin.  "We  wanted  to  be  a  shaper."  That 
meant  grabbing  US  Airways  before  the 
chance  was  lost:  "Sometimes  you  can't  con- 
trol the  timing.  The  ebb  and  flow  of  a 
transaction  is  whatever  it  is." 
DISPASSIONATE.  Still,  the  months  of  crisis 
management  seem  to  be  weighing  heavily 
on  Goodwin.  Last  spring,  when  the  deal 
was  fresh,  Goodwin  enthusiastically  made 
the  circuit  in  Washington,  extolling  the 
promised  benefits  of  the  merger  to  con- 
gressional panels  and  federal  authorities. 
But  sitting  recently  in  his  office  suite  near 
Chicago's  O'Hare  International  Airport,  the 
United  CEO  was  oddly  dispassionate  about 
whether  the  transaction  would  gain  clear- 
ance from  the  host  of  regulators  that  must 
bless  it:  the  Justice  and  Transportation 
Depts.,  the  Federal  Aviation  Administra- 
tion, the  European  Union,  and  as  many  as 
50  state  attorneys  general.  "If  it's  meant  to 
happen,  it  will  happen,"  he  says.  "And  if  it 
doesn't,  life  will  go  on  at  United  Airlines." 
Goodwin  has  defenders  in  the  industry,  who  note  that 
US  Airways,  a  chronic  money-loser,  was  being  shopped 
around  a  year  ago.  If  Goodwin  hadn't  jumped  in  when  he 
did,  AMR  might  have  stepped  in  with  its  own  bid.  At  the 
time,  US  Airways  stock  was  dirt-cheap,  less  than  $20  a 
share.  Today,  it's  around  $37.  These  analysts  and  advisers 
also  blame  last  summer's  delays  and  cancellations  squarely 
on  United's  pilots,  who  they  say  put  pay  concerns  ahead  of 
the  well-being  of  customers  and  the  carrier,  even  if  it  de- 
valued their  25%  stake  in  United.  Moreover,  they  assert 
that  United  pilots,  afraid  of  losing  high-paying  assign- 
ments to  U  S  Airways'  more  senior  workforce,  would  have 
tried  to  sabotage  a  merger  whether  they  were  in  negotia- 
tions or  not.  "Labor  has  more  power  in  the  airline  industry, 
and  they  use  it,"  says  Glenn  D.  Engel,  an  analyst  at  Gold- 
man, Sachs  &  Co. 


...WALL  STREET  PUNISHES 
ITS  MISSTEPS 


But  suppose  all  that  is 
true.  Critics  still  say  it 
doesn't  let  Goodwin  off 
the  hook.  In  fact,  if  everyone 
in  the  industry  knew  pilots 
would  object  to  a  takeover, 
why  didn't  Goodwin  make 
peace  vdth  them  first,  or  at 
least  make  plans  that  would 
have  kept  the  planes  in 
the  air?  And  once  pilots 
grounded  flights  by  turning 
down  overtime  work,  why 
did  it  take  him  nearly  all 
summer  to  regain  control? 
The  answer,  say  many  of 
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HOW  UNITED'S  LABOR  WOES 
ARE  SPREADING 


ME,  TOO 


United's  generous  settlement  with  pilots 
made  other  employees  jealous.  Delta 
pilots  are  now  asking  for  hikes  of  up 
to  28%;  Northwest  mechanics  want 
raises  averaging  117%;  and  even  if  the 
UAL  takeover  does  not  go  through,  U  S 
Airways  will  have  to  bump  up  pilot  pay 
by  14%. 


HEAVIER  LOADS 


As  airlines  cough  up  more  cash  for 
higher  labor  costs,  their  earnings  are 
expected  to  level  off  or  drop.  That's  on 
top  of  big  increases  in  jet-fuel  costs, 
which  are  up  42%  for  United  this  year. 


GUESS  WHO  PAYS? 


Airlines  will  try  to  recoup  higher  labor 
costs  by  boosting  fares,  just  as  they  did 
with  fuel  increases.  The  Business  Travel 
Coalition  expects  a  minimum  10%  hike 
in  business  fares  next  year  to  cover  wage 
hikes,  rising  to  30%  if  a  UAL-U  S  Air- 
ways deal  triggers  other  megamergers. 


Goodwin's  peers,  comes  down  to  inexperience  and  hubris. 
Although  both  Goodwin  and  his  No.  2,  President  Rono  J. 
Dutta,  had  been  at  UAL  for  many  years  before  their  promo- 
tions in  July,  1999,  neither  had  negotiated  a  labor  pact  before. 
And,  of  course,  they  had  not  put  together  a  megamerger 
while  simultaneously  wrestling  with  a  gridlocked  air-transport 
system.  "In  a  sense,  they  picked  up  a  gun  and  put  it  to 
their  own  heads,"  contends  Michael  E.  Levine,  an  adjunct  pro- 
fessor of  law  at  Har- 
vard University  and  a 
former  airline  man. 
Another  ex-exec,  who 
worked  with  Goodwin  at  United,  judges  him  just  as  harshly: 
"For  him  to  enter  into  a  merger  without  the  pilots  on  board 
was  just  crazy." 

It  might  also  be  folly  for  Goodwin  to  assume  he  can  copy 
American's  speedy  rebound.  Already,  mechanics  in  Los  An- 
geles and  Denver  have  staged  wildcat  work  slowdowns,  and 
union  leaders  have  taken  preliminary  steps  for  a  full-blown 
strike  around  Christmas  if  they  don't  get  a  contract  in  me- 
diated talks  by  mid-November.  The  Association  of  Flight 
Attendants,  meanwhile,  is  demanding  that  iiAL  reopen  its 
10-year  contract  so  that 
its  25,000  members  can 
get  immediate  wage 
hikes  of  as  much  as 
30%.  The  union  threat- 
ened to  begin  informa- 
tional picketing  by  Nov. 
4 — just  as  people  start 
planning  winter  vaca- 
tions. Even  pilots  are 
testy,  despite  the  big 
raises.  Growls  Freder- 
ick C.  Dubinsky,  chair- 
man of  alpa's  United 
chapter  and  a  UAL  di 
rector:  "I  actually  be- 


Management 


Dubinsky  says 
he'll  make  sur^ 
United  pilots  a 
the  industry's 
best  paid 


heve  pOots  should  make  even  more." 
The  combination  of  higher  wages, 
spiked  fuel  bills,  and  fleeing  passen- 
gers promises  to  depress  ual's  re- 
sults for  the  year.  Net  income  will 
tumble  to  just  $60  million,  estimates 
Samuel  C.  Buttrick,  an  analyst  at 
PaineWebber  Inc.  UAL  shares  have 
already  skidded  about  50%  since 
Jan.  1,  to  $35,  a  five-year  low,  before 
bouncing  back  to  $38.  That  shrunk  ual's  market  capital 
tion  to  $2  billion.  That's  not  even  half  the  stock  value  of 
or  Delta  and,  in  fact,  is  less  than  the  current  market  caj 
US  Airways. 

TRANQUIL,  ual's  fall  is  freighted  with  irony.  Until  last  spr 
the  company  had  been  held  up  as  a  model  of  labor  relatic 
thanks  to  its  1994  employee  stock  ownership  plan  (Es 
which  ceded  55%  equity  control  and  three  seats  on  Uj 
12-member  board  to  pilots  and  other  workers.  There  w 
benefits  for  both  sides.  Management  enjoyed  labor  peace 
six  years,  an  unusually  long  stretch  in  an  industry  that's 
militantly  unionized.  Across  the  table,  union  leaders  u 
their  positions  on  the  UAL  boarc 
block  Goodwin's  predecessor,  Gei 
Greenwald,  when  he  wanted  to 
gotiate  an  earlier  takeover,  in  11 
The  target  then?  U  S  Airways. 

But  behind  the  scenes,  labor  a 
losing  its  solidarity.  This  year,  w 
Goodwin  presented  ual  direct 
with  a  merger  agreement,  the  lA 
representative  on  the  board,  reti 
union  executive  John  F.  Peterp 
had  a  change  of  heart  and  voter 
endorse  the  takeover.  Since  onl 
unanimous  "no"  vote  from 
board's  union  representatives 
halt  an  acquisition,  Goodwin's  i 


WIDENINGRIFT 

If  Goodwin  does 
not  grant  flight 
attendants  the 
raises  they  want, 
says  union  chief 
Farrow,  "we 
will  just  make 
life  miserable 
for  him" 
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sailed  forward  over  Dubinsky's  solitary  objection.  Meantime, 
the  ESOP  had  been  losing  worker  support.  In  exchange  for 
UAL  stock  awarded  under  the  ESOP  agreement,  pilots  agreed 
to  a  24%  cut  in  pay  and  pension  contributions.  Over  the 
contract's  term,  however,  many  pilots  felt  they  had  been 
taken  for  a  ride.  An  ESOP  rule  bars  employees  from  cashing 
out  until  they  retire  or  quit,  which  rendered  the  shares  use- 
less for  financing  a  mortgage,  say,  or  a  college  education. 

Also,  pilots  at  Delta 
and  American  were 
passing  them  by  in 
wages  and  benefits. 
United  pilots  had  to  sit  and  watch  as  ual  raked  in  record 
profits.  Worse,  the  stock  slid,  diminishing  their  nest  eggs. 

Disenchantment  began  to  surface  when  United's  pilots 
elected  Dubinsky,  in  October,  1999.  A  firebrand  who  had 
earned  the  nickname  "Mad  Dog"  for  his  role  in  the  pilots' 
1985  strike  against  United,  Dubinsky  warned  Goodwin  last 
fall  that  he  would  again  make  United's  pilots  the  highest- 
paid  in  the  U.S.,  once  their  old  contract  and  the  ESOP 
lapsed,  on  Apr.  12. 

But  these  tensions  were  hidden  from  the  outside  world 
until  Goodwin  and  Wolf  announced  the  merger  six  weeks  lat- 
er Immediately,  any  pretense  of  harmony  fell  away.  Why  the 
sudden  eruption?  Goodwin  admits  he  already  had  stirred  up 
pilots  by  failing  to  give  them  a  new  contract  the  moment  the 
old  one  ended,  as  management  had  long  promised.  But 
more  than  that,  the  US  Airways  deal  threatened  to  undo 
not  only  wage  gains  United  pilots  were  hoping  for  in  a 
new  labor  pact,  but  also  some  previous 
raises.  That's  because,  under  seniori- 
ty rules  in  alpa  contracts,  senior  em- 
ployees get  the  highest-paid  posts  in 
merged  airlines,  and  US  Airways 
pilots  generally  have  more  years 
than  pilots  at  United. 
STORMY.  UAL  had  inadvertently  put  it- 
self at  the  pilots'  mercy.  To  keep  its  payroll 
down,  the  airline  had  been  relying  on  over- 
time to  maintain  its  daily  schedule  of  2,400 
flights.  But  under  the  pilots'  contract,  extra 
work  was  entirely  voluntary.  Feeling  double- 
crossed.  United  pilots  stopped  signing  up  for 


more  hours.  Already,  an  unusually 
stormy  summer  and  overcrowded 
runways  and  air  lanes  had  been  trig- 
gering widespread  delays  and  can- 
cellations. The  pilot  shortage  made 
matters  exponentially  worse.  Man- 
agement was  forced  to  scrub  hun- 
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Mechanics  at 
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dreds  of  flights  a  week  and  delay  JMOrinweSl,  mt 
even  more.  By  August,  as  the  sum-  asked  for  117^ 
mer  travel  season  peaked,  the  airline 
had  canceled  30,000  flights.  Out  of  the  10  biggest  airline 
the  U.S.,  United  dropped  to  dead  last  in  on-time  per 
mance,  with  four  of  every  five  flights  leaving  late  in 
gust.  The  carrier's  hub  airports  looked  like  emergency  shell 
after  a  natural  disaster. 

Goodwin  was  buffeted  from  all  sides.  Big  corporati 
were  phoning  him  to  say  that  because  their  employees  cc 
no  longer  get  to  business  meetings  on  United,  they  w 
turning  to  other  airlines.  United's  own  employees  were  fi 
reports  of  abuse  by  frustrated  passengers.  Transportat 
Secretary  Rodney  E.  Slater  and  congressional  leaders  si 
moned  Goodwin  back  to  Washington  to  explain  how  things 
so  out  of  hand.  And  the  UAL  board  wanted  reassurar 
that  the  turmoil  would  soon  end.  "It  ain't  a  good  thing  w 
an  airline  like  ours  is  the  subject  of  late-night  television 
mor,"  concedes  John  K.  Van  De  Kamp,  a  lawyer  at  De\ 
Ballantine  LLP  in  Los  Angeles  and  a  UAL  director  since  li 
"The  board  was  concerned." 
Then,  a  week  before  Labor 
management  and  pilots  reache 
settlement.  The  Aug.  26  pact  g 
pilots  pay  hikes  of  21.5%  to  28 
retroactive  to  April,  plus  annual  4%  bo( 
through  2004  and  a  big  pop  in  company 
tributions  to  pilot  pensions,  to  11%  of  pay  : 
just  1%  under  the  previous  contract.  Un 
the  new  accord,  a  Boeing  747  captain  i 
earns  $291,700  a  year.  In  a  side  deal,  ALPA 
extracted  a  promise  that  United  pilots  wc 
stay  at  their  latest  pay  grades  even  if  t 
got  pushed  into  lower  pay  slots  followin 
merger.  Although  it  was  pleased  that  the  i 
tract  ended  the  summer  conflict,  Wall  Sti 
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was  aghast  that  Goodwin  was  paying  so  much.  Indeed,  Dut- 
ta  estimates  the  deal  swelled  ual's  payroll  expenses  by  $300 
million  in  the  third  quarter  alone. 

The  four-year  contract,  however,  did  bring  United  pilots 
back  to  the  cockpit,  and  today  operations  are  returning  to 
normal.  On-time  departure  rates  are  up  40%  from  United's 
low  point  in  late  August,  and  the  cancellations  are  down 
60%.  Still,  United  won't  be  back  up  to  its  usual  2,400  daily 

flights  until  January  at 
the  earhest.  Goodwin 
appeared  in  a  TV  com- 
mercial last  August  to 
apologize  personally  to  the  public.  An  autumn  fare  sale  has 
helped  fill  United  planes,  and  the  airhne  is  wooing  frequent 
fliers  with  special  offers  such  as  bonus  points.  Even  the  air- 
line's competitors  concede  that,  with  its  unrivaled  flight  net- 
work and  schedule,  United  will  win  back  passengers  in  just 
months  if  it  can  maintain  decent  service.  "You  hear  con- 
sumers say:  'I'll  never  fly  them  again,'"  says  Jeff  Potter, 
CEO  of  discount  carrier  Vanguard  Airhnes  Inc.  "They  will." 

Off-camera,  however,  ual's  rift  with  organized  labor  is 
widening.  Envious  of  the  pilot  contract,  the  company's  other 
unions  are  banging  on  Goodwin's  door  asking  for  double-dig- 
it raises.  If  Goodwin  stands  up  to  the  flight  attendants  and 
the  iam's  three  huge  bargaining  units,  he  runs  the  risk  of  set- 
ting off  another  guerrilla  war  that  could  quickly  catapult 
the  airline  into  chaos  again.  "We  wOl  just  make  Ufe  miserable 
for  him,"  promises  Linda  F.  Farrow,  president  of  the  United 
flight  attendants'  union.  But  as  the  airline's  investors  have  dis- 
covered, the  price  of  peace  might  be  just  as  steep.  UAL 
blamed  much  of  its  huge  third-quarter  loss 
on  the  generous  raises  it  gave  pflots, 
and  Dutta  warns  that  UAL  will  lose 
money  in  the  fourth  quarter,  too,  as 
raises  for  pilots  and  other  em- 
ployees increase  its  labor  costs  by 
a  projected  16%  from  a  year  earlier. 

Goodwin's  deal-cutting  now  is  ricochet- 
ing through  the  rest  of  the  industry.  Repudiat- 
ing their  own  leadership,  American  Airlines' 
10,500  pilots  spiked  a  one-year  contract  exten- 
sion on  Sept.  20,  even  though  management  had 
agreed  to  forgive  a  $45.5  million  fine  the  airline 
is  owed  from  their  1999  sickout  if  pilots  0.  K.'d 
the  pact.  The  reason?  The  pilots  were  eager  to 
move  quickly  to  match  United's  pay  hikes. 
Delta's  9,000  pilots  also  upped  the  ante  in  their 
negotiations  and  now  are  asking  for  immediate 
boosts  of  21%  or  more  to  vault  them  back  into 
the  lead  over  United's  pilots.  In  the  meantime. 


put  itself  on  th 
block  later,  say 
Wolf,  if  United' 
offer  is  blocke( 


the  Aircraft  Mechanics  Fraternal    FQR  SALE? 
Assn.  stunned  Northwest  Airlines    

Corp.  in  late  September  with  de-  U  S  AlrwaVS  JRc 
mands  for  a  117%  hike  in  average 
annual  pay  and  benefits,  ual's  pilot 
contract  "has  caused  a  labor  revolu- 
tion," says  O.V.  Delle-Femine,  amfa's 
national  director 

So  far,  none  of  these  demands  has 
hit  competitors'  bottom  lines.  Indeed, 
United's  mess  has  been  a  bonus  for  many  competitors,  as  tl 
picked  up  unhappy  passengers.  But  the  prospect  of  hig 
wages  and  fiiel  costs  have  shareholders  worrying  about  the 
dustr/s  future.  Dutta  says  ual's  fuel  biU  jumped  by  $200  r 
lion  in  the  third  quarter,  despite  hedging  in  the  futures  m 
ket.  He  warns  that  jet  fuel  will  cost  42%  more  in  this  quar 
than  it  did  a  year  ago.  Other  airlines  face  similar  increas 
FARES  TAKING  OFF.  Passengers  will  be  next  to  feel  the  p; 
Northwest  Airlines  executives  estimate  they  would  have 
hike  fares  by  an  average  of  $40  per  ticket  if  they  gave  in 
the  wage  demands  of  mechanics.  Kevin  P.  Mitchell,  chair: 
of  the  Business  Travel  Coalition,  predicts  that  business  fa| 
will  go  up  as  much  as  30%  next  year  if  the  United/U  S 
ways  merger  goes  through  and  if  AMR  and  Delta  follow 
takeovers  of  their  own.  Sound  far-fetched?  Not  at  all 
2000,  Mitchell  says,  business  fares  have  jumped  20%  as 
hnes  passed  along  higher  fuel  costs 

A  combined  United/U  S  Airways  would  enjoy  unparalle| 

dominance,  accounting  for  m 

than  50%  of  traffic  at  seven  m 

airports — including         Chica 

O'Hare  and  Washington's  Dulles 

ternational— and  a  dozen  smaller 

ports.  And  it  would  control  a  third  of  tra| 

at  five  other  big  airports,  including  New  Yo 

LaGuardia  and  Los  Angeles  International, 

that  much  of  the  market,  airline  consulta: 

A  United-U  S  Airways    agree,  united  could  handily  stamp  out  pe 

discounters  and  charge  premium  fares.  J 

look  at  Rochester,  N.Y.,  where  US  Airw; 

now  has  60%  of  the  market.  Fliers  there 

ready  pay  the  fourth-highest  fares  in  the 

tion.  Louise  M.  Slaughter,  a  Democrat 

represents  Upstate  New  York  in  Congr 

calls  constituents  "prisoners"  and  asserts  t 

high  fares  limit  business  growth:  "The  econo; 

cannot  thrive  if  we  cannot  transport  peo 

and  goods  at  a  reasonable  price." 

Other  carriers  would  be  pressured  to  c 
solidate  as  well.  Today,  United,  American, 


combo  would  have 
unparalleled  clout, 
with  more  than  50% 

of  the  traffic  at 

seven  top  airports 

-including  Chicago 

and  Washington 
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day  you  wake  up  and  realize  that  your  e-commerce  site  is,  well,  all  your  commerce. 


(CO  has. 

i'i  percent  of  Cisco  orders  are  processed  through  a  criticol  e-commerce 
cition  called  Cisco  Connection  Online.  It  brings  together  over  400  content 
ippers,  700,000  data  files,  and  175  applications  to  generate  $55  million 
Henue  every  day.  Needless  to  say,  as  CCO  goes,  so  goes  Cisco. 

•asked  Kintana  for  help  in  technology  chain  automation  for  this 
lUmerce  side  of  their  business.  By  providing  secure,  systemized  processes 
nncreased  visibility,  self-service  reviews  and  approvals,  and  automated 
jvyment  of  new  site  features,  we  have  delivered  in  spades.  Revenues  through 
lijave  quadrupled  from  $4  billion  to  $17  billion  a  year,  while  the  team 
;red  to  manage  the  site  has  decreased  by  25%. 

'•e  it  or  not,  results  like  these  can  be  achieved  almost  overnight.  We  can 
lly  accelerate  the  speed  at  which  your  business  can  evolve.  Do  it  in  Kintana  time. 


Have  you  heard  of  Kintana? 


JSH^-:    -^-Z 


K  I  NTA  N  A 


intano.  All  rights  resBrvK)  All  other  trodemarks  ore  the  properlies  o(  their  resD 


Mark  Tonnesen,  Vice  Pfesident  Information  Technology 

Cisco  Systems 


Management 


Delta  are  roughly  the  same  size  in  domestic  operations.  But 
in  tandem  with  U  S  Airways,  United  would  leap  way  ahead, 
carrying  35%  more  passengers  than  Delta  and  generating 
65%  more  revenue  than  American.  To  maintain  equilibrium, 
the  CEOS  of  AMR  and  Delta  have  told  Congress  that  they 
would  be  compelled  to  make  acquisitions  of  their  own.  The 
likely  matchups:  AMR  would  resume  negotiations  with  North- 
west, while  Delta  would  bid  for  Continental  Airlines  Inc. 

That  could  lead  to 
bedlam  as  this  troika 
contends  with  a  raft 
of  integration  prob- 
lems. "Airline  mergers  are  very  hard  to  digest,"  says  Paul 
Hudson,  executive  director  of  Ralph  Nader's  Aviation  Con- 
sumer Action  Project. 

Goodwin  and  Wolf  knew  antitrust  regulators  would  stop 
their  deal  unless  the  companies  reduced  their  combined  dom- 
inance along  the  East  Coast  by  unloading  assets.  So  they 
worked  out  a  companion  deal  to  sell  a  big  chunk  of  U  S  Air- 
ways operations  at  Reagan  National  Airport  in  Washington  to 
Robert  L.  Johnson,  a  U  S  Airways  board  member  and  head  of 
Black  Entertainment  Television  (page  192).  The  parties  wa- 
gered the  side  agreement  would  earn  political  points,  too,  be- 
cause it  would  create  the  nation's  only  minority-owned  airline. 
To  temper  opposition  further,  Goodwin  pledged  that  United 
would  freeze  fares  for  two  years,  except  to  recoup  increases 
in  fuel  prices.  He  also  has  argued  that  passengers  in  many 
smaller  markets  would  gain  from  a  merger  because  they 
could  book  flights  from  cities  that  U  S  Air- 
ways has  served  and  then  "seamless- 
ly" continue  on  a  United  flight. 
Of  course.  United  would  benefit  by 
using  US  Airways  as  a  feeder  in 
the  Northeast. 

SLIM  CHANCE.  Finally,  UAL  pulled 
out  its  lobbying  checkbook  and  retained 
such  well-connected  advocates  as  major-league 
Democrat  Thomas  Hale  Boggs  Jr.  and  Kenneth 
M.  Duberstein,  a  Reagan  Administration  chief  of 
staff.  Nonetheless,  Congress  seems  to  be  siding 
vdth  United's  opponents.  In  the  House,  Repre- 
sentative James  Oberstar  of  Minnesota,  the 
ranking  Democrat  on  the  Transportation  Com- 
mittee, sponsored  a  bill  empowering  the  Trans- 
portation Dept.  to  set  airfares  if  the  industry 
consolidates  to  a  Big  Three.  And  the  Senate 
Commerce  Committee  passed  a  nonbinding  res- 
olution against  the  takeover  "Passengers  would 
lose  in  this  deal,"  says  Senator  John  McCain  (R- 
Ariz.),  the  committee  chairman. 

There's  a  slim  chance  the  takeover  could 
still  go  through,  if  Justice  evaluates  it  without 
consideration  for  how  the  merger  might  trigger 
industrywide  consolidation.  But  some  airline 
consultants  predict  Justice  will  require  the  sale 
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If  Justice  wan 
Northwest  to  i 
off  Continent 
how  can  it  O.I 
a  United  deal' 


One  critic 

predicts  a  sharp 

rise  in  business 

airfares  next  year 

if  United's 
proposed  merger 
with  U  S  Airways 
goes  through-and 
if  American  and 
Delta  follow  suit 
with  deals  of 

their  own 


of  many  more  U  S  Airways  holdings, 
and  that  could  scuttle  the  deal.  The 
few  signals  the  government's  an- 
titrust lawyers  have  sent  do  not 
bode  well  for  Goodwin.  In  particular. 
Justice  went  to  trial  on  Nov.  1  to 
force  Northwest  to  sell  its  controlling 
interest  in  Continental.  If  antitrust 
authorities  have  concluded  that  this 
smaller  and  less-complete  partner- 
ship stymies  competition,  analysts  wonder  how  they  c 
possibly  permit  an  outright  takeover  of  the  nation's  I 
carrier  by  the  biggest.  And  Justice  isn't  the  only  pote 
deal-breaker  The  EU  must  consent  too.  Even  if  UAL  wins 
tional  clearance,  it  still  could  be  tripped  up  by  state  attor 
general.  Already,  Minnesota  Attorney  General  Michae 
Hatch  warns  that  he  might  sue  to  block  the  deal  if  Jui 
doesn't.  Among  other  things,  that  would  protect  St.  I 
based  Northwest  from  a  takeover. 

Publicly,  at  least,  Goodvvin  and  executives  at  U  S  Ain 
insist  they  still  will  obtain  approval  by  Jan.  1,  2001,  the  < 
ration  date  of  the  merger  agreement.  "We  have  no  Plan  B, 
sists  U  S  Airways  President  and  ceo  Rakesh  Gangwal.  Bu 
alysts  say  that  if  the  transaction  wasn't  DOA  as  soon  as  it 
announced,  Goodwin  doomed  it  by  allowing  United's  opera 
to  spin  so  wildly  out  of  control  over  the  summer.  Even  s 
of  Goodwin's  friends  agree, 
former  executive  recalls  that 
spring  he  gave  the  deal  50-50 
Now,  he  says,  chances  are  i 
worse:  "There's  a  lingering  knee-jer 
action  in  Washington  that  if  [United] 
manage  themselves  at  this  size,  how  can  w 
them  become  so  much  bigger?" 

In  the  final  stroke  of  irony,  losing  US 
ways  could  be  the  best  thing  to  happen  to 
Otherwise,  it  would  take  on  $7.3  billion  in 
and  lease  obligations  from  US  Airways 
would  have  to  borrow  more  to  finance  the 
billion  cash  purchase  of  the  airline's  shares 
$60  apiece.  Goodwin  has  also  tied  ual's  h 
when  it  comes  to  cost-cutting,  promising  thj 
one  would  be  laid  off  at  United  or  US 
ways  during  the  first  two  years  of  the  me 
There  are  other  costs  that  could  bloat  UAL 
bog  down  management,  ual  would  have  to 
US  Airways'  45,000  employees  into  its 
100,000-person  workforce,  a  task  made  i 
burdensome  by  strict  seniority  and  job  cla 
cation  rules  spelled  out  in  union  contract! 
addition,  UAL  would  have  to  mesh  compile 
flight  schedules  and  cross-train  mechan 
service  the  carriers'  different  fleets.  Exci 
two  carriers'  reservations  systems  arc  iiv 
patible.  Given  all  that  baggage,  PaineWcb 


Welcome  to  the  new  economy.  And  welcome  to  the  new  Fannie  Mae.  We're  using  the 
power  of  the  Internet  to  quickly  become  one  of  the  world's  largest  e-businesses. 
With  the  click  of  a  mouse,  we  can  span  continents  and  leap  oceans  to  find 
low-cost  mortgage  funds. 


Of  course,  we're  old  hands  at  searching  the  international  capital  markets 
for  the  lowest-cost  financing  for  American  home  buyers.  During  the 
1990s,  we  raised  over  $145  billion  from  international  investors.  And 
moving  these  processes  to  the  Internet  will  continue  to  help  us  ensure 
affordable  mortgage  funds  for  American  families. 

In  fact,  last  year  alone,  we  issued  $48  billion  of  debt  securities  through  our 
Web  site.  Which  explains  why  we're  among  the  world's  largest  e-businesses. 
Fanniemae.com.  It's  how  we  do  business.  Period. 


^  FannieMae 

www.fanniemae.com 


You  m4y  think  it  taltes  a  bloodhound  to 

traci<  down  global  SOUrceS  of  low-cost  funds. 
But  it's  amazing  what  you  can  do  with  a  mouse. 


« 


BuUrick  advises  (Joodwin  to  take  advantage  of  the  merger 
agreement's  breakup  clause,  pay  the  $50  million  penalty,  and 
walk  away.  Whether  Goodwin  gets  US  Airways  or  not,  IJnit- 
ed's  image  already  has  been  tarnished,  and  the  carrier  has 

locked  in  higher  wages 
that  will  crush  earn- 
ings  for   quarters   to 
come.  Says  Buttrick: 
"This  is  a  case  where  a  good  concept  turns  into  a  bad  deal." 
Even  in  defeat,  Goodwin  could  console  himself  that  he 
would  still  be  operating  the  world's  biggest  airline.  And 
later,  if  U  S  Airways  puts  itself  on  the  block  again  as  Wolf 


Management 


has  suggested  that  it  might,  Goodwin  probably  could  buy 
lect  routes  and  airport  access.  But  if  he  does  wind  up  e 
ty-handed,  it  will  mark  the  end  of  a  costly  and  torturous 
just  to  get  back  to  where  he  was  a  year  ago.  That's  the 
of  journey,  unfortunately,  that  millions  of  United's  custon 
can  already  relate  to. 

By  Michael  Amdt  in  Chic 


Bu  si  nessWeek  online^ 


For  an  interview  with  UAL's  CEO,  James  E,  Goodwin,  go  to  the 
November  13  issue  online  at  www.businessweek.com 


THE  DC  AIR  DEAL:  MORE  LIKELY  TO  STALL  THAN  FLY 


On  Oct.  2,  Gordon  M. 
Bethune,  chairman 
and  chief  executive  of 
Continental  Airlines  Inc., 
sent  an  unsolicited  letter 
to  the  CEOS  of  UAL  Corp. 
and  us  Airways  Group 
Inc.  In  it,  he  offered  $215 
million  to  buy  the  opera- 
tions at  Washington's  Rea- 
gan National  Airport  that 
his  two  rivals  have 
pledged  to  sell  to  get 
their  merger  past 
antitrust  regulators.  In  an 
odd  way,  Bethune's  bid 
could  actually  improve  the 
odds  that  the  ual/U  S 
Airways  merger  will  win 
government  approval.  For 
one,  it  gives  another  ma- 
jor airline  a  stake  in  see- 
ing the  deal  completed. 
And  Continental  would  be 
a  stronger  competitor  to 
UAl's  United  Airlines, 
easing  federal  concerns. 

At  the  same  time, 
though,  the  all-cash  offer  may  have 
hobbled  the  improbable  dream  that 
Robert  L.  Johnson  would  become  an 
aviation  executive.  Johnson,  founder, 
chairman,  and  CEO  of  Black  Enter- 
tainment Television,  was  picked  to 
acquire  the  D.  C.  assets  by  U  S  Air- 
ways Chairman  Steven  M.  Wolf  last 
April  as  he  negotiated  the  sale  of  his 
company  to  UAL.  For  $141.2  million, 
Johnson  would  buy  enough  takeoff 
and  landing  rights  at  the  Washington 
airport  to  support  a  222-flight-a-day 
airline  serving  44  cities. 

Never  mind  that  Johnson,  54,  has 
absolutely  no  experience  running  an 
airline.  US  Airways  and  ual  con- 
tend that  by  selling  to  Johnson,  they 
will  create  a  brand-new  regional  car- 
rier, DC  Air,  and  answer  critics  who 
charge  that  their  $11.6  billion  merger 
will  cut  competition,  do  Air  would 
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DC  Air's  Johnson 
(between  Wolf 
and  Goodwin) 
has  acumen  but 
no  experience 
in  airlines 


become  the  only  carrier 
in  the  nation  owned  by 
an  African- American. 
And  they  would  be  hand- 
ing it  to  a  proven  entre- 
preneur: Johnson 
launched  the  Black  En- 
tertainment Television  ca- 
ble channel  in  1980  with 
just  two  hours  of  weekly 
programming;  today,  it 
has  60  million  sub- 
scribers. And  Johnson  is  known  to 
dabble  in  various  businesses,  such  as 
restaurants  and  web  sites. 
ON  A  STRING?  Good  selling  points,  to 
be  sure.  But  from  the  moment  the 
deal  was  proposed,  DC  Air  drew  flak 
from  competitors,  lawmakers,  and 
consumer  advocates  who  see  it  as  a 
thinly  disguised  puppet  of  ual.  dc 
Air  would  lease  its  biggest  planes — 
10  Boeing  737s — from  UAL  at  market 
rates  for  four  years.  And  for  as  long 
as  seven  years,  ual  would  supply 
the  airline  with  United  flight,  main- 
tenance, and  airport  personnel,  mar- 
ket-rate fuel  and  insurance,  and  oth- 
er services.  DC  Air  passengers  would 
even  earn  points  on  United's  fre- 
quent-flier program.  "A  virtual  air- 
line," scoffs  Democratic  Rep.  Louise 
M.  Slaughter,  whose  upstate  New 
York  district  would  be  in  DC  Air's 


territory.  Johnson  did  no 
comment. 

Investors  also  have  ob 
jected.  Accusing  Wolf  of 
cronyism — Johnson  is  a 
U  S  Airways  director  am 
was  the  only  buyer  the 
airlines  sought  out — 
shareholders  have  hit  U 
Airways  with  eight  law- 
suits to  try  to  force  U  S 
Airways  and  ual  to  auc- 
tion off  the  assets.  Wolf 
and  UAL  chairman  and 
CEO  James  E.  Goodvdn 
say  in  recent  interviews 
that  the  pact  with  Johnson  bars 
them  from  talking  with  anyone  else, 
so  they've  given  Continental  the  col 
shoulder.  They  also  insist  the  deal 
creates  new  competition  for  every- 
one. But  analysts  suspect  that  ual 
prefers  Johnson  because  once  stuck 
with  high-cost  crews,  he  would  hav< 
a  hard  time  undercutting  United's 
fares. 

So  far,  only  Continental  has  made 
an  offer.  Wolf  and  Goodwin  say.  But 
analysts  foresee  a  furious  bidding 
war  if  the  takeover  is  approved. 
There  simply  is  no  other  way  to  get 
gates  and  landing  rights  at  Reagan 
National  Airport,  a  crucial  stop  alon 
the  heavily  trafficked  Northeast  Co 
ridor.  Analysts  say  American  Air- 
lines and  Delta  Air  Lines  could  ant( 
in,  and  even  some  startups. 

Could  DC  Air  come  out  on  top  in 
an  auction?  Though  he's  had  more 
than  five  months,  Johnson  hasn't 
lined  up  any  financing.  But  he  could 
soon.  Viacom  Inc.  reportedly  is  in 
talks  to  buy  bet  Holdings  II  Inc.,  th 
cable  channel's  parent.  Johnson's  tak 
if  that  deal  closes  may  approach  $2 
billion.  That  could  allow  Johnson  to 
up  the  stakes  on  Bethune.  But  it 
wouldn't  necessarily  give  consumers 
an  independent  alternative  to  Unitet 
By  Miclmel,  Amdt  in  Chicat, 
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ACCOUNTING 


SWAN  SONG? 

Levitt's  proposal 
will  result  in 
greater  scrutiny 
Cor  auditors 


A  C0MPR0MI2 


But  Levitt's  proposed  peace  treaty  with  the 
Big  Five  will  still  add  teeth  to  ethics  rules 


w 


fhen  he  climbed 
up  to  the  stage 
at  Las  Vegas' 
Venetian    Re- 
sort, Arthur  Levitt  Jr.  was 
about  as  welcome  as  a  ftre- 
and-brimstone  evangelist 
in  a  casino.  The  chairman 
of  the    Securities    &  Ex- 
change   Commission   had 
publicly  dared  the  Ameri- 
can Institute  of  Certified  Pub- 
lic Accountants  to  let  him  speak 
at  its  annual  meeting  so  he  could 
defend  the   SEc's  proposal  to 
split  the  Big  Five  accounting 
firms'  management-consulting 
businesses  from  their  audit- 
ing arms.  The  CPAs  stuck 
him  in  the  next-to-last  slot 
at  their  Oct.  24-25  meeting 
and  offered  only  polite  ap- 
plause when  the  sec  chief  ar- 
After  Levitt's  25-minute  speech, 
outgoing  AICPA  Chairman  Robert  K.  El- 
liott hustled  him  off  the  stage — leaving 
no  time  for  questions. 

But  while  Elliott  was  wrapping  up 
the  meeting  with  another  denunciation 
of  the  SEC,  Levitt  was  getting  a  friend- 
lier reception  out  in  the  hallway.  AlcPA 
President  Barry  C.  Melancon  took  the 
SEC  chairman  by  the  arm  and  huddled 
with  him  while  their  aides  looked  on. 
Their  animated  10-minute  negotiation 
ended  with  smiles  and  handshakes  as 
Melancon  pledged  to  call  Levitt  in 
Washington  the  next  day. 

Out  of  that  talk — and  dozens  of  oth- 
ers stretched  out  over  six  weeks — is 
emerging  a  peace  treaty  in  Levitt's  war 
with  the  accounting  profession.  The 
compromise — likely  to  be  finished  during 
the  first  weeks  of  November — will  rep- 
resent a  qualified  win  for  the  last  cru- 
sade of  Levitt's  record  seven-year 
tenure  at  the  SEc's  helm,  which  is  likely 
to  end  no  matter  who  wins  the  presi- 
dential election.  While  Levitt  won't  win 
the  ban  he  sought  on  mixing  consulting 
and  auditing,  the  final  deal  will  put  more 
teeth  into  enforcement  of  accounting's 
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ick 


ethics  rules — and  focus  far  more  pi 
scrutiny  on  auditors. 

The  deal  isn't  completed,  and  the 
and  the  accountants,  scarred  by  mo 
of  public  and  private  battles,  rei 
wary  of  one  another  But  the  deal  t 
emerging  will  spell  out  for  the  first 
in  SEC  rules  specifically  which  consu 
services  auditors  must  avoid  if  the 
to  remain  independent  overseers  of 
lie  companies'  financial  reports.  It 
subject  the  Big  Five's  consulting  foi 
dit  clients  to  much  stricter  scrutiny 
the  SEC  and  audit  committees  of  1 
clients'  boards.  Especially  importai 
the  Big  Five:  They'll  still  be  allowc 
install    computer    systems    for 
clients.  Such  information-technology 
account  for  60%  of  the  Big  Five's 
suiting  revenues  and  almost  a  thir 
their  total  revenues. 
COZY  NO  MORE.  The  SEC's  original 
would  have  gone  much  further  It  w 
have  banned  accountants  from  se  liv 
IT  to  their  clients  and  to  a  wide  ran;  ^• 
affiliated  companies.  But  Levitt  can 
claim  victory:  His  high-profile  pi 
battle  will  force  the  accountants  to  pcf 
up  their  cozy  profession  to  greater 
lie  scrutiny.  The  likely  deal  will  in(  1 1 
greater   power   and    an   almost   (  Uiii 
checkbook   for   the   Public   Oven 
Board,  a  panel  of  five  members 
outside  the  accounting  industry  tha  f  A 
views  the  quality  of  audit  firms'  v 


AUDITING  DEAL 


The  Likely  Agreeme 


? 


SEC  ENFORCEMENT 

Current  professional 
rules  bar  auditors  from 
providing  such  services 
as  keeping  a  client's 
books  or  giving  legal  ad- 
vice. These  prohibitions 
will  now  be  written  into 
SEC  rules  for  tougher 
enforcement. 
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Audit  firms 
allowed  to 
computer  s 
clients,  but  W 
tighter  sen 
audit  comii 
the  SEC 
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itt  may  also  win  reform  of  the  Aic- 

Professional  Ethics  Executive  Com- 

,ee,  boosting  the  number  of  non- 

■untants  on  the  21 -member  panel 

I  three  to  a  majority.  "Broader  pub- 

lembership  on  any  organization  sus- 

t  lasting  confidence,"  Levitt  declares. 

'  the  talks  go  off  the  rails — as  they 

might — the  stumbling  block  will  be 

much  discretion  the  sec  retains  in 

rcing  the  new  rules. 

tt  wants  to  judge  audi- 
independence  by  ap- 

■ance:  If  a  consulting 

ippears  to  compromise 

audit,  the  sec  could 
4  w  out  the  audit  and 
t|iipline   the   accounting 

.  "The  goal  is  to  pro- 
investors,    and     in- 

Drs  can  only  judge  by 

arances,"  says  Dennis 

packman,  former  chair 

e  National  Association 

;ate  Boards  of  Accoun- 

/  and  a  Levitt  ally.  The 

Five  firms  fear  such  a 

i  jctive  "smell  test"  will 

the  SEC  too  much  pow- 
expand  its  restrictions   COmmon  ground 

)nsuiting.  vvith  the  SEC-and 

lances  for  any  deal  at   among  a  Splintered 
loked  dim  m  late  Sep-  "       ^ 

ter.  The  SEc's  proposal   BlgFlVe 
under  fire   from   the 
k  and  three  of  its  biggest  mem- 
— KPMG,   Deloitte   &   Touche,   and 
ur  Andersen.  The  firms,  all  heavy 
cal  donors,  had  enlisted  46  members 

Smgress  to  question  the  SEc's  fairness 
its  authority  to  regulate  accounting. 
;vitt  returned  fire.  In  an  impas- 
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NEGOTIATOR 

Melancon  sought 


sioned  speech  to  state  accounting  regu- 
lators in  Boston  on  Sept.  18,  he 
charged  that  the  AICPA — which  he  de- 
rided as  a  "trade  organization" — was  ig- 
noring its  duty  to  investors.  Instead, 
Levitt  said  the  firms  were  turning  au- 
diting into  "a  business  line  used  to  get  a 
foot  in  the  door  for  other,  more  prof- 
itable services." 

But  even  as  he  denounced  the  ac- 
countants, Levitt  knew  he 
had  to  talk  to  them.  The 
firms  were  openly  lobbying 
Congress  for  an  amendment 
to  the  SEc's  funding  that 
would  tie  the  agency's 
hands  until  after  the  elec- 
tion and  Levitt's  likely  de- 
parture. The  SEC  chief  was 
working  the  Hill  hard,  per- 
sonally lobbying  more  than 
50  senators.  But  his  allies — 
labor  and  other  pension 
funds,  plus  banking  regula- 
tors and  a  few  companies — 
weren't  putting  much  mus- 
cle into  blocking  the  Big 
Five. 

So  on  Sept.  20 — the  day 
before     aicpa     President 
Melancon    testified    at    an 
SEC  hearing — Levitt  called 
Melancon    and    suggested 
they  meet.  The  session  in 
Levitt's  Washington  office 
was  tense.  But  as  the  69-year-old  SEC 
chief  talked  to  Melancon,  a  41-year-old 
Louisianan,  "one  good  politician  recog- 
nized that  he'd  met  another  good  politi- 
cian," says  a  participant  in  the  talks. 
The  two  agreed  to  search  for  common 
ground.  "Both  sides  felt  that  the  heated 
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can  hire 

The  American  Institute  of 

The  SEC  wants  the 

Accountants  want  to 

ditors  in 

CPAs  will  beef  up  the 

ability  to  step  in 

rein  in  the  Indepen- 

es to  verify 

Public  Oversight  Board, 

whenever  an  audit 

dence  Standards 

^ancial 

which  reviews  audit 

firm's  consulting 

Board,  established  at 

must 

firms'  work,  and  provide 

deals  create  an 

the  SEC's  insistence 

h  deals  to 

unlimited  funding. 

appearance  of  con- 

in 1997,  so  it  can't 

committees 

flict  of  interest. 

add  new  rules  on  top 

ind  disclo- 

Accounting  firms 

of  those  negotiated 

reholders. 

want  a  more  objec- 
tive standard. 

with  the  SEC. 

rhetoric  was  doing  more  harm  than 
good,"  says  Melancon. 

To  get  negotiations  rolling,  Levitt 
passed  over  sec  Chief  Accountant  Lynn 
E.  Turner,  who  had  contributed  some 
of  that  harsh  rhetoric,  and  enlisted  Gen- 
eral Coimsel  David  Becker.  He  met  with 
a  revolving  cast  of  executives  from  the 
AICPA  and  the  three  opposing  firms. 
Their  initial  blueprint  was  a  pared-down 
version  of  the  sec  proposal  drafted  by 
PricewaterhouseCoopers  and  Ernst  & 
Young — the  two  Big  Five  firms  that 
backed  Levitt,  at  least  in  principle,  fi-om 
the  outset. 

ENDGAME.  Suspicions  ran  high,  especial- 
ly on  the  issue  of  information-technology 
consulting,  pwc  and  e&y  are  selling 
their  IT  practices,  and  their  draft  ac- 
cepts an  sec  ban  on  blending  auditing 
and  IT.  While  kpmg  and  Andersen  are 
also  divesting  IT,  they — along  vdth  De- 
loitte, which  remains  in  the  business — 
don't  want  to  let  Pwc  and  e&y  persuade 
the  sec  to  close  that  door  forever.  A 
PWC  spokesman  says  the  firm  won't 
comment  while  the  talks  are  in  flux. 

Congress  unwittingly  helped  the  talks 
along.  Its  long  stall  on  passing  spending 
bills  gave  the  SEC  and  the  accountants 
more  time  to  talk.  If  Congress  had 
wrapped  up  on  schedule  in  early  Octo- 
ber, the  accounting  firms  would  have 
insisted  on  legislation  to  postpone  any 
new  rules  for  the  rest  of  Levitt's 
tenure — blowing  up  any  chance  of  com- 
promise. While  Senate  Appropriations 
Committee  Chairman  Ted  Stevens  (R- 
Alaska)  was  in  Levitt's  comer.  Senate 
Banking  Committee  Chairman  Phil 
Gramm  (R-Tex.)  privately  kept  the  heat 
on  Levitt  to  compromise. 

The  deal,  when  it  is  finally  settled, 
won't  close  the  issue  of  auditor  inde- 
pendence. Levitt's  crusade  has  turned 
the  public  spotlight  on  audit  failures 
and  raised  suspicions  among  investors 
and  regulators  about  accountants'  po- 
tential conflicts  of  interest.  While  Levitt 
isn't  going  to  win  the  sweeping  ban  on 
consulting  that  he  proposed,  chances 
are  good  he'll  get  most  of  what  he  real- 
ly wanted — a  fitting  endgame  for  a  sev- 
en-year tenure  spent  looking  out  for  in- 
vestors' interests. 

By  Mike  McNamee  in  Las  Vegas 
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CURRENCIES 


A  TALK  WITH  A 
FATHER  OF  THE  EURO 

Nobelist  Mundell  is  dismayed  by  its  fall  but  still  hopeful 


Robert  A.  Mundell,  the  Columbia 
University  economist  wfwse  ideas 
paved  the  way  for  the  euro,  has 
watched  in  dismay  as  the  Euro- 
pean single  currency  has  lost  27%  of 
its  value  against  the  dollar  since  its 
launch  in  January,  1999.  Nevertheless, 
he's  proud  of  helping  inspire  its  cre- 
ation. Mundell,  who  won  the  Nobel 
prize  in  economics  last  year,  answered 
questions  about  his  views  in  an  e-mail 
exchange  with  Associate  Economics  Ed- 
itor Peter  Coy. 

Q:  Is  the  launch  of  the  euro  a  success  so 
far? 

A:  It  depends  on  what  you  mean  by 
success.  That  the  euro  got  launched  at 
all  was  a  near-miracle,  given  the  diffi- 
culties in  getting  countries  to  meet  the 
Maastricht  convergence  requirements, 
and  the  widespread  opposition  to  the 
project  by  economists  in  the  U.S.  and 
even  in  Europe.  The  launching  of  the 
euro  was  a  completely  unprecedented 
event  in  monetary  history.  It  was  the 
first  time  that  a  group  of  sovereign 
countries  decided  to  scrap  their  nation- 
al currencies  in  favor  of  a  single  cur- 
rency, and  its  importance  lies  not  just  in 
that  precedent  but  in  the  size  of  the 
countries  involved.  Upon  its  launching, 
the  euro  instantly  became  the  second- 
most-important  currency  in  the  world. 
The  transition  vAW  not  be  complete  until 
the  middle  of  2002.  Only  at  that  time, 
when  currencies  and  coins  have  been 
introduced,  will  it  be  possible  to  say 
that  the  launch  has  been  com- 
pletely successful. 

Q:  Are  you  tiappy  with 
tlie  petformance  of  th£ 
European    Central 
Bank? 

A:  No,  because  they 
started  off  with  a  dog- 
matic belief  that  the  ex- 
change rate  was  a  mat- 
ter of  no  concern.  On  the 
contrary,  it  is  just  as  im- 
portant as  interest  rates. 
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In  my  opinion,  the  ECB  should  have  in- 
tervened to  put  a  floor  to  the  euro  when 
they  saw  it  getting  seriously  underval- 
ued and  threatening  an  upsurge  of  raw- 
material  prices  and  wage  rates. 

When  intervention  finally  did  take 
place,  by  the  Group  of  Seven  on  Sept. 
22,  they  merely  dumped  some  curren- 
cies (mainly  dollars)  into  the  exchange 
market  without  announcing  any  goals 
of  their  policy.  In  my  view,  they  should 
have  announced  a  floor  of  the  euro  at 
85<i. 

Strictly  speaking,  however,  the  ex- 
change rate  is  the  responsibility  of  the 
governments.  The  problem  of  the  euro 


4  4  Monetary 
union  of  the 
[yen,  dollar, 
and  euro] 
would  be  a 
great  step 
forward  ?  ? 


also  lies  with  a  weakness  in  eccjncjii 
policy  and  with  lack  of  leadership  b 
the  fiscal  authorities.  The  euro  ;•( 
needs  a  counterpart  to  the  U.S.  Stf 
tary  of  the  Treasury  who  could  conii 
herself,  along  with  the  ECB,  with 
doUar-euro  exchange  rate.  At  the 
time,  Europe  itself  needs  to  unde 
fundamental  reform  in  the  direction 
supply-side  revolution. 

Q:  Why  has  the  euro  fallen  so  far? 
A:  There  are  a  number  of  reasons: 
One:  With  a  single  currency,  tr 
action  costs  and  bottlenecks  from  c 
ing  with  a  dozen  currencies  are  e! 
nated.  This  has  the  effect  of  inje 
unexpected  liquidity  into  the  sys 
weakening  the  euro. 

Two:  The  newly  unified  euro 
market  has  resulted  in  a  spate  of  1 
issues  that  could  not  be  quickly 
sorbed  without  a  discount  on  the  e 
Three:  U.  S.  growth  rates  have  1 
exceptional,  outpacing  Europe's  pr 
satisfactory  recovery. 

Four:  Europe  has  been  sluggis 
undertaking  the  supply-side  reft 
needed  to  enable  it  to  exploit  the  b 
fits  of  the  New  Economy  technolog 
well  as  to  prepare  for  the  less  favoi 
demographic  picture  associated 
aging. 

Five:  The  euro  has  not  yet 

a  tangible  manifestation  ir 

form  of  paper  currency 

notes  and  is  therefore  s 

"virtual"  currency  thai 

public  does  not  yet 

understand  or  accepi 

Six:  Leadership  ir 

community  has  beer 

table  by  its  absence, 

a  lackluster  Commis 

leaderless    Counci 
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"In  the  long  run,  I  believe  the  euro  will  trade 
around  parity  with  the  dollar,  if  not  higher" 


Ministers,  and  an  untested  European 
Central  Bank. 

Q:  Wfiat  would  fiappen  to  Europe  if  the 
euro  stayed  at  this  level? 
Hi  It  would  not  be  a  disaster  because,  as 
the  German  Chancellor  has  said,  it 
keeps  European  industry  competitive 
and  promotes  growth.  The  downside  is 
that  it  will  lead  to  a  higher  equilibrium 
price  level,  at  the  moment  a  lesser  dan- 
ger than  stagnation. 

Q:  Should  the  ECB  raise  interest  rates? 
A:  Interest  rates  should  rise  as  a  conse- 
quence of  a  strong,  growing  economy, 
not  as  a  measure  to  cut  off  growth. 
Whatever  tightness  is  required  in  the 
money  markets  should  be  achieved 
through  unsterilized  currency-support 
operations.  The  forward  euro  is  at  a 
premium  over  the  dollar.  When  the  euro 
recovers,  interest  rates  in  Europe  and 
the  United  States  will  converge. 

Q:  Is  the  euro  trading  below  where  it 

belongs? 

A:  It  is  below  its  long-run  equilibrium. 

In  the  long  run  I  believe  the  euro  will 

trade  around  parity  with  the  dollar  if 

not  higher. 

Q:  Does  monetary  union  have  the  sup- 
port of  the  people  of  Europe?  How  im- 
portant is  public  sentment? 
A:  Opinion  on  the  euro  shifts,  and  it  has 
been  affected  negatively  by  the  fall  of 
the  euro  since  it  was  launched.  Most  if 
not  all  of  the  euro-area  economies  are 
getting  a  better  monetary  pohcy  with 
the  ECB  than  they  ever  had  with  their 
national  currencies.  That  is  even  true  of 
Germany,  because  its  economy  has  been 
made  much  more  competitive  by 
the  fall  of  the  euro. 

Nevertheless,  the  euro  is  con- 
sidered an  improvement  in  Ger- 
many by  only  about  a  third  of 
the  population.  I  believe  the 
public's  attitude  will  change 
when  the  paper  currency  and 
coins  are  introduced. 


Q:  You've  said  that  you  favor 
monetary  union  of  the  dollar, 
yen,  and  euro.  Why? 
A:  I  have  said  that  a  monetary 
union  of  the  three  largest  cur- 
rency areas  would  be  a  great 
step  forward  for  the  world  econ- 


THE  AWARD:  Mundell  and  Swedish 
King  Carl  XVI  at  the  prize  ceremony 

omy.  But  it  is  extremely  unlikely  that 
there  would  be  political  support  for  a 
monetary  union  that  would  involve  a 
single  currency. 

The  U.  S.  is  understandably  against 
any  reform  that  would  undermine  the 
importance  of  the  most  important  cur- 
rency of  the  20th  century  and  proba- 
bly the  first  part  of  the  21st  century. 
But  I  do  believe  that  stable  exchange- 
rate  arrangements  could  evolve  that 
would  provide  many  of  the  advantages 
of  a  single-currency  monetary  union. 
After  all,  the  major  currencies  were  all 
fixed  to  one  another  in  the  great  period 
of  expansion  after  World  War  II  and 
they  could  be  fixed  again. 

Q:  //  the  three  currencies  were  to  be 
fixed  today,  wfiat  exchange  rates  would 
be  appropriate? 
A:   I   would   not  recommend   that  the 


THE  EUROS  LONG  SLIDE 
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three  currencies  be  fixed  today  at 
rent    exchange    rates   because   tl 
would  overvalue  the  dollar  against 
euro.  It  would  be  an  enormous  strok  < 
luck  to  be  able  to  lock  rates  at  100 
=1  dollar=l  euro,  but  that  may  no'  ) 
just  a  dream. 

Q:  Should  a  world  currency  be  tied 
gold  standard? 

A:  A  world  currency  has  to  be  hi  ■■ 
on  arrangements  that  ensure  it 
have  stability.  Gold  is  the  only  impor  r 
noncurrency  asset  held  in  intemati 
reserves,  and  it  is  second  only  to  do  i 
in  national  reserves.  Central  banks  i 
hold  about  a  quarter  of  all  the  gold 
mined. 

For  this  reason  gold  will  play  a 
in  the  international  monetary  syste 
the  new  century.  But  a  gold  standa 
the  type  that  existed  before  World 
I,  when  gold  was  widely  held  in  coii 
is  no  longer  possible.  If  gold  wer 
be  used  as  the  world  currency  of  th 
ture,  some  institutional  mechai 
would  have  to  be  developed  to  en 
that  it  was  stable. 

Q:  You  believe  price  stability  is  esser 
Wiy? 

A:  We  saw  the  evils  of  inflation  in 
late  1970s,  when  the  dollar  was 
ping  and  inflation  was  at  two-digit 
els.  People  were  shifted  into  highe 
come-tax  brackets  without  being 
better  off,  and  the  economy  stagn; 
At  the  same  time,  the  financial  stal 
of  the  most  advanced  economy  in 
world  came  under  threat,  and  it  lo( 
as  if  the  U.  S.  was  about  to  becor 
banana  republic.  Fortunately,  that 
lem  was  corrected  in  the  early  W 
-mgrn  but  the  correction  itself  caus 
'■*™'f  recession  and  the  great  sa\ 
,  and-loan  crisis.  Whatever  si 
run  gains  can  be  achievec 
"surprise  inflation"  is  a  poor 
gain  when  it  is  set  against 
losses  caused  by  the  inevit 
correction. 

The  best  way  to  get 
growth  out  of  the  econor 
by  establishment  of  a  more 
growth  tax-and-expenditui-e 
tern,  which  would  involve  a 
ter  income-tax  schedule,  1( 
corporate-profit  tax  rates, 
improvements  in  the  educi 
system. 
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IN  CHICAGO,  THE  EURO 
IS  MAGNIFICO 

The  volatile  currency  is  attracting  Merc  traders  in  droves 

The  weak  euro  may  be  causing  con- 
sternation in  Europe  and  wreak- 
ing havoc  on  the  profits  of  U.S. 
cor-porations.  But  in  the  currency  trad- 
ing pits  of  the  Chicago  Mercantile  Ex- 
change, the  euro's  the  place  to  be.  Just 
ask  John  P.  Metcalf,  who  traded  fu- 
tures contracts  in  Swiss  francs  and 
Japanese  yen  for  a  decade.  Lured  by 


Julian  Robertson's  Tiger  funds  are 
of  business.  "Currency  speculatin 
not  the  investment  du  jour,  espec 
since  equities  have  been  so  reward] 
says  Yra  G.  Harris,  a  cme  floor  tra 
Moreover,  major  corporations  ra 
use  CME  futures  to  hedge  currency 
They  either  hedge  internally  or  buy 
tom-tailored  swaps  and  forward 
tracts  from  the  banks.  In  fact,  the 
vate  market  in  currency  swaps, 
$1.3  trillion  a  day,  utterly  dwarfs 
change-listed  currency  futures,  w 
average  a  mere  $6.8  billion  a 
Some  smaller  companies 
hedge  with  futures  contractsj^ 
banks  will  sometimes  lay  off : 
in  their  swaps  portfohos  by 
ing  or  selling  futures.  But  wj 
driving  up  volume  in  the 
euro  contract  is  a  new  brec 


the  euro's  volatihty,  Metcalf  and  several 
other  traders  left  their  own  pits  two 
months  ago  to  trade  futures  in  Europe's 
single  currency.  Like  any  shrewd  trader, 
Metcalf  goes  where  the  action  is. 

Although  not  yet  two  years  old,  the 
euro  futures  contract  is  shaping  up  as 
the  Merc's  most  successful  currency 
product.  On  ordinary  days,  trading  vol- 
ume in  euro  futures  often  exceeds  all 
the  CME  trading  in  the  Canadian  dollar, 
British  pound,  and  the  Japanese  yen 
combined.  Volume  soared  in  September 
when  speculators  thought  the  euro  was 
turning  around  and  heading  back  up. 
Average  daily  turnover  leapt  to  24,314 
contracts,  nearly  double  August's  13,188 
contracts.  That  trading  fever  reminded 
Scott  A.  Binsso,  the  CME's  director  of 
currency  products,  of  "the  heyday  of 
currency  trading  in  1993  and  1994." 
REBOUND  AHEAD?  The  euphoria  was 
short-lived,  though.  When  the  currency 
abruptly  headed  south  again,  volume 
fell  back  to  a  normal  13,000  contracts  a 
day — and  more  than  a  few  traders  took 
mean  losses.  But  instincts  in  the  pits 
are  that  the  euro's  still  due  for  a  big  re- 
bound, and  Metcalf  and  his  pals  are 
waiting  to  pounce  when  the  next  wave 


PIT  THRILLS: 

Euro  volume 
often  tops  that  of 
the  yen,  British 
pound,  and 

Canadian  dollar 

combined 


of  volatility  hits.  As  Stephen  M.  Levin, 
a  broker  in  the  euro  pits,  puts  it:  "Un- 
certainty is  the  best  thing  for  our  busi- 
ness, and  that's  still  there." 

The  popularity  of  euro  futures  is  all 
the  more  remarkable  because  the  CME 
isn't  an  arena  for  big  institutions.  It's 
becoming  a  market  chiefly  for  ordinary 
folk — individual  traders  and  retail  in- 
vestors. Bank  mergers  have  reduced 
the  number  of  big  currency  trading 
desks,  while  some  of  the  biggest  specu- 
lators have  simply  faded  from  the  scene: 
George  Soros'  hedge  funds  don't  play 
currencies  the  way  they  used  to,  and 


A  SUDDEN  SLOWDOWN 
IN  A  HOT  MARKET 


EURO  rjpmiil 

AVERAGE  DAILY  I^AOINf^OCUME 


}1  I  I  I  I  I  I  I  I  r  I  I  I 
JAN.  '99  OCT.  '00* 

▲  THOUSANDS  "THROUGH  OCT  27 

DATA:  CHICAGO  MERCANTILE  EXCHANGE 


retail  trader.  A  good  example  is  I  (j 
M.  Pickering  of  Portland,  Ore., 
trades  through  online  futures  br 
Xpresstrade.  The  euro's  recent  j 
tions  prompted  Pickering,  a  manag 
a  bicycle  painting  company,  to  jum  '5 
"Where  there  are  headlines,"  he  j,, 
sons,  "there  tends  to  be  more  a<  |„| 
and  increased  opportunity  for  prof 

The  euro  gets  lots  of  headlines  |fg 
troduced  at  the  beginning  of  19£ 
$1.16,  it  peaked  a  few  days  late 
$1.18  and  has  slid  since.  What  prov 
the  excitement  in  September  wa  «■ 
effort  by  the  central  banks  of  Eu 
the  U.  S.,  and  Japan  to  halt  the  p.  ^ 
and  push  the  euro  back  up.  On  1  ^^^^ 
22,  it  shot  from  850  to  90(?.  A  tr  j;^ 
who  bought  100  contracts  on  marg 
860  would've  put  up  $324,000  in  ca  |j  f^ 
and  made  $625,000  within  hours 

But  then  the  euro  turned  back  d 
to  a  low  of  82.280  on  Oct.  26.  Tri 
now  hope  for  another  interven 
"Everyone  knows  it's  coming,"  says 
ker  Levin.  By  early  November,  the 
rency  had  nosed  back  to  850 — up  n^ 
enough  to  keep  traders  like  Metcal 
Pickering  on  the  edge  of  their  sea 
By  Pallavi  Gogoi  in  Ch: 


to' 


ipt() 
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ID  ON-WHAT  MAKE 
IF  ALTERNATOR  IS 


couraged  by  suppliers,  consumers  are  starting  to  pay  attention  to  auto  parts  brands 


ob  K.  Parker  hadn't  heard  of 
HomeLink  when  he  bought  his 
2000  Acura  3.5rl  just  over  a  year 

But  the  45-year-old  owner  of  a 
ison  City  (Tenn.)  mattress  company 
he  quickly  came  to  love  the  control 
built  into  the  sun  visor,  which  he 

to  open  and  close  his  garage  door 
turn  on  the  lights  in  his  house. 
:er  says  that  whatever  car  he  buys 

time  around,  HomeLink  will  be 

the  top  of  his  must-have  list, 
e's  not  alone.  Parker  is  part  of  a 
dng  number  of  consumers  who  are 
ing  to  pay  attention  to 
subbrands  within  their 
:les,  from  General  Mo- 
Corp.'s  OnStar  naviga- 

systems  to  Motorola 
security  systems.  Sec- 
ai[.ry  brands  aren't  new. 
)  makers  have  been 
healing  up  with  consumer 
ceters  like  Warner 
.,  Eddie  Bauer,  and 
'  to  offer  co-branded 
3ls  for  several  years, 
now  auto  suppliers  are 
g  to  win  their  share  of 
amers'  consideration. 
;d    systems    have    the 

brand  recognition,  but 
■  days,  even  basic  com- 
nts  like  seats  are  be- 
ng  to  form  brand  iden- 
.  For  parts  makers,  a 


seat 


fight  back  against  constant  price  pres- 
sure from  auto  makers. 

But  along  with  that  boost  comes 
some  risk,  as  the  ongoing  Ford  Motor 
Co.  and  Bridgestone/Firestone  finger- 
pointing  shows.  After  all,  Firestone 
would  have  had  less  to  lose  in  the  cur- 
rent tire  recall  if  it  hadn't  been  so  suc- 
cessful in  making  consumers  aware  that 
their  car  tires  were  made  by  Firestone 
and  not  Ford. 

Cars  already  carry  a  sprinkling  of 
branded  parts,  and  the  trend  is  expect- 
ed to  grow  in  the  next  several  years. 


Car  Parts:  From  No  Name 
To  Brand  Name 

Auto  suppliers  are  using  old-fashioned  brand  building 

to  stoke  demand  among  consumers.  Here  are  some  of 

their  early  efforts: 


COMPANY 


PRODUCT 


JOHNSON 
CONTROLS 


Its  HomeLink  garage  door  and  light  controller  and 
TravelNote  message  recorder  are  available  in  more  than 
1 120  models.  Soon  to  come:  CargoMax  space  organizer, 
■  and  seats  and  accessories  co-branded  with  Lego, 
JanSport,  and  others. 


DELPHI 

AUTOMOTIVE 

SYSTEMS 


Monsoon  Audio,  a  premium  sound  system,  is 
available  in  various  models  trom  GM  and  Volkswagen. 
In  discussion  to  introduce  QuadraSteer  steering  system 


fit  I  ig  brand  is  a  way  to 


VISTEON 
AUTOMOTIVE 


Negotiating  with  auto  makers  to  deploy  Mach  audio,  a 
premium  sound  system. 


Johnson  Controls  Inc.,  the  leader  in 
branded  car  parts  and  the  maker  of 
HomeLink,  is  promoting  a  slew  of 
brand-name  gadgets,  including  Travel- 
Note,  a  device  for  harried  execs  to 
record  notes  as  they  drive.  The  Mil- 
waukee-based company  will  soon  add 
CargoMax,  a  flexible  storage  system  for 
the  back  of  minivans,  and  psi,  a  remote 
device  for  checking  tire  pressure.  It  is 
working  with  backpack  maker  JanSport 
on  a  backpack  system  integrated  into 
seats,  with  Lego  on  a  minivan  play  seat, 
and  with  German  racing  seat  maker  Re- 
caro.  Automotive  supply  gi- 
ants Delphi  Automotive 
Systems,  Visteon,  and  Lear 
also  are  cautiously  explor- 
ing branded  parts.  "It's  the 
way  of  the  future,"  says 
Linda  Abele,  who  studies 
supplier  branding  for  J.  D. 
Power  &  Associates  Inc. 

But  it  didn't  happen 
overnight.  The  groundwork 
was  laid  seven  years  ago. 
That's  when  .ici  started  do- 
ing its  own  consumer  re- 
search to  try  to  figure  out 
directly  from  buyers  what 
they  wanted,  says  Bob  El- 
lis, JCi  vice-president  of 
product  marketing  and 
brand  development.  Up  to 
that  point,  Jci  had  been  like 
most  auto  suppliers:  invisi- 
ble.  Consumers   were   no 
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more  aware  that  jci  made  their  car 
than  they  would  know  who  made 
knobs  on  their  home  stereo.  But  a: 
with  its  research,  .JCi  developed  Tr; 
Note,  HomeLink,  and  other  prod 
.JCI  now  gets  feedback  from  consun] 
like  Parker  on  its  Web  site,  wheri 
plans  to  start  selling  some  producti 
rectly  to  consumers,  gm,  meanwhile, 
aggressively  promoted  its  OnStar 
gation  system,  which  it's  selling  to 
er  auto  makers,  including  Toyota 
tor  Corp. 

CONSUMERS  KNOW.  And  interest  an  i 
car  buyers  is  growing.  About  44? 
consumers  say  branded  auto  parts, 
play  a  role  in  their  next  auto  purch 
up  from  31.5%  in  1999  survey  by  F 
ning  Edge,  a  Farmington  Hills  (M 
consultancy  that  tracks  supplier  tre 
A  J.  D.  Power  study  confirms  the  s  r 
trend.  It's  not  just  the  sound  sysl  r 
Consumers  care  about  their  seats,  :  i 
igation  systems,  antilock  brakes,  s 
rity  systems,  and  other  more  b 
parts,  says  Michael  L.  Schmall,  r 
aging  partner  at  Planning  Edge.  A 
ent  auto  buyers,  for  example,  v 
aware  of  high-end  racing  seats  f 
Recaro;  more  important,  they  were 
ing  to  pay  as  much  as  $200  extra 
seat  to  get  them.  "Two  things  are  ' 
clear.  We  see  a  growth  in  the  nun 
of  brands  in  vehicles  and  we  see 
sumers  more  aware  of  those  bra: 
says  Schmall. 

The  trend  is  not  without  risk.  T 
days,  for  example,  consumers 
painfiilly  aware  of  the  brand  of  tire 
their  cars  in  light  of  the  Firestone  is 
When  other  components  fail,  it's 
for  the  supplier  to  get  pulled  into  pi 
scrutiny.  Already,  JCl's  Lego  child 
has  been  delayed  while  General  Mo 
Chevy  division  helps  revise  it  for  c 
safety.  "Branding  does  put  you  on 
front  line,"  Schmall  says.  You're  no 
sulated  by  the  original-equipment  i 
ufacturer  anymore,  he  says. 

Still  most  parts  suppliers  believe 
the  branding  efforts  will  continue 
cause  the  rewards  outweigh  the 
And  auto  makers  agree.  "Are  b 
partnerships  going  to  be  a  little 
cautious  going  forward?  Sure.  B 
think  the  power  of  what  these  th 
can  do  is  more  important,"  says  1 
Langenhorst,  brand  manager  for 
Chevy  Venture  minivan,  which  is  w 
ing  with  .JCI  on  the  Lego  seat.  Wil 
lure  of  a  branded  child  seat  or  st 
finding  gadget  do  for  auto  parts  mt 
what  "Intel  Inside"  did  for  the  ( 
maker?  The  answer  to  that  is  st 
few  miles  down  the  road. 

By  Jeff  Green  hi  Di 

204  BUSINESS  WEEK  /  NOVEMBER  13,  20t 


; 


|AOL  Anywhere! 

f  you  have  access  to  the  Internet,  you  have  access  to  your  AOL  e-mail! 


s  easy!  Exclusively  for  America  Online  members,  AOL  Mail  on  the  Web  lets  you  send 
id  receive  your  AOL  e-mail  from  any  computer  with  a  Web  browser. 

I  Just  go  to  A0L.COM  and  click  Read  Mv  AOL  Mail  NOW! 

)  Type  in  your  AOL  screen  name  and  password. 

'■ff||  Read,  save,  respond  to  and  forward  your  AOL  e-mail  anywhere,  anytime! 


A 

AME  Ry\  CA 

So  easy  to  use, 
no  wonder  it's  #1 


i^  Up  Today! 
877-480-6295 


^a 


©2000  America  Online,  Inc.    Availability  may  be  limiled.  especially  during  peak  times. 


rpowEir 


They  said  you  were  too  slow. 
Didn't  understand  the  new  economy. 
¥     But  you  waited.  — ~— 

k    c, , „ ,^. -ctthe sfifioe  li ke ' 


he  shakeout.  i 

Maneuvered  the  troops. 
They  won't  know  what  hit  them. 
This  is  the  power  of  business  webs. 
This  is  Bowstreet. 
www.bowstreet.com 


TAX  LOSSES, 

CONSUMER  DATA, 

HEALTH 

BENEFITS 


^to-- 


Making  the  Best 
Of  Your  Clunkers 

How  to  get  the  government  to  share  the  pain  at  tax  time 


BY  LEWIS  BRAHAM 

This  year,  Apple  fell  far  from  the  tree.  So  did 
a  lot  of  other  tech  stocks.  Dell,  Microsoft, 
Yahoo!,  and  Amazon.com  are  all  down  more 
than  40%  in  2000  (through  Oct.  30).  If 
you've  owned  the  stocks  over  the  multi- 
year  run-up,  you  probably  are  still  sitting 
on  a  pile  of  profits.  If  you  bought  them  in 
the  past  year,  you  may  be  stuck  with  big  losses. 
Don't  just  let  those  losses  sit  there.  Harvest 
them.  They  can  have  value 
when  you  file  your  income  tax- 
es next  April.  You  sell  the 
stock,  take  the  loss,  and  use 
the  loss  to  offset  other  capital  gains.  Don't  have 
other  capital  gains?  You  can  write  off  up  to 
$3,000  against  ordinary  income.  If  the  losses  are 
even  greater,  you  can  use  the  excess  as  deduc- 
tions over  the  next  seven  years.  "You  might  as 
well  let  the  government  share  your  pain,"  says 
Ed  Slott,  a  Rockville  Center  (N.Y.)tax  adviser. 


Tax  Planning 


Harvesting  losses  in  the  fourth  quartei 
longtime  Wall  Street  practice.  But  in  the  s' 
bull  market  of  the  last  few  years,  there  w( 
this  many  losses  to  reap.  And  the  big  1 
aren't  all  in  technology  and  telecom.  Noi 
household  names  such  as  DuPont,  Home  E 
McDonald's,  Procter  &  Gamble,  and  Wal- 
Stores  are  all  down  more  than  22% 

Many  of  these  stocks  will  no  doubt  blc 
again,  and  you  may  still  want  to  own  them 
if  you  sell  to  take  a  tax 
the  Internal  Revenue  Ser 
"wash-sale"  rule  says  you 
not  buy  them  back  for  at 
31  days.  That  leaves  you  empty-handed 
month  during  which  there  could  be  a  ra! 
the  stock  you're  waiting  to  rejmrchase. 
Fortunately,  you  can  work  around  the  ) 


sale  rule.  One  approach  is  substitution.  Yc 
alize  the  loss  in  one  stock  and  replace  it  ii 
diately  with  a  similar  one.  So  you  sell  I)i 


^ 


Hid 


*\\ 
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and  buy  Dow  Chemical  to 
iteep  your  hand  in  chemicals,  or  sell  Daim- 
irysler  and  buy  General  Motors  to  stay  with 
i.  On  the  31st  day,  you  sell  the  substitute 
buy  the  original  holding, 
nding  a  good  substitute  isn't  easy.  The  key 
iderstanding  how  much  of  a  stock's  perfor- 
«  is  industry-driven  and  how  much  is  unique 
at  particular  stock.  "Substitution  plays  out  in 
)genous  types  of  industries  such  as  oil  and 
h  care,"  says  Frank  Morris,  manager  of  the 
ware  Tax-Efficient  Equity  Fund.  "It's  a  lit- 
arder  to  do  in  technology,  given  the  com- 
ty  of  the  sector's  businesses." 
1  area  of  technology  where  substitutions 
:  well  is  personal  computers,  because  PCs 
jssentially  commodities.  "Theoretically  you 
I  be  selling  your  Apple,  reaping  your  loss, 
)uying  Gateway  and  Dell,"  says  Morris.  Per- 
ance  at  such  companies  is  driven  more  by 
■nal  factors  such  as  chip  pricing  and 
jmand  than  by  anything  unique  to 
ompanies.  Chip  stocks  are  also  in- 
•y-driven,  though  less  so  than  PCs. 
can  sub  Advanced  Micro  Devices, 
,  and  National  Semiconductor  for 
other. 

iind  managers  say  some  of  the  big 
cm  players  are  swappable.  "I've 
selling  WorldCom  and  AT&T  and 
ig  Qwest  Communications,"  says 
ager  Terry  Banet  of  J.  P.  Morgan 
Aware  U.S.  Equity  Fund.  "I  also 
ped  Lucent  for  Nortel."  But  Banet 
the  harvest  as  part  of  the  portfolio 
Di  >  w  process  as  well.  She's  not  plan- 
Do  '  to  buy  back  Lucent  Technologies 


because,  she  believes,  Nortel  Networks  is  a  bet- 
ter company. 

Another  way  to  finesse  the  wash-sale  rule  is 
"doubling  dowTi."  Suppose  you  own  200  shares  of 
Dell  on  which  you  have  an  unrealized  loss.  Buy 
another  200  shares,  wait  31  days,  and  sell  the  200 
shares  you  bought  at  the  higher  price.  That  way 
you  don't  lose  your  exposure  to  the  stock  for 
the  month  and  you  still  get  to  reap  the  tax  loss. 
Of  course,  if  the  stock  tanks  during  the  month, 
you  may  have  more  losses  than  you  originally 
planned. 

SIMILAR  CHANCES.  Then  there  are  Holding  Com- 
pany Depositary  Receipts  or  holdrs.  These  are 
trusts  issued  by  Merrill  Lynch,  which  are  similar 
to  exchange-traded  funds  (etfs).  They  may  be 
extremely  concentrated  in  just  a  few  stocks  in 
one  industry.  Some  of  the  stocks  in  HOLDRS  may 
match  yours,  but  others  are  different  enough  to 
not  trigger  the  wash-sale  rule.  You  could  sell 
America  Online  and  Yahoo!  and  buy  Internet 
HOLDRS  Trust,  which  has  a  49%  weighting 
in  these  two  stocks.  b2b  Internet  holdrs 
has  a  44%  weighting  in  Ariba  and  20%  in 
;]ommerce  One. 

Regular  ETFs  offer  similar  opportunities,  but 
they  tend  to  be  less  concentrated  and  less  in- 
dustry-specific. To  take  losses  in  Wal-Mart 
and  Home  Depot,  you  can  substitute  the 
Cyclical/Transportation  Select  Sector  spdr, 
which  is  35%  invested  in  those  two  stocks,  etfs 
and  HOLDRS  generally  have  lower  expenses  than 
mutual  funds,  and  they  don't  usually  make  tax- 
able distributions.  You  don't  want  to  be  waiting 
out  the  31  days  in  a  fund,  and  get  hit  with  a  tax- 
able distribution  in  the  interim. 

Some  financial  planners  use  other  strategies. 
One  is  to  sell  a  losing  stock  in  a  taxable  account 
and  buy  the  same  stock  back  in  an  individual  re- 
tirement account.  Since  an  IRA  is  a  separate  legal 
entity  held  by  a  custodian  on  your  behalf,  you, 
the  IRA  beneficiary,  aren't  making  the  trade.  The 
custodian,  usually  the  brokerage  firm,  is  doing  it. 
Moreover,  the  iRS  doesn't  usually  look  at  IRA 
holdings.  "No  one  is  required  to  report  transac- 
tions in  an  ira,"  says  Al  Blomquist,  a  financial 
adviser  in  Franklin  Lakes,  N.J.  "And  the  gov- 
ernment isn't  required  to  audit  them."  But  that 
doesn't  mean  that  the  IRS  wouldn't  disallow  the 
tax  deduction  if  you  should  be  audited.  Since 
the  strategy  hasn't  been  tested  in  the  courts, 


Buying  a  stock  in 
the  same  industry 
as  one  you  are 
selling  to  reap  a 
tax  loss  is  one  way 
to  beat  the  IRS's 
wash-sale  rule 
and  hang  on  to  the 
possibility  of 
future  gains 


IF  YOU  SELL.. 


Trading  for  Tax  Losses 

CONSIDER  SUBSTITUTING  IT  WITH.. 


Yahoo!  (75.7%  YTD  loss*)  Internet  HOLDRS,  America  Online,  Terra  Networks 
Lucent  Tech.  (71.3%)      Broadband  HOLDRS,  Nortel,  Corning 


Apple  Computer  (62.4%)  Dell  Computer,  Gateway,  Compaq 


AT&T  (55.5%) 


Telecom  HOLDRS,  WorldCom,  Qwest  Communications 


Home  Depot  (40.5%)       Cyclical/Transportation  Select  Sector  SPDR,  Lowes  Cos. 
Wal-Mart  Stores  (36.7%)  Cyclical/Transportation  Select  Sector  SPDR,  Target,  Kohl's 

*AS  OF  OCT.  30  DATA;  BLOOMBERG  FINANCIAL  MARKETS 
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more  conservative  planners  steer  clear  of  it. 
"Thei-e  is  no  proscription  against  the  strategy  in 
the  law,"  says  Beth  Rodriguez,  a  wealth  strate- 
gist at  the  private  bank  of  J.  P.  Morgan.  "But 
would  the  IRS  attack  it  if  they  found  out?  We 
think  yes." 

Another  gray-area  strategy  is  having  a  rela- 
tive purchase  the  losing  stock  after  you  sell  it. 
According  to  tax  analyst  Mark  Luscombe  of  CCH, 
a  tax-law  specialist,  one  spouse  cannot  sell  to 
take  a  loss  and  the  other  repurchase  it.  That's 
because  the  IRS  considers  a  married  couple  as  a 
single  entity.  But  it's  0.  K.  if  the  repurchaser  is  a 
sibling  or  child,  he  says,  as  long  as  the  child  is 
over  14.  Under  that  age,  the  tax  status  is  an  ex- 
tension of  the  parents'. 


But  here  again  there  is  some  debate.  ^  i 
the  wash-sale  rule  does  not  forbid  such  tra  ; 
tions.  Section  267  of  the  tax  code  prohibit  i 
ducting  a  loss  on  assets  that  are  sold  to  rela  ' 
including  siblings  and  children.  The  question  i 
you  sell  a  stock  and  your  sibling  buys  it  ii  t 
open  market,  can  that  be  considered  an  inc  i 
sale  from  one  family  member  to  anothei 
avoid  this,  the  family  member  should  wait  ;  k 
days  to  buy  back  the  stock,  or  make  the  i 
chase  of  slightly  greater  or  fewer  shares  tha  I 
original  holding. 

Whichever  approach  you  take,  the  mos  i 
portant  thing  is  to  get  it  done.    The  2000  ha  i 
needs  to  be  completed  by  Dec.  31,  after  \ 
those  tax-losses  will  be  plowed  under. 


Keep  Your  Eyes 
On  Consumers 

Seemingly  arcane  data  give  warnings  on  the  economy 


BY  KATHLEEN 
MADIGAN 


This  is  tfw  10th  in  an 
occasional  series 
sh^umig  how  major 
economic  reports  can 
affect  the  stock  and 
ho7id  mxtrkets. 


The  consumer  sector  is  the  800-pound  gorilla 
of  the  U.S.  economy.  Household  spending 
commands  two-thirds  of  real  gross  domestic 
product,  and  in  1999  a  surge  in  consumer 
purchases  accounted  for  84%  of  total  eco- 
nomic growth.  No  wonder  Wall  Street,  econo- 
mists, and  Federal  Reserve  Board  policymak- 
ers avidly  scrutinize  the  sector.  The  Fed  cannot 
completely  rest  until  the  consumer  calms  down. 
Fittingly,  buyers  are  profiled  in  reams  of  data 


(table).  The  most  comprehensive  is  the  Per 

Income  and  Outlays  report  done  by  the 

merce    Dept.'s    Bureau    of    Ecoi 

Analysis.  It's  a  scorecard  of  wha 

sumers   earn,   pay  in  taxes, 

spend  each  month.  And  its 

bers    on    goods    and    ser 

spending  go  directly  intc 

(iDP  data.  You  can  easily 

the        latest        release 

www.bea.doc.gov  under 

and  related  data." 

The  personal-income  r 

carries  valuable  informati 

three  consumption  patterns 

,    can  give  you  insight  into 

nomic  growth,  inflation,  and  x 

tary  policy.  But  because  of  its 

coverage,  the  report  is  one  o 

-     last  on  consumers  available  foi 

month.  As  a  result.  Wall  Street's 

tion  to  the  8:30  a.m.  data  can  be  rr 

On  Oct.  30,  for  instance, 

the  BEA  said  that  person 

come  rose  1.1%  in  Septe  » 

and  consumer  spending 

0.8%,  the  financial  market 

little  reaction.  Wall  Street  L 

closer  attention  to  earliei 

sumer  reports,  includinj 

Census  Bureau's  retail 

report  (profiled  in  BW- 

20,  1999)  which  provide 

basis  for  the  data  on  j 

spending  in  the  income  n  <y 

But  the  Street's  indiffe 
doesn't  mean  you  shoul  ^ 
nore  the  report  compl 
Keeping  an  eye  on  the  ir 
report  can  help  you  protect  your  portfolio 
interest-rate  jitters  and  unexpected  infl 
trends  that  could  harm  bond  holdings  o  han 
stocks  of  rate-sensitive  companies  such  as  1 
and  builders. 

First,  as  its  name  implies,  the  income  r 
covers  all  income  earned  by  consumers,    ^j^ 
runs  the  gamut  from  paychecks,  rental  in 
dividends,  interest,  and  government  payr 
such  as  social  security,  farm  subsidies,  anc 
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V  I  a  s  k  a 


-v. 


Whether  it's  tmie  spent  with  family 
or  deveiopingvbusiness  with  clients, 
your  invitation  to 
Alaska  is  a  wis^lnvestm 


iuikn^yjf^jpjiML 


Name  (print) 

Company  

Address  

City   


State 


Area  &  Phone 
Saltwater  


Fax 


Freshwater 


Business 


Number  of  Guests 
Email  Address 


Best  Season:  2001 


-ZiP- 


Pleasure 


2002 


2003 


1-800-544-5125 


Fax  this  page  to  907-225-8530 

(or  email  us  at;  waterfal@l<tn.net)  to  receive  a  complimentary  video  and  brochure 


ILe^endary  Sportfisliing 


www.water^^^^^ 


e  don't  know  who  discovered  water: 


;  fi  «T  jf £3 


r»F:lialiVci«Ii: 


L  VK  Id  i  1 


IIKISI 


Managing  a  start-up  means  total  immersion 
in  it,  witti  so  much  to  do  and  so  many 
decisions  to  make  that  often  entrepreneurs 
don't  see  the  obvious.  That's  why  Bay 
Partners  liites  to  be  actively  involved  in  our 
portfolio  companies. 

We  can  provide  individual  coaching  about 
direction,  growth,  and  execution  problems 
because  our  partners  have  had  decades  of 
hands-on  experience  running  technology 
firms  of  various  sizes.  Understanding  the 
intricacies  and  requirements  of  each  stage 
of  development  enables  us  to  assist  the 
entrepreneurs  who  run  our  portfolio 
companies  in  devising  creative,  flexible, 


and  realistic  solutions  to  a  broad  range  of 
business  and  personal  challenges. 

Plus,  our  exposure  to  many  small 
companies  gives  us  a  wide  perspective  of 
emerging  technologies  and  potential 
competitors.  So  not  only  do  we  know  what 
is  being  done,  we  also  know  what  isn't. 

Brocade  Communications  (NASDAQ: 
BRCD),  Informatica  (NASDAQ:  INFA), 
SonicWALL  (NASDAQ:  SNWL),  and  Exodus 
Communications  (NASDAQ:  EXDS)  are  just 
a  few  of  our  portfolio  companies  which  have 
made  a  big  splash. 
We're  always  looking  to  expk>re  uncharted  waters. 


i 


I.S 

rici 
on! 

k 
Ml 
on: 
sin 
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i|  data  show  that  spending 
vth  has  slowed  to  stay  in  line 
income  gains,  the  Fed  will 
'y  that  demand  is  too  hot 


fare  checks.  After  totaling 
up  personal  income,  the  bea 
subtracts  taxes  and  then  ad- 
justs for  price  changes.  The 
result  is  real  disposable  in- 
come, also  known  as  real  af- 
ter-tax income. 

Historically,  real  disposable 
income  determines  how  much 
consumers  can  spend  on 
goods  and  services.  But  since 
the  mid-1990s,  consumers  have  been  cashing  in 
some  of  the  windfall  from  their  expanding  stock 
portfolios  or  rising  home  values.  This  use  of  past 
capital  gains  for  current  spending  is  the  "wealth 
effect,"  and  the  Fed  is  concerned  that  extra 
wealth  has  caused  consumer  demand  to  grow 
far  faster  than  potential  supply.  In  the  long 
run,  that's  a  prescription  for  accelerating  in 
flation.  The  latest  income  report  showed  that 
real  after-tax  income 
was  up  4%  from  the 
year  before,  but  real 
consumer  spending 
rocketed  ahead  at  a 
5.4%  pace.  Look  to  the 
income  report  to  see  if 
spending  is  slowing  to 
a  pace  that  relies  more 
on  income  gains  and  less 
on  wealth.  Until  that 
happens,  the  Fed  will 
stay  worried  that  do- 
mestic demand  is  too 
hot. 

Policymakers     and 
economists  also  check 
the      service-spending 
data    in    the    report. 


"Services  are  an  ever  more  important  part  of 
spending,  and  they  can  only  be  found  in  the  in- 
come and  consumption  report,"  says  Evelina 
Tainer,  an  economist  at  Econoday.com,  an  eco- 
nomic-information Web  site.  Services  account  for 
more  than  56%  of  all  consumer  spending,  and 
service  jobs  make  up  three-quarters  of  aU  private 
payrolls.  You  can  check  the  income  report  to 


Two  Views  of  Inflation 


■3.0 


EXCLUDING  FOOD  AND  ENERGY 

J I I I I I l_ 


Tracking  Consumers' 
Income  and  Outgo 


PERSONAL  INCOME 
AND  OUTLAYS 


THLY  The  U.S.  Commerce 
t.'s  tally  of  everything 
iricans  earn  and  purchase. 
>onal  income  includes 
es  and  salaries,  government 
3ks,  rental  and  farm  in- 
e,  interest,  and  dividends, 
ional-consumption  expendi- 
s  include  all  new  goods  and 
ices  bought  in  the  month, 
data  are  adjusted  for  price 
iges  and  constitute  two- 

Iis  of  real  gross  domestic 
luct. 


RETA  L  SALES 


MONTHLY  The  U.S.  Census  survey 
of  4,100  retail  establishments. 


CHAIN-STORE  SALES 


MONTHLY  Reports  on  sales.  Most 
important  comparison:  sales  in 
stores  open  at  least  a  year. 


RETAIL  SURVEYS 


WEEKLY  LJR  Redbook  Research 
and  BTM/Schroder  track  sales 
weekly.  Both  reports  compare 
percentage  changes  in  the  latest 
week  with  the  previous  week,  and 
to  the  year-ago  number. 


PERCENT  CHANGE  FROM  A  YEAR  AGO  ▲ 
DATA:  LABOR  DEPI,  COMMERCE  DEPl 

see  if  demand  for  services  has 
cooled  off  enough  to  loosen  the 
labor  markets  a  bit. 

The  last  crucial  tidbit  in  the 
income  report  is  the  bea's 
calculation  of  price  changes 
in  personal-consumption  ex- 
penditures— what   econo- 
mists call  the  PCE  defla- 
tor This  inflation  tracker 
has  grown  in  impor- 
tance ever  since  Fed 
Chairman  Alan 

Greenspan  said  it  was  his 
preferred  measure  over  the 
consumer  price  index  (cpi). 
In  fact,  the  Fed  has 
switched  to  the  pce  defla- 
tor from  the  CPI  in  its  eco- 
nomic forecasts. 
Tainer  points  out  that 
the  PCE  deflator  is  derived 
the  CPI  data  but  is  calcu- 
lated differently,  using  a  complicated  system 
known  as  the  chain-weighting  method.  Tainer 
says  the  deflator  is  a  better  cost-of-living  measure 
because  it  more  accurately  reflects  consumers' 
changing  purchases  of  goods  and  services. 
TWO  TALES.  Right  now,  the  PCE  deflator  and  the 
CPI  are  telling  two  different  stories  about  core  in- 
flation, which  excludes  energy  and  food  prices 
(chart).  Core  inflation,  as  measured  by  the  CPi, 
has  accelerated  from  2%  to  2.5%  over  the  past 
year  But  the  pce  deflator  has  remained  at  about 
a  1.6%  rate.  In  other  words,  Greenspan's  pet  in- 
flation gauge  isn't  sounding  any  warnings  bells 
yet,  a  good  sign  that  rates  will  remain  steady  in 
coming  months. 

In  today's  investing  jungle,  you  have  to  keep 
an  eye  on  the  consumer.  Insights  gleaned  from 
the  personal  income  report  will  help  you  do  just 
that.  Use  its  monthly  data  to  see  how  the  Fed  is 
molUfying  that  giant  gorilla.  n 
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CORPORATE 

LEADERSHIP 

ISN'T  WHAT  IT 

USED  TO  BE. 

IT'S  MUCH  MORE. 


The  technological  advances  of  the  past  few  decades 
have  fundamentally  transformed  business.  In  the 
process,  they  have  also  rewritten  the  rule  book 
on  corporate  leadership.  What  are  the  new  rules? 
What  techniques,  knowledge,  and  personal  qualities 
are  essential  to  effective  leadership  today? 

In  February,  2001 ,  BusinessWeek,  Jim  Taylor,  Ph.D. 
and  IBM  will  join  forces  to  present  BREAKTHROUGH: 
A  CEO  RETREAT.  This  invitation-only  event,  held  at 
the  exclusive  Rancho  Bernardo  Inn  outside  of  San 
Diego,  California,  will  examine  the  changing  face  of 
leadership  through  themed  discussions  between  CEOs 
and  renowned  technologists,  scientists,  and  creative 
thinkers.  Featuring  an  intensive,  intimate  environ- 
ment designed  to  encourage  attendee  participation, 
Breakthrough  will  be  a  high-powered  think-tank 
that  helps  to  mold  the  corporate  world's  thinking 
on  a  cutting-edge  topic. 

Please  join  us  as  we  seek  to  transform  today's 
uncertainties  into  tomorrow's  conventional  wisdom. 

If  you  have  received  an  invitation,  we  urge  you  to 
RSVP  today.  If  you  have  not  received  one  but  believe 
you  should  attend,  please  contact  us.  Simply  call 
Ms.  Marsha  Green,  BusinessWeek  at  212-512-3113. 


BusinessWeek 


PROGRAM         FACULT 


CANDICE  CARPENTER 

Co-founder  and  Co-chairpersoi 
iVillage  Inc. 


DEEPAK  CHOPRA,  M.D. 

CEO  and  Founder, 

The  Chopra  Center  for  Well  Bei 


DENNIS  CONNER 

Four-time  America's  Cup 
Champion 


DR.  RONALD  A.  HEIFETZ 

Co-director, 

The  Center  for  Public  Leadersh 
John  F.  Kennedy  School  of 
Government,  Harvard  Universit 


DR.  DONALD  C.  JOHANSO 

Director, 

Institute  of  Human  Origins; 

Professor,  Arizona  State 

University 


SUSANNE  D.  LYONS 
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Picking  a  Health  Plan: 
Inertia  Can  Be  Costly 


You  may  find 
that  last  year's 
choice  is  not 
your  best  bet 

BY  KATE  MURPHY 


You  should  get  it  this  month,  if  it  hasn't  ar- 
rived ah'eady — the  dreaded  benefits  packet. 
This  bulging  envelope  signals  open  enroll- 
ment, the  annual  opportunity  for  you  to 
choose  among  your  company-sponsored  med- 
ical plans.  You  may  think  the  easiest  thing  to  do 
is  stick  with  the  plan  you  picked  last  year.  Not 
so  fast.  "Health-care  networks  are  constantly 
changing,"  says  Randall  Abbott,  client  strategy 
leader  at  benefits  consultant  Watson  Wyatt  ^ 
Worldwide  in  Bethesda,  Md.  Make  the  wrong  / 
choice  now,  and  you  may  not  get  the  doctors 
or  benefits  you  want.  Then  you  have  to 
wait  a  whole  year  before  you  can 
switch  your  coverage  again. 

If  you  work  for  a  big  com- 
pany, chances  are  you  can  pick 
among  health-maintenance  or- 
ganizations, which  restrict  you 
to  a  network  of  approved  doc- 
tors; preferred-provider  organ! 
zations,  which  have  an  HMO-hke 
system  but  also  give  you  the  option 
to  go  out  of  network;  and  a  traditional  \ 


Help  in  Reviewing  Your  Options 


SITE 


EMPLOYER  QUALITY 
PARTNERSHIP 

www.eqp.org 


DESCRIPTION 

Suggests  criteria  and  provides     /r 
a  scorecard  for  evaluating         / 
liealth  plans 


INSURE.COM, 

www.insure.com 


Good  source  of  consumer  infor- 
mation on  health  insurance 


JOINT  COMMISSION  ON 
ACCREDITATION  OF  HEALTH- 
CARE ORGANIZATIONS 

www.jcaho.org 


Provides  quality  information 
and  performance  data  in  such 
areas  as  payment  of  claims  and 
treatment  of  chronic  illnesses 


NATIONAL  COMMITTEE  FOR 
QUALITY  ASSURANCE 

www.ncqa.org 


Its  interactive  Health  Plan  Report  Card  grades 
managed-care  groups  based  on  clinical 
quality  and  customer  satisfaction 


indemnity  plan,  which  reimburses  you  no  matter 
who  you  see.  Generally,  the  more  freedom  of 
choice  you  have,  the  more  you  pay. 

With  companies  projecting  that  their  health- 
care costs  will  rise  10%  to  12%  this  year,  you  can 
expect  to  see  higher  premiums  for  2001.  This  is 
especially  true  if  you  want  family  coverage.  Ben- 
efits consultants  say  steep  hikes  are  an  attempt 
to  discourage  you  from  enrolling  your  spouse 
and  children  on  your  plan.  "It  doesn't  make  sense 
for  employers  to  carry  the  whole  burden,  espe- 


cially when  one  partner  can  get  insurancefi 
where,"  says  Tracy  Brown,  an  account  er 
five  at  Madison  Benefits  Group  in  Housto, 
one  time,  it  was  common  for  professional  cc  | 
to  enroll  each  other  and  their  kids  on  both  \ 
companies'  health  plans  so  that  one  insureis 
for  what  the  other  did  not.  But  this  is  becc  i 
more  of  a  rarity,  both  because  the  higher  f . 
ums  make  such  a  move  prohibitive  and  be? 
employers  now  often  refuse  to  extend  bene  t 
spouses  who  are  insured  at  their  own  jobs 

Even  if  your  company's  premiums  hav€  i 
steady,  don't  think  your  health  expenses    \ 
rising.  Most  employers  are  adding  restri^  r 
and  incidental  fees,  says  Joseph  Marlowe,  i  t 
vice-president  at  Aon  Consulting  Worldw  t 
Chicago  human  resources  firm.  For  exa  i 
many  policies  are  upping  the  co-payment  to  't 
specialist.  Paying  $15  to  $25  for  a  speci  i 
services  is  typical,  while  $5  to  $10  will  co: 
visit  to  a  primary-care  doctor. 
RANKING  PLANS.  Prescription  cov 
is  also  changing.  With  spendi 
drugs  rising  an  a\ 
of  11%   a  year 
1992,  more  plans 
have  formularies, 
list  of  preferred 
ications.  If  you 
(li-ug  on  the  fomr 
your  co-payment 
"likely  be  $5  to  $li 
nonformulary  pr€ 
tions  you'll  be  sh 
out  $30  to  $50. 
Check       whether 
providers  you  like  an 
participating  in  your  pi; 
cause  doctors  and  hos 
often  move  in  and 
networks.  If  not,  and  t 
part  of  another  plan  or 
company's  list,  you 
have  good  reason  to  swi 
Abbott  at  Watson  Wyatt 
es  people  who  don't  fully  under 
then-  policy  descriptions  to  seek  clarifi 
from  insurer  help  lines  and  Web  sit 
you're  not  sure  what  to  ask,  the  Employer 
ity  Partnership  (p:qp),  a  coalition  of  emj 
organizations  based  in  Miami,  lists  on  it 
basic  things  to  consider  (table).  For  exi 
Does  the  plan  fully  cover  medical  condition 
are  important  to  you?  Many  don't  cover- 
cap  how  much  they  will  pay  for — treatmi 
such  disorders  as  mental  illness.  To  give  j 
idea  of  the  limits,  plans  often  will  cover  oi 
visits  a  year  to  a  psychotherapist,  with  a 
mum  benefit  of  $50  a  visit. 

Other  sites,  such  as  the  National  Committ 
Quality  Assurance,  tell  how  health  plans  r; 
quality  and  customer  satisfaction.  Your  stat 
surance  department  has  information  about 
plaints  or  legal  sanctions  against  insurers, 
are  lots  of  resources.  The  onus  is  on  you  ( 
open  enrollment  to  take  advantage  of  then 
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What  do  the 
worl<|'s  largest 


Trend  Micro. 

A  world  class  bank  can't  afford 
second-best  virus  protection.  A  virus 
infection  could  connpronnise  vital  data, 
shut  down  systems,  and  spread  to 
customer  systems — disrupting  critical 
operations  worldwide. 

That's  why  many  of  the  world's  largest 
banks  count  on  Trend  Micro.  Our 
InterScan  VirusWall®  stops  viruses  at 
the  enterprise's  border — the  Internet 
Gateway.  It  integrates  with  the  leading 
firewalls  and  with  other  Trend  Micro 
products  to  provide  a  complete,  highly 
scalable,  easy-to-manage  enterprise 
solution,  backed  by  the  industry's  most 
responsive  global  support  team. 

Before  a  virus  attack  costs  you  big 
money,  talk  to  Trend  Micro.  We'll  show 
you  why  we're  the  leading  choice  of 
enterprises  that  know  security  best. 

For  a  free  copy  of  our  "Safe  Computing 
Practices"  white  paper  and  a  free 
evaluation  CD  for  Trend  Micro 
antivirus  and  content-security  solutions, 
call  1-800-238-9983 
or  visit  www.trendmicro.com 


I  -«« 


•iui:^ 


^ 


TREND 

MICRO 


your  Internet  VirusWall 

CAxn  Iirn]  Muo  liK  M  cOTpiny  «v];a  ondixi  lumn  H  l)«pwn]r  tf  ihM  mpntNf  kcjRwt  0* 


BusinessWeek  Investor 


Hers 


A  STREET  LEGEND  SETS 
UP  SHOP  ON  THE  NET 


BY  TODDI  GUTNER 


Muriel 
(Mickie) 
Siebert 

1932,  Cleveland 


EDUCATION 


Attended  Case 

Western  University; 

has  14  honorary 

doctorates 


Lives  with  Monster- 
Girl,  a  long-haired 
chihuahua 


RESIDENCE 


Manhattan 


BIGGEST 
ACCOMPLISHMENT 


"Making  the  New 

York  Stock 

Exchange  co-ed  on 

Dec.  28,  1967" 


Mi 


■  Uriel  "Mickie"  Siebert  has  spent  her  46- 
year  career  breaking  barriers  in  the 
.clubby  male  world  of  Wall  Street.  Now 
Siebert,  who  owns  a  discount  brokerage  bearing 
her  name,  is  turning  her  attention  to  helping 
other  women  break  barriers  to  financial  success. 
In  mid-October,  her  Siebert  Financial  Corp. 
bought  two  Internet  operations  that  offer  in- 
vestment education,  advice,  and  services  geared 
to  women.  Siebert  hopes  to  use  her  acquisitions. 
Women's  Financial  Network  and  Herdollar.com, 
to  create  a  one-stop  Web  site  for  a  woman's 
business  and  personal-finance  needs. 

The  existing  Women's  Financial  Network  site 
(www.wfn.com),  which  already  has  40,000  mem- 
bers, will  form  the  basis  of  the  new  WFN  by 
Siebert.  Launched  six  months  ago  by  CBS  Mar- 


ket Watch  columnist  Jennifer  Openshaw,  WFN  is 
designed  to  assist  women  with  financial  plan- 
ning at  different  stages  of  life.  It  offers  well-or- 
ganized message  boards  with  titles  such  as  "Sin- 
gle &  Striving,"  and  "Financial  Family." 
Herdollar,  a  financial  education  program  for 
women  being  marketed  to  institutions,  began  in 
March.  It  was  started  by  two  Goldman  Sachs 
alumnae:  former  equity  analyst  Tamara  King 
and  investment  banker  Mandee  Heller. 

All  three  women  have  signed  on  with  Siebert 
to  help  reconstruct  and  manage  her  site.  "It 
would  have  been  cheaper  to  build  my  own 
women  and  investing  site,  but  I  bought  the  tal- 


ent," says  Siebert,  who  paid  about  $2  millic 
the  two  dot-com  outfits  and  plans  to  spend 
more  on  marketing.  That's  a  significant  outl 
someone  whose  firm  earned  $6.7  million 
taxes  in  the  first  nine  months  of  this  year.  ' 
big  undertaking  for  me  because  I'm  puttir 
name  on  [this  venture],"  says  Siebert. 

Siebert  intends  to  raise  the  sophisticatio 
el  of  WFN,  and  in  fact,  one  of  her  first  move 
to  get  rid  of  the  financial  horoscopes.  Wl 
Siebert  wiU  offer  stock  trading,  mutual  fund 
bond  buying,  and  continue  the  existing  se 
of  free  checking  and  onhne  bill-paying.  Sh 
plans  to  target  women  entrepreneurs  by  h 
them  obtain  financing  and  offering  ira  and 
programs  for  them  and  their  businesses. 
NO  ADS.  Siebert  recognizes,  like  nearly 
other  financial-services  provider,  that  it 
be  risky  not  to  take  aim  at  the  women's  m 
Women  are  making  more  money  than  ever, 
ing  businesses  at  nearly  twice  the  rate  of 
and  expecting  to  inherit  huge  estates.  B 
spite  their  growing  wealth,  women  still  dis 
significant  lack  of  confidence  in  their  inv 

r^    abilities  and  financial  knowledj 
*!   deed,  only  53%  of  women,  vs, 
men,  have  confidence  in  their  i 
ing  skills,  according  to  a  2000 
I  Poll  sponsored  by  Charles  S 

I  which  just  rolled  out  its  own  v 

y-  and  investing  program.  The  po 

found  that  women  in  their  2( 
30s  are  just  as  likely  as  their 
to  say  investing  is  "scary  for  t 
To  be  sure,  competitors  on  t 
ternet  are  trying  to  address 
issues.  Siebert  vows  her  apj 
wOl  be  different.  Most  other  w( 
financial  sites  depend  on  adver 
As  Siebert  sees  it,  the  sites  p 
nancial  products — not  because 
are  particularly  good  for  wo 
but  because  they're  sold  by 
tisers.  What's  more,  the  sites 
lose  control  of  customers  wh( 
on  the  products  and  then  get 
ed  away  to  the  financial  provi 
By  contrast,  wfn  won't  rely 
dollars.  Instead,  Siebert  will  i 
privately,  as  well  as  from  ti 
tion  fees  it  generates.  She  makes  it  clear  s 
maintain  the  integrity  of  the  site  by  closeh 
itoring  the  products  it  offers.  "The  r(>a 
tion  is  whether  these  women  online  arc  w 
do  business  or  are  just  surfing,"  says  S 
Given  her  background  and  commitment,  si 
be  in  a  better  position  to  find  an  answe| 
others  who've  gone  before  her. 


i>iisinessWook()nliiu' 


For  more  on  women's  financial  Web  sifes,  or  to| 
a  discussion  in  our  forum,  see  hers. online 
www.businessweek.com/investor/ 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek,com  or  fax  (212)  512-2538 
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MERE  MORTALS 

MANAGE  PEOPLE  ~ 
AND  MONEY. 


YOU  MANAGE 


THE  KNOWLEDGE 
OF  THOUSANDS. 


_  When  you  can  find  the  best  person  loi  liic  job  in  your  global  organization,  that's 

knowledge  management  for  e-business.  When  your  company's  best  thinking  is 
a  few  clicks  away,  that's  knowledge  management  for  e-business.  When  you  HF 
can  bring  all  this  together  instantly,  that's  knowledge  management  for  e-business. 
-._.3l  How  do  you  do  it?  With  superhuman. software  that  helps  e-business  people  work 
gether.  To  learn  more,  visit  www.lotus.com/superhumansoftware 

SUPER.HUMAN.SOFTWARE 


r- 


Lotus 


An  IBM  Company 


II 


WHEN  EMPLOYEES  ARE  HAPPY  WITH  THEIR  401  (k)  PLAN,  IT  SHOWS.  They  work  harder 
and  stay  with  you  longer.  We  should  know.  As  the  nation's  401  (k)  leader,  we've  been  helping 
growing  businesses  and  their  employees  secure  their  financial  futures  for  over  50  years.  No  wonder  more 
companies  choose  The  Principal®  for  their  401  (k)  plans."'  Investment  options,  recordkeeping,  loan  services, 
plan  member  education  and  asset  allocation-we've  got  what  you  need,  plus  personalized  service  and  local 
support  to  make  the  process  easy.  What's  not  to  love?  If  you'd  like  to  hear  what  a 
401  (k)  plan  from  The  Principal  can  do  for  your  employees,  call  1-800-986-3343  (ext.  80080). 
One  of  our  representatives  will  be  happy  to  help,  no  matter  what  you're  wearing. 
We     UNDERSTAND      WHAT      Y  ()  U  '  R  E     W  ()  R  K  I  N  C;      I-  O  R'" 


Principal 


Financial 
Group 


1 


www.principal.com 
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rS  BETTER 

y  GIVE— REALLY 


>B£RT  BARKER 

Jonop- 

ed  funds,  you 
void  capital 
,  get  a  huge 
ie-tax  break, 
upportyour 
te  cause 


Bragging  is  never  attractive,  I  know.  Yet  I 
can't  resist  telling  you  about  my  best  port- 
folio move  this  year.  In  July,  I  gave  shares  in 
a  mutual  fund  that  was  laden  with  such  stocks  as 
Intel  and  Cisco  Systems  to  a  donor-advised  char- 
itable fund.  Not  only  have  I  escaped  the  18% 
slide  that  the  fund  has  since  suffered,  but  I  also 
stand  to  save  $6,500  on  my  next  tax  bill. 

If  you  haven't  heard  of  donor-advised  funds, 
get  ready.  Eaton  Vance  opened  one  in  June.  T. 
Rowe  Price  started  one  in  October.  Others,  such  as 
Oppenheimer  Funds  and  $75  bilhon  SEi 
Investments,  which  caters  to  institutions  and  the 
rich,  are  set  to  follow  soon. 

They're  all  popularizing  a 
venerable,  tax-smart  way  to 
make  charitable  donations. 
They're  happy  to  accept  donations 
of  stock,  bonds,  mutual-fund  shares,  and 
other  financial  assets  that  have  gone  up 
in  value.  Some  will  even  take  such  illiq- 
uid stuff  as  restricted  stock  or 
interests  in  private  place- 
ments. Once  they  get 
control  of  the  donated  asset, 
they  usually  cash  out.  Donors 
can  pick  how  the  proceeds  art- 
reinvested,  plus  advise  when  and  to  whom  chari- 
table grants  will  be  made.  In  other  words,  donors 
give  up  actual  claim  to  the  money  but  can  suggest 
which  qualified  charities  get  it,  when,  and  whether 
by  name  or  anonymously. 

Better  yet,  by  giving  appreciated  assets,  donors 
enjoy  a  twin  tax  break.  Suppose  you  bought  500 
shares  of  a  stock  at  $10  and  now  it's  at  $40.  If 


Smart  Charity:  More  and  More  Choices 


1             :  WEB  ADDRESS/ 
1  PHONE 

MINIMUM  INITIAL/  ;  MINIMUM 
ADDITIONAL            ;  GRANT 
DONATIONS 

TOTAL  FEES*  i  VIEW  ACCOUNT/ 
;  MAKE  GRANTS 
i  ONLINE? 

LEs    i  www.schwabcharitable.org 
(AB      1800  746-6216 

$10,000/    |$500 

$1,000    i 

1.07%-  1  Yes /Yes 
1.13%     1 

»i        i  www.charitablegifttrust.org 
E        1800  664-6901 

$10,000/  |$250 
$1,000    1 

2.95%     iNo/No 

ITY     i  www.charitablegift.org 
1 800  952-4438 

$10,000/  |$250 
$1,000     \ 

1.45%-  :  Yes /Yes 
1.69%     1 

#E      j  www.programforgiving.org 
\  800  690-0438 

$10,000/  |$500 
$500     \ 

1.16%-  iNo/No 
1.27%     \ 

JARD  ;  www.vanguardcharitable.org 
\  888  383-4483 

$25,000/  ;$500 
$5,000     i 

0.65%  -  i  Yes  /  No 
0.75%      1 

you've  held  it  more  than  a  year,  you're  sitting  on 
a  potential  capital-gains  tax  bill  of  $3,000.  By  do- 
nating the  shares,  you  erase  the  capital-gains  tax 
and  also  get  to  deduct  their  full  $20,000  value  on 
Form  1040.  If  you're  in  the  36%  bracket,  your 
tax  bill  would  fall  by  $7,200. 

As  with  all  things  tax-related,  there  are  ex- 
ceptions. For  one,  deductions  on  donations  of  ap- 
preciated assets  are  limited  to  30%  of  adjusted 
gross  income  in  any  given  year — though  the  ex- 
cess can  be  carried  forward  over  five  years.  And 
the  deduction  is  limited  to  what  you  donate  to  the 
fund,  not  what's  given  to  charities  later. 
GIFT  OF  GAINS.  Beyond  tax  breaks,  what  I  find 
truly  cool  about  these  funds  is  how  they  offer  a 
relatively  painless  way  to  rebalance  a  portfolio.  I 
didn't  donate  fund  shares  because  my  heart  sud- 
denly grew  soft.  Instead,  my  stomach  grew  weak 
at  the  prospect  that  my  big  gains  on  the  fund 
would  evaporate  in  a  bear  market  for  growth 
stocks.  I  badly  wanted  to  grab  the  gains,  yet 
couldn't  stand  sharing  20%  with  Uncle  Sam. 
So  I  went  shopping  for  a  donor-advised  fund. 
Some  are  sponsored  by  local  groups,  such  as 
^  the  85-year-old  California  Commiinity  Foun- 
dation, which  serves  my  home- 
town, Los  Angeles.  Newer 
choices,  such  as  Charles 
Schwab's  Fund  for  Charita- 
ble Giving  and  Vanguard  Chari- 
table Endowment  Program, 
looked  better  to  me.  In  the 
end,  I  picked  Fidelity  In- 
vestments' Charitable  Gift 
Fund.  Its  fees  are  on  the  high  side  (table),  but  it 
permits  unlimited  grants  in  sums  as  low  as  $250. 
That  suits  my  decidedly  five-figure  account. 

Fidelity's  Web  site  really  shines.  From  my  com- 
puter, I  can  see  all  account  activity,  past  and 
pending.  I  can  ask  that  a  grant  be  made  to  a 
charity  and,  if  I  want  to  make  a  further  grant  to 
that  group,  I  can  cUck  on  "regrant"  and  zip  past 
the  details.  If  I  want  to  donate  assets 
held  in  a  regular  Fidelity  account,  I  can 
do  that  in  a  few  clicks,  too.  The  one  grant 
I've  asked  for  so  far  came  through  swift- 
ly and  flawlessly. 

What  could  go  wrong?  If  you  give  fund 
shares  held  by  another  institution,  the 
transfer  can  drag  on  for  weeks.  Also,  you 
can't  ask  funds  to  fulfill  pledges  you've  al- 
ready made  to,  say,  your  alma  mater.  And 
if  one  day  you  want  your  money  back, 
forget  it.  Donations  to  the  fund  are  ir- 
revocable. Will  I  suffer  donor's  remorse? 
Perhaps.  But  I'm  betting  that  a  ready 
reserve  devoted  to  charity  will  soften  one 
hard  heart. 


BusinessWeek  ( )iili iie 


illest  accounts.  Lower  fees  are  often  available  with  higher  balances 


For  barker.online,  go  to 

www.businessweek.com/investor/ 

or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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EXPLOR 


the  way  exchanges  will  create  new  business  mode 


DISCOVER 

i       how  the  mobile  Net  will  drive  business. 


FORGE 


new  relationships  with  valuable  contt 
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ler  entertainment  on  December  5  featuring 
leno,  host  of  The  Tonight  Show 
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■^™      December  5-6,  2000 
The  Fairmont  Hotel,  San  Francisco,  Califo! 

ECONOMY 


GETTING  DOWN 
TO  BUSINESS: 

THE  B2B  BOOM,  DECEMBER  5-6,  2000 
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Exchanges  will  soon  give  your  customers  unprecedented 
power  and  leverage  in  negotiating  prices.  The  mobile  Net  grants 
them  anytime/anywhere  access  to  global  markets.  Technology 
on  Tap  allows  them  to  pay  for  applications  as  they  use  them.  And 
the  government  is  doing  its  best  to  keep  it  all  under  control.  So 
how  do  you  plan  to  harness  these  still-developing  technologies 
in  order  to  dominate  the  marketplace? 

Come  find  out  what  the  innovators  are  doing,  and  develop  your 
own  real-world  strategies  at  BusinessWeek's  Fifth  Annual  Digital 
Economy  Conference.  Join  the  technological  elite  for  roundtable 
discussions,  case  studies  and  interviews  focusing  on  this  defin- 
ing moment  in  B2B.  Don't  miss  our  exclusive  keynote  addresses 
by  Larry  Lessig,  Richard  Belluzzo  and  Robert  Growney.  And  don't 
miss  a  good  laugh  on  Tuesday  night  with  Jay  Leno. 

To  guarantee  that  this  seminar  is  a  valuable  experience,  reserva- 
tions are  extremely  limited.  So  save  the  date,  and  reserve  your  seat 
today  at  this  strategic,  invitation-only  event  for  top-level  executives. 

TO  REGISTER: 

Go  to:  http://www.conferences.businessweek.com/2000/digital 

e-mail:  digital_economy@businessweek.com 

Phone:800-821-1329 

fax  on  demand:  800-821-1329,  document  #220 

ADDITIONAL  CONFIRMED  SPEAKERS: 

■  Scott  Alexander,  Chief  E-business  Officer,  U.S.,  American 
International  Group,  inc. 

■  Barry  James  Folsom,  President  and  CEO,  PlaceWare,  Inc. 

■  Bill  Gross,  Chairman  and  CEO,  idealab! 

■  Mark  Hoffman,  Chairman  and  CEO,  Commerce  One,  Inc. 

•  Lawrence  Lessig,  Professor,  Stanford  Law  School;  Author, 
Code:  And  Other  Laws  of  Cyberspace 

■  Scott  Russell,  Managing  Director,  Softbank  Venture  Capital 
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VIITHFIELD:  FAT  CITY 

A  good  defense  seems  the  best  offense  in  the 
current  market  turbulence.  So  investors 
are  on  the  prowl  for  "defensive"  plays — 
companies  with  earnings  that  aren't  subject  to 
the  economy's  cyclical  swings.  One  Big  Board 
company  that  has  attracted  such  players  is 
Smithfield  Foods  (sfd),  the  world's  largest  hog 
producer  and  pork  processor. 

Smithfield  is  one  of  the  few  stocks  that  have 
bucked  the  market's  downswing — rising  from  20 
in  early  May  to  29%,  on  Nov.  1.  Even  so,  Smith- 
field  "still  has  a  lot  of  upside  potential  based  on 
its  industry  leadership  and  solid  earnings 
growth,"  argues  money 
manager  Dennison  Veru  of 
Palisades  Capital.  He  notes 
that  the  stock  trades  at  a 
low  price-earnings  ratio  of 
9.6.  And  for  a  company 
with  estimated  sales  next 
year  of  $5.8  billion.  Smith- 
field  has  a  market  cap  of 
only  .$1.5  billion. 

Veru  says  the  stock  will 
be  a  big  mover  as  it  reaps 

a  windfall  from  a  recent  contract  from  Wal-Mart 
Stores  to  supply  pre-packaged  meats.  "Wal-Mart 
vnW  be  a  huge  customer  as  the  giant  retailer 
starts  selling  case-ready  meats  in  all  its  stores," 
says  Veru. 

Smithfield  CEO  Joseph  Luter  figures  that  Wal- 
Mart  will  help  triple  Smithfield's  sales  of  fresh- 
wrapped  pork,  to  75  million  lb.,  in  the  year  end- 
ing Apr  30,  2001,  up  from  23  million  lb.  in  2000. 
Smithfield  sells  2.8  billion  lb.  of  fresh  pork  a 
year,  mostly  in  bulk  to  grocers  who  do  their 
own  cutting  and  packaging. 

Veru,  who  sees  Smithfield's  stock  hitting  40  in 
12  months,  expects  the  company  to  earn  $3  a 
share  in  fiscal  2001  and  $3.80  in  fiscal  2002,  up 
from  $1.52  in  2000. 
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idas  (mds)  has  yet  to  bestow  the  golden 
touch  on  its  stock,  which  has  skidded  from 
26  in  June  to  13' Kd  on  Nov.  1.  Part  of  the 
reason:  earnings  disappointment,  due  to 
a  delay  in  rolling  out  a  program  to  trans- 
form the  muffler  chain  into  a  national 
ftdl-service  one-stop  auto-repair  enter- 
prise. The  stock's  drop  has  raised  the 
possibility  of  Midas  attracting  a  buyout. 
"Management  has  become  nervous 
about  the  sharp  drop,  because  it  makes 
Midas  vulnerable  to  a  takeover,"  says 
value  investor  Mark  Boyar,  who  scouts 
for  companies  selling  well  below  their 
intrinsic  value.  He  thinks  Midas,  which 


controls  2,700  franchised  shops  in  18  coimtries,  is 
way  undervalued,  w^th  a  p-e  ratio  of  7,  based  on 
200rs  estimated  earnings  of  $1.75  a  share.  Midas 
has  repurchased  2.8  million  shares  since  1999 
and  plans  to  buy  a  further  2.2  million. 

Midas  owns  or  leases  nearly  all  of  its  loca- 
tions and  collects  rent  and  fees  from  franchisees. 
Midas  also  seDs  its  own  branded  products.  "Midas 
has  in  place  a  recurring  income  stream,"  notes 
Boyar.  Fiat  paid  Midas  $100  million  in  1999  for 
the  right  to  use  the  Midas  brand  in  Europe,  he 
says,  and  Ford  has  acquired  repair  shops  there. 

Boyar  thinks  Fiat,  Ford,  or  a  large  auto-parts 
maker  could  seize  on  the  stock's  depressed  price 
and  make  a  move.  In  a  buyout,  he  says,  Midas  is 
worth  30  a  share,  or  $450  million — more  than 
twice  its  current  market  cap  of  $212  million. 
That  is  cheap,  since  it  would  cost  $1  billion  to 
replicate  what  Midas  has,  says  Boyar. 

'A  CREEPING  TAKEOVER' 
OF  MIDWAY  GAMES? 

Is  Sumner  Redstone  stalking  Midway  Games 
(mwy)?  The  company  is  a  small  player  in 
video  games:  It  designs  interactive  software 
played  in  coin-operated  or  home  markets.  Fol- 
lowers of  Midway  suspect  that  a  big  block  of 
shares  that  traded  at  7  a  share  on  the  Big  Board 
on  Oct.  31 — exactly  1.2  million  shares,  or  a  3.2% 
stake — was  bought  by  Viacom  Chafrman  Red- 
stone. He  already  owns  28%  through  his  holding 
company.  National  Amusements,  so  why  more? 
For  one  thing,  Midway  hit  24  earlier  this  year,  so 
7  is  a  bargain.  The  stock  dived  on  disappointing 
third-quarter  results  partly  due  to  the  industry's 
slump.  Some  wonder  why  Redstone  hasn't  made  a 
bid  for  the  rest  of  Midway.  But  why  pay  a  lot  for 
what  he  can  get  for  less?  "It  looks  as  iif  he's  pulling 
a  creeping  takeover,"  surmises  one  money  pro. 
Otherwise,  it  seems  the  logical  time  to  make  a 
bid,  he  adds.  Midway's  big- 
ger rivals — thq.  Electronic 
Arts,  and  Activision — have 
rallied  from  their  lows,  while 
Midway  has  lagged. 

Analysts  say  demand 
will  skyrocket  next  year, 
when  a  new  generation  of 
players  will  be  available. 
Apart  from  Sony's  PlaySta- 
tion 2,  Microsoft  is  due  out 
with  its  X-Box  machine,  and 
Nintendo  will  introduce  GameCube.  Leo  Rishty, 
editor  of  newsletter  Unique  Situation,  says  Mid- 
way is  ripe  for  a  takeover,  but  won't  sell  below  20. 
Sega  and  Microsoft  are  also  possible  buyers,  since 
both  want  to  make  games  for  their  own  players. 
Viacom's  Carl  Folta  declined  comment. 


BusinessWeek  on  lin(> 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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SOUND  EXACTLY  THE  SAME 
OVER  A  SPEAKERPHONE 

Some  things  just  can't  be  communicated  over 
fiber  optic  cable.  A  Learjet®  or  Challenger" 
business  jet  from  Flexjet  enables  the  modern 
CEO  to  capitalize  on  the  kind  of  face-to-face 
interaction  that  moves  business  forward.  We 
offer   the    most    complete    range    of   latest 
technology  aircraft  available  today.  So  while 
there  may  be  other  options  to  Flexjet,  there 
can   only   be  one  choice.    Flexjet.   For  more 
information  on  the  many  affordable  benefits  of 
fractional  ownership  and  our  unprecedented 
level   of   personal  service   and    attention   to 
detail,  call  1-800-FLEXJET. 
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E-mail:  Caiicotattoosigaoi.com  (Mac) 

Website:  CalicoUSA.com 


Gifts 


Fine  Portraits  of  Homes, 
Businesses  &  Specialties 


Experienced  professionals  of  Pans 

Studios.  Gift  cerfiticates  available 

as  elegant  alternative  to  shopping, 

beautifully  customized  &  packaged, 

guaranteed  to  impress  business 

associates,  spouses  &  family. 

Info/Samples: 

www.parisstudios.blzland.com 


Education/Instruction 


Expand  your  horizons. 


London 

Business 
School 


@ 


COLUMBIA 
BUSINESS 
SCHOOL 


^  .:k  \ 


Earn  a  top-ranked  MBA  without 
interrupting  your  career. 


Columbia  and  London  Business  Schools  join  to  offer  the  20- 
month  EMBA-Global,  a  new  Executive  MBA  that  drives  managers 
on  a  unique  route  to  global  leadership.  Classes  start  May  2001  in 
New  York  and  London  on  a  convenient,  innovative  schedule. 

To  learn  more  about  Columbia's  entire  Executive  MBA  portfolio 
(EMBA-Global,  Friday/Saturday  and  Friday  Programs),  attend  an 
Open  House  and  visit  our  Web  site. 


Call  us  at  212-854-2211  or  visit  us  at  www.gsb.columbia.edu/emba 
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BusinessWeek  Investor 


STOCKS 


S&P  500 

Oct.    Apr.    Oct.    0ct.26-Nov.1 


1560 


1495 


1430 


1365 


■1460 


^1320 


1300 

COMMENTARY 

Despite  mixed  moods  and  volatility,  the 
market  ended  the  week  up.  Leading 
the  pack  was  the  Dow,  which  gained 
5.5%  for  the  week  as  investors  mostly 
poured  money  into  blue  chips  and  away 
from  tech  stocks.  The  S&P  500  came  in 
second,  gaining  4.1%  and  the  Nas- 
daq Composite  Index,  though  it  staged 
a  rally  on  Oct.  31,  gained  3.2%  for  the 
week,  finishing  last. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


Figures  of  the  Week 


U.S.  MARKETS 


Nov.  1 


%  change        _ 

Year  to    Last  12 

Week      date    months 


S&P  500  1421.2 

Dow  Jones  Industrials  10,899.5 

Nasdaq  Composite  3333.4 

S&P  MidCap  400  520.6 

S&P  SmallCap  600  215.5 

Wilshire  5000  13,252.6 

SECTORS 

Business  Week  50*  1135.5 
Business  Week  Info  Tech  100**    800.5 

S&P/BARRA  Growth  800.4 

S&P/BARRA  Value  636.0 

S&P  Energy  940.4 

S&P  Financials  159.3 

S&P  REIT  81.2 

S&P  Transportation  669.4 

S&P  Utilities  331.6 

GSTI  Internet  339.8 

PSE  Technology  964.3 


4.1 
5.5 
3.2 
5.2 
5.3 
4.1 


4.0 
3.5 
3.6 
4.5 
4.6 
4.3 
1.5 
11.9 
6.4 
4.9 
5.5 


-3.3 
-5.2 
-18.1 
17.1 
9.0 
-^.1 


5.0 

2.4 

12.3 

30.2 

21.7 

6.8 


-12.7 

2.3 

NA 

NA 

-9.8 

1.4 

4.2 

8.0 

12.7 

14.6 

19.8 

13.2 

10.4 

8.7 

12.1 

5.9 

45.9 

35.9 

-52.3 

-28.0 

-0.8 

44.8 

♦Mac.  19,  1999  =  1000 


*Feb.  7,2000=1000 
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GLOBAL  MARKETS 


Nov.  1      Week 


S&P  Euro  Plus  (U.S.  Dollar)        1386.7        6.4 


London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


6457.6 

6409.1 

7059.1 

14,872.4 

15,349.0 

9594.0 

6409.0 

Oct.  31 


1.4 
2.1 
4.6 
0.2 
1.9 
0.9 
6.8 

WH 


S&P  500  Dividend  Yield                     1.12%  l 

S&P  500  P/E  Ratio  (Traihng  12  mos.)    27.5  2 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*       22.9  2 

First  Call  Earnings  Revision*            -2.99%  -2 
*Flrst  Call  Corp. 

TECHNICAL  INDICATORS        Oct   31  Wk. 

S&P  500  200-day  average             1441.8  144: 

Stocks  above  200-day  average           53.0%  4' 

Options:  Put/call  ratio                      0.61  0. 

Insiders:  Vickers  Sell/buy  ratio           2.10  2 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Tobacco 

Engineering  &  Constr. 
Specialty  Appar.  Retailers 
Commercial  Services 
Forest  Products 


23.4 
19.2 
18.5 
18.0 
16.9 


Defense  Electronics 

HMOs 

Hospital  Management 

Drug  Chains 

Natural  Gas 


193.7 
71.7 
70.4 
63.9 
61.5 


WORST-PERFORMING     Last 

GROUPS  month  % 


Office  Equip.  &  Supplies 
Long-Oist.  Telecomms. 
Metal  &  Glass  Containers 
Gold  Mining 
Communications  Equip. 


-34.7 
-28.1 
-16.6 
-16.2 
-13.5 


Metal  &  Glass  Ci 
Long-Dist.  Telec 
Office  Equip.  &  !i 
Furnishings  &  A|ii 
Photography/I  m<ifi 


■  mutual  FUNDS 

Week  ending  Oct.  31 
■  S&P  500  ■  U.S.  Diversified  B  All  Equity 
4-week  total  return 


^ 


-2       -1       0 


Week  ending  Oct.  31 
■  S&P  500  I  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-v;/eek  total  return  % 

Leaders 

Miscellaneous  2.7 

Mid-cap  Value  2.0 

Large-cap  Value  1.9 

Small-cap  Value  0.5 

Laggards 

Japan  -9.8 

Diversified  Pacific/Asia  -8.1 

Pacific/Asia  ex-Japan  -7.2 

Natural  Resources  -6.0 


52-week  total  return 


Leaders 

Health 

Mid-cap  Growth 

Small-cap  Growth 

Technology 

Laggards 

Precious  Metals 

Japan 

Diversified  Pacific/Asia 

Pacific/Asia  ex-Japan 


83.7 
37.4 
36.6 
33.0 

-22.3 

-15.9 

-13.5 

-4.5 


EQUITY  FUNDS 

4-w/eek  total  return 


%      52-week  total  return 


Leaders 

Smith  Barney  Telec.  Income    15.8 


%       4         8       12       16       20       24 
Data:  Standard  &  Poor's 


Fifth  Third  Quality  Gr.  A 

Fidelity  Select  Paper 

Kayne  Anderson  Small  Cap 

Laggards 

Warburg  Pincus  Jap.  Sm.  Co. 

Jacob  Internet 

Grand  Prix  A 

Pilgrim  Sm.  Cap  Asia  Gr.  A 


10.9 
10.6 
10.2 

-19.2 
-16.6 
-14.3 
-14.2 


Leaders 

Dresdner  RCM  Biotech.  N  222.0 

Munder  Fram.  HIthcare.  B  198.8 

Franklin  Biotech.  Disc.  A  168.7 

Schroder  Cap.  Mic.  Cap  Inv.  1 53.3 
Laggards 

ProFunds  Ultrashort  OTC  -67.1 

Apex  Mid  Cap  Growth  -50.4 

Warburg  Pincus  Jap.  Sm.  Co.  -42.4 

Midas  -40.0 


INTEREST  RATES 


KEY  RATES 


Nov.  1    Week 


MONEY  MARKET  FUNDS 


6.14%       6.14 


90-DAY  TREASURY  BILLS 


6.36 


6.3S 


1-YEAR  TREASURY  BILLS 


6.16 


5.97 


10-YEAR  TREASURY  NOTES 


5.74 


5.63 


30-YEAR  TREASURY  BONDS 


5.78 


5.71 


30-YEAR  FIXED  MORTGAGEt       7.76  7.6S 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT! 

Taxable  equivalent  yields  on  AAA-rated,  tax-exet 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
TAXABLE  EOUIVALENT 


4.74% 
6.87 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.89 
7.09 


» 


I  THE  WEEK  AHEAD 


INSTALLMENT  CREDIT  Tuesday,  Nov.  7,  3 
p.m.  EST>-  Consumers  probably  borrowed 
$9.5  billion  more  in  credit  than  they 
paid  off  in  September.  That's  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  MMS,  a  division  of  The  Mc- 
Graw-Hill Companies.  The  use  of  install- 
ment credit  has  accelerated  sharply  in 
2000.  So  far  this  year,  debt  increases 
have  averaged  $11.5  billion  per  month, 
compared  with  a  $7.7  billion  average  for 
all  of  1999.  Despite  the  sideways  move- 
ment in  the  stock  market  and  some  slow- 


down in  job  growth,  consumers  feel  opti- 
mistic enough  about  their  individual  fi- 
nancial circumstances  to  continue  using 
credit  for  purchases. 

EXPORT-IMPORT  PRICES  Wednesday,  Nov.  8, 
8:30  a.m.  est>  Prices  of  merchandise 
exports  likely  increased  0.3%  in  October, 
after  a  0.5%  advance  in  September. 
Meanwhile,  another  jump  in  oil  prices 
means  that  total  import  prices  probably 
jumped  0.7%  last  month  after  a  1.5% 
surge  in  September. 


PRODUCER  PRICE  INDEX  Thursday 
8:30  a.m.  est>  The  s&p  mms  r 
forecast  expects  that  the  prodi 
index  for  finished  goods  rose  0 
October.  That  would  follow  a  0 
in  September,  the  result  of  she 
er  energy  prices  and  some  ace 
car  prices.  Excluding  food  and 
the  core  ppi  likely  edged  up  ju; 
last  month,  after  a  0.3%  gain 
ber.  Thanks  to  energy,  yearly  ii 
all  finished  goods  is  up  to  over 
the  core  rate  remains  a  very  m 
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fSINESS  WEEK  FIFTY 


The 

Business 

Week 


5) 


I  well  this  week  mostly  due  to  positive  earnings  in  several  tech  companies.  Biggest  winner:  Lex- 
i\,  which  rose  29.1%  after  beating  third-quarter  estimates  and  announcing  a  restructuring  plan. 
id  Tellabs  also  came  in  strong  after  beating  estimates.  Biggest  loser:  Amgen,  which  tanked  12.0% 
sales  projections  for  two  leading  drugs. 


COIMPANY 

%  change 

Since 
Week     3/1/00 


PERFORMANCE 


Rank      Company 


%  change 

Since 
Week     3/1/00 


13.7 
8.5 
3.0 

-8.7 


-23.3 

-8.4 

-20.8 

-12.2 


26 

Intel 

8.6 

-22.5 

27 

Tribune 

1.4 

-2.8 

28 

Xilinx 

9.2 

-9.7 

29 

Enron 

9.4 

20.7 

ns 

iley  Dean  Witter 

nologies 

ichnology 

stems 

»wab 


1.1 

14.8 

1.2 

4.0 

13.7 


54.2 

-78.1 

5.1 

-49.0 

-64.4 


30  Lexmark  International  29.1  -64.3 

31  Omnicom  Group  6.2  -4.1 

32  America  Online  10.6  -8.8 

33  Guidant  -4.9  -22.6 

34  MBNA  2.8  65.9 


14.8 
-2.5 
6.8 
11.9 
14.8 


14.6 

8.1 

-45.6 

12.1 
-20.8 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 


-3.2 
-7.5 
6.1 
9.1 
3.2 


36.5 
23.2 
-27.0 
33.7 
66.1 


er 

17.6 

-29.2 

22.2 

-5.4 

liance 

-10.2 

15.6 

5.5 

12.0 

-12.0 

-7.2 

14.5 

-63.4 

trials 

5.1 

-44.5 

tional 
sociates 


5.3 
11.8 
15.5 
-6.5 


55.7 
-51.6 

-9.5 
-55.8 


40  Texas  Instruments  9.7  -43.1 

41  Capital  One  Financial  2.6  64.0 

42  General  Electric  2.8  24.3 

43  Kansas  City  Southern  Industries    0.7  87.8 

44  Wal-Mart  Stores  1.6  -4.7 

45  Paccar  7.7  -0.8 

46  PE  Biosystems  Group  28.7  16.0 

47  Merck  2.8  49.6 

48  Adobe  Systems  14.4  53.9 

49  Reliant  Energy  2.8  104.3 

50  Citigroup  2.1  33.5 


DUCTION  INDEX 

Change  >from!lBSt  week:  -ffl.l^ 
'lihange  from  last  year:  13!6% 


The  index  is  a  4-week 
moving  average 


Feb. 
2000 


June 
2000 


Oct. 
2000 


idex  slipped  again  in  the  latest  week 
:tor  remains  the  weakest  part  of  a 
Before  calculation  of  the  four-week 
le  index  dropped  to  176.7  from  177.0. 
the  seasonally  adjusted  output  of  steel 
er  sharply.  Production  of  trucks,  coal, 
d  lumber  also  declined,  as  did  rail- 
ide-oil  refining  was  the  only  industry 
increase. 

f  the  index  components  is  at  www.business- 
lon  index  Copyright  2000  by  The  McGraw-Hill 


■  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus;  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar- 
ket coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  •  •nline 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


"THE  LinLE 
BUSINESS  THAT 
COUHD..." 
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INATION 


KENN  VISELMAN 

ciiiiiiiiiii,  t>»*y>*r< 


Marketing  visionary  and 

chairman  of  The  itsy  bitsy 

Entertainment  Company, 

Kenn  Viselman,  shares  the 

secrets  of  his  success  in 

Eight  Giant  Steps  to 

Global  Domination. 

From  Teletubbies  to  Eloise, 
Viselman 's  empire  boasts  some 
of  the  most  recognizable  and 
successful  names  in  the  enter- 
tainment industry.  Now  for  the 
first  time,  Kenn  reveals  the 
unique  marketing  strategies 
behind  itsy  bitsy,  and  provides 
eight  concise  lessons  to  gain 
control  in  this  out-of-control 
business  world. 


Available  Everywhere  Books 
and  eBooks  Are  Sold 

Visit  us  at 
www.ebooks.mcgraw-hlll.com 


A  Division  of  The  McGnavHiU  Companies 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  IVlost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  (OIS)  92 

Adams  HarknessS  Hill  14 

Advanced  Micro  Devices 

(AMD)  116, 208 
Aetna  (AET)  66, 230 
Alcan  Aluminium  (AL)  38 
all.com  106 
Alusuisse  (AL)  38 
Amazon.com  (AMZN)  14, 46, 

62,112,132,208 
Amdahl  70 
American  Airlines  (AMR) 

180, 192 
America  Online  (AOL)  14, 

35,38,46,50,69,104, 

132,140,144,146,180 
AmeriTrade(AMTD)140 
Aon  Consulting  Worldwide 

214 
Apple  Computer  (AAPL)  106, 

114,208 
Ariba  (ARBA)  208 
Arthur  Andersen  196 
AT&T  (1)34,54,60, 104, 

132,140,171,208 
AT&TWireless(AWE)66 
Audiofina  46 

B 


Bank  One  (ONE)  78 
Barnes  &  Noble  (BKS)  46 
BellSouth  (BLS)  54, 171 
Belo  (A.H,)  (BLC)  92 
Berkshire  Hathaway  (BRK.A) 

66 
Bernstein  (Sanford  C.)  14, 

46 

Bertelsmann  46, 50, 52 
Best  Buy  (BBY)  116 
BET  Holdings  66, 192 
BeVocal  146 
Big  Planet  112 
BioCryst(BCRX)152 
Black  Entertainment 

Television  192 
BMG  Entertainment  50 
Boeing  (BA)  38 
bol.com  46 
Bridgestone/Firestone  20, 

203 

BroadVision  (BVSN)  14 
B2BWorks  56 


Capital  Across  America  56 
Caterpillar  (CAT)  157 
CBS  (VIA)  92, 216 
CCH  208 

Cell  Pathways  (CLPA)  152 
Centerpost  20 
Chevron  (CHV)  38 
Ciena  (CiEN)  140 
Cisco  Systems  (CSCO)  171, 
208,219 
CNET  Networks  (CNET)  140 


CNGU  66 

Coca-Cola  (KO)  230 
Commerce  One  (CMRC)  208 
Compaq  Computer  (CPQ) 

35,60,112,116 
Connectics(CNCT)152 
Continental  Airtines  (CALA) 

192 
Cox  Broadcasting  (COX)  92 

D 


DaimlerChrysler  (DCX)  14, 
38, 72, 208 

Delaware  Tax  Efficient 

Equity  Fund  (DVXAX)  208 
Dell  Computer  (DELL)  106, 

116,171,208 
Deloitte&Touche20, 196 
Delphi  Automotive  (DPH) 

203 
Delta  Air  Lines  (DAL)  180, 

192 

Deutsche  Bank  (DBK)  72 
DoCoMo  (NTT)  66 
Dow  Chemical  (DOW)  208 
DuPont  (DD)  208 


EarthLink125 
Eaton  Vance  (EV)  219 
eBay  (EBAY)  62, 132, 171 
EchoStar  (DISH)  92 
Econoday.com  210 
Eddie  Bauer  203 
Electronic  Arts  (ERTS)  223 
Ell  Lilly  (LLY)  152 
EMC  (EMC)  171 
EMI  Group  46 
Emmis  Communications 
(EMMS)  92 
Ericsson  (ERICY)  132 
Ernst  &  Young  196 
ESPN  (DIS)  92 
E*Trade  Group  (EGRP)  132 
EXPcom  106 
Expertcity.com  106 
Exxon  Mobil  (XOM)  38 


Fannie  Mae  64 
FedEx  (FDX)  171 
Fiat  (FIA)  223 
Fidelity  Investments  125, 

140,219 

First  Union  (FTU)  66 
Ford  (F)  20, 58, 66, 72, 78, 

203, 223 
Forrester  Research  (FORR) 

132 

Fox  Entertainment  (FOX)  92 
Freddie  Mac  (FWG)  171 
Fujitsu  70 

G 


GartnerGroup138 
Gateway(GM)106, 110, 
116,208 


General  Electric  (GE)  38 
General  Motors  (GM)  58, 66, 
78,125,157,203,208 

Geocast  Network  Systems 

92 

Gifts.com  16 
Gilead  (GILD)  152 
Gillette  (G)  230 
Glaxo  Wellcome  (GLX)  152 
Global  Steel  Exchange  20 
Goldman  Sachs  (GS)  171, 

180,216 

H 


Handspring  (HAND)  35, 125, 
132 

Hearst-Argyle  Television 

(HTV)  92 

Heidrick  &  Struggles  60 
Herdollar.com  216 
Hewlett-Packard  (HWP)  69, 

106,116,125 
HeyAnita  146 
Hitachi  (HIT)  70 
Holly  Marine  Towing  56 
Home  Depot  (HD)  208 
Honda  (HMC)  58,  78 
Honeywell  (HON)  38 
Host  Marriott  (HMT)  54 
Hydro  Environmental 

Technologies  56 
Hyundai  74 

i 


IBIast  Networks  92 
IBM  (IBM)  60, 106, 116, 

125,140,171 
lnfoUSA(IUSA)132 
ING  Barings  (ING)  66 
Integra  (lART)  152 
Intel  (INTO  54, 69, 171, 

208,219 

International  Data  56 
Internet  Holders  Trust  (HHH) 

208 
Internet  Security  Systems 

(ISSX)  62 
inVisol6 
Isuzu  58 


Jacob  International  Fund  14 

JanSport  203 

Jardine  Fleming  Securities 

70 
JDS  Uniphase  (JDSU)  34, 

208 

Johnson  Controls  (JCI)  203 
J.P  Morgan  Tax-Aware  U.S. 

Equity  Fund  (JPTAX)  208 
Jupiter  Media  Metrix  (JMXI) 

132, 146 

K 


Kmart  (KM)  171 
KPMG20,196 


Lear  (LEA)  203 

Lehman  Brothers  (LEH)  14, 

54 

Levi  Strauss  138 
Liberty  Bank  56 
Libra  Motor  Express  140 
Lucent  Technologies  (LU) 

60, 208, 230 
M 


Macromedia  (MACR)  14 
Madison  Benefits  Group  214 
Major  League  Baseball  92 
McDonald's  (MCD)  208 
McDonnell  Douglas  (BA)  38 
McGraw-Hill  (MNP)  92, 226 
McKinsey  60 
Merck  (MRK)  38, 152 
Merrill  Lynch  (MER)  14, 58, 

72, 208 
Metricom  122 
Micron  Electronics  (MUEI) 

106 
Microsoft  (MSFT)  35, 46, 62, 

64,69,106,112,114, 

122,125,140,144,171, 

180,208,223 
Midas  (MDS)  223 
Midway  Games  (MW/Y)  223 
Miller  (Herman)  (MLHR)  78 
Minstrel  125 

Mitsubishi  Electric  70, 140 
Mitsubishi  Motors  72 
Morgan  Stanley  Dean  Witter 

(MWD)14,42,46,54 
Motorola  (MOT)  132,  203 

N 


NameZero.com  178 
Napster  46,  50, 52, 69 

National  Semiconductor 

(NSM)  208 
NBC  (GE)  92 
NEC  (NIPNY)  70 
NetPD  52 

Netpliance(NPLI)35,112 
Netscape  (AOL)  35 
NetVision  74 
Newell  Rubbermaid  (NWL) 
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Global  marketing  from  a  12-inch  screen. 
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Editorials 


WHY  CEO  CHURN  IS  HEALTHY 


They're  flying  out  of  the  corner  office  like  quail  being 
flushed  out  of  cover.  Only,  in  this  case,  the  hunters  are 
angry  boards  of  directors  turning  their  sights  on  CEOs  who 
aren't  fast  or  agile  enough  in  today's  competitive  environment. 
Lucent,  Xerox,  Gillette,  Procter  &  Gamble,  Coca-Cola,  and 
Aetna  have  all  thrown  out  their  CEOs  within  the  past  12 
months.  And  it's  getting  worse.  All  told,  103  chief  executive 
officers  left  their  jobs  in  September,  according  to  Challenger, 
Gray  &  Christmas  Inc.  This  is  more  than  twice  the  rate  of  a 
year  earlier.  The  job  tenure  of  top  executives  is  approaching 
half  what  it  was  in  the  '80s.  G.  Richard  Thoman  barely  had  a 
year  at  Xerox,  and  M.  Douglas  Ivester  and  Durk  Jager  had 
less  than  two  at  Coke  and  P&G,  respectively.  Corporations  are 
experiencing  a  new  phenomenon — serial  CEOs.  There's  talk  of 
a  shortage  of  talent  for  the  top.  We  don't  buy  it. 

Begin  with  the  hype.  Ironically,  in  an  era  obsessed  with 
teamwork  and  horizontal  organization,  the  CEO  is  still  por- 
trayed as  a  Lone  Ranger,  able  to  ride  into  any  corporation, 
shake  it  up,  and  send  it  on  its  way.  Headhunters,  board 
members,  and  even  some  executives  portray  CEOs  as  larger- 
than-life  heros  able  to  single-handedly  transform  Old  Econo- 
my laggards  into  zippy  New  Economy  high-performers. 

The  truth  is  something  less.  Many  CEOs  are  barely  in  con- 
trol of  their  companies'  fate,  much  less  their  own.  They  may 
be  leading  the  charge  into  the  Information  Era,  but  they  are 
also  being  carried  along  with  it  and,  at  times,  consumed  by  it. 
In  the  soon-to-be-published  The  Mind  of  the  CEO,  Yale  School 


of  Management  dean  (and  BUSINESS  WEEK  columni  I 
frey  E.  Garten  says  that  it  is  increasingly  difficiilt  for 
digest  the  flood  of  information  out  there,  measure  t: 
adequately,  and  make  the  right  choices. 

Take  the  issue  of  competition.  In  the  1980s  it  cai 
one  basic  source — Japanese  companies  who  had  a 
manufacturing,  inventory,  and  quality-control  cap; 
American  CEOs  could  examine  the  threat,  understam 
adapt.  Very  well,  as  it  turned  out.  But  today,  Gartett 
out,  competition  is  for  new  products  and  new  market 
are  in  transition  and  often  defined  by  technologies  tfe 
ever-changing.  Business  models  come  and  go.  The  ^ 
change  is  faster,  global  integration  is  deeper,  and  the 
and  complexity  of  partnerships  that  have  to  be 
greater  than  ever  before.  U.S.  companies  are  not 
play  catch-up;  they  are  pioneering,  so  there  are  no  mi 
watch.  CEOS  feel  that  navigating  in  this  environment 
ly  risky  and  often  treacherous,  according  to  Garten 

Many  fail,  but  not  simply  because  there  are  too  fe 
execs,  as  headhunters  would  have  us  believe.  In  the  tr  i 
to  the  New  Economy,  it  may  be  that  CEOs  can  reasor  d 
expected  to  manage  only  a  portion  of  the  change  befc 
fall  victim  to  an  unexpected  trend  or  are  overwhelme  1^ 
adequate  execution.  A  series  of  CEOs  may  be  nee 
many  corporations  before  they  cross  over  to  the  21s 
ry — or  fail  trying.  If  that's  true,  so  be  it.  No  one  said 
destruction  was  easy,  even  on  CEOs. 


t   I 


THE  WISDOM  OF  ALAN  GREENSPAN 


As  the  nation  goes  to  the  polls,  it  may  be  instructive  to 
listen  to  the  most  powerful  nonelected  official  America 
has — the  chairman  of  the  Federal  Reserve,  Alan  Greenspan. 
In  a  recent  speech  at  the  libertarian  Cato  Institute  in  Wash- 
ington, Greenspan  reminded  everyone  that  most  of  the  pros- 
perity of  recent  years  is  due  to  two  things — a  "once  or  tvdce- 
in-a-century  surge  in  technology"  and  a  political  consensus 
that  transformed  a  huge  budget  deficit  into  a  surplus.  This 
surplus,  in  turn,  "helped  fill  the  pool  of  saving  that  has  fed 
productivity-enhancing  and  cost-reducing  capital  formation." 
The  Fed  recognized  these  dramatic  developments  and  al- 
tered U.  S.  monetary  policy  accordingly. 

That's  history.  Looking  ahead,  Greenspan  appears  wor- 
ried that  accelerating  productivity  and  growing  fiscal  surpluses 
cannot  persist  forever.  But  he  is  less  concerned  about  pro- 
ductivity. This  is  important  because  the  economy  is  clearly 
slowing  down,  and  capital  spending  is  off  from  its  recent 
highs.  In  the  third  quarter,  capital  spending  rose  at  a  6.9%  an- 
nual rate,  less  than  expected  and  sharply  lower  than  the 
14.6%  rate  of  the  previous  quarter.  Yet  despite  cyclical  ups 
and  downs,  Greenspan  doesn't  see  "any  credible  evidence 


that  the  rate  of  structural  productivity  grovii;h  has  stoj 
creasing."  Given  the  ability  to  boost  productivity 
high  technology,  he  doesn't  think  corporations  will  tr 
capital  spending  all  that  much. 

What  really  worries  Greenspan  is  the  erosion  in  tl] 
ical  consensus  supporting  the  budget  surplus.  These 
es  were  crucial  in  boosting  national  saving,  keeping 
of  capital  low,  and  quickening  the  pace  of  productivity  I 
Without  saying  so,  Greenspan  is  wagging  his  finge 
current  Congress  for  a  spending  binge  certain  to  use 
nificant  portion  of  the  surplus  in  years  ahead.  Plans 
tax  cuts  and  new  entitlement  programs  by  the  Pres 
candidates  may  well  erase  the  surplus. 

This  would,  of  course,  force  the  Fed  to  tighter 
monetary  policy.  And  that,  in  turn,  could  seriously 
capital  flow  financing  productivity  grovii:h.  The  cyclic? 
capital  spending  that  the  U.  S.  is  experiencing  today 
followed  by  a  more  permanent  decline  in  investm 
economic  growth.  The  subtext  of  the  Greenspan  s 
don't  take  prosperity  for  granted.  We  don't.  And 
should  you. 
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That's  the  thing  about  extraordinary  ideas. 
They  rarely  turn  up  in  ordinary  places. 

By  comparing  innovative  ideas  from  all  over  the  globe,  we  can 

differentiate  prodigy  startups  from  tepid  knock-offs. 

It's  comparative  selection,  and  it's  like  no  seed  stage  strategy  on  earth. 

www.redleaf.com 


Lending  leadership 
for  business  leadership. 


''Good  rates  can  make  you  competitive,  but  to  be  a  leader  for 
over  90  years  you  've  got  to  have  specialized  knowledge  and 
experience.  We  give  our  customers  more  than  a  good  deal, 

we  provide  the  means  to  succeed.  "  AlbenR.  camper  jr.,  ceo,  XheCIX  Group,  inc. 
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VEHICLE  SKID  CONTROL*  A  slick  road.  A  blind  curve.  And  in  a  split  second,  the  Laws  of  PH  ,^ 
Vehicle  Skid  Control  (VSC)  kicks  in.  Sensors  monitor  wheel  speed,  acceleration  and  deceleri  ^ 
to  throttle  down.  And  you  breathe  a  sigh  of  relief  as  the  curve  is  safely  behind  you.  Avalon,  with  ij^ 


•Available  on  XLS  model  only  "Claim  based  on  five-star  rating  in  the  medium  passenger  car  category  for  the  rear-seat  passenger  in  a  side  impact,  in  test  conducto 


t  ..^, 


-.n  you.  Your  stomach  drops,  your  heart  races,  time  stands  still.  But  in  that  same  split  second, 

■tly.  brakes  pulse  at  rapid-fire  speed  to  help  prevent  wheel  lock-up.  Signals  command  the  engine 

five-star  government  crash-test  rating.'^  So  much  for  physics.  ® TOYOTA AVALON 


Highway  Traffic  Safety  Administration.  January  2000.  www.toyota.com  •  l-800-go-toyota  (g2000  Toyota  Motor 


Sales.  U.S.A..  Inc.  Buckle  Up!  Do  it  for  those  who  love  you. 
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Whether  your  work  is  splitting  atoms  or  splitting  hairs,  nothing  pushes  the  envelope  on  organizati 
like  FileMaker*  Pro  5.  A  refreshingly  intuitive  application  that's  a  paradigm  of  ease  and  simplic 
With  its  instantly  familiar  interface,  you  can  quickly  handcraft  a  database  to  the  precise  needs 
your  workgroup,  as  you  alone  know  them  best.  Wlii(;li  means  you  c^an  basically  clone  your  mil 

'02000  FileMaker,  Inc.  All  riiflih  rexmml.  FileMaker  is  a  trademark  iif  FileMaker.  Inc.,  refihlereil  in  llie  US.  anil  iillier  raunlrie.\  The  file  fnhler  loffo  anil  'V  Inn's  \oiii  innhlenif 
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icromanaging  projects  to  their  heart's  content.  And  with  nifty  features  like  Instant        j 
eb  PubUshing,  your  customers  around  the  world  will  be  wowed  by  your  efficiency, 
tid  inspired  by  your  intelligence.  Visit  www.filemaker.com.  What's  your  problem? " 

iemorks  of  FileMaker,  inc.  The  persons  nnd  companies  listed  in  the  example  are  purely  ftiUiious.  and  any  resemblanre  ti>  exi.slinfi  persons  and  compantes  is  purely  coincidental. 


STSN'  is  Marriott's  preferred  provider  of  high-speed  Internet  access. 
©2000  Marriott  International,  Inc. 


land,  unless  she  wants  to  be 

■  new  high-speed  Internet  service  powered  by  AT&T? 


Stay  in  touch.  (47  e-mails  since  breakfast.) 
Stay  on  top  of  things.  (100  shares  at  22.) 
Stay  in  love.  (Miss  you,  too.) 
With  so  much  on  your  mind,  it  helps  to   -^ 

have  Marriott,  Renaissance  and  AT&T 

do  a  little  thinking  for  you. 
Like  making  all  those  connections 

easier  and  50  times  faster. 
All  from  the  comfort  of  your  room.* 
So,  you'll  have  time  to  think  about 

the  one  thing  you  never  consider:  you. 
For  more  information  and  reservations  visit 
marriott.com  or  call  your  travel  agent  or  1-800-228-9290. 
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Pamela  Gouws 

Fidelity  Investments 
Representative 


We're  calling  for  no  other  reason  than  to  say 
thank  you. 

That's  a  wonderful  reason  to  call.  Thank  you. 

My  wife  and  I  are  truly  enjoying  our  retirement 
and  want  to  thank  you  for  your  wonderful 
assistance  throughout  the  years. 

Well... that  makes  me  feel  great.  And  I'll  pass 
that  message  along  to  everyone  here. 

Especially  a  Mr.  David  Coyne.  Is  he  still  with 
the  company? 

Oh,  yes.  David's  been  with  us  for  close  to 
30  years. 

Well,  he's  a  gem.  He  really  is.  He's  the  one  that 
got  us  started. 

He's  a  very  good  man. 

And  Mr.  Peter  Lynch.  We  followed  his  principles 
faithfully. 

Many  people  have.  But  not  everyone  calls. 

Well,  I  just  want  you  to  know  that  we  feel 
very  fortunate. 

Thank  you. 

No.  Thank  you! 


Fideliiy 


Invesimenis* 


1-800-FIDELITY    Fldelity.com 


Dramatization,  may  not  be  representative  of  the  experience  of  actual  customers.  Investment  returns  may  vary. 
Fidelity  Brokerage  Services.  Member  NYSE,  SIPC.  1 1 2262 
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NAPSTER'S  A  GOOD 
THING.  HONEST 

THE    GERMAN    MEDIA    GIANT 

Bertelsmann  is  moving  fast 
to  build  on  its  alliance  with 
the  music  file-sharing  rebels 
at  Napster.  On  Nov.  8,  Ber- 
telsmann— which  owns  No.  3 
recording  outfit  bmg  Enter- 
tainment— began  talking  vdth 
other  major  music  companies 
in  New  York.  It  wants  them 
to  unite  in  order  to  market 
music   and   other   forms   of 


UNITER?  entertain- 

Middelhoff  ment  to 
Napster's 
40  miUion  users.  If  they 
agree,  Napster  could 
emerge  as  the  technical 
standard  for  online 
entertainment. 

But  Bertelsmann  in- 
siders point  to  several 
sticking  points.  These  in- 
clude Napster's  user 
fees,  the  earnings  that 
record  companies  and 
artists  will  see  from  the 
arrangement,  and  the  indus- 
try's hostility  toward  Nap- 
ster, which  is  widely  viewed 
as  a  copyright-infringement 
scheme.  Even  some  of  Ber- 
telsmann's execs  are  miffed, 
though  the  company  says  the 
recent  resignations  of  bmg's 
president  and  chairman 
weren't  related  to  the  Nap- 
ster issue.  CEO  Thomas 
Middelhoff  thinks  he  can 
unite  the  music  companies. 
He  was  already  calling  them 
hours  before  announcing  the 
Napster  deal.       Jack  Ewing 


THE  LIST   BUSY  AT  THE  BIJOU 


A  trio  of  scantily  clad  Charlie's  Angels 
pulled  in  $40.5  million  over  the  movie's 
Nov.  3-5  opening  weekend.  That  is  a  box- 
office  record  for  nonsummer    guy  THING: 
openings.  But  the  strongest      M:I-2 
w/eekend  grosses  in  the  past 


five  years  still  come  from  summer  block- 
busters, w/hich  are  usually  male-dominated 
action  or  sci-fi  flicks. 

TOP  WEEKEND  OPENERS 

THE  LOST  WORLD: 


JURASSIC  PARK 

May,  1997      ; 

1^  $72.1  mil. 

MISSION:  IMPOSSIBLE-2 

May,  2000   ^ 

f^   $70.8  mil. 

STAR  WARS: 

THE  PHANTOM  MENACE 

May,  1999      / 

W  $64.8  mil. 

AUSTIN  POWERS: 

THE  SPY  WHO  SHAGGED  ME 

June,  1999 

^  $54.9  mil. 

X-MEN 

July,  2000     A 

W  $54.5  mil. 

BATMAN  FOREVER 

June,  1995     ' 

^     $52.8  mil. 

MEN  IN  BLACK 

July,  1997      / 

^  $51.1  mil. 

INDEPENDENCE  DAY 

July,  1996    ^j 

V     $50.2  mil. 

DATA,  EXHIBITOR  RELATIONS  CO. 


TALK  SHOW  "If  we  say  somebody'.s  carried  the  state,  yoij| 
can  take  that  to  the  bank.  Book  it!"  I 

— Anchorman  Dan  Rather,  before  CBS  reversed  a  call  on  electio 
night  that  George  W.  Bush  had  carried  Florida 


SPLITSVILLE 

A  SITE  FOR 
SORE  DIVORCEES 

THREE  YEARS  AFTER  HER 

bitter,  high-profile  divorce,  in 
which  she  sought  half  the  es- 
timated   $100    million    net 
worth  of  hubby  Gary 
Wendt — then  chief  of 
GE  Capital — Lorna 
Wendt  has  moved 
her  crusade  for 
spousal     equity 
from  the  courts 
to  the  Web. 

Wendt's  1997 
divorce  sparked  na- 
tional debate  on  the 
value  women  bring  to 
executive  marriages.  She  re- 
ceived a  $20  million  settlement, 
and  has  spent  $2  million  of 
that  on  the  nonprofit  Institute 
for  Equality  in  Marriage, 
which  aims  to  help  people 
achieve  just  that.  On  Nov.  1, 
lEM  launched  its  new  Web  site, 
equalityinmarriage.org.  The 
site  has  info  on  living  together, 


prenups,  divorce  law,  and 
ituality.  One  of  the  odder 
of  advice:  "Establish  a  lovf 
count  and  make  regular 
posits,   positive   experiei 
that  provide  your  mate  en( 
and  security."  The  site's 
tors,    not    surprisingly, 
mostly    women,    many 
whose  marriages 
unraveling. 
The    site 
mentions  Wei 
s  e  1 1 1  e  m  e 

THE  WENDTS 

Still  sparrin 


which  is  still 
appeal.  Wendt, 
was  on  vacation 
unavailable   for  comm 
wants  more  money.  Ex( 
five   Director   Ellen   S; 
says  iem's  approach  co\ 
"not  just  the  financial  an( 
gal        issues        but 
the  emotional,  spiritual, 
self-esteem    ones."    Th 
good.   But  the  money 
helps.  Diane  Br 


CORPORATE  COUPLINGS 

THETURBOGHARGED 
SNEAKER 

THE  AUTOMOBILE  DESIGN 
studio  that  developed  the  hot- 
selling  Audi  TT  sports  car 
now  brings  you  a  tread  of  a 
different  flavor:  Los  Angeles 
Lakers  superstar  Kobe 
Bryant's  new  shoes. 

The  folks  at  Adidas,  maker 
of  the  Kobe,  were  looking 
for  a  non- 
traditional 
sneaker  de- 
sign in  1999.  »_  ^^ 
They  spotted  HiAl^  '\ 
their  inspira- 
tion in  the  TT,  asked  the  car- 
maker for  help — and  got  it. 
Audi  doesn't  mention  any  of 
that  in  its  TT  marketing.  It 
shuns  endorsements  featur- 
ing jocks,  whose  hijinks  could 
generate  bad  publicity.  But 
Audi  is  still  getting  market- 
ing mileage  from  the  deal. 
Adidas  will  spend  $10  million 


to  promote  the  new 
shoes,  including  a  Web 
heavy  with  Audi  referen 
The  TT  is  also  shown 
Kobe  Bryant  poster  give 
every  buyer  of  the  shoes 
If  Bryant  seems  to  so; 
bit  easier  in  his  new  footw 


VROOM!     ^ 

Audi  TT,  ^^ 

Lakers         ^^k  ^^ 

superstar      ^^L    ^^^ 

^- ^^^ 


maybe  he  should 
thank  Audi,  not 
Adidas.  Why?  Ear- 
ly on,  the  TT 
coupe  was  recalled. 
Seems  that  at 
high  speeds  the  aw 
would  rise  off  thi' 
pavement.  ^■ij' 

Jeff  Green      *    ^  '^ 


^^ 
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er    than     any    traditional     method.     And     we'll     demonstrate     how     it     helps     you     deliver     your 

ducts  to  market  faster.   In  return  for  your  time,  we'll  give  you  an  extraordinary  chance  to  win  a        /\CL  IV^?  i^fO  I  ^?CT' 

l-performance  Porsche®  91 1™  Carrera®  worth  $82,290  (MSRP).  Visit  www.frametech.com/AA 

;all  888.311.9138  to  schedule  your  private  product  presentation.   You   nnust  complete  your  live  demo 

ire  November  30,  2000  to  enter  the  sweepstakes.  Contact  us  now — ^your  commute  may  never  be  the  same  again! 


AMEWORK 


:E  PROIEaS  VIRTUALLY  ANYWHERE," 


Sweepstakes  available  only  to  program  managers  and  above  in  selected  manufacturing  companies.  You  must 
complete  a  live  presentation/demo  by  Nov.  30.  2000  to  qualify  No  purchase  nocessary.  Void  in  Flonda- 
View  complete  rules  at  wvwv  frametech  com/rules  PORSCHE  and  CARRERA  are  registered  trademaries. 
911  IS  a  trademark,  and  the  distinctive  shapes  of  PORSCHE  auUirnobiles  are  trade  dress  of  Or  Ing.  he. 
F  Porsche  AG  Used  with  permission  of  Porsche  Cars  NorWi  AiTinnca.  Inc  Porsche  Cars  North  Amenca, 
Inc.  and  Dr.   Ing.  he.  F   Porsche  AG  are  not  affiliated  or  associated  with  this  contest  in  any  way. 

©20Q0  Framework  Technologies  Corporation    AH  rights  rRsnrvwd  aa 
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ZEN  AND  NOW 

THIS  IRON  LUNG' 
IS  A  BATHING  BEAUTY 

TOO  TIRED — OR  TOO  LAZY — ^TO 

take  a  bath?  Then  let  some- 
one else,  or  something  else, 
do  it  for  you.  After  two  years 
of  development,  Avant,  a 
cosmetics  company  in  Kyoto, 
Japan,  has  introduced  what 
it  calls  the  world's  first  body- 
washing  machine,  the  Sante 
Lubain  999. 

Santes  are  marketed  main- 
ly for  women,  who  use  them 


SPA  TREAT:  in  salons  that 
Cleansing  also  serve  tea, 
give  massages, 
and  offer  other  spa-like  de- 
lights. The  customer  hes  in  a 
bullet-shaped  capsule  resem- 
bling an  old  iron  lung.  Rollers 
inside  gently  sway  her  back 
and  forth  to  the  sounds  of 
New  Age  music,  while  she 
gets  a  shower,  a  warm  rinse, 
a  short  sauna,  and  a  lotion 
and  perfume  spray.  Cost:  $14 
for  a  20-minute  treatment. 
And  Avant  vdll  introduce  a 
shampoo  function  in  2001.  The 
company  operates  20  machines 
at  three  salons,  including  a 
much-visited  site  in  Tokyo's 
plush  Ginza  district. 

Pending  government  O.K., 
Avant  also  seeks  to  benefit 
from  Japan's  aging  populace 
by  selling  the  $167,000  ma- 
chines to  old-age  homes  and 
hospitals,  says  Managing  Di- 
rector Takao  Masuda.  Sorry, 
America.  There  are  no  plans 
right  now  for  sales  in  the 
U.S.  Tomoko  Takahashi 


DEEP  THINKERS 

UNEASY  LIES 
THE  HEAD... 


PITY  POOR  MICHAEL  CAPELLAS, 

CEO  of  Compaq  Computer. 
He  has  reinvigorated  the 
largest  PC  company  in  the 
world  and  is  worth  millions. 
But  he  still  can't  find  ]><'-dcc 


CAPELLAS:  Woes  of  a  CEO 

and  quiet  when  he  wants  it. 
Recently,  Capellas  lectured 
a  class  of  students  at  the 
largely  poor  and  Latino 
Robert  E.  Lee  High  School 
in  Houston,  at  the  invitation 
of   Teach    For    America,    a 


nonprofit  outfit  that  seeks  out 
college  grads  for  teaching 
stints  at  public  schools  in 
poor  areas.  Capellas  talked 
about  the  Internet,  mused 
about  the  digital  divide,  and 
encouraged  the  kids  to  surf 
the  Web  on  school  PCs.  Said 
Capellas:  "I  worry  about  kids 
that  don't  have  access  to  the 
Internet.  They  are  going  to 
be  at  a  real  competitive 
disadvantage." 

And  then,  responding 
to  a  student's  question, 
Capellas  talked  a  little  bit 
about  the  disadvantages 
I  »r  being  a  ceo  of  a  world- 
famous  corporation.  "It's 
become  like  being  a  rock 
star,"  said  Capellas,  who, 
bespectacled  and  but- 
toned-down,  hardly  con- 
jures the  image.  "Sometimes  I 
just  want  to  enjoy  my  dinner 
without  strangers  interrupt- 
ing me  to  talk  about  their 
computers." 

No  one  told  him  that — if 
that's  what  he  wants — maybe 
he  should  teach  high  school 
instead.  Kate  Murphy 


ULmjjsnMnM 


UNION  DUES 

HOLLYWOOD  SQUARES 
OFF  WITH  WRITERS 

NOW  THAT  THE  SCREEN  ACTORS 

Giuld  (sag)  has  negotiated  an 
Internet  payment  clause  in 
its  tentative  Oct.  22  agree- 
ment with  the 
ad  industry, 
other  entertain- 
ment unions 
are  building  on 
the  precedent. 
In  a  major 
coup,  SAG  won 
the  ability  to 
negotiate  pay- 
ment for  actors 
in  ads  appear- 
ing online. 
Now,  the 
11,000-member  SCRIBES: 
Writers  Guild  of 
America,  whose  contract  ex- 
pires on  May  2,  2001,  has  put 
Internet  payments  on  its 
agenda  for  a  comprehensive 
contract.  The  wga  introduced 


a  stand-alone  contract  ea* 
this  year  solely  for  onlii 
work.  It  mandates  emplo|E: 
benefit  contributions  and  E 
gotiated     payments     wl 
work  appears  online.  Th 
companies   have   used  t 
contract  so  far.  The  wga 
clines  to  name  them. 

But    the 
face-off  over 
Net     comes 
May,   when 
wga  squares 
with  the  AUia 
of  Motion  Ret 
&  Television  I 
ducers,  ABC,  ( 
and  NBC. 

Says  Ch€ 
Rhoden,  WG 
assistant  exe 
five  direct 
"Regardless 
the  medium, 
concern  is  to  get  our  me 
bers  paid  fairly."  As  of  j 
there's  no  sign,  however, 
how  fair  the  industry  wa: 
to  be.  Birgitte  Ra 


Online  clout 


THE  BIG  PICTURE 


PROGNOSIS  FOR  MEDICAL  COSTS:  OUCH! 

For  the  fourth  year  in  a  row,  the  cost  of  medical  plans  is 
projected  to  rise.  Even  costs  for  the  less  expensive  HMOs 
are  far  outpacing  inflation,  forcing  businesses  to 
confront  sharply  higher  premiums. 


I  PREFERRED  PROVIDER  ORGANIZATIONS  /^^ 


DATA:  SEGAl  CO  SURVEY  Of  45  INSURERS.  MANAGED  CARE 
COMPANIES,  AND  BENEFIT  ADMINISTRATORS 


FOOTNOTES  Number  of  annual  hours  corporate  directors  average  per  board:  173;  directors  declining  a  board  invitation  last  year:  60  / 
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DATA:  Korn/Ferry  Internati' 


Surprisingl/i  to  become  one  of  the  largest  e-business 

companies  in  the  worlds  you  don't 
have  to  deal  in  books  or  collectibles. 


■"^""V^Ti^ 


For  over  30  years,  you've  known  Fannie  Mae  as  the  private  company  with  a  public  mission  to  expand  the 

dream  of  homeownership.  Despite  our  traditional  look,  we've  also  been  a  leader  in  developing 

innovative  technology  solutions  that  help  our  lender  partners  serve  more  borrowers 

and  qualify  more  families.  So  it's  only  natural  that  we're  putting  this  expertise  to 

work  by  making  our  technology  more  widely  available  on  the  Internet  to  help 

our  mortgage  industry  partners  offer  consumers  the  best  possible  low-cost 

mortgage  experience. 


^  FannieMae 

/vw.fanniemae.com 


Last  year  alone,  we  conducted  about  $170  billion  in  business  through  our 

proprietary  e-business  network.  Now  we  are  moving  all  of  our  business  services 

to  the  Internet,  enabling  us  to  do  $300  -  $400  billion  of  business  online  each  year. 


Which  explains  why  we're  more  than  just  the  world's  largest  source  of  mortgage 
funds.  We're  rapidly  becoming  one  of  the  world's  largest  e-businesses. 

Fanniemae.com.  It's  how  we  do  business.  Period. 
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Readers  Report 


BITING  INTO  THE 
KRiSPY  KREME  DEBATE 


Recent  hype  presents  this  company 
and  the  tasty  doughnuts  it  purveys  as  a 
new  phenomenon  ("Krispy  Kreme:  A 
dozen  hot  questions,"  business  week 
Investor,  Oct.  30).  But  Krispy  Kreme 
has  been  around  for  decades.  The 
chain  has  had  years  to  prove  itself — 
and  did  not  do  so.  New  management, 
new  marketing,  and  franchised  outlet 
expansion  can  only  do  so  much  to 
reinvigorate  an  average  performer,  at 
best. 

Unfortunately,  ever  since  the  demise 
of  the  corner  bakery  of  yesteryear 
(crushed  by  Dunkin'  Donuts),  the  aver- 
age person  has  no  idea  what  a  good 
doughnut  should  taste  like.  Thus  the 
upsurge  in  popularity  of  Krispy 
Kreme's  warm,  sugary  offering.  It  has 
people  yearning  for  a  simpler,  purer 
time  when  doughnuts  were  more  of  a 
morning  breakfast  staple. 

The  cracks  in  the  armor  will  come 
when  year-over-year  same-store  sales 
demonstrate  underperformance.  You  can 
only  open  so  many  new  outlets  before 
you  have  to  be  accountable  for  same- 
store  performance  and  growth.  I  sus- 
pect that  when  Krispy  Kreme  stock 
tumbles,  a  white  knight  hke  Starbucks 
may  be  in  the  wings  to  keep  it  out  of 
the  deep  fryer. 

M.  J.  Macedonio 
Coppell,  Tex. 

The  days  of  political  correctness  are 
about  over,  thank  God.  Give  me  stuff 
that  tastes  good:  Screw  the  calories  and 
fiber  content.  Krispy  Kreme  stock  will 
fight  the  $100  ceihng  for  a  while  but 
will  hit  $120  before  the  end  of  the  year 
and  never  look  back.  Rightly  or  wrong- 
ly, it  will  continue  to  outperform  the 
market  for  the  foreseeable  future. 
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As  for  profitability,  it  has  unlim| 
potential.  It  is  the  darling  of  the  doi 
nut  sector  right  now.  If  you  don't 
the  stock,  be  prepared  to  spend 
next  five  years  writing  articles  ab 
why  it  shouldn't  be  worth  what  it 
You  might  be  right,  but  that  and 
^on't  buy  you  a  doughn 
Doug  Mo 
Pe( 


People  have  lost  the  connection  tl 
when  you  buy  stock,  you  are  buyin 
share  of  the  company's  earnings.  Wl 
you  buy  stock  in  an  ordinary  comp; 
for  a  price-earnings  ratio  of  50  to  1 
you  can  expect  a  1%  to  2%  return 
your  investment.  The  rest  is  blue  sl< 

No  one  would  become  a  partner  i 
business  that  expected  a  return  on 
vestment  that  low,  but  they  buy 
same  deal  on  stocks  every  day.  It's  §er 
investing.  It's  gambhng  that  the  n  lai 
person  is  even  stupider  than  you  ; 
will  accept  an  even  lower  return 
hke  a  chain-letter  pyramid  schemeiy 
people  ever  wake  up  and  discover  th 
is  no  way  to  get  their  money  back 
cept  by  the  whim  of  the  market,  a 
more  than  Krispy  Kreme  will  crash. 
David  Brad||j 
Des  Moil 

Doughnuts  have  been  around  foi 
long  time.  In  fact,  they  are  made  fr  al 
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Corrections  &  clarifications 

lothing  mellow  at  Yellowave,"  (News: 
'IS  &  Commentary,  Oct.  23)  should 
,  .fated  that  Israel  Digital  Broadcast 
ifp.  subsidiary  NewS@t  qualified  for  a 
:ense  to  broadcast  satellite  TV  but 
S  not  yet  paid  for  that  license.  Also,  it 
IS  Prosper  Abitbol  and  Eric  Benhamou 
10  were  reunited  in  1998,  not  Ron  Oren 
d  Benhamou.  Finally,  the  statement 
out  Benhamou's  role  being  disputed  in 
urt  filings  should  have  read:  "Ben- 
mou's  role  is  but  one  of  several  issues 
en  and  [Laura]  Ballegeer  have  with 
itbol."  Benhamou  is  not  party  to  this 
/vsuit. 

quities:  Up  from  the  bottom,"  (Finance, 
V.  6)  incorrectly  stated  that  JDS  Uniphase 
d  Ciena  had  earnings  shortfalls.  In  fact, 
S  recently  reported  a  fiscal  first-quarter 
in,  and  Ciena  has  yet  to  report  its  latest 
arter. 

fho  is  the  fairest  guru  of  them  all"  (Up- 
ont,  Nov.  13)  should  have  said  that 
hman  Brothers'  Net  analyst  Hotly  Becker 
st  downgraded  Amazon.com  on  July  26. 


basic  staples,  flour  and  sugar.  So 
f  as  people  have  a  sweet  tooth,  there 
be  doughnuts. 

Crispy  Kreme's  founder,  Vernon 
•ver  Rudolph — my  father — built  the 
ipany  on  basic  principles:  good  prod- 
good  service,  good  price,  led  by  a 
d  team.  For  me,  when  it  comes  to  a 
spy  Kreme,  I  always  see  the  dough- 
,  not  the  hole. 

Beverly  Rudolph  Shaw 
Winston-Salem,  N.  C. 

:  WEST  IS  MORE  DEPENDENT 
OIL  THAN  EVER 

i  common  fallacy  in  the  press — and 
eated  in  "Earth  to  America:  The 
■Id  won't  go  away"  (Economic  Analy- 
Oct.  30) — is  that  the  developed 
nomies  are  now  less  dependent  on 
There  is  no  need  to  be  concerned 
ut  the  tripling  of  petroleum  prices, 
s  the  argument,  because  Western 
iety  obtains  more  gross  domestic 
duct  per  barrel  of  oil.  Oil  efficiency  is 
ater. 

'his  logic  is  absurd.  First,  Western 
•ety  is  not  less  dependent  on  oil.  In 
0,  North  America  consumed  16  mil- 
barrels  a  day.  Western  Europe  12 
ion  barrels,  and  Japan  4  million.  To- 
,  those  three  numbers  are  22  mil- 
a  day,  15  million,  and  6  million.  This 
lot  reduced  reliance  on  oil;  it  is 
ater  reliance, 
-second,  the  observation  that  we  con- 
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sume  less  oil  per  unit  of  gdp  is  a  theo- 
retical irrelevance.  We  no  longer  have 
the  lifestyle  or  the  incomes  of  our  par- 
ents' generation.  Nowadays  we  consume 
far  more  goods,  and  we  travel  more  than 
they  did,  and  therefore  end  up  using  far 
more  petroleum.  Western  society  is  more 
dependent  on  oil  than  at  any  other  time 
in  history. 

Andrew  Oswald 

Professor  of  Economics 

Wai^ck  University 

Coventry,  England 


IN  THIS  CASE,  SELF-REGULATION 
WAS  NOT  ON  TRIAL 

The  use  of  unsubstantiated  allegations 
in  a  frivolous  lawsuit  as  a  pretext  to  at- 
tack self-regulation  in  the  accounting  pro- 
fession did  a  disservice  to  the  profession, 
our  firm  and  our  former  general  counsel, 
Howard  Krongard,  and  your  readers 
("The  Big  Five's  credibility  gap  is  getting 
wider,"  Management,  Oct.  30).  If  your 
reporter  had  waited  just  a  few  days  to 
hear  the  evidence  in  the  case — which 


"As  much  as  I'd  like  to  stay  and  see  what  this  means,  it's  almost 
time  for  the  weather  update  on  EnergyNewsLive.  com. " 

www.EnergyNewsLive.com.  Where  energy  professionals  see 
long  range  predictive  weather  modeling,  in  real  time,  on  their 
desktop.  All  from  the  only  realtime  energy  news  network.  It's 
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nothing  to  do  with  self-regulation — 
would  have  learned  that  the  judge 
;w  out  the  plaintiffs  case  because  he 
id  there  was  no  evidence  of  any  im- 
per  conduct  by  our  firm  or  Mr  Kron- 
d.  Similar  charges  had  already  been 
I  nissed  by  courts  in  Pennsylvania  and 
V  Jersey.  The  subject  of  self-regula- 
is  an  important  one  to  the  accounting 
fession.  This  commentary  added  noth- 
constructive  to  the  discussion. 

David  M.  Crutcher 

National  Director 

Marketing  and  Communications 

Deloitte  &  Touche  LLP 

New  York 

LINE  BILL  PAYMENT 

JLD  BE  MORE  ELECTRONIC 

'ou  missed  the  boat  in  "The  check  is 
he  e-mail"  (Information  Technology, 
.  30).  The  real  reason  online  bill  pay- 


hasn't  lived  up  to  its  potential  is 
t  electronic  payment  systems  have 
n  little  more  than  glorified  check- 
ting  services.  To  be  a  real  help  to 
tomers,  payment  needs  to  be  an  in- 
it  electronic  transfer  from  their  bank 
Dunts  to  the  payee. 
Jntil  recently,  I  lived  in  Canada, 
ire  this  has  been  the  norm  for  years, 
as  able  to  pay  all  my  bills  electroni- 
y — credit  cards,  utilities,  and  local 

federal  taxes.  The  bills  arrived  in 

mail,  but  I  paid  them  electronically 
instant  funds  transfer  from  my  bank 
the  payee's  bank.  The  best  feature 
5  "post-dated  payment,"  which  al- 
ed  me  to  schedule  payment  of  the 

on  its  due  date,  keeping  my  money 
my  account  right  up  until  the  last 
sible  moment.  These  features  are  of- 
;d  by  all  the  major  banks  in  Canada. 
5y  contrast,  the  "electronic  bill  pay- 
nt"  offered  by  my  new  banks  re- 
ires  me  to  pay  bills  five  days  before 

due  date  to  allow  them  time  to 
cess  the  payment,  because  in  many 
3S  they  are  simply  mailing  a  check  on 


my  behalf.  They  also  take  up  to  two 
days  just  to  set  up  a  new  payee.  Online 
bill  payment  won't  take  off  until  it  is  a 
completely  electronic  process,  without 
these  time  delays. 

Bob  Andrews 
Coppell,  Tex. 

E-BOOKS  WON'T  STAND 

THE  TEST  OF  TIME 

E-books  could  be  lifesavers  for  those 
who  need  access  to  hundreds  of  pages 
of  product  or  technical  information 
("Will  e-books  be  real  page-turners?" 
Media,  Oct.  23).  And  I  would  rather 
carry  one  e-book  with  10  novels  in  it 
than  take  the  same  number  of  paper- 
backs on  a  long  trip. 

But  I  can  lend  real  books  to  multiple 
fiiends,  multiple  times,  donate  them  to  li- 
braries or  hospitals,  or  sell  them  in  used- 
book  stores.  (Indeed,  much  of  my  library 
consists  of  used  books.)  Except  for  a  mi- 
nor investment  in  reading  glasses,  I  will 
be  able  to  read  my  real  books  without 
needing  annual  software  or  hardware 
upgrades.  Finally,  I  don't  have  to  worry 
about  the  size,  shape,  format,  type  of 
paper,  or  font.  If  a  real  book  is  written  in 
English,  I  will  be  able  to  read  it. 

We  can,  today,  read  hieroglyphics,  the 
Dead  Sea  Scrolls  (2,000  years  old),  the 
Julius  Work  Calendar  (circa  1020) — in- 
deed, everything  written  on  papyrus, 
paper,  stone,  or  other  material  since  the 
dawn  of  writing.  E-book  users  wall  be 
lucky  if  they  can  read  today's  e-books  on 
2005  equipment.  There  is  no  chance  that 
today's  e-books  will  be  readable  50  years 
from  now,  let  alone  100  or  1,000. 

Diane  Danielle 
Berkeley,  Calif. 

HOW  TO  EMPOWER 
HEALTH-CARE  CONSUMERS 

Most  health-maintenance  organiza- 
tions do  such  a  poor  job  that  concerned 
employers  may  well  try  contracting  with 
doctors  or  otherwise  getting  directly  in- 
volved in  meeting  workers'  health-care 
needs  ("What  comes  after  managed 
care?"  Social  Issues,  Oct.  23).  Well-run 
companies  venture  outside  their  core 
business  only  reluctantly  but  find  that 
such  employee  advocacy  can  pay  off  in 
happy,  productive  workers. 

Unfortunately,  many  employers  who 
sponsor  health  benefits  are  unwilling  or 
unable  to  devote  the  necessary  re- 
sources to  the  task.  The  losers — mostly 
small  business  and  public-sector  em- 
ployees, but  also  some  at  large  compa- 
nies— lack  an  effective  program  at  work 
but  can't  buy  health  services  on  their 
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own  without  losing  the  tax  break  for 
job-based  benefits. 

Why  stop  at  cutting  out  managed- 
care  intermediaries?  Providing  equal  tax 
treatment  for  privately  purchased  health 
services  would  empower  health-care  con- 
sumers, give  workers  more  choices,  and 
relieve  employers  of  a  burden  many 
would  gladly  relinquish. 

Thomas  Campbell  Jackson 

Institute  for  SocioEconomic  Studies 

White  Plains,  N.Y. 

IT  NEVER  PAYS 

TO  OFFER  LOUSY  SERVICE 

Poor  handling  of  less  profitable  cus- 
tomers can  backfire  ("Why  service  stinks," 
Cover  Story,  Oct.  23).  Rather  than  bol- 
stering a  company's  long-term  value,  it 
can  spawn  sagging  profits — the  very  op- 
posite of  what  it  is  supposed  to  do. 

Of  course,  plum  accounts  should  usu- 
ally be  pampered.  But  identifying  and 
then  alienating  less-profitable  cus- 
tomers— especially  those  who  were 
wooed  wdth  offers  of  rock-bottom  dis- 
coimts — does  not  reflect  strong  strategy. 
Often,  it  is  the  "me  too"  approach  now 
popular  following  a  failed  approach  of 
soliciting  everyone,  getting  as  many  cus- 
tomers as  possible  (frequently  at  deep 
discounts),  expecting  to  retain  them  at 
higher  prices,  and  wishing  for  eventual 
heavy  cross-selling.  Eliminating  unprof- 
itable accounts  would  not  seem  so  nec- 
essary if  companies  had  better  strate- 
gies for  attracting  customers  they  want 
to  keep. 

Phyllis  Ezop 
La  Grange  Park,  111. 

Declining  service  springs  naturally  out 
of  our  current  maximum-profits-this-quar- 
ter-no-matter-what  business  model.  A 
classic  MBA  way  of  thinking  about  things 
is  to  measure  what  each  customer  costs 
right  now.  I  call  this  quantification-of- 
all-things  approach  the  mba  Syndrome. 

Since  our  MBAs  don't  expect  to  stay 
where  they  are  for  very  long,  the  most 
important  thing  is  to  reduce  overhead 
for  this  moment.  Of  course,  our  mbas  do 
this  only  because  they  are  encouraged  by 
ineffective  senior  management.  Interest- 
ingly, no  one  is  thinking  about  how  to 
make  these  low-rent  customers  more 
profitable.  When  businesses  focus  on  cut- 
ting costs  rather  than  increasing  rev- 
enue, that  is  a  sign  of  poor  management. 

I  have  had  an  account  with  a  national 
bank  for  many  years.  I  liked  the  conve- 
nience of  its  many  branches,  drive-up 
banking  with  real  tellers,  and  friendly, 
helpful  staff.  Of  course,  that  was  then. 
This  is  now:  drive-up  tellers  replaced  by 


automated  teller  machines,  branches 
closed,  staff  cut,  tempers  Irayed,  and  the 
surviving  staff  tired  and  overworked. 
I'm  leaving  that  bank  for  a  smaller  one 
that  actually  appears  to  want  my  busi- 
ness. Will  losing  my  business  hurt  their 
bottom  line?  Probably  not,  but  they  are 
not  just  losing  my  business.  They're  also 
losing  my  children's  future  business — 
they  are  losing  business  from  the  many 
people  who  are  in  contact  vdth  me. 
Every  customer  lost  takes  away  future 
potential  business  as  well. 

Bruce  Phillips 
Bellingham,  Wash. 

It's  no  secret  that  hotels,  restaurants, 
and  stores  give  better  service  to  their 
regular  customers.  But  this  sidesteps  the 
real  question:  How  did  these  customers 
become  regular  in  the  first  place?  Prob- 
ably because  they  were  happy  enough 
with  that  vendor  to  return  for  more. 

And  if  vendors  are  now,  as  a  deliber- 
ate business  practice,  giving  first-time 
buyers  lousy  service,  it  seems  reason- 
able enough  that  many  customers  will 
never  return  after  the  first  visit.  So 
where  will  the  future  regular  customers 
come  from? 

But  wait:  Maybe  we're  on  the  verge  of 
producing  a  whole  new  class  of  even 
higher-profit  customers,  who  come  back 
loyally  again  and  again  despite  getting 
lousy  service.  And  when  they  do,  why 
bother  to  give  them  excellent  service? 
In  my  business,  all  the  new  customers 
who  appear  are  treated  like  the  most 
important  customer  in  the  world — until 
they  show  themselves  to  be  deadbeats. 
Norman  Linton 
St.  Petersburg 

It  is  important  for  companies  to  real- 
ize that  providing  extraordinary  cus- 
tomer service  at  all  levels  of  the  busi- 
ness is  a  real  possibility — and  it  can  be 
cost-effective  at  the  same  time.  In  fact, 
failing  to  provide  the  same  effective  ser- 
vice consistently  across  the  board  can  be 
extremely  detrimental  to  an  organization 
in  the  long  term. 

All  customers  have  the  potential  to 
be  top-tier.  Corporations  that  don't  see  a 
return  on  investment  and  continue  to 
buy  into  the  notion  of  providing  the 
best  service  only  to  the  most  "prof- 
itable" customer  are  putting  themselves 
at  a  disadvantage.  Under  this  notion, 
corporations  are  not  considering  the 
overall  reputation  of  a  company;  the 
cost  required  to  obtain  new  customers 
vs.  maintaining  customers;  and  how  ef- 
fective customer  service  plays  into  over- 
all competitive  advantage. 

There  are  technologies  available  today 


that  give  corporations  the  capabilil; 
empower  every  customer-servin  i 
resentative  with  the  knowledge  ul  p 
best  agent  and/or  have  the  custom 
receive  answers  through  assisted  or  s 
service.  There  are  two  options:  bi 
your  business  by  providing  all  custom 
great  service  all  of  the  time,  or  gam 
on  those  few  "best"  customers. 

Massood  Zarrab 

CEO  and  Presid 

Services 

Natick,  Mj 

I've  been  in  the  retail  business  for 
most  six  years,  and  customer  service 
always  been  taught  as  the  backbone 
success.  Every  sale  is  an  important  o 
for  it  ultimately  affects  a  company's  t 
tom  line.  To  give  minimal  service 
those  who  spend  less  than  others  see 
absurd.  Opportunities  for  rewards 
perks  for  spending  should  be  offered 
everyone.  Companies  need  to  be  hon 
with  consumers.  They  should  be  told 
front  that  they  might  receive  only  m 
mal  customer  service  if  they  spend  o 
a  certain  amount.  Customers  are  tl 
responsible  for  their  own  actions,  anc 
turn  decide  where  to  spend  their  mor 
Customers  may  appreciate  the  hone 
more  than  finding  out  in  BUSINESS  wi 
how  unimportant  they  really  are. 

Brett  Bemam 
Danbury,  Co 
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SINGAPORE'S  GODFATHER 
^AKES  HIS  CASE 


r 


wo  kinds  of  images  have  stayed 
with  me  from  the  years  I  spent 
in  Southeast  Asia  back  in  the  late 
60s.  One  is  of  vibrant,  fecund,  ram- 
nctious  villages  and  cities,  with 
mnds  of  peppers  in  the  markets,  loud 
rs  in  backyards,  spicy  foods,  sewage 
lells,  and  crowded,  busy  streets.  The 
ler  image  is  of  a  little  girl,  deathly 
k  in  my  arms,  in  a  dank  hovel  in  a 
mila  slum.  Her  mother  had  sold  her 
idicine  so  that  her  sisters  and  broth- 
i  could  get  food  and  clothes  to  go  to 
J  school  I  taught  in  as  a  Peace  Corps 
lunteer. 

I  had  these  dueling  images  in 
'  head  when  I  arrived  in 
igajDore  at  the  end  of  my 
ian  stay.  I  was  struck  by 
w  sterile  it  appeared 
•npared  with  Malay  and 
ai  societies.  There  was 
ier,  public  cleanliness, 
d  a  touch  of  fear  in  the 
.  I  hated  it.  A  puritanical, 
thoritarian  state  had  re- 
iced  the  rich  Southeast 
ian  tapestry.  But  some- 
ng  else  was  also  absent — 
ject  poverty.  There  were 
starving  children.  So  I 
ve  Singapore  a  "pass,"  the 
id  of  ends-justifies-the-means  ration- 
zation  for  which  Lee  Kuan  Yew, 
inder  and  father  of  Singapore,  makes 
itrong  case  in  his  fascinating  memoir, 
ow.  Third  World  To  First. 
Lee  is  perhaps  the  greatest  Asian 
ategic  thinker  of  the  modem  era.  He 
derstands  the  ballet  of  big-power  re- 
ions,  the  rise  and  fall  of  nations  over 
le,  and,  most  important,  the  role  of 
;  U.  S.  in  stabilizing  the  global  scene, 
)ecially  in  Asia.  In  such  matters,  only 
'nry  Kissinger  rivals  Lee,  who  has 
rticipated  in  virtually  every  major 
ian  event  of  the  past  40  years,  medi- 
ng,  triangulating,  teaching. 


There  are  a  number  of  reveaUng  sur- 
prises. During  the  Asian  financial  cri- 
sis of  1997,  Lee  met  with  Indonesian 
President  Suharto's  oldest  daughter,  Siti 
Hardiyanti  Rukmana  (Tutut),  and  urged 
her  and  her  siblings  to  abandon  their 
huge  business  privileges.  Lee  knew  in- 
ternational fund  managers  wanted  them 
out.  Tutut  said  she  would  not  be  able  to 
get  her  brothers  and  sisters  to  change 
their  ways.  The  rupiah  collapsed,  and 
with  it  the  Suharto  government. 

Lee  served  as  a  mediator  between 
China  and  Taiwan,  and  China  and  the 
U.  S.,  over  the  years.  He  encouraged 
the  U.  S.  to  get  China  into 
the  World  Trade  Organiza- 
tion, Taiwan  to  reduce  its 
independence  rhetoric,  and 
China  to  be  patient  about 
reunifying  with  Taiwan. 

Lee  has  always  been  am- 
bivalent toward  America, 
recognizing  its  power  but 
being  critical  of  its  mores. 
This  volume  shows  that 
Lee's  mixed  feelings  may 
have  personal  roots.  In  1965, 
following  years  of  anti-Chi- 
nese race  riots,  Malaysia  de- 
cided to  expel  Singapore.  At  this 
time,  Lee's  wife  became  seriously  ill. 
The  top  specialist  for  the  disease  was  an 
American  doctor  then  in  Switzerland. 
Lee  asked  the  U.  S.  government  for  help 
in  persuading  the  specialist  to  come  to 
Singapore.  "They  were  unhelpful,"  he 
writes.  "Either  they  could  not  or  would 
not  help."  Lee  became  so  angry  that 
he  gave  a  TV  interview  in  which  he  em- 
barrassed Washington  by  disclosing  that 
the  CIA  had  tried  to  spy  in  Singapore. 

Of  course,  Lee's  most  pointed  critique 
of  America  concerns  values.  Time  and 
again,  he  has  argued  that  Asia  has  cer- 
tain group  ideals  that  suit  it  better  than 
American  individuahsm  would.  But  the 
book  reveals  that  Lee  is  very  selective 


in  his  choice  of  Asian  values,  clearly  fa- 
voring the  values  of  the  educated  Con- 
fucian class  of  which  he  is  a  member 
(his  father  was  a  doctor).  In  the  city- 
state's  formative  years,  he  expressed 
pure  contempt  for  the  traditional  rural, 
farming  values  of  most  of  its  people 
(values  they  shared  with  80%  of  Asia's 
population  at  the  time). 

Lee's  noblesse  oblige  authoritarian- 
ism and  distrust  of  popular  democracy 
may  very  well  reflect  his  British  upper- 
class  education  as  much  as  his  Asian 
background.  Certainly  corporal  punish- 
ment and  caning  in  particular,  while 
common  in  the  British  upper-class  pri- 
vate schools  are  hardly  "Asian"  prac- 
tices. Lee  says  in  the  book  that  the 
British  practiced  both  whipping  and  can- 
ing before  the  war  in  Singapore  and  his 
new  government  adopted  the  caning. 

British  elitism  also  appeared  to  ex- 
tend to  issues  of  race  and  culture  vdth 
Lee.  When  he  was  at  Harvard  in  1968, 
learning  about  American  society,  Lee 
was  struck  by  the  fact  that  "no  scholar 
was  prepared  to  say  or  admit  that  there 
were  any  inherent  differences  between 
races  or  cultures  or  religions.  They  held 
that  human  beings  were  equal  and  a 
society  only  needed  correct  economic 
policies  or  institutions  for  government  to 
succeed."  Such  assertions  were  naive, 
according  to  Lee. 

Lee  doesn't  trust  the  market,  either. 
In  the  book,  he  says  that  a  market 
economy  quickly  devolves  into  a  vdn- 
ner-take-all  society  because  of  peoples' 
unequal  abilities.  That,  in  turn,  leads  to 
social  tensions  and  political  instability.  So 
Lee  concludes  that  the  nanny  state,  run 
by  an  elite,  is  the  proper  Asian  model. 
Never  mind  that  Korea,  Taiwan,  and 
Japan  have  evolved  from  authoritarian 
states  to  democracies. 

At  77,  Lee  stands  as  one  of  Asia's 
great  modem  leaders,  in  part  because  of 
his  intolerance  of  hyjsocrisy.  Americans, 
he  writes,  "want  to  promote  democracy 
and  human  rights  everywhere,  except 
where  it  would  hurt  themselves,  as  in 
the  oil-rich  Arabian  peninsula."  Ouch. 

Yet  it  is  every  bit  as  hypocritical  to 
defend  state  authoritarianism  in  a  pros- 
perous, highly  educated,  and  secure  Sin- 
gapore. Lee's  powerful  memoir  reveals  a 
great  deal — perhaps  even  more  than  the 
author  intended. 

BY  BRUCE  NUSSBAUM 
Nussbaum  is  editorial  page  editor. 


i^TH  MOST  OF  ASIA  MOVING  TOWARD  DEMOCRACY, 
LEE  STILL  DEFENDS  AUTHORITARIANISM 
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Boom!  Just  when  you  thought  that  your  company's 
information  systems  couldn't  get  any  more  com- 
plicated, along  comes  the  e-commerce  revolution. 
And,  with  it,  an  explosion  of  new  data.  Facts  about 
online  customers  and  their  buying  habits.  About 
suppliers  and  global  supply  chains.  As  the  world 
leader  in  data  warehousing  and  e-Intelligence,  SAS 
transforms  this  data  into  the  knowledge  you  need. 
To  optimize  customer  and  supplier  relationships. 
To  reveal  unseen  opportunities  for  cross-selling 
and  for  enhancing  customer  loyalty  To  turn  your 
e-commerce  operation  into  an  e-profit  machine. 
For  more  details  on  e-Intelligence  solutions  from 
SAS,  call  1-9 19-677-8200  or  stop  bywww.sas.com. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&you@bu  si  nessweek.com 

AOL  vs.  MSN: 

A  OlESTION  OF  STYLE 


Both  have  just 
updated  their 
sites.  Picking 
one  depends 
on  what  you 
want  from 
the  Web 
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FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


In  the  flighty  world  of  the  Internet,  America 
OnHne  has  been  a  rock.  While  others  have 
flitted  from  fad  to  fad,  AOL  has  followed  a 
course  of  gentle  evolution  that  has  allowed  it  to 
dominate  the  industry  in  size  and,  more  impor- 
tant these  days,  profitability.  AOL  6.0,  the  latest 
version  of  its  basic  software,  makes  some  im- 
portant improvements.  But  the  Internet  giant 
made  them  in  a  way  that  won't  upset  its  23  mil- 
lion users,  many  of  whom  chose  the  service  be- 
cause it  is  safe,  simple,  and  predictable. 

On  the  same  day  that  AOL  released  the  new 
version,  Microsoft  served  notice  that  it  is  still 
very  much  a  player  in  this  game.  After  five 
years  of  fits  and  starts,  online  also-ran  Microsoft 
Network  released  MSN  Explorer,  the  first  really 
worthy  competitor  to  AOL.  And  as  is  often  the 
case  with  effective  competition,  consumers  will 
be  the  real  winners  in  this  struggle. 

The  bottom  fine  is  that  both  AOL  6.0  and  MSN 
Explorer  are  excellent  packages  that  make  it 
easy  to  get  on  the 
Internet.  The  choice 
is  more  a  matter  of 
preference  than  the 
inherent  superiority 
of  one  over  the 
other. 

FRAMED.  The  home 
screens  of  the  two 
services  are  a  good 
example,  msn  opens 
a  modified  version  of 
the  Internet  Ex- 
plorer brows- 
er full-screen.  ,_,  fN, 
A  row  of  but-  ,_ 
tons  across  the 
top  offers  choices 
such  as  mail,  favorites,  and  chat.  A  panel  on  the 
left  side  of  the  screen  offers  personalized  fea- 
tures such  as  My  Calendar  and  My  Stocks.  And 
the  rest  of  the  screen  is  given  over  to  the  fa- 
miliar, if  rather  busy,  msn.com  home  page.  As 
you  go  to  features  of  the  service  or  to  Web 
pages,  these  menus  remain  as  a  frame  around 
the  content,  which  appears  in  a  single  window. 
AOL  favors  multiple  windows.  On  startup, 
you  see  at  least  four  after  the  obligatory  ad 
or  two:  the  day's  welcome  window,  a  list  of 
content  channels,  an  instant  message  buddy  list, 
and  a  promo  for  AOL  Plus  streaming-video  con- 
tent, which  barely  works  over  a  broadband 
connection,  let  alone  a  dial-up  line.  Together 


with  a  complicated  set  of  menus  across  the  t 
of  the  page  and  a  separate  browser  wind 
that  opens  when  you  go  to  a  Web  site,  it  ma! 
for  a  messy  screen.  But  AOL  has  always  done 
this  way,  and  23  million  customers  seem  to  11 
it. 

AOL  e-mail,  long  a  laggard,  has  become  a  pi 
MSN's  decision  to  use  a  version  of  Microso 
free.  Web-based  Hotmail  puts  it  at  a  disadv: 
tage.  Web-based  mail  makes  your  address 
and  your  messages  (and  also  your  calendar)  av; 
able  from  any  computer  that  can  reach  the 
ternet.  But  you  can  only  read  or  write  m: 
while  connected  to  the  Net. 

AOL's  latest  improvement  on  its  longstandi 
approach  gives  you  the  best  of  both  Web-  a 
PC-based  mail.  The  new  version  offers  to  coi 
plete  an  address  as  you  start  to  type,  and  yo 
address  book  and  calendar  are  now  stored  on 
server  to  give  access  when  you  are  away  frc 
your  own  machine.  AOL  also  offers  full  access 
your  mail,  address  book,  and  calendar  from  ai 
browser  at  www.aol.com. 
CRITICAL  DIFFERENCE.  Although  both  aim 
relatively  unsophisticated  users,  aol  and  Mi 
also  appeal  to  more  dedicated  techies  by  off( 
ing  e-mail  and  instant  messaging  on  wirele 
phones.  In  theory,  you  can  use  them  on  ai 
Web-enabled  phone,  but  aol  makes  it  tough 
set  it  up  with  carriers  other  than  its  partnei 
AT&T  Wireless  and  Sprint  pes.  Microsoft  mak 
it  easier  to  use  the  carrier  of  your  choice,  but 
works  best  wi 
phones — like  Ne 
tel's — that  put  Mi 
Mobile  on  the 
menu. 

That  is  the  cri 
cal  difference  b 
Lween  the  AOL  ai 
Microsoft 
proaches.  aol  pr 
vides  a  mo 
controlled  enviro 
ment.  Many  A( 
subscribers  g 
everything  th 
>  want  from  t 
^  Web— sho 
ping,  travel  info 
mation,  new 
sports,  chat,  message  boards,  mail — without  lea 
ing  the  cozy  confines  of  AOL's  own  content.  Pai-er 
worried  about  what  their  children  might  do  on  t 
Internet  get  built-in  controls.  MSN  is  much  more 
an  open  portal  that  allows — even  requires — use 
to  explore  on  their  own. 

One  advantage  of  MSN  is  that  if  you  alreac 
have  Internet  access,  the  software,  downloa 
able  from  www.msn.com,  and  the  Web  site  a 
free.  Internet  access  from  Microsoft  costs  $21.! 
a  month,  aol  requires  a  subscription  at  betwei 
$4.95  and  $21.95  a  month  to  use  its  service.  Bo 
have  matured  into  good  services  that  appeal 
new  and  experienced  users  alike.  The  choice 
mostly  a  question  of  style. 
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It's  the  dawn  df  a  new*  era  in 


*.m^^-.M.KJ. 


Have  you  seen  the  light?  Success  in  Wave  II  of  the  Digital  Revolution 
•  goes  far  beyond  connectivity.  In  the  new  era,  you  will  transform  the 
fundamental  way  your  business  operates.  Using  strategy  as  a  beacon  to 
light  the  way,  technology  as  an  cnabler,  and  innovative  web  design  and 
implementation  as  a  vehicle,  BoozAlIen  &  Hamilton  is  working  today 
with  international  clients  —  the  Fortune  1000,  Internet  innovators, 
and  government  agencies  —  to  change  the  world. 

We  have  a  global  incubator  network  for  new  e-commerce  and 
tectinology  ventures,  with  powerful  partners  including  Lehman 
Brothers  in  the  U.S.  and  Europe,  Nordstjernan  AB  in  Scandinavia, 
and  Rothschild's  in  Australia. 

And  we  are  launching  Aestix  (www.aestix.com),  the  e-delivery 
company  with  the  same  passion  for  client  service  that 
has  been  a  hallmark  of  BoozAllen  for  86  years. 
Working  seamlessly  with   BoozAllen 
industry  strategists  and  functional  experts, 
Aestix  web  developers  and  technologists  • 

already  have  a  proven  track  record  of  i  ^ 

transforming  our  clients'  overall  business  ^  t  J 

strategies   into   profitable  e-business 
realities.  It's  the  dawn  of  a  new  era  in 
business.  And  we  can  help  you  get  there  early. 


BOOZALLEN  &  HAMILTON 


Management  &  Technology  Consultants  to  the  World 

*s.  www.boozallen.com  / 


Make  more  of  your  resources. 


725lV\ 


Networking  solutions  that  make  more  of  life. 

Resources.  Human.  Physical.  Information.  You've  got  them  all. 
The  hard  part  is  getting  them  working  together. 
Reaching  the  point  where  one  and  one  equal  a  lot  more  than  two. 
Toshiba  understands,  and  responds  with  a  range  of 
networking  solutions  that  help  you  share  information  seamlessly 
to  leverage  all  your  resources.  Our  NAND  flash  memory  products 
are  one  good  example.  More  than  just  a  storage  medium 
for  digital  cameras,  digital  audio  players  and  next-generation 
mobile  phones,  NAND  is  increasingly  becoming  a  "media  bridge". 
Enabling  free  data  exchange  between  a  wide  range  of  devices 
and  supporting  new  methods  of  content  distribution  in  the  video 
and  music  industries.  Connecting  people  to  people  and  business 
to  business.  It's  just  part  of  what  we  do  at  Toshiba 
to  help  you  make  more  of  life. 
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Demand  More 


fek^ 


In  Touch  with  Tomorrow 

TOSHIBA 


For  more  information,  visit  www.toshiba.com/taec 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


TO  THE  VICTOR  GOES 

A  BOOM  THAT'S  LOOKING  SHAKY 


FRAGILE: 

Duplicating 
Clinton's 
economic 
success 
won't  be 
easy,  but 
absent 
a  Fed 
misstep, 
prosperity 
could  well 
continue 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
author  of  Everything  for  Sale 


The  Clinton  Administration  led  a  charmed 
economic  life.  Will  the  new  Administration 
face  rougher  going?  For  starters,  the  growth 
rate  has  apparently  slowed  somewhat,  inflation 
has  been  ticking  upward,  the  great  bull  market  is 
looking  like  a  more  normal  market,  and  many 
analysts  are  saying  that  the  10-year  budget  sur- 
plus forecast  of  $4.2  trillion  was  always  overly 
rosy.  Also,  the  collapse  of  so  many  dot-coms  sug- 
gests that  the  techno-euphoria  of  the  late  1990s 
has  been  tempered  and  the  business  cycle  ap- 
pears to  be  moving,  finally,  toward  a  down  phase. 
The  boom  seems  to  be  living  on  borrowed  time. 

A  period  of  slower  grov^^h  or  recession  would 
mean  more  painful  political  choices  for  the  new 
Administration.  It  would  not  be  so  easy  to  have 
it  all — the  tax  cut,  the  paying  down  of  debt,  the 
shoring  up  of  social  insurance,  and  the  commit- 
ment of  new  funds  to  education.  If  President 
Clinton  looked  like  an  economic  sorcerer,  his  suc- 
cessor could  seem  an  economic  goat. 

Yet  irrational  exuberance  should  not  give  way 
to  irrational  pessimism.  While  the  dot-com  mania 
was  riding  for  a  fall,  that  correction  was  merely 
a  financial-market  phenomenon.  The  productivity 
gains  of  the  Information  Economy  are  real  and 
show  no  sign  of  slacking.  And  in  the  end,  it  is 
productivity  that  drives  economic  growth. 

Productivity  gains  reflect  everything  from 
streamlined  production  processes  to  automation 
of  clerical  functions.  As  long  as  something  in 
the  financial  sector  doesn't  slop  over  into  the 
real  economy,  this  decade  could  well  build  on 
the  growth  rates  of  the  1990s. 

What  could  go  wrong?  The  economy  could  be 
derailed  by  a  foreign  financial  crisis,  by  hostilities 
in  the  Middle  East,  or  by  Federal  Reserve  mis- 
calculations. As  to  the  latter,  it  is  worth  recalling 
the  experience  of  the  last  one-term  administra- 
tion, that  of  George  Herbert  Walker  Bush. 

Bush,  you  may  remember,  was  enjoying  un- 
heard-of 90%  approval  ratings  in  early  1990, 
thanks  to  the  easy  U.  S.  victory  in  the  Gulf  War. 
Better-known  Democrats  were  passing  up  the 
1992  Presidential  race,  leaving  the  field  open  to 
second-stringers  like  Arkansas  Governor  Bill 
Clinton.  But  a  credit  crunch  caused  by  cascading 
bank  failures,  compounded  by  a  spike  in  oil 
prices,  drove  the  economy  into  a  mild  recession 
in  the  winter  of  1990-91.  Federal  Reserve 
Chairman  Alan  Greenspan,  in  one  of  his  rare 
serious  missteps,  failed  to  respond  in  time  and 
didn't  ease  monetary  policy. 

In  early  1991,  Greenspan  came  under  intense 
pressure  from  the  White  House  and  Congress  to 


cut  interest  rates.  But  he  would  not  conce 
that  the  economy  was  really  in  recession.  Ch: 
acteristically,  Greenspan  was  worrying  mc 
about  inflation.  By  the  time  the  Fed  grudginj 
eased  rates  slightly,  a  shallow  recession  was 
ing  way  to  a  slight  recovery.  But  the  damage  h 
been  done  to  Bush's  Presidency. 
ONE  SERIOUS  RISK.  Greenspan,  of  course,  1 
learned  a  lot  in  a  decade.  Yet  a  misstep  by  t 
Fed  remains  the  single  most  serious  risk 
durable  prosperity — and  by  extension  to  the  f 
tunes  of  the  new  Administration.  For  the  mc 
part,  Greenspan  deserves  immense  credit  l 
being  ahead  of  the  curve  in  his  understanding 
the  New  Economy.  While  his  colleagues  we 
still  fretting  that  anything  below  6%  unempk 
ment  could  set  off  inflation,  Greenspan  was  w 
ing  to  test  the  economy's  real  potential. 

The  resulting  full  employment  has  achiev 
what  no  social  program  could  do.  It  has  di 
maticaUy  improved  the  prospects  of  minorities, 
has  belatedly  lifted  living  standards  for  the  b 
tom  two-thirds  of  the  population.  And  it  has  j 
politicians  in  the  happy  position  of  being  al 
to  claim  both  fiscal  prudence  and  programma 
generosity.  This  is  an  extraordinary  achieveme 
one  that  should  not  be  trifled  with.  Yet  the  F 
today  remains  overly  inflation-phobic,  more  th 
the  economic  circumstances  warrant.  The  boom 
slowing,  thanks  to  the  Fed's  six  rate  hikes.  T 
goal  is  a  "soft  landing,"  but  the  Fed  could  ov< 
shoot  and  push  the  economy  into  recession. 

A  recession  would  make  more  contentious  a 
difficult  to  resolve  all  of  the  policy  issues  foug 
over  during  the  Presidential  campaign.  With 
closely  divided  Congress,  there  will  be  fierce  p 
tisan  debate  about  how  much  should  be  spt 
on  Social  Security,  public  entitlements,  debt  ps 
down,  and  tax  cuts.  If  the  new  Administrati 
wants  to  keep  prosperity  strong,  its  top  prior 
should  be  outlays  for  education  and  trainir 
Only  one  factor  is  constraining  the  economy's  i 
pacity  to  grow:  a  shortage  of  competent  worke 

It  would  be  hard  for  the  incoming  Admin 
tration  to  duplicate  the  remarkable  econon 
record  of  its  predecessor.  The  economy  may 
ready  be  entering  a  phase  of  slower  grow 
And  it  is  inconceivable  the  stock  market  will  i 
peat  its  roaring  1990s.  All  of  this  will  make 
difficult  policy  choices. 

For  prosperity  to  continue,  the  new  Admin  „ 
tration  will  require  one  part  luck  and  one  p! 
sensible  policies.  History  will  record  that  t 
Clinton  Administration  had  more  than  its  sh? 
of  both. 
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Now  Featured  on  Merit  Cigarettes. 


Cigarettes  made  with  PaperSelect  may  be  less  likely  to  ignite  certain  fabrics* 


PaperSelect  features  ultra-thin  paper  rings  that  work  like  speed  bumps,  causing  the 


cigarette  to  burn  slower  when  the  lit  end  crosses  over  them. 


It  may  even  put  itself  out  when  resting  in  an  ashtray  You  still  get  the  same  rewarding  taste, 
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only  now  with  our  patented  cigarette  paper. 


Look  for  Merit  cigarettes  now  made  with  PaperSelect. 


feiies  made  with  this  papei  were  evaluated  under  a  laboratory  test  method  designed  by  the  National  Institute  of  Standards  and  Technology  to  measure  the  likelihood  that  cigarettes  will  ignite  the  three  test 
;s  specified  in  this  test  method.  Under  this  testing  method,  these  cigarettes  produceri  fewer  ignitions  of  the  three  test  fabrics  as  compared  to  the  same  cigarettes  made  without  the  special  paper.  It  is 
lant  to  note  that  the  test  fabrics  are  not  necessarily  representative  of  the  kinds  of  fabrics  one  might  find  in  a  particular  home  or  elsewhere.  These  cigarettes  are  not  "fire  safe."  Do  not  handle  or  dispose  of 
sttes  made  with  this  special  paper  with  any  less  care  than  other  cigarettes.  Anything  that  burns,  including  cigarettes  or  cigarette  ashes,  can  cause  a  fire  if  handled  carelessly. 


SURGEON  GENERAL'S  WARNING:  Smoking 
4   Causes   Lung   Cancer,   Heart   Disease, 
Emphysema,  And  May  Complicate  Pregnancy. 


©Philip  Morris  Inc. 2000 

For  more  information  about  PM  USA  and  its  products, 
visit  www.philipmorrisusa.com  or  call  1-877-PMUSAWEB. 
Ultima:  1  mg  "tar,"  0.1  mg  nicotine-Ultra  Lights:  5  mg  "tar,"  0.5  mg 
nicotine-Lights:  8  mg  "tar,"  0.6  mg  nicotine  av.  per  cigarette  by  FTC  method. 


Economic  Trends 


BY  GENE  KORETZ 


SOLVING  A  GLOBAL 
GROWTH  ENIGMA 

What  holds  poor  nations  back? 

It's  a  question  that  has  long  perplexed 
economists:    Why   do   some   nations 
remain  so  much  poorer  than  others? 

In  an  intriguing  new  study,  econo- 
mist Eli  Herman  of  Boston  University 
suggests  that  part  of  the  answer  lies  in 
the  nature  of  technological  change. 
Since  the  early  1960s,  he  notes,  a  small 
group  of  nations  (notably  in  East  Asia) 
has  made  spectacular  progress.  But  on 

CATCHING  UP  WITH  AMERICA: 
A  SPOTTY  TRACK  RECORD 


INCOME  PER  CAPITA  AS 
PERCENT  OF  U.S.  LEVEL* 
960  BISSS 
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'CALCULATED  .1^  1999  DOLLARS  AT  PURCHASING  POWER  PARITY 
DATA:  ELI  HERMAN,  BOSTON  UNIVERSITY 

average,  per  capita  incomes  in  the 
developing  world  have  grown  no  faster 
than  those  in  advanced  nations,  which 
means  the  gap  between  the  two  has 
continued  to  widen  in  absolute  terms. 

That  reality  flies  in  the  face  of  stan- 
dard growth  theory.  A  common  view, 
developed  by  Nobel  laureate  Robert 
M.  Solow,  attributes  low  national  out- 
put to  workers'  low  levels  of  skills  and 
physical  capital.  Because  such 
resources  are  subject  to  the  law  of 
diminishing  returns — the  more  one 
already  uses  a  factor,  the  less  one 
gains  from  added  increments — poorer 
nations  get  far  larger  payoffs  from 
investing  in  skills  and  capital  than 
richer  ones.  And  since  they  can  also 
import  technology,  national  incomes 
should  tend  to  converge  over  time. 

The  big  question,  of  course,  is  why 
this  hasn't  happened.  Most  economists 
point  to  poorer  countries'  lack  of  insti- 
tutions that  protect  property  rights 
and  enforce  the  rule  of  law.  While  he 
doesn't  disagree,  Berman  suggests 
another  cause:  the  fact  that  technolog- 
ical progress  in  recent  decades  has 
been  notably  dependent  on  more  edu- 
cated work  forces  equipped  with  high 
levels  of  physical  capital. 


Citing  substantial  research  in  the 
U.S.  and  elsewhere  attributing  the 
widening  wage  gap  between  poorly 
educated  and  well-educated  workers  to 
the  growing  demand  for  skilled  labor 
generated  by  new  technology,  Berman 
theorizes  that  nations  with  high  levels 
of  skilled  workers  and  capital  should 
grow  faster  than  those  with  lower  lev- 
els of  such  resources.  To  find  out,  he 
looks  at  the  productivity  growth  rates 
of  28  manufacturing  industries  in  19 
countries  from  1980  to  1990. 

Berman  focuses  on  multifactor  pro- 
ductivity, which  reflects  the  contribu- 
tion of  technical  progress  to  productivi- 
ty growth  above  and  beyond  any 
increases  in  labor  and  capital 
resources.  He  finds  that  industries 
starting  with  high  levels  of  skill  and 
equipment  per  worker  in  1980  posted 
far  larger  multifactor  productivity 
gains  over  the  1980s  than  those  with 
lower  levels.  Doubling  the  ratio  of  such 
resources  to  labor,  he  estimates,  subse- 
quently increases  multifactor  produc- 
tivity growth  by  about  1.5%  a  year. 

In  sum,  one  reason  poorer  nations 
have  trouble  catching  up  with 
advanced  nations  is  that  the  latter 
have  resources  that  allow  them  to  ben- 
efit disproportionately  from  techno- 
logical change.  That's  the  bad  news. 

The  good  news,  says  Berman,  is  that 
poor  nations  that  act  to  substantially 
raise  education  levels  and  boost  capital 
investment  (as  Korea,  Singapore,  and 
others  have  done)  will  reap  a  double  div- 
idend: faster  income  growth  from  the 
rapid  accumulation  of  physical  and 
human  capital — and  from  an  enhanced 
ability  to  utilize  new  technology. 


THE  GENDER  GAP 
IN  TOP  BRASS  PAY 

It's  a  lot  smaller  than  it  seems 

How  large  is  the  gender  gap  in  com- 
pensation for  top  executives  of 
U.  S.  companies?  To  find  out,  Marianne 
Bertrand  of  the  University  of  Chicago 
and  Kevin  F.  Hallock  of  the  University 
of  Illinois  at  Urbana-Champaign 
looked  at  data  on  total  compensation 
for  the  top  five  executives  of  all  com- 
panies in  the  Standard  &  Poor's  500, 
MidCap  400,  and  SmallCap  600  stock 
indexes  from  1992  to  1997. 

Notwithstanding  the  small  number 
of  women  in  the  sample,  the  two  econo- 
mists found  that  on  average  they 
received  about  45%  less  in  pay,  bonuses, 
and  options  than  males  in  the  top  brass 


group,  or  about  $900,000  a  year,  vs.  .$ 
million.  About  75%  of  this  gap  seems 
reflect  the  fact  that  women  tend 
manage  smaller  companies  and  i 
much  less  likely  to  be  a  ceo,  chair, 
president.  Another  20%  seems  due 
their  tendency  to  be  younger  and  ha 
less  seniority  than  men. 

The  good  news  is  that  the  glass  ce 
ing  appears  to  be  cracking.  The  nu 
ber  of  women  in  top  ranks  grew  fn 
1.3%  in  1992  to  3.4%  in  1997,  and  t 
fraction  of  companies  with  at  least  o 
woman  among  the  five  highest-p 
execs  jumped  from  5.4%  to  15%.  Moi 
over,  their  average  pay  rose  to  73%' 
the  male  average  in  the  sample 
1997,  as  more  women  joined  the  t 
ranks  of  larger  corporations. 


MOBILITY, 
AMERICAN-STYLE 

The  decline  will  abate  for  a  while 


. 


America's  falling  mobility  rate 
slow  or  stabilize  in  the  next 
years,  says  Toni  Horst  of  Economy.cc 
Inc.,  an  economics  research  firm.  Sir 
the  1960s,  the  share  of  the  populati 
changing  residences  annually  has  gr 
ually  declined  from  20%  to  less  th 
16%).  But  Horst  spies  several  devek 
ments  that  should  slow  or  even  h 
this  downtrend  temporarily. 

Among  these  are  the  nation's  shi 
ing  industrial  base  toward  industri 
associated  with  greater  mobility,  anc 
coming  short-term  rise  in  the  share 
highly  mobile  twentysomethings. 
the  long  run,  however,  mobility 
expected  to  resume  its  gradual  decli 
due  to  the  general  aging  of  the  popu 
tion,  the  rise  in  dual  income  hout 
holds,  a  growth  of  telecommuting,  a 
increased  home  ownership. 

Of  course,    the    actual    number 
Americans    mov-   ■— ■— ^^^— ^" 
ing  each  year  will  MORE 

continue    to    rise         STAYING  PUT 

due  to  the  ever-     18 

1  ■  PEOPLE  CHANGING 

expandmg    popu-  RESIDENCES 

lation.  And  U.S.  ^  (within  the  us. 
mobility  should 
remain  high  by 
international  16 
standards,  a  trait 
that  bodes  well 
for  the  economy's 
ability  to  respond 

to  demand  shocks      0;£i  i  i  i  i  i  i  i  i 
by  shifting  laboi 
su])ply   to   when 
it  is  needed. 


APERCENIOI  U.S  IWULAIK 
DATA:  CENSUS  BUREAU 
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Nearly  60%  of  training  budgets  are 
spent  on  things  other  than  training. 
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Kendall  DedT^V 

Bob  Sanregret,  VP  Distance  Learnmg 

Global  Knowledge 


ith  Centra,  we're  changing  that. 


We  3TC  Globdl  KnOWledCpey  me  world's  largest  independent  U  training 
company.  With  an  extensive  catalog  of  classroom  and  computer-based  training  programs,  Global  Knowledge 
delivers  technical  skills  to  thousands  of  business  professionals  each  day,  in  21  countries  and  16  languages. 


We  needed 


a  way  to  help  customers  build  IT  skills,  while  reducing  the  cost  of  travel  to  training 


centers.  A  live  virtual  classroom  that  allows  learners  to  interact  with  instructors,  peers,  and  applications  in  realtime. 
'Xnd  a  way  to  grow  our  business  by  extending  services  to  more  people,  in  more  places,  more  often. 


iWe  expect 


a  real-time  Internet  solution  that  lets  our  instructors  and  students  focus  on  education, 


lot  software.  A  system  that  ensures  a  high-quality  learning  experience  every  time.  And  a  company  that  grows  with 


js  as  our  needs  change. 


nfVe   901   a  flexible  live  eLeamlng  solution  that  helps  our  customers  tackle  the  demand  for  IT  skills. 
The  ability  to  extend  and  grow  our  education  business  on  the  Internet.  And,  the  opportunity  to  let  customers 


spend  more  of  their  training  dollars,  well... on  training. 


IWe  chose  Centra. 

Solutions  for  live  eLearning  and 
Internet  business  collaboration. 


Centra* 


Solutions  for  live  eLearning  and 
Internet  business  collaboration. 


At  Centra,  we  believe  that  live  eLearning  is  more  than 
education.  It's  a  way  to  connect  business  people  online 
using  a  Web  browser  to  interact  in  realtime,  delivering 
information  and  skills  more  efficiently  and  with  better 


results  than  ever  before.  And  without  the  time,  delays. 


and  expense  of  business  travel. 


Only  Centra  offers  a  complementary  suite  of  enterprise 
software  and  Internet  services  that  enable  the  delivery 


and  exchange  of  integrated  voice,  video,  presentations,  and  applications 
for  secure  virtual  classrooms,  online  presentations  and  Web  meetings. 
With  Centra,  your  workforce  is  more  knowledgeable,  your  customers  are 
more  loyal,  and  your  products  and  services  get  to  market  more  quickly 


Centra  meets  every 
business  need  with 
software  products 
and  Web  services 
for  interactive  virtual 
classrooms,  online 
presentations  and 
Web  meetings. 


For  more  information,  visit  www.centra.com,  or  call  1-888-547-6300. 


And  deliver  some  big  results  of  your  own. 
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r  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


US.  ECONOMY 


IS  IT  WEAKER  DEMAND, 
OR  A  WORKER  SHORTAGE? 


;HH!  DON'T  WAKE  UP 
rHE  SOFT  LANDING 

he  Fed  must  tiptoe  in  2001  amid  slower  growth  and  higher  inflation 

That's  not  a  problem  for  2001.  The  new  Administra- 
tion can  do  little  to  interfere  with  the  Fed's  control  of 
the  economy  between  now  and  fiscal  year  2002  begin- 
ning next  October  And  even  then,  the  White  House 
must  still  cope  with  a  high  squabble  factor  on  Capitol 
Hill,  given  the  near-even  partisan  split  in  Congress. 

For  now,  most  signs  suggest  that  the  soft  landing  is 
proceeding  as  the  Fed — and  the  markets — hope  it  will. 
However,  despite  the  economy's  downshift,  there  is  as 
yet  no  sign  that  the  labor  markets  are  loosening  up  in 
a  way  that  will  take  upward  pressure  off  labor  costs. 

True,  payrolls  added  137,000 
workers  in  October,  less  than 
the  average  monthly  rise  of 
187,000  during  the  first  nine 
months  of  the  year.  But  other 
data  point  to  a  labor  market 
stretched  thin.  The  jobless  rate 
held  at  3.9%.  The  percentage 
of  unemployed  workers  who 
voluntarily  left  their  last  job 
jumped  to  an  expansion  high 
of  15.3%.  Since  August,  the 

duration  of  unemployment  has  averaged  5.9  weeks, 
close  to  an  expansion  low.  Moreover,  64.4%  of  the  work- 
ing-age population  is  employed.  That's  down  a  bit  from 
the  recent  peak,  but  it's  higher  than  the  1999  average. 

A  further  sign  of  tight  labor  markets  is  the  speedup 
in  hourly  earnings  of  production  workers.  So  far  in 
the  second  half,  pay  is  growing  at  a  4.2%  annual  rate, 
up  from  3.9%  in  the  first  half  and  from  a  3.2%  pace  in 
the  second  half  of  last  year. 

The  pickup  has  been  especially  noticeable  in  the  pri- 
vate service  sector,  which  employs  77%  of  all  private- 
sector  workers.  So  far  this  year,  the  12-month  growth 
rate  in  service  pay  has  sped  up  from  3.3%  to  4%,  and 
shows  no  sign  of  slowing.  Indeed,  the  jobless  rate  in  the 
service  sector  is  still  falling.  It  hit  3.7%  in  October. 

THE  ACCELERATION  IN  PAY  GAINS  raises  the  ques 
tion  of  how  much  of  the  slowdown  in  job  growth  re- 
flects the  cooler  pace  of  demand  in  the  economy  and 
how  much  is  due  to  a  dwindling  supply  of  workers.  For 
the  total  labor  market,  both  sides  of  the  equation  ap- 
pear to  be  at  work,  but  a  shrinking  labor  pool  seems  to 
be  the  chief  reason  for  the  recent  slowdown  in  job 
growth  for  managerial  and  professional  workers  (chart). 
New  employment  for  managers  and  professionals, 


FAHER  PAY  HIKES 
FOR  SERVICE  WORKERS 


AVERAGE  HOURLY 
EARNINGS 

Of  PRODUCTION' 
WORKERS  IN 
SERVICES - 


Amid  all  the  twists  and  turns 
and  last-minute  uncertainties 
the  historic  2000  Presidential  election,  two  things 
•em  clear  about  the  economic  outlook:  Since  any  fiscal 
)licy  changes  will  not  be  enacted  for  another  year,  the 
ith  of  the  economy  will  not  be  any  different  from 
hat  was  expected  prior  to  the  Florida  recount.  And 
'en  a  year  fi*om  now,  the  lack  of  any  real  mandate  for 
(keeping  changes  in  fiscal  policy  will  limit  the  new 
dministration's  ability  to  influence  the  economy. 
For  now,  at  least,  these  two  factors  work  in  the 
sderal  Reserve's  favor.  It  has  already  pulled  back  on 
e  throttle  in  an  attempt  to  slow  the  economy  from  a 
•eakneck  pace  to  a  safer  cruising  speed.  Tighter  fi- 
incial  conditions  are  already  tempering  demand  by 
ith  consumers  and  businesses.  The  latest  data  from 
b  growth  to  factory  orders  to  retail  activity  leave  no 
>uht  that  the  economy  has  slowed  a  notch — or  two. 
But  outside  of  the  malaise 
in  manufacturing,  where  Fed 
tightening  always  hits  hard, 
there  is  no  evidence  that  the 
overall  economy  is  anywhere 
near  weak.  Indeed,  even 
though  job  growth  is  clearly 
slowing,  as  shown  by  the  Oc- 
tober employment  data,  labor 
markets  remain  exceptionally 
tight,  and  workers'  compensa- 
tion is  growing  at  an  ever- 
ster  rate,  especially  in  services  (chart). 
That  means  2001  is  shaping  up  to  be  a  period  of 
»th  slower  growth  and  rising  core  inflation.  In  the 
ming  year,  tight  labor  markets  will  have  the  potential 
lift  inflation  pressures,  while  at  the  same  time,  soft- 
output  gains  mean  short-term  productivity  growth  is 
cely  to  slow  considerably.  All  this  creates  a  very  del- 
ate environment  in  which  the  Fed  will  make  policy, 
'en  as  the  financial  markets  are  beginning  to  bet  that 
e  Fed's  next  move  is  a  rate  cut. 

iJRTHER  OUT,  THOUGH,  the  Fed  has  to  consider  the 
icertainties  over  how  much  and  when  any  new  fiscal 
rust  will  be  forthcoming.  A  substantial  fiscal  boost 
i|Uld  come  just  at  the  wrong  time  and  severely  com- 
icate  the  Fed's  job  of  engineering  a  soft  landing.  The 
2d  might  feel  it  necessary  to  counteract  a  big  dose  of 
ical  stimulus  with  higher  interest  rates. 


k.  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA:  LABOR  OEPT,  BUSINESS  WEEK 


A  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA:  LABOR  DEPT,  BUSINESSWEEK 
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about  30%  of  all  jobs,  has  stalled  over  the  past  year,  as 
job  growth  from  a  year  ago  is  down  to  almost  zero. 
However,  the  unemployment  rate  for  this  same  cate- 
gory of  workers,  at  1.8%  in  October,  has  not  risen, 
and  compensation  for  managerial  types  accelerated  in 
the  third  quarter.  That  suggests  that  the  sharp  falloff  in 
job  growth  is  not  due  to  layoffs  or  any  weakening  in 
demand.  So  hopes  of  holding  pay  growth  in  this  sector 
in  line  with  productivity  gains  may  be  misplaced. 

One  area  where  labor  markets  are  loosening  up  is 
manufacturing.  Factory  payrolls  were  flat  in  October, 
and  so  far  this  year  the  sector  has  lost  116,000  jobs,  on 
top  of  210,000  net  layoffs  last  year.  The  factory  jobless 
rate  rose  to  4.1%  in  October,  the  highest  in  two  years. 

A  KEY  FACTOR  complicating  the  outlook  for  inflation 
and  Fed  policy  next  year  is  productivity.  Although 
third-quarter  output  per  hour  rose  at  a  strong  3.8%  an- 
nual rate  from  the  second  quarter,  the  four-quarter 
growth  rate  slowed  to  4.9%  from  5.4%  in  the  second 
quarter.  Even  if  the  quarter-to-quarter  rate  is  3%  in  the 
final  quarter,  the  yearly  pace  will  slip  to  3.7%. 

While  the  structural  trend  in  productivity  grovd;h 
has  clearly  shifted  up,  maybe  to  as  high  as  3%,  the 
cyclical  slowdown  is  sure  to  continue  next  year  since,  in 
the  short  run,  productivity  growth  tends  to  follow  the 
pace  of  the  economy.  However,  compensation  growth  is 
already  growing  faster  than  the  long-term  growth  of 
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productivity,  and  it  is  likely  to  speed  up  next  ye 
The  measure  of  compensation  in  the  Labor  Dep 
productivity  report  rose  at  a  6.4%  annual  rate  from  t 
second  quarter,  and  it's  up  5.1%  from  a  year  ago  (chai 

Unit  labor  costs,  which  have 
been  tame  during  the  past 
year,  are  starting  to  feel  some 
upward  pressure.  Consequent- 
ly, the  overall  rise  in  prices  in 
the  third  quarter  failed  to  keep 
pace  with  unit  costs,  squeez- 
ing the  profit  margins  of  some 
companies.  That  could  be  why 
inflation  in  the  service  sector  is 
picking  up.  Service  providers 
have  more  pricing  power  to 
cover  their  costs  than  goods  producers  have,  since  s^ 
vices  typically  face  little  international  competition. 

A  key  point  here  is  that  the  economy  is  in  transitii 
The  past  few  years  have  been  nothing  but  blue  sky  a 
roses  for  growth,  employment,  inflation,  profits,  a 
stock  prices.  The  new  Administration  inherits  an  ecc 
omy  whose  limits  are  now  more  clearly  visible.  T 
President-elect  might  do  well  to  realize  that  any 
tempt  to  pump  up  the  economy  in  the  next  couple 
years  will  most  likely  be  met  with  higher  inten 
rates  by  the  Federal  Reserve,  as  the  Fed  tries  to  h( 
the  economy  within  those  limits. 


'991    II      III      IV   '001    II 
▲  QUARTERLY  PERCENT  CHANGE, 
ANNUAL  RATE 

DATA:  LABOR  DEPT 


BAD  NUMBERS  AND  BRIBERY,  TOO 


As  if  the  sagging  Argentine 
economy  did  not  have  enough 
problems  of  its  own,  the  country's 
Senate  scandal  is  now  affecting 
fiscal  decisions. 

President  Fernando  de  la  Rua 
has  sent  his  2001  bud- 
get to  the  lower  cham- 
ber of  Congress.  How 
quickly  it  passes  is 
seen  as  a  test  of  Rua's 
political  strength  amid 
a  bribery  scandal  that 
led  to  the  resignation 
of  his  vice-president  in 
early  October. 

Quick  passage  is  also 
needed  to  meet  the  re- 
quirements of  the  International 
Monetary  Fund's  emergency  cred- 
it fine  of  $7.2  billion.  In  particular, 
the  budget  calls  for  spending  cuts 
of  about  $700  million  in  order  to 
shrink  the  2001  budget  deficit  to 


ARGENTINA  REMAINS 
MIRED  IN  A  SLUMP 
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DATA.  BLOOMBERG  FINANCIAL  MARKETS 


$4.1  billion,  another  IMF  target. 

Argentina  has  been  in  a  reces- 
sion for  almost  two  years,  with 
few  signs  of  recovery.  Real  gross 
domestic  product  fell  3%  in  1999, 
and  in  the  first  half  of  2000  it  was 
up  just  0.6%  com- 
pared with  the  same 
period  in  1999  (chart). 
Monthly  data  show 
that  real  GDP  probably 
grew  little,  if  any,  in 
the  third  quarter.  And 
at  the  start  of  the 
fourth,  October  vehi- 
cle production  fell 
10%  compared  with 
its  year-earlier  level. 
One  measure  of  investor  wari- 
ness toward  Argentina  was  the 
Nov.  7  auction  of  Treasury  bills. 
The  entire  issue  of  $1.1  billion 
was  sold,  a  small  sign  of  investor 
confidence.  But  the  yield  was  the 


highest  so  far  this  year,  suggest- 
ing Argentine  securities  still  carr; 
a  big  risk  premium. 

Despite  the  recession,  exports 
are  doing  well,  rising  3%  in  the 
first  half.  The  strength  of  foreign 
shipments  negate  any  arguments 
that  Argentina's  woes  stem  from 
the  country's  decision  to  link  its 
currency  to  the  strong  U.S.  dol- 
lar. So  far,  that  link  has  not  made 
Argentine  exports  uncompetitive, 
and  it  has  helped  to  lower  prices. 
Consumer  prices  were  down  0.5% 
in  October  from  a  year  ago. 

Deflation,  though,  has  a  draw- 
back: It  is  curbing  pay  raises  and 
limiting  profit  growth.  And  lower 
income  means  a  drop  in  tax  re- 
ceipts. So,  Riia  has  few  options 
but  to  push  through  his  spending 
cuts — and  quickly — in  order  to  se- 
cure needed  credit  for  Argentina'^ 
slumping  economy. 


34  BUSINESS  WEEK  /  NOVEMBER  20,  2000 
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Leading  technology  companies 
share  something  in  common. 


For  innovative  financings  and  strategic  advice,  premier  technology  companies  consistently 
turn  to  Goldman  Sachs.  Clients  draw^  on  our  investment  banking  expertise,  industry  l<nowledge 
and  first-class  research  to  take  them  where  they  want  to  go.  From  IPOs  to  convertibles  to 
M&A  advisory,  we  work  with  clients  to  structure  and  implement  the  solutions  they  need. 
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On  Nov.  7,  just  over  half  of 
America's  registered  voters 
streamed  to  the  polls  and  ren- 
dered a  mighty  judgment 
for... your  favorite  name  here. 
In  one  of  the  closest, 
strangest  contests  in  modem  times,  the 
Presidential  race  between  Democrat  Al 
Gore  and  Republican  George  W.  Bush 
deadlocked  just  shy  of  an  electoral  ma- 
jority. While  Gore  appears  to  have  won 
the  popular  vote,  the  electoral  outcome 
hinged  on  a  recount  in  Florida — a  state 
where  Bush  was  clinging  to  a  tiny  lead. 
But  even  as  the  votes  were  sifted  in 
the  Sunshine  State,  with  platoons  of 
Gore  poll-watchers  on  the  alert  for  bal- 


lot-box  shenanigans,  it  was  becoming 
clear  that  Campaign  2000  was  an  elec- 
tion like  no  other,  a  millennial  muddle  of 
epic  proportions. 

That's  because  the  signals  from  the 
citizenry  were  so  contradictory.  Every- 
where pollsters  looked,  they  found 
schizoid  splits.  Americans  liked  Bush's 
vision  of  limited  government — and 
Gore's  brand  of  progressive  activism. 
Roughly  a  third  thought  that  strength- 
ening Social  Security  was  top  priority. 
But  by  only  slightly  smaller  margins, 
others  chose  tax  cuts  or  paying  off  the 


national  debt.  They  enshrined  free 
enterprise  and  individual  initiative  yet 
felt  the  tug  of  populist  appeals  to  cur 
the  power  of  big  corporations  an 
wealthy  elites  (page  44).  They  longt 
for  change  but  found  comfort  in  th 
cushy,  10-year  economic  boom.  Accorc 
ing  to  ABC  News  exit  polls,  56%  of  vo 
ers  wanted  the  country  to  stay  the  cu 
rent  course,  while  41%  favored  a  "fres 
start." 

In  the  Presidential  race,  this  riptici 
of  svidrling  sentiment  gave  neither  sic 
a    commanding   lead    but    may    hav 
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jnci  up  delivering  a  slight  edge  in 
popular  vote  to  Gore.  On  the 
;npth  of  heavy  union  turnout  and  in- 
se  grEvSsroots  support  from  liberal 
ups  and  minorities,  he  won  many  of 
heartland's  big  industrial  states.  But 
ih  countered  with  a  cunning  small- 
;e  strategy,  picking  off  redoubts  con- 
?red  Democratic  turf — states  such  as 
tansas.  West  Virginia,  and  even 
•e's  home  state  of  Tennessee.  Al- 
ugh  victory  remained  just  out  of 
ch  as  BUSINESS  WEEK  Went  to  press 
Nov.  8,  the  Texan  managed  to  come 


as  close  as  he  did  because  his  "compas- 
sionate conservative"  appeals  made  in- 
roads with  blue-collar  Democrats  and 
independents,  among  them  suburban 
women  who  have  been  hostile  to  GOP 
candidates  in  the  past. 

In  the  battle  for  Congress,  the 
currents  ran  in  the  other  direction, 
and  Republicans  lost  ground.  Many 
House  Republicans  stole  their  op- 
ponents' scripts  and  waged  cam- 
paigns that  promised  to  improve  educa- 
tion and  health  care.  As  a  result. 
Democrats  made  little  headway  in  pick- 


ing up  the  six  seats  they  needed  to  re- 
gain control  of  the  House.  As  of  Nov.  8, 
the  net  gain  was  two,  with  two  slots 
undecided.  The  shocker  was  the  Sen- 
ate, where  Hillary  Rodham  Clinton  led  a 
cadre  of  Democrats  that  managed  to 


Cover  Story 


gain  at  least  three  seats,  a  showing  that 
puts  the  party  within  a  heartbeat  of 
control  (page  42). 

So  what  is  the  meaning  of  Campaign 
2000  and  what  is  the  future  direction  of 
policy  in  this  divided,  but  not  terribly 
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THE  PRESIDENCY 
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discontented,  nation?  All  roads  lead  to 
the  center.  Given  the  split  verdicts,  nei- 
ther party  can  claim  a  sweeping  man- 
date. Although  either  a  victorious  Bush 
or  Gore  would  put  up  a  brave  show,  in- 
sisting that  a  win  is  a  win,  reality  is 
far  different.  The  lack  of  national  con- 
sensus forces  whomever  is  declared  the 
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victor  to  govern  incrementally,  devot- 
ing enormous  energy  to  consensus-build- 
ing while  trying  to  avoid  the  traditional 
post-election  tendency  to  reward  base 
voters  with  red-meat  legislation  and 
controversial  appointments. 

Concludes  Stephen  Wayne,  a  Presi- 
dential scholar  at  Georgetown  Univer- 
sity: "The  voters'  message  is:  'Speak 
softly  and  pursue  a  more  bipartisan  ap- 
proach.'" In  the  view  of  many  veteran 
business  lobbyists,  that  means  the  new 
President  may  have  to  concentrate  more 
on  the  bully  pulpit  to  create  a  sense  of 
national  unity  than  on  the  traditional 
100  Days  sprint  to  put  legislative  points 
on  the  board.  "This  may  be  one  of  those 
years  when  there  is  no  honeymoon," 
says  Robert  Stovall,  senior  vice-presi- 
dent of  Prudential  Securities  Inc. 

Although  caution  and  gridlock  are 
dirty  words  in  some  quarters,  that's  not 
necessarily  the  case  on  Wall  Street.  Al- 
ready, some  money  mavens  are  view- 
ing the  current  stalemate  in  cautiously 
upbeat  terms.  "Whoever  is  the  victor, 
they're  winning  a  narrow  mandate," 
reckons  Martin  D.  Sass,  ceo  of  New 
York  money-management  firm  M.D. 
Sass  Group.  "With  no  clear  majority  in 
Congress,    it    suggests    more    of  the 
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same . . .  and  that  has  been  a  good  envi- 
ronment for  the  markets." 

Naturally,  partisans  in  both  the  Bush 
and  Gore  camps  continue  to  insist  that 
victory,  even  the  razor-thin  variety,  is 
tantamount  to  validation.  "If  we  win 
with  a  majority  of  both  houses  of  Con- 
gress, of  course  there's  a  mandate,"  in- 
sists one  Bush  economic  adviser  "Voters 
who  went  for  Bush  knew  they  were  en- 
dorsing tax  cuts  and  some  form  of  enti- 
tlement reform." 

If  that's  the  case,  not  a  lot  of  business 
leaders  are  acknowledging  it.  "I  don't 
know  many  people  who  went  for  Bush 
because  of  his  tax  cut,"  says  former 
Netscape  ceo  James  Barksdale,  who 
supported  the  Texan.  "It's  because  he 
backed  off  some  of  the  harsh,  right- 
wing  rhetoric  of  four  years  ago  and  took 
issues  away  from  the  Democrats." 

When  the  fog  of  confusion  in  Florida 


finally  clears,  we'll  have  a  winner — 1  " 
winning  under  such  extraordinary  (  "^ 
cumstances  makes  victory  bitterswe  '^^ 
Job  One  for  the  new  President-elect  ™ 
reaching  out  to  opponents  and  plec  "'" 
ing  a  mild  form  of  coalition  govemme  ^' 
Either  Bush  or  Gore  might  be  tempt  ™ 
to  sooth  partisan  passions  by  putting  ''- 
few  opposition  members  in  the  Cabin  ^ 
Washington  cognoscenti  speculate  tl  '^' 
the  Texas  Governor  could  seek  out  c<  ¥ 
servative  Dems  such  as  former  Gei  *" 
gia  Senator  Sam  Nunn,  Representati  "-'* 
Charles  W.  Stenholm  of  Texas,  or  Was  *" 
ington  superlawyer  James  C.  Langd  ™ 
Jr.,  an  old  Midland  (Tex.)  buddy,  J  ^i'); 
Cabinet  iobs.  Since  Gore  is  consider  '*" 
more  of  a  partisan  and  would  have  "'^ 
deal  with  a  GOP-controlled  Congress,  '^'' 
would  face  even  more  clamor  to  rea  ™ 
out.  He  might  consider  Republicans  si  ^ 
as  ex-New  Hampshire  Senator  Wan  ''"' 


WHAT  THE  NEW  PRESIDENT  MAY  ACCOMPLISH  §; 


EDUCATION  Congress  may  be  as  "' 
to  pass  legislation  that  includes  i 
testing  for  students  and  teachers  "^ 
additional  funds  for  new  schoolrc 
and  teachers'  pay.  But  GOP-back 
school  vouchers  will  be  sent  to  tlf" 
back  of  the  class  on  Capitol  Hill. 

HEALTH  CARE  A  modest  patient 
of  rights,  which  gives  managed-Cc 
enrollees  a  limited  right  to  challe 
health  insurers  in  court,  could  be 
peacemaking  overture  in  a  polariz 
Congress.  Both  Republicans  and 
mocrats  could  unite  around  the  i 


idman  and  former  Missouri  Senator 
in  C.  Danforth,  a  pair  of  straight-ar- 
vs  with  a  bipartisan  streak. 
The  forced  move  toward  the  center 
luld  also  compel  the  next  President 
refocus  his  agenda  on  less  contro- 
rsial  items  that  could  stand  a  chance 
a  Congress  near  political  parity.  The 
irting  point  is  clear:  Both  Bush  and 
re  made  education  reform  their  top 
Tipaign  issue,  and  the  differences  be- 
een  the  parties  on  schools  aren't  im- 
!nse.  Democrats  favor  more  money 
•  school  construction  and  hiring  new 
ichers.  Republicans  stress  account- 
ility,  parental  choice,  and  more  local 
perimentation. 

The  major  sticking  point  is  a  call  for 
vate-school  vouchers.  But  after  pro- 
jcher  initiatives  were  crushed  in  Cal- 
mia  and  Michigan  (page  46),  the  cause 
5  lost  steam  in  Washington.  "Educa- 


tion will  be  the  great  healer  issue,"  pre- 
dicts former  Republican  Representative 
Bill  Paxon  of  New  York,  and  both  Bush 
and  Gore  aides  agree.  Business  couldn't 
be  happier.  "The  closer  the  election,  the 
better,"  says  John  Kernan,  ceo  of 
Lightspan  Inc.,  a  San  Diego-based  edu- 
cational software  maker.  "Both  parties 
want  to  spend  more  on  education." 

Business  reps  also  think  that  after 
GOP  House  members'  success  in  appro- 
priating the  health-care  issue  on  the 
stump,  it  will  offer  another  avenue  for 
bringing  warring  sides  together.  Even 
before  the  election,  Congress  was  edg- 
ing toward  accord  on  legislation  that 
would  give  enrollees  in  managed-care 
plans  more  clout  against  hmos  and  in- 
surance companies.  If  Bush  is  Presi- 
dent, he's  likely  to  sign  a  measure  that 
grants  HMO  members  a  limited  right  to 
sue.  He  accepted  similar  legislation  in 


CRIPTION  DRUGS  Since  both 
party  candidates  cannpaigned  on 
■ue,  Congress  may  enact  a  plan 
ves  seniors  government  subsi- 
t  would  rely  on  a  mix  of  tradi- 
Medicare  and  private  insurance. 

5  Some  middle-class  tax  relief 
assured.  Key  elements:  mar- 
)enalty  and  estate-tax  relief  and 
■eaks  for  education,  health  insur- 
and  long-term  care.  The  price 
scaled  back  from  Bush's  $1.6 
.  But  if  the  economy  slumps, 
or  modest  rate  cuts  improve. 


DEFENSE  Both  parties  seem  ready  to 
increase  Pentagon  spending  for  military 
pay  and  readiness.  But  a  costly  new 
Star  Wars  antimissile  program  will  have 
a  hard  time  getting  off  the  ground. 

TOUGH  SLEDDING  The  new  President 
will  lack  the  clout  to  deliver  Social  Se- 
curity reform  based  on  private  invest- 
ment accounts.  Also  in  doubt,  broad- 
based  Medicare  reforms  using  stringent 
cost  controls,  major  new  trade  expan- 
sion, and  polarizing  social  issues  such 
as  strict  abortion  curbs  and  expansion 
of  family  leave. 


Texas  when  the  political  winds  shifted. 
Gore  would  prefer  a  bill  with  more 
teeth  but  would  have  a  hard  time  get- 
ting it  past  a  deadlocked  Senate.  The  re- 
sult, says  Thomas  A.  Scully,  president  of 
the  Federation  of  American  Hospitals: 
"You  will  probably  get  a  moderate  pa- 
tients' bill  of  rights"  in  2001. 

Similarly,  both  candidates  embraced  a 
new  drug  benefit  for  seniors,  and  Con- 
gress tried  but  failed  to  enact  such  a 
measure  earlier  this  year.  Democrats 
favor  a  new  drug-purchase  plan  under 
Medicare,  which  would  provide  a  limited 
benefit  for  all  seniors.  Republicans  would 
rather  have  the  government  subsidize 
drug  purchases  through  private  insur- 
ance— especially  for  low-income  seniors. 

If  Bush  rules  the  White  House,  he 
would  be  tempted  to  win  friends  and 
influence  people  by  finding  a  middle 
ground.  The  solution:  "It  will  have  to  be 
some  kind  of  hybrid  government-pri- 
vate program,"  says  a  pharmaceutical 
industry  lobbyist.  Conservatives  still 
hope  to  use  the  benefit  as  the  incen- 
tive for  broad-based  Medicare  reform. 
But  the  votes  for  that  may  not  be  there 
in  a  gridlocked  Congress. 

Normally,  you  wouldn't  think  that  tax 
cuts  might  be  considered  a  unifying  is- 
sue in  the  107th  Congress,  but  the  gulf 
between  Republicans  and  Democrats 
will  narrow  in  the  wake  of  the  election. 
Both  Bush  and  Gore  proposed  big  re- 
ductions, there's  money  in  the  federal  till 
to  finance  a  significant  cut,  and  the  need 
for  fiscal  stimulus  may  be  growing  as 
the  economy  slows  from  the  combined 
effects  of  Federal  Reserve  interest  rate 
hikes,  costlier  oil,  and  sinking  stocks. 

Bush's  $1.6  trillion  proposal  to  slash 
rates  and  provide  targeted  relief  for 
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maiTied  couples,  t'hai'itable  giving,  edu- 
cation, and  long-term  care  looks  like  a 
nonstarter — though  he  would  be  oblig- 
ated to  fight  for  it  for  awhile.  Why? 
Memories  of  the  "read  my  lips"  flip-flop 
that  crippled  his  father's  Presidency. 
Gore,  for  his  part,  sought  $.500  billion  in 
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targeted  tax  breaks  for  nearly  every- 
thing that  moved. 

The  possible  compromise?  Enacting 
marriage-penalty  and  estate-tax  relief, 
which  almost  became  law  this  year  and 
which  both  candidates  back.  "The  new 
President  will  find  leftovers  ^^^^^ 
on  his  plate,"  says  corporate  ^^^^^ 
rep  Kenneth  M.  Duberstein,  ^^^^^ 
chief  of  staff  for  Ronald  Rea- 
gan. "These  things,  rather 
than  new  items,  will  take  up 
most  of  the  tax  focus." 

In    the    end,    new    tax 


more  than  Gore.  But  a  new  hemispher- 
ic trade  pact  and  restoration  of  the 
Pi-esident's  authority  to  negotiate  "fast- 
track"  deals  could  face  tough  sledding  in 
a  Congress  cast  in  cement.  Fast  track 
"is  a  nightmare  of  an  issue,"  says 
Steven  Rattner,  managing  principal  of 
New  York-based  Quadrangle  Group,  an 
equity  fund.  "I  wouldn't  count  on  it  hap- 
pening right  away." 

The  biggest  losers  in  the  current 
deadlock  are  the  ideological  core  groups 
who  believe  they  were  responsible  for 
their  champions'  White  House  win. 
Their  prize:  a  Presidential  pen  and  a 
nice  pat  on  the  head.  Religious  conser- 
vatives now  are  unlikely  to  gain  more 


A  DIVIDED  ELECTORATE 
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Asked  about  their  concerns,  voters  split  fairly  evenly,  giving 
the  eventual  winner  little  direction  on  what  to  tackle  first. 

Which  one  issue  mattered  most  in  determining  your  vote?* 


Fair  enough.  But  to  America's  f( 
eign  allies,  a  U.  S.  leadership  vacuL 
and  political  paralysis  are  not  chee 
prospects.  Some  government  leade 
may  wonder  whether  a  hobbled  Pre 
dent  and  Congress  can  muster  the  [ 
litical  will  for  a  continued  U.  S.  lead 
ship  role  abroad,  particularly  sin 
Bush  has  talked  about  pulling  U. 
troops  out  of  NATO  peacekeepi 
missions  and  Gore  has  scared  foreig 
ers  by  sounding  like  a  labor-own 
protectionist. 

But  some  mellow  Europeans  souAob 
just  like  U.  S.  business  execs  wh 
they  speculate  that  America's  move  t  toi 
ward  the  center  will  prove  benefic 
^^^^^     by  rubbing  the  rough  edg  lie 
^IJI^^     off  of  either  Bush's  or  Gor 
^^^^^     agendas.   "It  means   [U 

leaders]  wifl  have  to  sta  lo 
from  a  basis  of  consensus  Pre 
says  Klaus  Barthel,  a  Soc:  key 
Democratic  member  of  t.  Ore 
German  parliament.  "Thi  Goi 


breaks  for  charitable  giving,  ECONOMY/JOBS  18/b  can't  polarize." 


education,  and  health  insur- 
ance, along  with  relief  from 
the  Alternative  Minimum 
Tax  might  make  it  into  a 
2001  bipartisan  package.  And 
if  the  economy  heads  south, 
modest  rate  relief  could  also 
be  included.  Total  pricetag  of 
a  new  tax  package:  in  the 
$600-billion-to-$800-billion 
range.  That's  not  going  to 
make  supply-siders  happy, 
but  with  divided  government, 
that  may  be  the  best  they 
can  get. 

What  bites  the  dust  in 
such  a  narrowly  focused 
agenda?  Many  things  of  im- 
portance to  the  parties'  true 
believers.   For  instance,   a 


to  forgo  his  grand  scheme 
for  private  Social  Security  in- 
vestment accounts.  A  new 
Presidential  commission 
would  provide  options  for 
partial  privatization,  but  votes  may  be 
lacking  on  a  divided  Hill.  He  could  get  a 
modest  increase  for  military  readiness 
and  a  pay  raise  but  lacks  the  muscle 
to  snare  additional  billions  for  a  Star 
Wars  anti-missile  system. 

Gore,  for  his  part,  could  expect  Con- 
gress to  deep-six  many  of  his  new  enti- 
tlements, such  as  his  Retirement  Sav- 
ings Plus  plan,  which  gives  middle-class 
workers  both  a  tax-free  savings  account 
and  a  government  match.  The  Veep  has 
proposed  some  200  new  microprograms 
during  the  campaign,  and  they  would 
be  whittled  down  to  a  nub  by  Republi- 
cans and  leery  conservative  Democrats. 
Both  candidates  are  free-traders.  Bush 


EDUCATION 

15% 

TAXES 

14% 

SOCIAL  SECURITY 

14% 

What  should  the  new  President  do  first? 
IMPROVE  EDUCATION 

30% 

CUT  TAXES 

26% 

STRENGTHEN  SOCIAL  SECURITY 

23% 

CURB  PRESCRIPTION  DRUG  PRICES 

11% 

What  should  be  the  top  priority  for  the  budget  surplus 
STRENGTHEN  SOCIAL  SECURITY 

?* 

'35% 

CUT  FEDERAL  INCOME  TAXES 

28% 

REDUCE  THE  NATIONAL  DEBT 

24% 

Which  do  you  agree  with  more?* 

THE  COUNTRY  NEEDS  TO  STAY  ON  COURSE 

56% 

THE  COUNTRY  NEEDS  A  FRESH  START 

41% 

the 
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than  a  token  gesture  on  tough  new 
abortion  curbs.  As  for  the  Supreme 
Court,  a  President  Bush  would  "not  get 
right-wing  appointments  through  the 
Senate,"  says  Emory  University  political 
scientist  Merle  Black. 

Gore's  can't-do  list  is  even  more 
daunting.  His  debts  to  labor  include 
everything  from  paid  family  leave  to 
legislation  barring  permanent  replace- 
ments for  striking  workers. 

To  some  in  the  business  world,  the 
prospect  of  creative  gridlock  is  hardly 
distressing.  "We  have  become  comfortable 
with  a  Washington  unable  to  do  a  thing," 
says  Daniel  E.  Laufenberg,  chief  U.  S. 
economist  for  American  Express  Co. 


Still,  what  if  a  foreign  a 
versary,  such  as  Iraq's  Sa 
dam  Hussein,  decides  to  tal 
advantage  of  the  U.  S.  poli' 
cal  impasse  by  testing  t]  rev 
sanctions  on  his  regime?  B 
mistake,  says  Marc  C.  Gin 
berg,  a  senior  foreign-polii  Mi 
adviser  to   Gore:   "Sadda  thr 
should  have  his  head  exar  ulai 
ined  if  he  thinks  a  close  vo 
somehow  suggested  the  R 
publicans  and  Democrats  a 
not  united  against  him." 

While  officials  in  forei| 

capitals  puzzle  over  the  p 

litical  Balkanization  in  Was 

ington,  the  capital's  legioi 

of  nervous  lobbyists,  misfi 

ing   pundits,   battered   b 

reaucrats,      and      assortc 

hangers-on  remain  on  te 

terhooks.  The  most  relaxt 

people  in  this  scenario  a: 

the  voters,  who  seem  odd 

at  peace  with  the  split  ve 

diet  they  have  delivered,  and  tho; 

business  execs  who  think  a  hamstrur 

Washington  is  the  perfect  accompar 

ment  to  Thanksgiving  turkey.  "Thei 

has  been  a  lot  of  rhetoric,  but  you 

see  more  compromise,"  says  top  D 

mocratic  fund-raiser  Eli  Broad,  CKo 

insurer  SunAmerica  Inc.  "The  republ 

win  survive." 

By  Lee  Walczak,  Richard  S.  Dia 
ham,  and  Howard  Gleckman  in  Wat<i 
ington  with  bureau  reports 


( 
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For  more  election  coverage,  see  the  Nov.  20j 
issue  at  www.businessweek.com 
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WHY  THE  ELECTORAL  COLLEGE  LIVES  ON 


ELECTION 


gSl! 


1 


THE  PRESIDENT 


It  is  one  of  the 
most  obscure  col- 
leges in  America. 
It  has  no  profes- 
sors and  very  few 
cheerleaders.  But 
it  has  complete 


control  over  who  leads  the  most 
powerful  nation  in  the  world.  It's  the 
Electoral  College,  which  reemerged 
from  obscurity  this  November  to 
play  a  pivotal  role  in  the  selection  of 
the  4.'ird  President. 

For  the  first  time  since  1888,  the 
Presidential  candidate  who  appears 
to  have  the  most  popular  votes,  Vice- 
President  Al  Gore,  may  not  get  the 
keys  to  the  White  House.  Excluding 
Oregon's  7  electoral  votes,  if  Texas 
Governor  George  W.  Bush  maintains 
his  narrow  election-night  lead  in 
Florida,  he  will  become  President 
with  278  electoral  votes,  despite  tal- 
lying fewer  popular  votes. 
STRIKE  THREE?  The  electoral  fluke  is 
reviving  a  century-old  debate  over 
whether  the  college  should  go  to  the 
scrap  heap.  Why  have  a  rickety  insti- 
tution that  has 
thrice  made  a  pop- 
ular-vote loser 
the  Presi- 


dent? Unabashedly  elitist,  the  Elec- 
toral College  was  created  by  the 
founding  fathers  in  1787  as  a  counter- 
balance against  too  much  democracy 
and  to  protect  states  fi'om  encroach- 
ing federal  power 

Here's  how  it  works:  Each  state 
gets  a  number  of  electoral  votes  equal 
to  its  total  representation  in  the 
House  and  Senate.  So  a  state  like  Cal- 
ifornia, with  52 
House  members 
and  2  senators, 
gets  54  electoral 
votes.  The  prob- 
lem? Small-  and 
midsize  states 
have  a  louder 
voice  in  selecting 
a  President.  For 
instance,  the  22 
smallest  states 
together  have 

less  than  California's  population  but 
nearly  twice  as  many  electoral  votes. 
To  win,  a  candidate  must  take  270  of 
the  538  electoral  votes. 

Critics  condemn  the  system  as  an 
18th  century  anachronism.  Among  its 
foes:  investment  banker  Sanford  R. 
Robertson,  a  partner  in  Francisco 
Partners,  a  San  Francisco  lever- 
aged buyout  firm.  "Just  a 
few  thousand  votes  can 
swing  the  Electoral 
College  one  way 
or  another,"  he 
says.  "Maybe  this 
is  the  event  that 
could  finally  force 
its  elimination." 
Indeed,  there  have 
been  periodic  crusades 
to  abolish  the  college. 
But  they  failed  to  win 
much  support  from 
many  states.  And  for 
good  reason:  If  the 
Electoral  College  were 
abolished,  candidates  would 
have  little  incentive  to  visit 
less  populated  states.  Nomi- 
nees would  concentrate  on  big 
cities  and  population  states, 
mainly  in  the  Northeast  and 
California.  "Their  time  would 
be  better  spent  in  places  like 
Brooklyn,"  says  Senator 
Robert  TorricelK  (D-N.J.).  As 
a  result,  the  college  "keeps 
us  from  having  a  regional 
Presidency,"  says  Senator  Kay 
Bailey  Hutchison  (R-Tex.). 


•  •*• 


It's  an  anachronism, 

but  one  that  keeps 

rural  states  in  the 

political  loop 


It  also  has  strong  backing  from 
powerful  interests  such  as  farmers 
and  gun-rights  groups.  Because  of 
their  concentration  in  such  less  popu- 
lated, rural  places,  it  magnifies  their 
power  in  swing  states  like  Iowa  and 
Tennessee.  What's  more,  both  parties 
back  the  Electoral  College.  Because  of 
the  winner-take-aU-aspect  of  almost 
every  state's  electoral  votes,  third  par- 
ties don't  stand  a 
chance.  In  1992, 
Ross  Perot  re- 
ceived 19%  of  the 
popular  vote  but 
did  not  get  a  sin- 
gle electoral  vote. 
TOUGH  JOB.  Even 
with  this  year's 
drama,  backers 
of  Electoral  Col- 
lege repeal  have 
their  work  cut 
out.  They  would  have  to  get  a  consti- 
tutional amendment  passed.  And  aside 
from  obvious  logistical  problems,  "you 
would  have  to  have  a  groundswell  of 
popular  support,  like  votes  for 
women,"  says  James  A.  Thurber,  an 
American  University  political  scien- 
tist. "People  must  feel  aggrieved.  And 
I  don't  see  that  now." 

Of  course,  that  could  change  if  a 
split  between  the  popular  and  elec- 
toral vote  brings  a  crisis  of  legitima- 
cy for  the  incoming  Administration — 
or  if  the  thousands  of  disputed 
Florida  votes  provide  Bush  his  mar- 
gin of  victory.  Indeed,  Senate  Minori- 
ty Leader  Tom  Daschle  (D-S.  D.)  pre- 
dicted on  Nov.  8  that  the  2000 
results  "could  generate  and  trigger  a 
very  good  and  healthy  debate  on 
how  we  view  elections."  Adds  Mar- 
shall Wittmann,  a  senior  fellow  at 
the  Hudson  Institute,  an  Indianapo- 
lis-based think  tank:  "The  question  is 
now  whether  the  body  politic  can  ac- 
cept the  vdsdom  of  the  founding  fa- 
thers." Getting  voters  to  make  up 
their  minds  on  that  may 
be  an  even 
tougher  fight 
than  the  elec- 
tion battle 
that  has  just 
ended. 

By  Richard 

S.  Dunham  in 

Washington 
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WHEN  THE  CENTER 
IS  A  MOVING  TARGET 

The  President  will  rely  on  Congress'  centrists.  But  they  won't  be  the  same  for  every  issup 
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ELECTION 


THE  CONGRESS 


As  the  Florida  re- 
count put  the  out- 
come of  the  Presi- 
dential race  on  ice, 
cliffhanger  elections 
in  the  House  and 
Senate  also  had 
Capitol  Hill  Republicans  postponing 
their  revelry.  The  GOP,  at  least  on  paper, 
maintains  its  control  in  Congress.  But 
even  if  George  W.  Bush  wins  the  White 
House,  the  party's  hold  on  Washington 
has  been  seriously  weakened.  Once  the 
votes  are  all  in,  Senate  Democrats  and 


Cover  Story 


Republicans  may  now  hold  an  equal  fifty 
seats.  That  would  be  the  first  time  such 
a  situation  has  existed  in  over  100 
years.  And  in  the  House,  where  Re- 
publicans lost  seats  for  the  third  election 
in  a  row,  Democrats  may  be  just  five 
votes  from  a  majority.  "Senate  Democ- 
rats had  a  huge  night"  on  Nov.  7,  says 
Daniel  R  Meyer,  a  former  top  aide  to 
ex-House  Speaker  Newt  Gingrich. 

A  big  crop  of  new  Democratic  sena- 
tors will  be  arriving  in  town  come  Jan- 
uary. Yet  some  of  these  faces  hardly 
seem  fresh  at  all.  In  addition  to  First 


Lady  Hillary  Rodham  Clinton,  who  beat 
Rick  A.  Lazio  for  a  Senate  seat  in  New 
York,  there's  the  hberal  Jon  S.  Corzine, 
who  won  a  seat  in  New  Jersey.  The 
former  CEO  of  Goldman  Sachs  broke  the 
record  in  Senate  campaign  spending 
with  his  $60  million  run.  Others  with 
less  star  power  include  Delaware  Gov- 
ernor Tom  Carper,  Mark  B.  Dayton 
from  Minnesota,  heir  to  the  Dayton- 
Hudson  department  store  fortune,  and 
Representative  Debbie  Stabenow.  When 
the  ballots  are  counted  in  Washington 
State,  RealNetworks  Inc.  executive 
Maria  Cantwell  may  join  the  strength- 
ened Democratic  lineup  in  January.  But 
the  GOP  had  winners  as  well.  Such  con- 
servatives as  Nevada  veterinarian  John 
Ensign  and  former  Virginia  Governor 
George  Allen  helped  the  Republican 
Party  maintain  its  majority. 
POWER  SHARING?  Should  the  Senate 
wind  up  in  a  tie  and  Al  Gore  in  the 
White  House,  running  mate  Joseph  I. 
Lieberman  must  resign  his  Senate  seat. 
That  would  leave  the  balance  of  power 
in  the  gop's  favor,  51  to  49.  If  George  W. 
Bush  wins.  Vice  President-Elect  Richard 
B.  Cheney  becomes  the  tie-breaker  in 
the  Senate.  That  would  assure  the  gop 
committee  chairmanships  and  the  leg- 
islative agenda.  Even  so.  Democrats  al- 


[ii 


ready  are  conspiring  to  muscle  in  (  Ira 
Republican  turf.  Senate  Minority  Lead  'o[ 
Thomas  A.  Daschle  on  Nov.  8  called  ( 
Majority  Leader  Trent  Lott  (R-Mis! 
to  share  power,  giving  each  party  equ 
billing  on  committees  and  would  jo 
equally  in  setting  the  agenda. 

The  wafer-thin  majorities  on  both  sid 
of  the  Capitol  already  have  fomentAf 
countless  intrigues.  "For  the  Democrat  Iti 
every  decision  will  be  framed  in  terms 
'How  does  this  help  us  get  control?'  F 
the  Republicans,  it  will  be  'How  do 
this  help  us  keep  control?' "  says  Mey( 
Adds  Trinity  College  political  scienti  iph 
Diana  Evans:  Congress  is  likely  to  be 
snake  pit — worse  than  ever" 

All  that's  got  the  business  communiliib 
feeling  plenty  nervous.  Having  a  divid( 
Congress  "puts  a  premium  on  the  Pre  dor 
ident's  ability  to  be  bipartisan,"  sa; 
Robert  N.  Burt,  chairman  and  ("EO    te 
Chicago-based  FMC  Corp.  and  chairms  us, 
of  the  Business  Roundtable.  "All  the:  ^s 
things  need  to  be  addressed,"  he  add 
ticking  off  a  prescrijjtion  drug  benefit  f 
seniors,  a  patients'  bill  of  rights,  arpjo 
greater  authority  for  the  President 
negotiate  trade  treaties. 

Some  business  lobbyists,  however,  s( 
an  opportunity  to  form  business-frien 
ly  coalitions  of  centrist  Re})ublicHns  arp^ 
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w  Democrats.  They  welcome  such 
)-business  Democrats  as  Nebraska's 
n  Nelson,  ex-Florida  Insurance  Com- 
5sioner  Bill  Nelson,  and  Carper.  Al- 
idy,  National  Association  of  Manufac- 
•ers  President  .Jerry  J.  Jasinowski  has 
t  with  all  three.  "We  are  cautiously 
;imistic  that  the  tenor  of  the  next 
ngress  will  be  conducive  to  develop- 
:  pro-business  solutions  with  biparti- 
i  coalitions,"  says  Gregory  S.  Casey, 
;sident  of  the  Business-Industry  Fo- 
cal Action  Committee,  a  pro-business 
idraiser. 

To  pass  entitlement  reforms,  middle- 
ss  tax  cuts,  or  boost  spending  on 
Id  health  care,  the  President  will 
id  to  work  closely 
;h  a  socially  moder- 
',  fiscally  conserva- 
e,  floating  middle  of 
;h  parties.  "In  the 
it  two  years,  every 
il  done  in  this  town 
going  to  be  done 
m  the  center  out," 
's  business  lobbyist 
;eph  P.  O'Neill,  pres- 
nt  of  Public  Strate- 
s  Washington  Inc. 
mits  Daschle:  "They 
I't  have  the  votes, 
don't  have  the  votes." 
A.  unified  business  community  could 
/e  enormous  influence  on  Congress 
:ause  of  its  longstanding  ties  to  mod- 
ites  in  both  parties.  Their  problem 
1  be  figuring  out  who  the  centrists 
'■  on  any  given  issue.  "It's  a  floating 
■tlition.  On  trade  it's  one  set  of  people, 
environment  it's  another.  On  taxes 
another,"  says  Bemadette  A.  Budde, 
dor  vice-president  of  the  Business- 
Justry  Political  Action  Committee, 
ilhe  biggest  opportunity  for  improved 


cooperation  may  lie  in  the  House.  True,  a 
shrinking  majority  will  make  life  tough 
for  House  Speaker  .J.  Dennis  Hastert  (R- 
111.).  He  will  need  to  work  with  moderate 
Democrats  to  find  compromises  on  a 
range  of  issues  from  health  care  to  edu- 
cation and  taxes.  But  with  the  Democra- 
tic caucus  moving  more  to  the  middle 
with  every  election,  House  Minority 
Leader  Richard  A.  Gephardt  (D-Mo.) 
may  also  find  it  in  his  self-interest  to  co- 
operate with  the  GOP — particularly  if 
Bush  wins  the  White  House.  If  Gephardt 
decides  to  make  another  run  for  the 
White  House  in  2004,  he  wdll  want  to 
appear  bipartisan. 

Gephardt  already  has  signaled  he's 


THE  NEW  FACE  OF  CONGRESS 


HOUSE  SEATS 


SENATE  SEATS 


OLD 

NEW 

GAIN/LOSS 

OLD 

NEW 

GAIN/LOSS 

REPUBLICANS    223 

220 

-1* 

54 

50 

-3* 

DEMOCRATS       210 

211 

+  1 

46 

49 

+3 

INDEPENDENTS      2 

2 

0 

0 

0 

0 

AS  OF  NOV.  8,  mo  SEATS  ARE  STILL  UNDECIDED  IN  THE  HOUSE  AND  ONE  IN  THE  SENATE. 


willing  to  make  concessions,  especially 
on  issues  of  importance  to  the  high-tech 
sector.  Other  Democrats  see  the  thin 
margin  as  an  opportunity  to  put  their 
stamp  on  legislation.  But  they  warn  Bush 
not  to  take  them  for  granted.  "If  the 
Bush  Administration  thinks  it  can  reach 
out  and  pick  off  a  few  of  our  members 
and  use  them  to  have  credibility,  that's 
not  going  to  happen,"  says  Representa- 
tive Calvin  M.  Dooley  (D-Calif ). 

Even  absent  a  clear  mandate,  a  con- 
sensus-minded Congress  and  pragmat- 


ic White  House  should  be  able  to  chalk 
up  some  early  wins,  especially  on  a 
Medicare  prescription  drug  benefit,  an 
issue  that  put  many  candidates  in  the 
winner's  circle.  Some  Democrats  say 
they  can  back  a  Medicare  reform  plan 
based  on  vouchers  as  long  as  the  gop 
agrees  to  a  longer  phase-in  period. 
Legislation  drafted  earlier  this  year  by 
centrist  Senators  John  Breaux  (D-La.) 
and  Bill  Frist  (R-Tenn.)  provides  a 
strong  starting  point.  "A  lot  of  the 
pieces  are  in  place,"  says  Senator  Judd 
Gregg  (R-N.  H.). 

The  makings  of  a  compromise  are  in 
place,  too,  for  education  reform.  De- 
mocrats flatly  reject  gop  proposals  that 
would  allow  education 
tax  doflars  to  be  spent 
on  private  schools. 
But  they  might  accept 
a  pilot  voucher  pro- 
gram and  proposals 
that  call  for  teacher 
accountability,  such  as 
national  testing  stan- 
dards, if  the  President 
throws  more  money 
into  school  construc- 
tion. Teacher  testing 
"may  be  the  only 
thing  Gore  and  Bush 
agree  on,"  says  John  Kernan,  CEO  of 
San  Diego-based  software  company, 
Lightspan. 

Clearly  the  two  candidates  have  more 
in  common  than  that.  And  no  matter 
which  one  wins  in  the  end,  he  may  have 
to  adopt  many  of  his  opponent's  ideas  to 
work  with  a  sharply  divided  Congress. 
For  an  anxious  business  community,  that 
may  prove  a  recipe  for  success. 

By  Lorraine  Woellert  and  Howard 
Gleckman  in  Washington  unth  bureau 
reports 
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COMMENTARY 

By  Paul  Magnusson 

THE  PUNISHING  PRICE  OF  NADER'S  PASSION 


ELECTION 


miL 


THIRD  PARTIES 


You  have  to  hand 
this  much  to 
Ralph  Nader:  He 
can  take  the  heat. 
Despite  pleas  and 
bluster  from  labor 
leaders,  envii-on- 


BLOODIED  BUT  UNBOWED:  He  earned  the  Dems' fury,  but  he  engaged  the  young 


mentalists,  and  feminists  to  drop  out 
and  effectively  throw  his  support  to 
Vice-President  Al  Gore,  the  66-year- 
old  left-wing  crusader  stayed  his 
lonely  course.  Even  as  it  became 
clear  that  Nader's  Green  Party  candi- 
dacy could  tip  the  election  to  George 
W.  Bush,  a  politician  he  rates  a  "D 
minus,"  Nader  didn't  shy  from  the 
role  of  principled  spoiler.  And  when  it 
appeared  that  Gore,  whom  Nader  dis- 
misses as  just  a  "D  plus,"  might  go 
down  in  defeat,  Nader  called  him  'the 
least  of  the  worst'  and  said  it  would 
serve  the  Veep  right. 

That's  not  the  way  politics  is  done  conference,  for  example,  he  reeled  off  But  without  money  or  an  election, 
in  Washington,  of  course.  A  more  17  separate  issues — from  fighting  you  can't  really  hold  a  minor  party  to- 
pragmatic  Nader  would  have  traded  child  poverty  to  universal  health  in-  gether.  They'll  collapse  or  implode 
his  troops  for  the  right  to  pick  the  surance  to  svidtching  tax  dollars  from  just  like  the  Reform  Party  did." 
next  Interior  Secretary  in  a  grateful  fancy  sports  stadiums  to  library  and            Perhaps.  But  Nader  also  leaves 
Gore  Administration.  Instead,  Nader  school  construction.  And  that  was  the  Greens  with  a  mailing  list  of 
reveled  in  his  giant-killer  status.  His  just  in  answer  to  the  first  question.  240,000  supporters  who  gave  $7  mil- 
allies  on  the  left  are  apoplectic  that  But  even  a  personality  as  forceful  lion  to  Nader's  quixotic  quest — near- 
he  would  so  cavalierly  sink  their  can-  as  Nader's  may  not  be  enough  to  ly  all  in  under  $100  donations.  More- 
didate  and  risk  handing  the  Republi-  build  a  party  nearly  from  scratch,  over,  the  movement  may  go  on 

soothe  the  wounds  inflicted  on  allies  without  Nader,  who  often  serves  as  a 

like  Big  Labor,  and  continually  chal-  kind  of  Johnny  Appleseed  for  pro- 

lenge  the  "corporate-controlled  gov-  gressive  causes.  He  has  proved  adept 

emment"  he  likes  to  rail  against.  at  founding  and  then  spinning  off 

cans  the  right  to  radically  alter  the  Nader  had  hoped  to  qualify  the  left-leaning  watchdog  groups  like 

makeup  of  the  Supreme  Court,  for  Greens  for  $7  million  to  $9  million  in  Public  Citizen  and  the  Center  for 

example.  Says  one  AFL-CIO  official:  federal  campaign  and  party-building  Automotive  Safety. 

"His  people  are  not  coalition-builders,  funds  by  capturing  5%  of  the  vote.               Of  course,  Nader  is  ah-eady  being 

We'll  never  work  with  him  again."  but  he  came  up  short.  Now,  predicts  branded  a  saboteur  by  furious  Democ- 

NO  ILLUSIONS.  But  Nader,  who  got  Georgetown  political  scientist  Stephen  rats.  But  he  engaged  the  young,  got 

just  under  3%  of  the  vote  nation-  J.  Wayne:  "Nader  will  continue  to  be  people  to  the  polls  who  might  never 

wide,  is  betting  otherwise.  If  unions  a  gadfly  and  leader  of  his  own  groups,  have  gone,  and  raised  issues — undue 

and  moderate  environmental  groups  ^^^^^^^^^^^^^^^^^^^^_  corporate  influence  in  Washington,  the 

"can  put  away  the  recriminations,  ^^^^^^P^PPlBr^W^^^^^^—  excesses  of  globalism,  the  failui-e  of 

they  will  find  that  we  are  allies  of  ^^^^^BgAgAgAg^^^^^^  the  drug  war — that  the  major  parties 

their  interests  and  they  are  aUied  UfllCPC  MAIICD  Uf AC  A  CAOTflR  never  mentioned.  At  his  Nov.  8  news 

with  ours,"  Nader  insists.  Says  poll-  W ntnC  ilAUcn  WAo  A  rAb  I  UK  conference,  he  praised  environmental- 

ster  John  Zogby:  "A  Ralph  Nader  States  in  which  he  made  a  ist  icon  David  Brower,  former  execu- 

comes  along  very  rarely.  Under  the  numerical  difference  tive  director  of  the  Sierra  Club,  who 

right  circumstances,  Nader's  Green  BUSH        SORE       NADER  died  recently.  "He  never  wavered.  He 

Party  could  find  itself  the  leading  FLORIDA*             49%        49%       2%  never  waffled.  He  never  turned  into  a 

force  on  the  left."  mfw  HaMPQHiPF AR 47 1 tactical  person,"  said  Nader.  What 

Unlike  other  third-party  candi-  .''h™.  ."'*.™".^'!.!.'!.^ :.?. z!. 1 Brower  did  was  push  the  movement 

dates,  Nader  never  deluded  himself  P^M'?''!               1?.          i§. ^. J"  the  direction  he  favored.  That  may 

that  he  was  going  to  win.  Instead,  WISCONSIN**        48           48         4  be  Nader's  legacy  to  the  left— even  if 

he  realized  that  i-unning  for  Presi-  •Before  the  recount  in  FloridarNader  had  more  than he's  never  forgiven. 

dent  can  mean  a  guaranteed  perch  96,000  uotes 

on  the  national  soapbox.  During  his  **Gore  won  by  more  than  6,000  votes                                 Magnusson  ttas  been  covering 

televised  post-Election  Day  press  data  abc  news  Nader  since  1979. 
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Today's  financial  companies  want  to 
add  customer  services  and  products  —  while 
keeping  track  of  the  result. 

\Xe  have  uniquely  powerful  solutions. 

Ones  that  give  customers  a  suite  of  personal 
services  —  and  organizations  a  suite  of 
analytical  applications  —  with  the  ability  to 
scale  infinitely. 

Nobody  connects  e-commerce  and  business 
intelligence  the  way  we  do. 

Who  are  we.' 
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STATUS  auo 

PLUS 

Voters  went  for  small  changes 


ELECTIOH 


THE    BALLOT 


If  ballot  initiatives 
are  the  ti-ue  voice  of 
the  people,  then  this 
year  the  voice  came 
through  loud  and 
clear:  Don't  rock  the 
boat.  Rather  than 
clamoring  for  change,  voters  approved 
measures  that  tweaked  the  status  quo. 
They  had  their  chance  to  stir  things 
up  with  education,  but  across  the  nation, 
voters  demurred.  True,  four  states  ap- 
proved increases  in  school  funding,  in- 
cluding teacher  pay  raises.  But  folks  in 
Michigan  and  California  gave  a  big 
thumbs-down  to  vouchers  that  could  be 
used  to  help  fund  private  education. 

In  Michigan,  the  proposition  was  lim- 
ited to  vouchers  for  kids  in  the  worst- 
performing  districts.  Voucher  propo- 
nents around  the  country  had  high 
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hopes  for  the  measure.  But  despite  the 
backing  of  the  DeVos  family — founders 
of  Amway  Corp.^and  encouragement 
from  Senator  John  McCain  (R-Ariz.), 
the  measure  was  trounced  by  a  more 
than  two-to-one  margin.  Also  defeated 
was  California's  Proposition  38,  which 
would  have  granted  every  pupil  a 
$4,000  credit  for  use  in  private  schools. 
"I  went  to  public  school,  and  I  didn't 
turn  out  so  bad,"  explained  Todd  Piro, 
a  student  at  the  University  of  Califor- 
nia at  Los  Angeles,  after  casting  his 
anti-voucher,  pro-funding  votes.  The 
political  upshot:  For  the  near  term,  at 
least,  these  vetoes  put  the  voucher 
movement  on  life-support. 


Theups 
and  downs 
of  this 
year's 
ballot 
initiatives. 


Warm  and  fuzzy  feelings  for  public 
schools,  though,  were  no  indication  of 
a  broader  liberal  victory.  True,  this 
year's  crop  of  initiatives  was  top-heavy 
with  anti-business  and  pro-environmen- 
tal measures.  But  most  fell  shy  of  the 
mark.  The  big  kahuna  was  a  health  care 
effort  in  Massachusetts.  It  would  have 
mandated  universal  health  coverage  by 
2002  while  imposing  stringent  new  re- 
quirements on  managed-care  companies. 
Advocates  hoped  the  state  would  set  a 
mold  for  health-care  reform  nationwide, 
but  health-maintenance  organizations 
teamed  up  with  other  Massachusetts 
businesses  to  paint  the  measure  as  ex- 
tremist. "This  would  seriously  drive  up 
the  cost  of  health  insurance,"  says 
Karen  M.  Ignagni,  president  of  the 
American  Association  of  Health  Plans. 
Backed  by  an  estimated  $5  million  ad 
blitz,  the  industry  pulled  off  a  narrow 
victory  after  trailing  by  double-digits 
in  pre-election  polls. 
ANTI-SPRAWL.  Topping  enviros'  wish  list 
was  a  plan  to  limit  clear-cutting  in 
Maine's  forests.  Even  though  a  tougher 
measure  failed  four  years  ago,  backers 
returned  this  year  with  slightly  looser 
provisions.  They  lost  by  a  wide  mar- 
gin. In  Colorado  and  Arizona,  anti- 
sprawl  activists  tried  to  limit  growth 
in  the  suburbs  of  Denver  and  Phoenix 
by  strengthening  land-use  planning.  But 
voters  resoundingly  chose  giidlock  over 
further  restrictions  on  development. 

The  one  big  victory  for  the  green 


TliKERINGJTTHE  EDSES 


HEALTHCARE 


After  an  ad  bli 
by  the  industry 
Massachusetts 
narrowly  votec 
down  universa 
coverage 


crowd     was     ap- 
proval in  Florida 
of  a  multibillion- 
dollar  high-speed 
passenger  rail  sys- 
tem   that    would 
link  the  state's  five 
biggest  metropoli- 
tan areas.  Eclipsed 
by  the  state's  no- 
toriety in  other  races,  it  sailed  to 
easy,  if  unheralded,  victory.  "It  rea 
wasn't  a  hard  sell,"  considering 
state's  growing  congestion,  shrugs  Jo 
G.  Sowinski,  a  consultant  to  the  gro 
that  backed  the  measure. 

Perhaps  most  notable  was  what  w 
not  on  the  ballot  this  year.  There  we 
none  on  such  incendiary  issues  as  aff 
mative  action  or  illegal  immigratic 
Tax-rollback  efforts,  ballot  perennia 
were  few  and  far  between.  Only  Mas 
achusetts  passed  a  sizable  cut — frc 
5.9%  to  5%  in  the  state's  income  tax 

So  what  next  for  these  ballot  rrn 
sures?  Expect  many  of  the  issues 
keep  cropping  up.  Organizers  in  Was 
ington  and  California  are  trying  to  g 
universal  health  care  on  the  ballot 
those  states.  And  education  groups  a 
likely  to  come  back  with  more  fundi 
requests.  The  worst  that  can  happen 
that  the  people  will  say  no. 

By  Dan  Carney  in  Washington,  w. 
Arlene  Weintraub  in  Los  AngeL 
William  C.  Symonds  in  Boston,  a 
bureau  reports 


HEALTH 
INSURANCE 

In  Massachusetts,  a 
radical  measure  to 
provide  universal 
health  insurance  by 
July  1,  2002  lost  by  a 
narrow  margin. 
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EDUCATION 

California  voters  nixed 
a  move  to  provide  any 
student  w/ith  $4,000 
in  vouchers  for  private 
schooling.  Michigan 
vetoed  a  narrower 
measure. 


GROWTH 

Colorado  and  Arizona 
rejected  anti-subur- 
ban sprawl  measures. 
San  Franciscans  voted 
to  limit  where  high- 
tech  companies  can 
locate. 


TRANSPORT 

Florida  OK'd  a 
statewide  passenger 
rail  system.  But 
New  Yorkers  wouldn't 
cough  up  $4  billion 
for  improvements. 


CAMPAIGN 
FINANCE 

Missouri  voters 
rejected  a  plan  to  tax 
corporations  in  order 
to  provide  public 
financing  for  all 
statewide  candidates. 
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THE  INTERNET 


A  REVOLUTION  IN  PRICING? 
NOT  QUITE 

With  the  Internet,  alternative  systems  are  doable-just  not  desirable  most  of  the  time 


mj 


n 


Priceline.com  flipped  pricing  on  its 
head  when  it  launched  in  1998. 
Usually,  businesses  post  prices,  then 
lower  them  if  no  one's  willing  to 
buy.  At  Priceline.com  Inc.,  it  was  buyers 
who  posted  the  prices  they  would  pay — 
then  raised  them  if  no  one  was  willing  to 
seU. 

Economists  were  gleeful.  It  was  like 
detecting  a  new  subatomic  particle — a 
pricing  model  that  had  been  theorized 
to  exist  but  was  never  before  observed. 
The  early  successes  of  Priceline,  as 
well  as  online  auctioneers  such  as  eBay 
Inc.  and  other  dot-coms  with  alterna- 
tive pricing  systems,  convinced  many 
experts  that  conventional  seller-post- 
ed prices  were  relics  of  the  Industrial 
Age.  "We've  suddenly  made  the  inter- 
action cost  so  cheap,  there's  no  prag- 
matic reason  not 
to  have   competi 
tive      bidding      on 
everything,"  Stuart  I. 
Feldman,  director  of  IBM 
Corp.'s    Institute    for    Ad- 
vanced        Commerce         in 
Hawthorne,  N.  Y.,  said  in 
a  1998  BUSINESS  week 
story. 

NICHE  APPEAL.  Not 
so  fast,  folks.  Al- 
though   tech- 
nology     and 
venture  cap- 
ital have  pro- 
duced dozens  of 
alternatives  to  seller-posted 
prices,  most  have  flopped 
and  none  has  moved  beyond 
a  narrow  niche.  For  most 
products,    and    most    con- 
sumers, a  system  of  prices 
posted   by   sellers   is   still 
perceived  as  more  conve- 
nient and  fair.  Says  Robert 
L.  Phillips,  chief  technolo- 
gy officer  of  Atlanta-based 
Talus  Solutions  Inc.,  which 
makes    pricing    software: 
"It's  going  to  be  very  diffi- 
cult to  build  a  business  plan 


around  a  pricing  model  alone." 
Why  did  so  many  entrepreneurs  and 
investors  overestimate  the  popularity  of 
alternative  pricing  schemes?  Partly  be- 
cause they  confused  what's  technologi- 
cally possible  with  what  buyers  and  sell- 
ers actually  want.  Auctions,  for  example, 
are  suited  for  one-of-a-kind  items  whose 


value  is  uncertain,  such  as  a  paintii 
that's  worth  nothing  to  most  people  but 
lot  to  some  idiosyncratic  collector.  T 
brilliance  of  eBay  is  that  it  opened  ai 
tions  to  a  much  broader  public  and  lo 
ered  transaction  costs  so  it  became  fe 
sible  to  auction  even  low-priced  iten 
But  economists  say  that  auctions  ha- 
no    advantage    f 


Auctions  are 

best  suited  for 

one-of-a-kind 

items 
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DRAWBACK  OF  PRICE-SEHING  INNOVATIONS 

The  Internet  makes  it  easier  to  abandon  seller-posted 
pricing,  but  negotiating  has  its  disadvantages: 


INCONVENIENCE 

Many  customers 
don't  want  to  take 
the  time  to  bid 
or  haggle, 
especially  when 
the  stakes  are  low 


UNFAIRNESS 

Customers  may 
resent  paying 
more  than  some- 
one else  for  an 
identical  item 


DISLOYALTY 

Auctions  and  other 
mechanisms  make 
customers  focus 
on  price  compar- 
isons, reducing 
brand  loyalty 


mass  merchandi, 
because  there's  not 
ing  idiosyncrat 
about  the  demar 
for  it — it's  just  easi 
to  slap  on  a  pri- 
tag. 

What's         mor 
companies        dor 
want  to  sell  all  th( 
—  stuff     to     barga 

himters.  That's  wl 
customers  who  bi 
^^         via  Priceline  car 

choose  their  airline 
what  time  of  day  they'll  f 
The  airlines  fill  seats  by  a 
pealing  to  price-sensitive  cu 
tomers    who    otherwi; 
would  not  fly  at  ail- 
without  having 
ower    prices    f( 
their  regular  cu 
tomers.  To  g 
airhnes 
other  comp 
nies  to  parti 
ipate,      Pricelir 
must  keep  its  system  d 
liberately     inconvenient 
which  naturally  limits  its  p 
tential      market.      "I      st 
Priceline  as  a  variation 
coupons,"  says  Hal  R.  Vai 
an,  an  economist  at  the  Ur 
versify    of    California 
Berkeley. 

There's  still  innovation 
pricing.  But  it's  focused  ( 
how  to  set  posted  prici 
Companies  are  getting  be 
ter  at  using  instant  foe 
back  from  the  marketplac 
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borah  Vollmer  Dahlke,  CEO  of  Zil- 
it  Inc.  of  Austin,  Tex.,  a  Net  pricing 
jiagement  company,  says  the  number 
price  changes  in  desktop  computers 
joing  up  20%  a  year  Plus,  companies 
!  figuring  out  how  to  segment  their 
itomers  by  willingness  to  pay,  as  the 
lines  have  long  clone.  One  trick:  Pub- 
n  a  high  list  price,  but  send  out 


coupons  to  price-sensitive  customers 
who  othenyise  wouldn't  buy.  ibm's  Feld- 
man  says  maneuvers  like  that  fit  his 
loose  definition  of  auctioning. 

If  this  stuff  doesn't  sound  revolution- 
ary, that's  the  point.  The  revolution — al- 
ternative pricing — didn't  live  up  to  its 
press.  Last  spring,  Priceline  founder  Jay 
S.  Walker  said:  "There  have  only  been 


five  pricing  systems  in  the  history  of  the 
world.  This  is  the  sixth  pricing  system. 
This  one  will  become  the  preferred  pric- 
ing system."  Of  course,  Priceline's  stock  is 
down  98%  from  its  peak.  Maybe  our  an- 
cestors weren't  clueless  about  business  af- 
ter all. 

By  Peter  Coy  in  New   York,  with 
Pamela  L.  Moore  in  Greenwich,  Cmin. 


COMMENTARY 


By  Timothy  J.  Mullaney 


PRICELINE  SHOULD  BUY  PRICELINE 


At  Priceline.com  Inc.,  Plan  A 
clearly  is  toast.  The  drop  of  the 
company's  market  value  to  $542 
million  from  $25  billion  in  April, 
1999,  buries  once  and  for  all  its  plan 
to  be  the  Wal-Mart  of  the  name- 
your-own  price  approach,  selling 
everything  from  long-distance  phone 
service  to  mortgages.  On  the  other 
hand,  the  company  has  quickly  be- 
come a  force  in  its  core  travel  mar- 
ket with  sales  flirting  with  $1.3  bil- 
lion this  year.  And,  unlike  most 
dot-coms,  Priceline  has  positive  cash 
flow.  People  who  think  Priceline  is 
worthless  now  are  as  wrong  as  those 
who  thought  it  was  worth  infinity 
last  year. 

WTiat  to  do?  First,  Priceline  should 
try  Plan  B:  Get  out  of  the  car  busi- 
ness, the  mortgage  business,  the 
long-distance  business,  and  the  rest. 
Concentrate  on  travel.  That,  plus 
cuts  in  Priceline's  advertising,  could 
easily  bring  the  startup's  operating 
cash  flow  to  $70  million  annually. 

If  the  public  market  won't  reward 
Priceline  for  its  discipline  (and  it 
probably  won't),  its  managers  should 
turn  to  Plan  C:  Take  the  company 
private,  where  they  can  work  out  its 
kinks  beyond  the  punishing  glare  of 
Wall  Street.  Why?  Several  reasons. 
First,  Priceline  lacks  the  growth 
prospects  to  make  itself  worth  any- 
where near  $25  billion,  so  it  shouldn't 
manage  itself  for  hypergrovid;h.  Sec- 
ond, Priceline's  travel  business  is 
better  than  the  market  thinks,  but 
the  company  needs  time  to  focus  and 
build  it.  And  the  stock's  getting 
cheap  enough  to  make  a  buyout 
attractive. 

'BEST  INFO.  Travel  works  well  on  the 
name-your-own-price  model  because 
accurate,  timely  information  about 
travel  prices  is  hard  to  come  by.  Air- 
lines' complex  yield-management  sys- 
tems, designed  to  fill  the  most  seats 
at  the  highest  prices,  change  those 


prices  by  the  minute.  So  only  indus- 
try insiders  grasp  how  flights  and 
hotel  rooms  are  priced.  Pricehne 
helps  the  market  get  at  least  the 
best  information  available. 

Priceline  lacks  that  edge  in  other 
markets.  A  local  realtor  can  reach  just 
as  many  mortgage  banks,  any  credit 
union  can  get  you  a  cheap  car,  and 
phone  companies  advertise  so  heavily 
that  consumers  know  where  to  find 
low  rates.  (See  page  EB  22.)  Plus,  cars 
and  mortgages  are  always  available  to- 
morrow, while  airline  seats  must  be 


Priceline  offers 
from  repeat  buyers 


3RD  QUARTER 
2000 


31%       51% 


DATA:  COMPANY  REPORTS 


sold  before  the  flight.  Priceline  admits 
its  other  businesses  are  growing  slow- 
ly. And  that  won't  change. 

Meanwhile,  Priceline's  travel  busi- 
ness has  crushed  1999  forecasts.  In 
two  years,  Priceline  has  grabbed  4% 
of  the  U.  S.  air-ticket  market.  Al- 
though its  airline  ticket  sales  have 
plateaued  at  about  1.3  million  tickets 
per  quarter,  sales  of  hotel  rooms  and 
rental  cars  have  surged.  And  Price- 
line's  air-ticket  stall  isn't  so  alarming 
given  that  the  airline  industry  has 
grown  only  3.3%  this  year. 

Even  better,  results  from  the  oth- 
erwise terrible  third  quarter  suggest 
that  shoppers  aren't  bailing  out. 
More  than  half  of  offers  to  buy 
through  Priceline  came  from  prior 
users,  vs.  31%  the  year  before.  These 


improving  loyalty  numbers  could 
help  Priceline  fend  off  new  competi- 
tors like  Hotwire.com. 

But  a  buyout  can  work  only  if  the 
numbers  add  up.  Take  cash  flow. 
Priceline  has  had  $17.8  million  in  op- 
erating cash  flow  since  April.  That's 
$35  million  a  year.  Then  slash  ad 
spending,  which  has  eaten  $48  million 
since  Jan.  1.  Cutting  to  1999's  level 
could  save  $25  million  yearly.  (Did 
anyone  feel  deprived  of  Priceline  ads 
in  1999?)  The  company  has  cut  staff 
16%,  adding  up  to  $9  million  to  the 
pot.  That's  about  $70  million  in  cash 
flow  to  add  to  $131  million  of  cash  on 
hand — no  small  change. 

Even  if  Priceline  makes  these 
cuts,  Wall  Street  could  respond  with 
a  yawn.  Management  should  then 
reach  out  to  tech  buyout  funds 
formed  to  pounce  when  markets  toss 
out  babies  like  Priceline  with  bath- 
water like  Pets.com  Inc.,  which  failed 
this  week.  "If  they've  reached  a  sus- 
tainable balance  on  cash  flow,  it's  a 
very  interesting  proposition,"  says 
Roger  McNamee,  head  of  buyout 
fund  Silverlake  Partners  in  Menlo 
Park,  Calif.  It  gets  a  lot  more  inter- 
esting with  the  stock  at  a  more  af- 
fordable $2.50  or  $3. 

In  truth,  whether  that  cash  flow  is 
stable  is  a  live  question,  and  nobody 
will  lend  money  to  Pricehne  until 
they  know  how  much  new  competi- 
tion like  Hotwire  hurts.  Priceline 
couldn't  do  an  '80s-style  leveraged 
buyout  borrowing  90%  of  the  price. 
An  equity  partner  such  as  an  airline 
or  hotel  chain  is  a  must. 

Priceline  won't  comment,  but  it's  a 
deal  worth  doing  at  the  right  time. 
Priceline's  not  worthless.  What  bet- 
ter way  for  management  to  prove  it 
than  to  buy  it  themselves? 

Mullaney  is  E-Business  depart- 
ment editor.  Pamela  L.  Moore  in 
Greenunch,  Conn.,  contributed. 
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AUTOS 


AN  INCENTIVE 

TO  HALT  INCENTIVES 

Carmakers  sabotage  profits  as  they  grab  for  market  share 


After  years  of  steadily  losing  ground 
to  competitors,  General  Motors 
Corp.  made  a  dramatic  turnaround 
in  October,  adding  two  points  of  market 
share,  pushing  it  from  28%  to  30%.  But 
that's  no  reason  for  rejoicing  at  gm 
headquarters.  The  sales  surge,  fueled 
by  generous  offers  like  five  years  of  in- 
terest-free financing — worth  about 
$3,000  per  vehicle — will  take  a  bite  out 
of  fourth-quarter  profits.  And  GM  isn't 
alone.  DaimlerChrysler  blames  the  cost 
of  incentives  for  Chrysler  Group's  $534 
million  third-quarter  loss.  Says  Ronald 

Let's  Make  a  Deal! 

Some  auto  makers  are  spending  big  bucks 
in  2000  to  make  a  sale 


AVERAGE 
INCENTIVE  PER  CAR 

INCREASE 
OVER  1999 

DAIMLERCHRYSLER 

CARS 

LIGHT  TRUCKS 

$2,129 
2,057 

25.2% 
27.6 

GENERAL  (MOTORS 

CARS 

LIGHT  TRUCKS 

$2,242 
1,842 

11.3% 
7.0 

FORD  MOTOR 

CARS 

LIGHT  TRUCKS 


$1,731 
1,571 


-12.2% 
10.7 


DATA:  AUTOOATA  CORP. 


L.  Zarrella,  gm  North  America's  presi- 
dent: "It's  great  for  consumers,  but  it's 
forcing  thinner  margins  on  everybody." 
Indeed,  despite  record  sales,  auto 
makers  are  worried  about  falling  prof- 
its. The  industry  is  slowing,  yet  com- 
petition has  intensified,  especially 
among  pickups  and  sport-utility  vehi- 
cles. Although  the  truck  market  is 
nearly  saturated,  auto  makers  are  still 
racing  to  add  truck  capacity  in  North 
America.  In  all,  analysts  say  that  1.5 
million  units  of  truck  capacity  will  be 
added  in  North  America  in  the  next 
three  years.  That  means  incentives  are 
likely  to  go  even  higher,  a  move  De- 
troit can  ill  afford,  since  giveaways  are 
already  spinning  out  of  control.  With 
dealer  incentives,  some  offers  have  cost 
the  carmaker  up  to  $4,000.  The  result: 
a  steady  drop  in  Wall  Street's  earn- 


ings estimates   for  the   Big  Three. 

How  did  incentives  get  so  ubiquitous? 
Consumer  rebates  were  supposed  to  be 
a  one-time  gimmick.  Remember  former 
Chrysler  Corp.  pitchman  Joe  Garagiola 
trying  to  lure  buyers  in  the  mid-1970s? 
("Buy  a  car.  Get  a  check.")  Consumers 
liked  the  come-on  so  much  that  auto 
makers  began  offering  other  discounts, 
like  cut-rate  loans  and  special  lease 
deals. 

It  worked  for  a  while.  The  barrage  of 
incentives  helped  Detroit  get  through 
a  recession  in  the  early  '90s,  and  more 


!t 


i 


Breaking  the  habit  will  be  no  ea 
task.  Chrysler  tried  to  scale  back  car 
er  this  year,  hoping  that  its  comjje 
tors  would  follow.  The  gesture,  howev^ 
went  largely  ignored  by  the  other  au 
makers,  and  Chrysler  ended  up  losii 
market  share. 

Now,  as  the  new  model  year  begi: 
Chrysler  is  back  in  the  game,  even  ( 
fering  low-cost  financing  on  its 
designed  2001  minivans.  That's  a  b 
sign,  says  Susan  Jacobs,  president 
Jacobs  &  Associates,  an  auto  market! 
consultant:  "The  fact  that  we  have 
centives  at  the  beginning  of  the  moc 
year  that  are  so  large  is  an  indicati 
that  the  industry,  and  especially  the  E 
Three  auto  makers,  have  seriously  m 
judged  the  pricing  environment." 
IDLE  FACTORIES.  With  no  end  in  sight 
the  incentives  game,  auto  makers  a 
wringing  expenses  to  get  profits  back 
target.  And  they're  idling  factori 
where  necessary  to  bring  supplies 


recently,  heli)e(l   proj)  up  the    CODDLED:  An 
normally  cyclical  U.S.  car  and   interest  rate 
truck  market  for  an  unprece-   anyone 
dented  five  years.  Now  comes   could  love 
the  painful  result:  an  industry 
that's  addicted  to  incentives.  The  prob- 
lem is  that  after  such  an  extraordinary 
industry  boom,  consumers  are  sated. 
"Today's    buyers    are    purely    discre- 
tionary," says  Maryann  Keller,  ex-presi- 
dent of  Priceline.com's  automotive  ser- 
vices unit.  "They're  not  buying  out  of 
need.   They're   buying   because   they 
want." 

NASTY  HANGOVER?  Even  worse,  when 
the  downturn  comes,  the  artificially  high 
level  of  sales  could  mean  an  exaggerat- 
ed downside,  says  David  Cole,  director 
of  the  Center  for  Automotive  Research 
in  Ann  Arbor,  Mich.  "It's  a  sign  of  a 
mature  and  tough  market,"  says  Cole. 


some  models  back  in  \\nv  w  i 
demand.  Comerica  Bank  sa 
U.S.  production  fell  4%  in  t 
third   quarter,   and   a   larg 

drop   could    be   seen   in   t 

fourth  quarter.  Chrysler  stopped  pr 
duction  at  seven  of  its  plants  for 
week,  General  Motors  had  several  wet 
long  shut  downs.  And  Ford  Motor  C- 
which  has  done  the  best  job  of  mana 
ing  inventories,  had  temporary  prodi 
tion  halts  to  free  up  parts  for  |)rodu 
recalls. 

The  production  cutbacks  are  bitt  'I 
medicine  in  such  an  intensely  compe 
tive  market.  But  for  an  industry  hook 
on  incentives,  it  may  be  the  only  way 
restore  the  balance  between  supply  a: 
demand. 

By  Joann  Mullet;  Jeff  Green,  ai 
David  Welch,  in  Detroit 
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COMIVIENTARY 

By  Andy  Reinhardt 


TRANSMETA:  THIS  IPO  DARLING  MAY  BE  A  HEARTBREAKER 


For  an  initial  public  of- 
fering market  in  deep 
freeze,  the  Nov.  7  de- 
but of  chipmaker  Trans- 
meta Corp.  came  like  a 
balmy  autumn  day.  It  was 
the  most  highly  anticipat- 
ed iF^o  of  the  season — and 
it  didn't  disappoint.  After 
nearly  doubling  its  offer- 
ing price  to  $21  in  the 
days  preceding  liftoff, 
Transmeta  soared  another 
115%  on  its  first  day  of 
public  trading,  giving  the 
startup  a  heady  market 
capitalization  of  nearly 
$5.8  billion. 

Transmeta  flew  because 
Chief  Executive  David 
Ditzel  and  crew  did  a  mas- 
terful job  of  building  buzz. 
The  company's  technology 
aims  to  replace  many  of 
the  hardwired  functions  of 
traditional  Intel  Corp.  mi- 
croprocessors  with  easily  repro- 
grammed  software.  And  as  a  bonus, 
Transmeta's  chips — introduced  vnth 
gi'eat  fanfare  last  January  after  five 
years  of  deep  secrecy — gobble  less 
power  than  alternatives,  permitting 
longer  battery  life  for  notebook  com- 
puters and  other  gizmos.  Even  IBM's 
surprise  decision  on  Oct.  31  not  to  use 
Transmeta's  chip  in  an  upcoming  lap- 
top didn't  derail  the  IPO. 
SKY-HIGH  VALUATION.  But  while  Trans- 
meta deserves  credit  for  innovation,  its 
prospects  as  an  investment  aren't  so 
promising.  At  its  current  market  cap, 
Transmeta  sells  for  an  astronomical 
1,515  times  its  revenues  over  the  last  12 
months,  or  418  times  annualized  rev- 
enues from  its  most  recent  quarter. 
That's  a  higher  price-to-sales  ratio  than 
even  Amazon.com  Inc.  commanded  in 
its  halcyon  days,  when  its  market  cap 
peaked  at  23.3  times  sales  last  Decem- 
ber. Don't  even  mention  a  price-to-eam- 
ings  ratio:  Transmeta  isn't  expected  to 
turn  a  profit  any  time  soon. 

Such  a  high-flying  valuation  might 
be  justified  if  Transmeta  were  staring 
at  unbridled  opportunity.  Problem  is, 
1  it  has  to  coniront  Intel.  The  world's 

largest  chipmaker  is  incomparably  ag- 
^  gressive  and  has  a  long  history  of 
wiping  out  upstarts  that  try  to  horn 
in  on  its  business.  Cyrix  Corp.,  for  in- 


BUILDING  BUZZ:  CEO  Ditzel  bucked  the  IPO  slowdown 


stance,  made  a  decent  run  at  Intel 
with  innovative,  lower-cost  processors, 
but  never  gained  more  than  10%  mar- 
ket share.  Others,  such  as  Rise  Tech- 
nology Co.  and  Integrated  Device 
Technology  Inc.,  have  fared  even 
worse. 

Now,  stimulated  by  the  threat  of 
Transmeta,  Intel  is  roaring  into  low- 
powered  chips.  It  wrested  back  IBM's 
business  and  promises  even  more  ab- 
stemious chips  next  year.  And  unlike 
Transmeta,  it  can  offer  packaged  deals 
of  mobile  and  desktop  processors,  plus 
chips  that  support  the  main  proces- 
sors and  marketing  incentives  such  as 
the  Intel  Inside  program.  Such  advan- 
tages make  competing  against  Intel  a 
tough  slog — and  victory  can  be  joy- 

WHY  TRANSMETA 
IS  A  RISKY  BET 

Intel  is  fighting  back  hard  in  low- 
power  microprocessors 

Transmeta's  processors  solve  only 
part  of  the  battery-life  problem 
in  notebooks 

Corporate  buyers  are  wary  of  us- 
ing non-Intel  processors — even 
from  established  players 


less.  After  more  than  30 
years  of  pitched  battle,  ri- 
val Advanced  Micro  De- 
vices Inc.'s  chips  have 
nabbed  18%  of  the  PC 
processor  market.  But  in 
all  that  time,  AMD  has 
logged  just  $1.7  billion  in 
retained  earnings — less 
than  Intel's  profits  in  the 
third  quarter  alone. 

Even  without  Intel  to 
worry  about,  Transmeta's 
opportunities  may  be  cir- 
cumscribed. It  has  chosen 
to  focus  on  the  rapidly 
growing  markets  for  mo- 
bile PCS  and  info  appli- 
ances, but  so  far  it  hasn't 
broken  into  the  top  tier  of 
laptop  makers.  And  while 
Gateway  Inc.  was  expected 
to  unveil  an  info  appliance 
containing  a  Transmeta 
chip  on  Nov.  10,  such  de- 
vices  aren't  taking  off  as 
quickly  as  hoped,  and  many  won't  use 
Intel-compatible  chips  like  Trans- 
meta's. Analysts  figure  the  company 
will  sell  about  1.2  million  processors 
next  year,  for  revenues  of  about  $170 
million.  That  means  even  if  the  stock 
remained  flat,  Transmeta  still  would 
be  valued  at  more  than  34  times  rev- 
enues. By  comparison,  Intel — with  its 
$34  billion  in  sales  and  32%  operating 
margins — now  has  a  market  cap  only 
10  times  its  revenues. 

Most  perplexing,  however,  is  the 
spectacle  of  investors  flocking  to 
Ti-ansmeta  on  its  promise  to  save 
notebook  battery  life.  IBM  insiders  say 
that  Big  Blue  balked  at  Transmeta 
chips  when  they  delivered  only  20  to 
45  minutes  of  additional  battery  life  in 
notebook  computer  tests.  And  even  if 
Transmeta  can  improve  that  down  the 
road,  microprocessors  consume  only 
10%  of  the  battery  power  in  a  note- 
book PC.  Screens  and  storage  draw 
far  more  power — and  that's  something 
Transmeta's  chips  don't  address. 

Transmeta  has  pioneered  fine  tech- 
nology, and  millions  of  people  could 
someday  benefit  from  its  products. 
But  as  an  investment,  Transmeta's 
stock  may  be  too  hot  to  handle. 

Reinhardt  covers  tJie  chip  industry 
in  Silicon  Valley. 
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NO  CHEERS 
FOR  CISCO 


(;iS('0  SYSTEMS  CEO  JOHN 
Chambers  once  again  stepped 
on  the  accelerator  but  failed 
to  convince  nervous  investors 
that  the  ride  will  continue. 
On  Nov.  6,  Cisco  said  fiscal 
first-quarter  sales  surged 
66%,  to  $6.52  billion,  while 
profit  before  special  items 
climbed  67%,  to  $1.36  billion. 
Encouraged  by  50%  sales 
growth  in  all  five  of  its  mar- 
kets, the  company  boosted  its 
2001  earnings  forecast.  Cham- 
bers predicted  that  Cisco 
would  leapfrog  rivals  like  Lu- 
cent Technologies  and  Nortel 
Networks  to  become  the 
world's  largest  supplier  of 
communications  gear.  Yet 
Wall  Street  remains  worried 
about   slower   spending   by 


CLOSING    BELL 


WRONG  PROGRAM 

Dot-coms  are  getting  blamed 
for  everything  these  days. 
Shares  of  VA  Linux  Systems 
sank  42%  on  Nov.  6,  to 
$17.38,  after  the  maker  of 
software  for  PC  servers  said 
revenues  for  the  quarter  end- 
ed Oct.  27  will  be  about 
$55.8  million  less  than  ex- 
pected, or  10%.  Losses  could 
run  160  a  share — twice  ex- 
pectations. The  reason  for  the 
fall:  VA  Linux'  overwhelmingly 
dot-com  clientele.  If  VA  Linux 
is  going  to  turn  it  around,  it 
had  better  find  some  Old 
Economy  customers  fast. 


VA  LINUX  SYSTEMS 


OCT.  24,  '00  NOV,  I 
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U.  S.  phone  companies  and 
Cisco's  high  inventory.  Cis- 
co's shares  closed  Nov.  8  at 
52^.  down  4%. 


AT&T:  LET'S  START 
CLEANING  HOUSE 

THE  RESTRUCTURING  AT  AT&T 

continues.  Now  the  company 
is  saying  it  may  sell  noncore 
assets  to  raise  cash  and  re- 
duce its  crushing  debt  load. 
That  could  include  its  hold- 
ings in  Time  Warner  Enter- 
tainment and  Cablevision 
Systems.  Another  possibility: 
selling  its  75  million  Vodafone 
Group  shares.  Bond  analysts 
are  increasingly  nervous 
about  the  magnitude  of  the 
company's  debt,  which  bal- 
looned to  $62  billion  with  its 
acquisition  of  cable-TV  opera- 
tors MediaOne  and  Tele-Com- 
munications. Credit  rating 
service  Standard  &  Poor's 
lowered  its  rating  on  AT&T 
debt  Nov.  7  to  A  from  AA-. 


A  CURE  WORSE  THAN 
THE  DISEASE? 

A  CHILLING  REMINDER  THAT 
over-the-counter  remedies 
aren't  without  risk:  On  Nov. 
6,  the  Food  &  Drug  Admin- 
istration asked  drugmakers 
to  discontinue  marketing 
products  containing  phenyl- 
propanolamine after  scientists 
found  that  the  compound 
could  increase  the  risk  of 
stroke  in  women.  PPA  is  found 
in  such  cold  remedies  as  the 
effervescent  form  of  Alka- 
Seltzer  Plus  Cold  Medicine 
and  in  weight-loss  products 
such  as  Acutrim  II  Maximum 
Strength  Appetite  Control. 

NORTHWEST  DOES 
SOME  FANCY  FLYING 

NORTHWEST  AIRLINES  SURE 
knows  how  to  make  a  deal. 
Northwest  tentatively  agreed 
to  sell  its  controlling  interest 
in  Continental  Airlines  to  the 
airline.  The  deal  would  end 


HEADLINER:  PETS. COM 


PUniNGASOCKONIT 


It's  off  to  the  dog  pound 
for  the  Sock  Puppet.  The 
canine  mascot  for  Pets.com 
is  up  for  sale,  along  with 
the  pet-supply  Web  site's 
other  assets,  after 
the  company  an- 
nounced on  Nov.  7 
that  it's  shutting 
down. 

Pets.com 
raised  $110 
million  from 
Amazon.com 
and  others  last 
year  to  become 
the  leading  pet  site 
In  countless  TV  ads,  in- 
cluding a  $2  million  Super 
Bowl  spot,  the  playful  pup- 
pet urged  people  to  buy  on 
line  "because  pets  can't  dri- 
ve." But  it  wasn't  enough 
to  overcome  cutthroat  com- 
petition, high  shipping 


costs,  and  consumer  reluc- 
tance, which  contributed  tc 
a  $22  million  loss  in  the 
third  quarter.  Pets.com's 
IPO  last  February  was  a  bi 
dot-com  dog,  fail- 
ing to  rise  above 
its  $11  asking 
price.  Shares 
have  traded  be- 
low $1  since 
September,  de- 
spite expected 
2000  sales  of 
$35  million. 
CEO  Julie  Wain 
Wright  said  the  San 
Francisco  company 
sought  financing  in  early 
summer  and  a  buyer  more 
recently.  But  more  than  50 
prospects  didn't  bite — ap 
parently  because  pets  can't 
spend  money,  either. 

By  Rob  Ho 


a  Justice  Dept.  antitrust  suit 
to  force  Northwest  to  divest 
its  holdings  in  the  nation's 
No.  5  carrier.  But  fourth- 
ranked  Northwest  would  get 
a  29%  premium  for  its  stake, 
based  on  Continental's  Nov. 
3  closing  price.  Plus,  it  would 
retain  the  airlines'  joint  mar- 
keting pact  and  veto  power 
over  a  sale  of  Continental  till 
2025,  as  well  as  a  7%  inter- 
est. The  settlement  now  goes 
to  a  federal  judge  on  Nov.  14. 

BIG  TOBACCO 
IS  BUSY  IN  COURT 

TIMES  ARE  GOOD  IF  YOU'RE  AN 
attorney  representing  the 
embattled  tobacco  industry. 
On  Nov.  6,  the  European 
Commission  sued  the  two 
largest  tobacco  companies, 
Philip  Morris  and  R.J. 
Reynolds,  accusing  them  of 
abetting  black  marketeers 
who  evade  taxes.  In  Florida 
on  the  same  day,  the  five 


largest  tobacco  companies  i 
pealed  a  $145  billion  puniti 
judgment  awarded  last  Ji 
in  state  court. 

Meanwhile,  in  U.S.  Distr 
Court  in  Brooklyn,  Lorilla 
Tobacco  and  Liggett  Gro 
are  expected  to  settle  doze 
of  punitive  claims  in  an 
billion  out-of-court  agreeme 
The  deal  is  an  attempt 
shield  Lorillard  and  Ligg( 
from  the  Florida  judgme 
It's  a  long  shot,  given  t 
the  other  major  tobacco  co| 
panies  are  refusing  to  j 
the  Brooklyn  settlement 
least  for  now. 


ETCETERA... 

■  Broadcom  agi-eed  to  pay 
much  as  $2  billion  in  st- 
for  chip  design  house  Si  By 

■  Microsoft,  ('ompaq,  and  oi 
ers  will  invest  $1.02  billion 
WinStar  Communications. 

■  The  SE('  will  consider  a  n 
Nov.  15  that  seeks  to  ensu 
the  independence  of  audito 
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TPG/ti:pi:dji/^'(TNT  Post  Group) 

1  AmE  good  or  quick  in  thinking;  clever. 

2  quick  and  sharp.  3  esp.  BrE  neat 
and  styhsh  in  appearance.  Efficiency 
and  a  high  degree  of  automation  define  the 
TPG  approach  of  doing  things  differently. 
I  Evolving  from  a  national  postal  service 
into  the  most  TPG  company  in  the 
business  is  quite  extraordinary.  \  It's  also 
TPG  to  invest  much  time  and  effort 
establishing  a  sophisticated  infrastructure 
and  networks  around  the  world.  -  see  also 


Mail,  Express  &  Logistics. 

Some  call  it  smart.  We  call  it  TPG. 
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Introducing  the  e-marketplace  alliance: 
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i5t  names  in  e-business  working  together  to  help  make  your  business 
feff  iciently  —  whether  you  buy  or  sell  ships,  sleds  or  seafood.  It's  b2bx3. 


www.ibm-i2-ariba.com  or  call  877  426  2676;  priority  code:  emarketl 
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SOUTHEAST  ASIA 


BACK  ON  THE  RADAR 
SCREEN 

Vietnam  is  hunting  foreign  investors 


When  President  Bill  Clinton  lift- 
ed the  economic  embargo 
against  Vietnam  six  years  ago, 
predictions  that  the  nation 
would  become  Asia's  next  economic 
tiger  seemed  credible  enough.  Thanks  to 
economic  reforms  launched  in  1986, 
nearly  $8  billion  in  foreign  investment 
had  been  pledged  to  Vietnam  by  1994, 
and  U.  S.  companies  were  expected  to 
pour  in  bilHons  more.  But  the  nation's 
communist  rulers,  it  turned  out,  weren't 
ready  to  abandon  a  command  economy. 
Reformers  would  open  the  door  to  the 
West  one  minute,  only  to  see  hard-liners 
slam  it  shut  the  next.  Tired  of  battling 
red  tape,  corruption,  and  protectionism, 
many  foreign  investors  took  their  mon- 
ey elsewhere. 

Now,  it  seems,  Vietnam  is  poised  to 
reappear  on  the  radar  screen.  Clinton  is 
to  visit  the  country  this  month,  mak- 
ing him  the  fii-st  U.  S.  President  to  do  so 
since   what   the   Vietnamese   call   the 
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American 
War.    And 
investors, 
while    cau- 
tious, seem 
increasingly 
willing  to  take 
a  second  look 
recently  as  last  year, 
says  Dominic  Scriven, 
manages    the    $26    million 
Dublin-listed   Vietnam   En- 
terprise Investments  Limited 
Fund,  portfolio  investors 
wouldn't   take   his   calls. 
"Now  when  we  ring  up,"  he 
says,  "people  are  definitely 
interested." 

The  optimism  comes  in 
a  year  of  developments 
that  could  prove  a  turning 
point  in  Hanoi's  on-again, 
off-again  reform  program, 
now  presided   over  by  Prime 


FORD  PLANT:  The 

company  had  to 
wait  16  months  foi\ 
permit  to  sell  carsi 

Minister  Phan  V 
Khai.  Most  import; 
is  a  trade  pact  tl 
the  governme 
signed  with  the  U 
in  July.  Expected 
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cted  to  benefit  the  most.  Analysts 
ckon  exports  to  the  U.S.  will  grow 

$1  billion  next  year,  up  from  $650 
llion  in  1999.  "This  is  Vietnam's 
jgest  opportunity  since  the  beginning 
economic  reforms,"  says  government 
inomist  Le  Danh  Doanh. 
Theoretically,  the  trade  deal  will 
•an  that  all  companies,  domestic  and 
•eign,  are  treated  equally — paying  the 
ne  minimum  wages,  taxes,  and  tele- 
one  charges — and  are  subject  to  the 
Tie  laws.  Optimists  also  hope  state 
ms  will  be  less  likely  to  use  political 
inections  to  their  advantage.  One  ex- 
iple:  Ford  Motor  Co.  spent  $102  mil- 
n  in  the  mid-1990s  to  build  a  factory 
ar  Hanoi.  But  thanks  to  pressure 
im  local  rival  Vietnam  Motor  Corp.,  it 
ik  Hi  months  for  Ford  to  get  approval 
sell  its  Laser  sedan.  Ford  is  just  be- 
ining  to  recover  from  the  setback;  it 
d  only  957  cars  in  the  first  10  months 
this  year,  a  far  cry  from  the  14,000  it 
i  expected  to  sell  annually.  But  under 
;  trade  accord,  government  approvals 
i  supposed  to  be  weighed  objectively 
;her  than  politically. 
In  another  sign  that  Hanoi  aims  to  be 
ire  investor-friendly,  foreign  compa- 
•s  are  being  allowed  to  wholly  own  lo- 

subsidiaries,  or  buy  out  troublesome 
at-venture  partners.  Full  foreign  own- 


ership was  technically  possible  as  far 
back  as  J987  but  was  effectively 
blocked.  The  government  has  finally  be- 
gun to  realize  that  foreign  companies 
will  not  set  up  in  Vietnam  unless  they 
can  do  business  without  fear  of  being 
blindsided  by  their  local  partners.  No 
one  has  forgotten  the  experience  of 
American  Rice  International,  which 
pulled  out  in  1998 
after  a  bitter  dis- 
pute with  state-owned 
Vinafood. 

Clearly  the  trade 
deal  with  the  U.S.  is 
no  guaranteed  elixir  for 
investors'  headaches. 
Penetrating  Vietnam 
will  require  a  "serious 
campaign,"  says  Chris 
TVagakis,  general  direc- 
tor of  American  Inter- 
national Insurance  Co., 
which  in  April  finally 
received  the  necessary  approvals  for  an 
investment  license — after  trying  for  sev- 
en years.  Observers  caution  that  the 
signing  of  the  trade  agreement  almost 
certainly  owed  more  to  Vietnam's  re- 
cent economic  travails  than  Hanoi's 
wholehearted  embrace  of  capitalism. 

Indeed,  hard-hners  still  wield  consid- 
erable influence,  and  the  Communist 
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Party  remains  deeply  divided  over  the 
pace  of  liberalization.  A  draft  of  the 
next  five-year  economic  and  social  blue- 
print is  replete  with  conflicting  mes- 
sages. In  one  breath  it  says  the  devel- 
opment of  the  private  sector  is  good; 
in  the  next  it  says  the  state  will  re- 
main the  dominant  force  in  the  economy. 
And  while  increasing  foreign  competition 
could  force  Vietnam's 
5,500  coddled  state- 
owned  enterprises  to 
restructure,  they  can 
be  expected  to  drag 
their  feet  every  step 
of  the  way. 

Relatively  robust 
growth  of  6.5%  also 
could  embolden  the 
hard-liners  to  slam  on 
the  brakes.  But  the 
clock  is  ticking,  and 
the  longer  Hanoi 
waits,  the  greater  the 
cost  of  reform — and  the  more  the  coun- 
try will  fall  behind  the  rest  of  the  world. 
"Vietnam,"  says  government  economist 
Doanh,  "must  restructure  its  economy 
and  accept  competition  at  international 
standards."  Clinton  no  doubt  will  tell 
his  Hanoi  hosts  much  the  same. 

By  Frederik  Balfour 
in  Ho  Chi  Minh  City 
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Ihe  Ho  Chi  Minh  City  Se- 
curities Trading  Center  is 
almost  eerily  quiet.  With 
less  than  an  hour  to  the  clos- 
ing bell,  several  traders  are 
reading  newspapers;  others 
wander  outside  for  a  smoke. 
Suddenly,  a  fax  machine 
comes  to  life  and  spits  out  an 
order.  A  staffer  keys  it  into  a 
terminal.  A  minute  later,  the 
trade  flashes  across  the  big 
screen. 

Welcome  to  Vietnam's  fledg 
ling  stock  exchange.  Just 
three  months  old,  it  boasts  a 
market  capitalization  of  some 
million  and  average  daily  turnover  of 
$70,000.  Only  four  companies  have 
listed  so  far,  all  of  them  formerly 
state-owned  enterprises — a  maker  of 
air  conditioners,  a  telecom  cable 
manufacturer,  a  freight-forwarding 
company,  and  a  tissue-paper  ex- 
porter. The  market  is  open  two  hours 
a  day,  three  days  a  week. 

Hold  the  chuckles.  Despite  its 
modest  beginnings,  the  exchange 
represents  a  step  forward  for  Viet- 


A  FOOT  IN  THE  DOOR: 

Vietnam 's  fledgling 
bourse  on  opening  day 


nam,  where  most 
people  still  keep 
their  savings  un- 
der the  mattress. 
The  government  hopes  the  market 
will  hasten  the  privatization  of  the 
nation's  cash-starved  state-owned 
companies — essential  if  Vietnam  is  to 
move  to  a  true  market  economy. 
Overseas  fund  managers  have 
been  sounding  out  the  six  local  bro- 
kerages, though  none  have  invested 
so  far.  Jonathon  Waugh,  chief  repre- 


sentative of  Jardine  Fleming 
Vietnam,  says  they'll  take  the 
plunge  once  the  bourse  reach- 
es critical  mass;  at  least  10 
new  companies  will  list  over 
the  next  year.  For  now,  says 
Waugh,  foreign  investors,  who 
account  for  12%  of  the  market, 
are  mostly  venture  capitalists. 

To  list,  a  company  must 
show  two  years  of  profits  and 
boast  minimum  capital  of 
$700,000.  Fund  manager  Do- 
minic Scriven  says  that  he  has 
uncovered  some  40  companies 
that  meet  the  requirements. 
"The  market  is  good,"  he  says. 
"The  settlement  system 
works,  and  prices  don't  go  all 
over  the  place." 
For  her  part.  Thai  Uyen  Phuong, 
a  broker  from  state-owned  kidv  Se- 
curities Co.,  would  like  to  see  more 
action  on  the  trading  floor.  "It  gets 
kind  of  quiet,"  she  says.  "We  hope 
more  companies  list."  Vietnam's  fu- 
ture may  well  depend  on  it. 

By  Frederik  Balfour 
in  Ho  Chi  Minh  City 
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WHY  SINGAPORE  IS  UNLOADING  AN  ICON 


Just  a  couple  of  years  ago,  Nat- 
Steel  Electronics  Ltd.  was  an 
exemplary  Asian  success  story. 
Under  the  guidance  of  Chester  Lin, 
an  imaginative  ceo  who  is  anything 
but  risk-averse,  the  Singapore  con- 
tract manufacturer  did  brilliantly  at 
assembling  name-brand  computers 
for  high-class  clients  that  no  longer 
wanted  to  run  their  ovvti  factories. 
NatSteel  Electronics  was  paid  in 
hard  currency  and  boasted  such 
rapid  profit  growth  that  it  managed 
to  weather  the  Asian  crisis. 

But  NatSteel  Electronics  has 
become  a  parable  of  how  diffi- 
cult it  is  for  Asian  players  to 
compete  against  outsize  global 
corporations  in  the  fast-grow- 
ing contract  manufacturing 
business.  Quick  though  it  was 
to  latch  on  to  industry  trends 
and  identify  best-selling  prod- 
ucts, NatSteel  Electronics  fell 
behind  its  U.  S.-based  competi- 
tors, which  have  deeper  pock- 
ets, are  geographically  closer  to 
their  clients,  and  are  better  at 
cutting  costs. 

PRETTY  PENNY.  As  a  result,  the 
Singapore  government,  which 
owns  NatSteel  Electronics'  par- 
ent, NatSteel  Ltd.,  agreed  on 
Oct.  31  to  sell  out  to  industry 
leader  Solectron  Corp.  in  Milpi- 
tas,  Cahf.,  for  $2.4  billion.  The 
sale  is  part  of  Singapore's  long- 
stalled  initiative  to  force  sprawl- 
ing, unwieldy  government-linked 
companies  (glcs)  to  offload  non- 
core  assets.  In  fact,  NatSteel 
Electronics  is  superior  to  many 
other  GLCS,  but  its   sale   will 


It's  not  hard  to  see  why  Solectron 
paid  a  premium.  Much  of  NatSteel 
Electronics'  value  can  be  attributed 
to  CEO  Lin.  Before  leading  a  manage- 
ment buyout  of  the  company  in  1994, 
he  ran  the  Singapore  operations  of 
SCI  Systems  Inc.  of  Huntsville, 
Ala. — the  company  that  practically 
invented  contract  manufacturing.  Af- 
ter taking  over  NatSteel  Electronics, 
Lin  demonstrated  a  knack  for  spot- 
ting trends  and  sniffing  out  the  right 
product  lines.  In  1997,  he  acquired  a 


io 


plant  from  Apple 
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make  it  easier  for  Smgapore  Inc.  Computer  Inc.  at 

a  time  when  that 


to  make  other  painful  decisions 

To  their  credit,  Singapore's 
policymakers  are  unashamed  of 
letting  a  big  fish  swallow  one 
of  their  fastest-swimming  min- 
nows. Having  decided  to  sell,  the 
government's  goal  was  to  get  a  pre- 
mium for  NatSteel  Electronics' 
shares,  which  dropped  by  80%  be- 
tween Mar.  9  and  Oct.  18.  After  two 
months  of  shopping  the  company 
around,  NatSteel  Ltd.  sold  its  33% 
stake  to  Solectron  for  twice  the  mar- 
ket price. 


A  richer  rival  is 
buying  Lin's  Nat- 
Steel Electronics 


company  was  in 
trouble.  Soon  af- 
ter, Apple  rolled 
out  the  best-sell- 
ing iMac,  for  which  NatSteel  made 
motherboards. 

Sudden  success  prompted  Lin  to 
embark  on  a  global  expansion  binge. 
NatSteel  Electronics  began  buying 
up  and  opening  factories  from  Mexi- 
co to  Hungary.  At  first,  the  strategy 
seemed  to  be  working.  NatSteel 
Electronics'  profits  rose  100%  in  1997 


and  80%  in  1998.  But  last  year,  they 
were  up  only  20% — and  suddenly  the 
company  was  vulnerable. 

Over  the  past  three  years,  Solec- 
tron, Flextronics  International  Ltd., 
and  other  players  have  bought  plants 
from  such  clients  as  IBM  and  Erics- 
son. By  building  up  economies  of 
scale,  they  manufactured  products 
more  efficiently  than  their  clients 
could  have  done  themselves.  And 
they  spread  their  risk  among  various 
customers.  By  contrast,  NatSteel 

Electronics  became  addicted  to 
one  client — Apple,  which  made 
up  53%  of  its  annual  revenues 
of  $2.5  billion  until  October, 
when  Apple  announced  a  pro- 
jected 15%  drop  in  sales.  Clear 
ly  that  would  badly  dent  Nat- 
Steel Electronics'  bottom  line. 
IN  THE  LOOP.  And  so  a  Singa- 
porean icon  of  national  develop 
ment  became  takeover  bait,  an 
increasingly  common  occurrence 
Over  the  past  two  years,  compa- 
nies from  Flextronics  to  Jabil 
Circuit  Inc.  in  Detroit  to  Dii 
Group  Inc.  in  Niwot,  Colo.,  have  n 
acquired  Asian  contract  manu 
facturers  or  plants.  The  only  u 
companies  to  buck  this  trend  so 
far  are  the  mainly  Taiwanese 
"original  design"  manufacturers 
that  add  value  by  actually  de 
veloping  new  products  for  their  »;< 
cHents. 

Until  recently,  Asia  seemed 
to  own  contract  manufacturing. 
But  cheap  labor  and  engineer- 
ing costs  are  no  longer  a  big 
advantage.  Nowadays,  the  key 
is  a  strong  presence  in  Silicon  Valley 
and  Western  Europe,  where  most  de- 
cisions are  made.  Because  NatSteel 
Electronics  was  a  Singaporean  com- 
pany, Lin  was  out  of  the  deal-making 
loop.  In  the  end,  the  winners  in  the 
contract  manufacturing  game  will  be 
companies  like  Solectron  and  Flex- 
tronics that  can  tap  Wall  Street  for 
capital  and  boast  tight  client  relation- 
ships with  the  world's  biggest  elec- 
tronics and  telecom  companies.  Un- 
fortunately, NatSteel  Electronics  and 
its  ilk  simply  cannot  compete. 


Sfiari  is  Singapore  bureau  chief. 
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A  BANK  BREAKUP  THAT'S  JUST  WHAT  GERMANY  NEEBS 


Germany's  private-sector 
bankers  are  a  pretty  but- 
toned-down  lot.  But  if  you 
want  to  see  them  unleash 
some  Teutonic  rage,  just  ask 
what  they  think  of  West- 
deutsche  Landesbank.  WestLB, 
as  it's  popularly  known,  has 
its  hand  deep  in  the  state's 
cookie  jar.  It  enjoys  govern- 
ment backing  from  the  big 
state  of  North  Rhine- West- 
phalia and  gets  government 
guarantees  on  the  debt  it  rais- 
es from  the  markets.  These 
advantages  have  given  rival 
bank  executives  fits. 

So  the  news  that  broke  on 
Nov.  3  is  just  what  these 
bankers  have  been  waiting  for. 
That's  when  Jiirgen  Riittgers, 
head  of  the  Christian  Demo- 
cratic Union  in  North  Rhine- 
Westphalia,  said  WestLB  should 
be  broken  up  and  partly  priva- 
tized. Since  the  CDU  controls 
WestLB's  supervisory  board, 
the  bank  may  finally  be  trans- 
formed. 

If  so,  the  breakup  vdll  dra- 
matically change  the  German 
financial  landscape.  Together  with 
state-controlled  savings  banks,  the 
12  Landeshanken  account  for  more 
than  half  of  all  bank  assets  in  Ger- 
many. Breaking  up  WestLB — the 
country's  fourth-largest  bank  vdth 
assets  of  $390  billion — would  spur  a 
much-needed  restructuring  of  Ger- 
man finance  and  create  a  more  level 
playing  field  between  public-  and 
private-sector  banks.  "It  would 
mean  the  disappearance  of  grave 
distortions  in  German  banking," 
says  Manfred  Weber,  managing  di- 
rector of  the  Federation  of  German 
Banks. 

HOUSE  BANK.  Private-sector  fi- 
nanciers complain  that  the  Diissel- 
dorf-headquartered  leviathan  has  an 
unfair  advantage  because  it  is 
43.2%-owTied  by  the  state  of  North 
Rhine- Westphalia.  Like  other  Lan- 
deshanken, WestLB  provides  whole- 
sale and  investment  banking  ser- 
vices for  local  savings  banks  (which 
also  own  a  big  slice  of  it)  and  acts 
as  house  bank  to  the  local  govern- 
ment. In  return,  the  government 
guarantees  its  borrowing. 


RUTTGERS 
Private-sector 
bankers  are 
applauding  his 
call  to  split  up 
mighty  WestLB 


As  a  result,  WestLB 
has  an  AAl  credit  rat- 
ing but  a  financial- 
strength  rating  of  D 
from  Moody's  because 
of  the  bad  debt  on  its 
balance  sheet.  WestLB 
can  raise  money  up  to 
50  basis  points  more 
cheaply  than  many  private  banks 
and  use  that  capital  to  underwrite 
corporate  lending  at  low  rates.  And 
the  politicians  on  WestLB's  supervi- 
sory board  are  far  less  demanding 
of  high  profits  than  their  private- 
sector  counterparts. 

The  same  is  true  of  the  other 
Landeshanken.  But  none  has  ex- 
ploited its  privileges  as  vigorously 
as  WestLB.  It  is  the  largest  lender 
to  industry  in  North  Rhine-West- 
phalia and  a  potent  force  in  the 
Frankfurt  capital  markets.  Its  close 
Hnks  to  the  state  government  mean 
it  automatically  underwrites  most 
public-sector  bond  issues.  Under 
long-serving  Chief  Executive 
Friedel  Neuber — probably  the  most 
powerful  man  in  North  Rhine-West- 


phalia— WestLB  has  built  up 
sizable  stock  and  bond  opera- 
tions in  London  and  New 
York,  and  has  even  moved 
into  Indian  trade  finance.  "No 
wonder  the  private-sector 
banks  want  to  see  its  vidngs 
clipped,"  says  Ralf  Dibbern, 
banking  analyst  at  M.  M.  War- 
burg &  Co.,  a  private  bank  in 
Hamburg. 

Successive  German  govern- 
ments have  refused  to  reform 
the  Landeshanken  because 
state  governments  count  on 
them  to  finance  pet  projects, 
and  the  banks'  supervisory 
boards  provide  lucrative  jobs 
for  retired  politicians.  So  Com- 
merzbank,  Deutsche  Bank,  and 
other  private  banks  com- 
plained directly  to  European 
Competition  Commissioner 
Mario  Monti,  who  has  demand- 
ed that  the  Landeshanken  lose 
their  special  privileges. 
MORE  SHAKEUPS?  Riittgers' 
CDU  party  is  in  opposition  in 
North  Rhine- Westphalia,  but 
it  got  control  of  the  WestLB 
supervisory  board  when  a  se- 
ries of  municipal  election  vic- 
tories gave  it  control  of  local 
savings  banks  with  seats  on 
WestLB's  board.  Riittgers 
wants  to  defuse  tensions  be- 
tween the  EU  and  Berlin  over 
government  involvement  in 
the  financial  sector,  so  he's 
proposing  to  spin  off  WestLB's 
corporate  and  wholesale  banking 
businesses.  The  rump  of  the  bank 
would  handle  development  projects 
and  government  business  and  keep 
its  state  guarantee.  The  plan  vrill  be 
discussed  by  the  board  later  this 
month. 

Other  public-sector  banks  may 
get  similar  shakeups.  The  city  of 
Frankfurt,  which  controls  a  savings 
bank  called  Frankfurter  Sparkasse, 
could  sell  off  all  or  part  of  it.  That's 
revolutionary  talk  by  German  stan- 
dards. Says  Dibbern:  "We  could  be 
on  the  threshold  of  a  period  of  seis- 
mic change."  And  not  a  moment  too 
soon. 


Fairlamb  covers  finance  from. 
Frankfurt. 
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THE  WAR  ON  COCA: 

HOW  FAR  WILL  THE  U.S.  GO? 

The  final  cost  may  be  much  higher  than  Washington  thinks 


Life  in  the  southern  Colombian 
province  of  Putumayo  has  never 
been  easy.  But  for  the  350,000  resi- 
dents of  this  coca-growing  outpost  on 
the  border  with  Ecuador,  it's  hard  to 
see  how  it  could  get  any  worse.  For 
seven  weeks  now,  left-wing  rebels  and 
right-wing  paramilitaries  have  been 
waging  a  pitched  battle  for  control  of 
the  province,  which  is  home  to  half  of 
Colombia's  300,000  acres  of  coca  fields.  A 
guerrilla-organized  blockade  has  reduced 
supplies  of  fuel  and  food  to  a  trickle. 
Hundreds  of  people  have  already 
crossed  over  into  Ecuador.  Those  who 
remain  are  bracing  for  more  hardship. 
That's  because  the  crisis  in  Putumayo 
is  expected  to  intensify  in  December 
once  a  new  950-man  antidrug  brigade  is 
deployed  in  the  area.  The  brigade  is 
part  of  Colombia's  campaign  to  halve 
the  country's  coca  output  by  2006,  and 
the  U.S.  is  contributing  $1.3  billion  over 
two  years  toward  the  effort.  Besides 
footing  the  bill  for — and  overseeing — 
the  training  of  three  antidrug  brigades, 
Washington  is  throwing  in  some  60  he- 
licopters. "As  we  see  it,  it's  only  going 
to  escalate  the  conflict  in  Colombia," 
says  a  U.  N.  official. 


The  final  tab  for  Washington  may  be 
a  lot  bigger  than  U.S.  lawmakers  an- 
ticipated. Colombian  President  Andres 
Pastrana  had  originally  wanted  $450 
million  more  from  the  U.S.  to  support 
Plan  Colombia,  an  ambitious  $7.5  bil- 
lion program  that  encompasses  every- 
thing from  democratic  reform  to  mea- 
sures designed  to  fortify  an  anemic 
economy.  So  Bogota  is  likely  to  lobby 
for  even  more  U.S.  money.  Ecuador, 

meanwhile,     wants  

Washington  to  help 
boost  development 
in  border  areas  that 
could  see  a  flood  of 
Colombian  refugees. 
According  to  the 
U.  S.  General  Ac- 
counting Office,  the 
State  Dept.  has  al- 
ready acknowledged 
that  "substantial  funding"  will  be  need- 
ed to  support  U.S.  goals  in  Colombia. 

There  is  a  real  danger  that  the  latest 
offensive  in  Colombia  could  aggravate 
tensions  in  the  politically  unstable  An- 
des. The  coca  trade  is  the  main  source 
of  financing  for  guerrilla  groups  that 
have  fought  a  four-decade-long  battle 


REFUGEES 

Ecuador  has  asked  Washington  fo| 
$300  million  to  help  cope  with  a 
flow  of  fleeing  Colombians 

against  the  government.  The  fightiil 
has  claimed  30,000  lives  in  the  pa( 
decade. 

Colombia's  neighbors  fear  that  tl 
campaign  will  cause  the  conflict  to  sp 
over  into  their  own  countries.  Thai 
why  Panama,  Brazil,  Peru,  and  Ecuad 
are  all  now  beefing  up  border  securit 
Ecuador  is  particularly  vulnerable  sin 
it  shares  a  fi^ontier  with  Putumayo,  af 
the  country  has  already  received  $2  m 
lion  from  the  U.  N.  to  cope  with  an  e 
pected  inflow  of  5,000  Colombi; 
refugees.  In  October,  Ecuador's  foreij 
minister,  Heinz  Moeller,  traveled 
Washington  to  ask  for  $300  miUion 
fresh  funds.  A  State  Dept.  official  sa; 
Moeller's  request  will  be  carefully  co 
sidered.  If  Ecuador  succeeds  in 
quest,  other  countries  may  be  inspire 
to  follow  suit. 
ADAMANT.  Despite  the  potential  escal 
tion  in  cost,  there  is  no  sign  that  Pa 
trana  and  his  allies  in  Washington  a 
prepared  to  rethink  their  antidrug  stn 
egy.  The  Colombian  government  b 
lieves  that  attacking  the  coca  trade  is 
best  chance  of  extracting  concessio: 
from  the  guerrillas  at  the  negotiatii 
table.  Talks  between  the  governme 
and  Colombia's  largest  rebel  group,  tl 
Revolutionary  Armed  Forces  of  Coloi 
bia  (FARC),  have  been  under  way  sin 
January,  1999,  with  little  result.  "Co 
is  the  biggest  enemy  of  peace,"  sa: 
Jaime  Ruiz,  a  top  aide  to  Pastrana. 

U.S.  officials,  meanwhile,  are  adama 
that  the  policy  will  bring  stability  n 
just  for  Colombia  but  for  the  entire  r 
gion.  "Everyone  reaps  the  benefits  whi 
the  drug  trade  is  reduced,"  says  Robe 
Weiner,  spokesm; 


Colombia's  neighbors 

fear  the  conflict 

will  spill  across 

their  borders 


for  U.  S.  drug  cz 
General   Barry 
McCaffrey 

The  guerrill 
won't  give  up  the 
cash  crop  without 
stiff  fight,  thoug 
Indeed,  with  co 
fields  in  Putuma; 
under  threat,  fai 
is  seeking  other  strongholds.  In  mi 
October,  the  rebels  laid  siege  to  tv 
northern  towns,  killing  more  than  '■ 
soldiers  in  one  and  taking  30  civilia 
hostage  in  the  other.  The  })rice  of  pea 
in  Colombia  will  be  high.  And  Was 
ington  may  have  to  pick  up  the  tab 
By  Suzanne  Tinunons  in  Bogo 
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International  Business 


BRAZIL 


SAVING  THE  FOREST 
FOR  THE  TREES 

A  Brazilian  company  joins  a  drive  to  make  timber  "green" 


There's  a  fresh  coat  of  bright  yellow 
paint  on  the  ends  of  the  tree 
trunks  piled  up  on  the  banks  of 
the  Madeira  River  deep  in  Brazil's 
Amazon  forest.  "Cheerful  color,  isn't  it?" 
says  Raimundo  Barbosa,  paintbrush  in 
hand.  "That's  the  certified  wood." 

Barbosa  works  for  Gethal  Amazonas,  a 
Brazilian  company  that  on  Oct.  19  be- 
came the  first  tropical  plywood  maker 
in  the  world  to  be  fully  certified  by  a 
nonprofit  organization  called  the  Forest 
Stewardship  Council  (fsc).  Founded  in 
1993  and  run  on  a  shoestring  from  Oa- 
xaca  in  southern  Mexico,  the  FSC's  goal  is 
nothing  less  than  converting  the  world's 
timber  companies  to  a  new  creed  of  sus- 
tainability.  The  organization's  members 
include  environmental  groups,  as  well  as 
the  logging  companies,  timber  merchants, 
and  wood  retailers  that  until  recently 
were  their  sworn  enemies.  "Our  man- 
date is  to  change  the  way  the  world's 
forests  are  managed,"  says  FSC  Opera- 
tions Director  James  Sullivan. 

If  the  FSC  has  its  way,  certified  com- 
panies like  Gethal  will  eventually 
squeeze  their  noncertified  competitors 
out  of  the  global  mar- 
ketplace. "It's  a  mat- 
ter of  survival,"  says 
Gethal  ceo  Bruno 
Stem.  But  don't  think 
the  wanton  destruc- 


THE  FOREST 
STEWARDSHIP  COUNCIL 


DESCRIPTION  A  nonprofit  organiza 
tion  established  in  1993 


Alves,  one  of  Gethal's  forest  engineers, 
shows  what  FSC  certification  means  in 
practice.  Of  the  40,000  hectares  of  an- 
cient forest  Gethal  owns,  13,000  are  be- 
ing mapped  in  50-square-meter  blocks  to 
show  the  location  of  every  tree  to  be 
cut.  Trees  marked  for  the  chain  saw 
must  be  over  a  certain  circumference. 
And  Gethal  limits  itself  to  just  13 
species  of  Amazon  hardwood,  including 
amapa,  cajui,  and  sumaruba.  One  team 
then  does  the  cutting,  first  removing 
any  creepers  that  could  pull  down  near- 
by trees.  Another  team  marks  a  trail  for 
the  tree  to  be  dragged  a  maximum  of 
300  meters  to  the  nearest  storage  patio. 
"The  idea  is  to  minimize  the  impact  so 
the  forest  can  recover  more  quickly," 
Alves  says.  The  logs  then  travel  two 
days  downriver  to  Gethal's  mill  near 
Manaus.  There,  they  are  turned  into 
plywood  that  is  shipped  to  the  U.  S.  and 
Europe  for  use  in  the  construction,  ma- 
rine, and  transport  industries. 
FORMER  DEVIL.  Gethal's  practices  weren't 
always  this  eco-friendly.  In  the  1950s 
and  1960s,  the  company  was  among 
those  responsible  for  the  near-destruc- 
tion of  the  Atlantic 
Forest  in  southern 
Brazil.  When  the 
trees  there  ran  out, 
it  decamped  to  the 
Amazon,    where    it 


tion  of  the  rain  forest bought   wood    from 


is  going  to  end  next 
week.  The  FSC  has 
certified  less  than  4% 
of  the  world's  500  mil- 
lion hectares  of  pro- 
ductive woodland  so 
far.  At  this  rate,  it's 


BASED  Oaxaca,  southern  Mexico 

FOUNDING  MEMBERS  Retailers 
such  as  Home  Depot  (U.S.),  B&Q 
(Britain),  Ikea  (Sweden);  Environmental 
groups,  including  Friends  of  the  Earth 
and  Greenpeace;  lumber  companies  in 


local  loggers,  not 
caring  much  where 
it  came  from.  "A 
few  years  ago,  they 
were  the  devil  incar- 
nate," says  Tasso 
Azevedo  of  Imaflora, 


not  certain  which  will      ^^^  Americas,  Europe,  and  Asia.  ^   Brazilian   agency 


become  extinct  first: 
unscrupulous  timber 
companies  or  some  of 
the  precious  forests 
they  plunder. 

Yet  the  activists 
and  their  new  allies  in 
industry  press  on.  At 
Manicore,  Marcelo 


MANDATE  To  provide  an  independent 
labeling  scheme  on  timber  and  timber 
products  that  guarantees  that  they 
come  from  a  well-managed  forest 

ACHIEVEMENTS  241  forests  certi- 
fied, covering  a  total  of  18,327,000 
hectares 


affiliated  with  FSC. 

But  that  was  be- 
fore the  plight  of 
Brazil's  Amazon  for- 
est began  to  garner 
global  attention  in 
the  late  1980s.  Since 
then,  pressure  on  ra- 
pacious logging  com- 


panies has  been  building  from  all  direi  t,  i 
tions.  Environmental  groups  have  bee  lol 
the  most  outspoken  critics.  In  Jun^  t,t! 
Greenpeace  activists  invaded  warehoui  wo 
es  in  the  British  port  of  Tilbury  an  ^ 
stenciled  the  words  "criminal  plywooc  h 
on  1,400  packs  of  plywood.  The  shij  h 
ment  belonged  to  Amaplac,  a  Malaysia)  ftm 
owned  company  long  accused  of  buyin  ^\, 
timber  from  Brazilian  loggers  opera  jf 
ing  without  legal  permits.  tti 

Retailers  have  also  become  a  fore  ue 
for  change.  Home  Depot  Inc.  of  Atiant  ies 
the  world's  largest  home-improvemer  j/ij 
chain  with  sales  of  $34.8  billion  las  ud 
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TREE  TREASURE:  The  idea  is  for  certified  companies  like  Gethal 
to  squeeze  out  coin  pet  itors  that  aren't 


ar,  is  an  fsc  founding  member  and 
e  of  the  movement's  drivers.  Last 
ar,  the  company  promised  to  stop  sell- 
l  wood  products  from  endangered  re- 
)ns  by  the  end  of  2002  and  to  give 
eference  to  suppliers  offering  psc-cer- 
led  wood.  "This  is  something  we  did  in 
vance  of  our  customers  asking  for  it, 
ough  more  and  more  are  doing  so," 
ys  Home  Depot's  manager  of  envi- 
nment  programs,  Kimberly  Woodbury, 
lime  Depot's  main  rival,  Lowe's  Com- 
a  I  nies,  along  with  window-maker  An- 
irson  Corp.,  have  also  joined  the 
usade.  In  Europe,  the  certification 


movement  has  even  greater 
momentum:  20%  of  all  wood 
and  paper  products  sold  in 
Britain,  for  example,  are 
Fsc-approved. 

Some  investors  are  join- 
ing the  cause.  A  grovidng 
number  of  so-called  green 
funds  limit  their  invest- 
ments to  companies  with 
environmentally  sound  prac- 
tices. For  Gethal,  this  trend 
has  been  vitally  important: 
In  February,  a  fund  oper- 
ated by  Grantham,  Mayo, 
Van  Otterloo  &  Co.  (gmo),  a 
Boston  asset-management 
firm  that  has  about  1%  of 
its  $23  billion  portfolio  tied 
up  in  green  ventures,  paid 
$7  million  for  85%  of  the 
company.  GMO  is  also  spend- 
ing $10  million  to  modernize 
Gethal's  mill  and  buy  new 
forests  at  Manicore.  "We 
were  looking  for  a  project 
in  tropical  forests  and 
Gethal  was  by  far  the  best 
one  we  found,"  says  Bob  Brokaw,  a  gmo 
partner.  Gethal  posted  a  $1  million  prof- 
it on  sales  of  $12  million  last  year.  Its 
new  owners  expect  annual  revenues  to 
rise  to  $14  million  and  margins  to  im- 
prove as  a  result  of  cost-cutting.  GMO 
has  promised  to  hang  on  to  Gethal  for 
at  least  a  decade,  after  which  it  will  de- 
cide whether  to  sell  it. 

Without  GMO's  cash,  Gethal  would 
have  been  hard  pressed  to  meet  the 
Fsc's  exacting  standards  for  certifica- 
tion, a  process  that  took  two  years  from 
start  to  finish.  Gethal's  CEO  believes  the 
effort  will  pay  off  in  the  long  term.  But 


Stem  admits  he's  "a  little  disappointed 
the  market  isn't  paying  the  premiums 
we  were  hoping  for."  The  43-year-old 
native  of  Uruguay,  who  gave  up  a  cushy 
job  as  vice-president  of  Citibank's  in- 
ternational corporate  debt  department  in 
New  York  in  1989  to  run  Gethal,  ex- 
pected his  certified  wood  to  fetch  a  pre- 
mium of  30%  over  noncertified.  But  so 
far,  he's  had  to  content  himself  with 
premiums  of  just  7.5%  on  average. 

More  buyers  may  materialize  soon. 
A  bill  now  going  through  the  New  York 
City  Council  will  require  the  city  ad- 
ministration to  buy  Fsc-certified  wood 
for  all  public  contracts,  when  available. 
"This  is  the  first  bill  of  its  kind  in  the 
U.S.,  but  we  would  expect  other  local 
governments  to  follow  suit,"  says  A. 
Gifford  Miller,  the  council  member  who 
drafted  the  biU.  Many  local  authorities  in 
Europe  are  already  paying  more  to  get 
certiiied  wood. 

MUCH  TO  DO.  Gethal  is  just  one  example 
of  how  the  certified  wood  movement  is 
gaining  ground  in  Brazil.  Of  the  241  com- 
panies that  have  secured  the  FSc's  sea]  of 
approval  so  far,  10  are  in  Brazil.  And  a 
million  hectares  of  the  Amazon  forest 
are  now  being  readied  for  certification. 

But  there's  still  much  more  to  be 
done  before  the  planet's  tropical  forests 
will  be  safe.  About  15%  of  the  Amazon 
forest  has  been  destroyed  over  the  past 
three  decades.  In  Asia,  just  30%  of  the 
tropical  forest  is  left.  Much  of  the 
blame  goes  to  local  buyers,  who  typi- 
cally are  far  less  picky  than  Home  De- 
pot. So  the  FSC  and  its  allies  face  an 
uphill  struggle.  Then  again,  nobody 
ever  said  creating  an  eco-friendly  busi- 
ness would  be  easy. 

By  Jonathan  Wheatley  in  Manicor4 
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CHINA:  TOMORROW'S  LEADERS 
ARE  JOCKEYING  FOR  POSITION 


It's  primary  time  in  Beijing.  Or,  at  least,  the  closest  thing 
China  has  to  primaries  is  gearing  up:  Even  though  it's 
more  than  two  years  until  President  Jiang  Zemin,  74, 
and  Premier  Zhu  Rongji,  72,  step  down,  potential  con- 
tenders to  succeed  them  are  already  jockeying  for  power.  A 
frontrunner  has  fallen  out  of  the  running,  and  others  have 
gained  an  advantage  in  the  race  to  rule  China.  Who  wins 
could  have  big  implications  for  the  pace  of  reform  and  the 
state  of  relations  with  the  new  U.  S.  President. 

Candidates  for  the  top  jobs  in  China 
need  to  have  their  support  well  in  place 
before  members  of  the  Politburo  pick 
the  next  Prime  Minister  and  President 
at  the  16th  Party  Congress  in  the  fall  of 
2002.  The  new  leaders  will  have  to  see 
China  through  difficult  challenges  as  it 
opens  to  global  competition  as  a  result  of 
its  membership  in  the  World  Trade  Or- 
ganization. And  they  may  experiment 
with  political  reforms,  such  as  municipal 
elections,  or  allowing  more  parliamen- 
tary debate. 

The  tough  agenda  ahead  promises  to   THE  OLD  GUARD:  Jiang  and  Zhu 
make  the  next  Premier's  job  even  more 


er  who  toes  the  political  line.  He  has  served  as  governor  ar 
party  secretary  of  the  provinces  of  Liaoning  and  Henan,  n 
spectively,  and  now  runs  southern  Guangdong  province.  Li  hs 
done  a  competent  job  as  party  secretary,  analysts  say,  but  \ 
hasn't  introduced  innovative  economic  reforms. 

By  contrast,  the  current  frontrunner  to  succeed  Zhu  h^ 

stronger  reform  credentials.  Vice-Premier  Wen  Jiabao,  5. 

holds  one  of  China's  toughest  jobs:  managing  the  rural  econom 

which  is  beset  by  falling  incomes.  Wen  has  appeased  resti\ 

farmers  by  calling  for  limits  on  rural  ta: 

es.  But  his  next  task  will  be  implemen 

ing  the  reforms,  which  could  face  oppos 

tion  from  local  leaders.  Another  wild  car 

vM.  be  how  Wen  and  Zhu  deal  with  Ch 

na's  entry  into  the  WTO.  If  that  leads  1 

mass  layoffs,  it  could  weaken  Zhu's  abil 

ty  to  anoint  Wen  as  his  successor. 

TIBET  NOIR.  Whoever  wins  the  race  ft 

the  premiership  will  have  to  work  wit 

China's  new  President — ^widely  expecte 

J  to  be  Vice-President  Hu  Jintao,  57.  H 

graduated  from  China's  top  science  acax 

emy,  Tfeinghua  University,  in  1965.  Whi 

~  party  secretary  of  Tibet  from  1988  1 


demanding  than  it  has  been  under  the  crusading  reformer, 
Zhu.  Still,  politicking  for  the  post  is  fast  becoming  intense. 
Until  recently,  one  strong  contender  was  61-year-old  Zeng 
Qinghong,  the  head  of  the  party's  Organization  Dept.  He 
was  said  to  be  supported  by  his  patron,  Jiang.  But  at  a  Par- 
ty Plenum  in  October,  Zeng  was  passed  over  for  promotion  to 
fuU  membership  in  the  Politburo — partly  because  of  opposition 
from  Zhu,  who  did  not  want  a  protege  of  Jiang's  vrinning  too 
much  power. 

While  Zeng  was  unable  to  build  a  solid  base  of  support  in 
the  Politburo,  two  other  top  aspirants  for  the  premiership  en- 
joy widespread  backing.  Both  are  known  as  technocrats,  but 
their  approaches  differ.  Li  Changchun,  56,  is  a  cautious  play- 


1992,  he  presided  over  a  harsh  crackdown.  But  more  recentl 
analysts  say,  Hu  has  surroimded  himself  with  relatively  liber 
advisers  who  favor  far-reaching  economic  and  political  reform 

If  Hu  proves  to  be  a  strong  reformer,  and  a  leader  such  5 
Wen  becomes  Premier,  China  could  enter  uncharted  territoi 
in  a  few  years.  Wen  seems  prepared  to  follow  Zhu  in  aj 
gressively  pushing  economic  reform.  And  analysts  say  he 
more  likely  than  any  other  contender  to  consider  pressing- 
if  cautiously — an  opening  of  the  political  system.  But  that's 
long  way  off  since  the  Chinese  primaries  are  only  begii 
ning.  The  ride  to  new  leadership  will  be  long  and  bruising 

By  Dexter  Roberts  in  Beijing,  with  Sherldayi  Prasso  ) 
Washington 


GLOBAL  WRAPUP 


DAEWOO'S  LATEST  CRISIS 

►  South  Korea's  government-controlled 
creditors  have  stepped  up  a  battle  with 
the  militant  labor  union  of  ailing  Dae- 
woo Motor  Co.  in  a  bid  to  make  it  more 
sellable  to  a  foreign  buyer — most  likely 
General  Motors  Corp.,  with  its  partner 
Fiat.  On  Nov.  8,  the  lenders  declared 
Daewoo  Motor  bankrupt  after  its  union 
rejected  wage  and  job  cuts.  The  compa- 
ny, whose  $16  billion  in  debts  outweigh 
its  assets  by  more  than  $5  billion,  be- 
came insolvent  last  year  but  has  been 
kept  afloat  by  creditors  under  a  govern- 


ment-arranged workout  program.  The 
government  feared  that  an  outright 
Daewoo  bankruptcy  would  ruin  thou- 
sands of  its  suppliers. 

The  labor  union  has  been  the  main 
obstacle  to  streamlining  Daewoo  Mo- 
tor's operation.  Although  the  compa- 
ny's factories  are  running  at  60%  of 
capacity  and  are  expected  to  pile  up 
as  much  as  $2  billion  in  losses  this 
year,  union  members  have  rejected 
management  demands  to  lay  off  3,500 
of  the  19,000-strong  workforce.  Now, 
creditors  want  the  company  to  be  run 
by  court-appointed  receivers.  That 


would  involve  the  appointment  of  new^ 
managers,  who  won't  be  required  to 
seek  union  approval  for  layoffs. 

To  put  pressure  on  the  union,  credi- 
tors last  week  cut  off  fresh  funds  and 
let  Daewoo  default  for  a  second  con- 
secutive day  on  Nov.  7  on  $77.8  millior 
in  debts,  thus  pushing  it  into  bank- 
ruptcy. Daewoo  had  sought  from 
lenders  an  additional  $400  million  in 
working  capital  needed  until  the  end 
of  this  year.  Daewoo  is  the  third  Soutl 
Korean  carmaker  to  go  bankrupt  since 
the  financial  crisis  of  1997. 

By  Moon  Ihiwan  in  Seou 
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en  Danzas  acquired  Air  Express  International  -  AEI  for  short  -  we  became  No.  1  worldwide  in 
'reight.  But  we're  more  concerned  with  being  your  first  choice. 


]|rating  AEI  into  Danzas  made  us  the  leading  global 
;>r  in  airfreight  and  a  leader  in  ocean  freight.  Now,  we  can 
up  interesting  new  prospects  for  your  intercontinental  busi- 
for  example,  through  our  stronger  presence  in  the  USA.  What's 
,  you  stand  to  gain  from  our  increased  freight  capacity,  our 
actions  and  our  space  availability. 

fher  of  our  strengths  lies  in  our  wide  variety  of  services, 

ing  the  full  range  of  air  and  ocean  freight,  project  forwarding 
'alue-added  services.  And  thanks  to  state-of-the-art  infor- 
)n  technology,  it  all  happens  fast  and  upfront,  leaving 
ng  to  your  imagination.  Every  measure  is  designed  for  your 
al  needs,  every  step  of  the  way.  So  it's  not  surprising  that 
as  AEI  Intercontinental  stands  for  total  solutions  to  all  your 
ics  tasks  -  all  from  a  single  source. 


Danzas  Group-Logistics.  Worldwide. 


Worldwide  No.  1  in  air  freight 
Global  leader  in  ocean  freight 
Leading  in  European  overland  transport 
Customized  supply  chain  management 
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lAPPY  ENDINGS 
lOT  GUARANTEED 

'bitration  doesn't  always  live  up  to  its  billing 

l^anematsu  USA  Inc.  is  on  a  roll.  A 
11  $1  billion-plus  subsidiary  of  a  Japa- 
iknese  trading  company,  it  has  come 

.  on  the  winning  end  of  four  arbitra- 

1  cases  in  less  than  a  year.  In  August, 

'Outh  American  customer  that  reflised 

pay  Kanematsu  for  more  than  $1  mil- 

1  in  telecommunications  equipment 

s  ordered  by  arbitrators  to  pay  the 

,  plus  interest.  And  in  June,  a  U.S. 

tomer  who  had  withheld  payment  on 

"kish  yam  was  ordered  to  pay  Kane- 

tsu's  claim.  Richard  K.  Jeydel,  the 

apan/s  senior  vice-president,  couldn't 

'e  been  happier.  "They  ended  up  pay- 
considerably  more  than  we  would 

7e  settled  for,"  he  says. 

tlappy  endings  like  that  have  led 

re  companies  to  commit  to  arbitration 

a  way  of  ironing  out  future  disputes. 

t  many  are  finding  that  arbitration — 

Tiethod  of  dispute  resolution  that 

'sn't  involve  courts — doesn't  always 

;  up  to  its  billing.  They're  encoun- 


tering frustrating  delays,  expense,  and 
irreversible  rulings.  And  critics  say  one 
of  arbitration's  big  advantages  for  com- 
panies— its  confidentiality — is  also  one 
of  its  flaws,  allowing  companies  to  re- 
solve disputes  in  private  that  should  be 
made  known  to  the  public. 

When  arbitration  works  as  it  is  in- 
tended, it  is  faster  and  cheaper  than 
litigation  and  immune  to  endless  ap- 
peals or  punitive  damages,  and  it  pro- 
vides business  partners  from  different 
countries  an  imbiased  forum.  That's  why 
many  companies  are  insisting  on 
prenups — fine  print  in  the  contract  that 
requires  both  parties  to  resolve  disputes 
through  arbitration — ^before  they  tie  the 
knot  with  customers,  suppliers,  and 
partners  around  the  globe.  Since  1995, 
cases  filed  with  the  American  Arbitra- 
tion Assn.,  one  of  several  arbitrators 
available,  have  increased  dramatically 
(chart,  page  73).  International  disputes 
have  soared  more  than  250%.  And  no 
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fc;2000  Molorolj,  Inc.  Motorola.  DigilalDNA.  The  Haan  ol  Smart,  the  DigilalDNA  Logo  and  the  Siyli/ed  M  Log 


Right  now,  Motorola's  Smart  Networks 


Platform  is  helping  the  world's  leading 


networking  companies  create 


programmable,  upgradeable  products 


that  won't  become  part  of  next  year's 


landfill.  Thanks  to  DigitalDNA™  chips, 


systems,  software  and  ideas. 


Our  sophisticated  communications 


processors  can  enable  products  to  live 


longer  in  market  by  adapting  to  future 


networking  needs  and  standards. 


Imagine  unleashing  this  type  of 


technology  on  your  next  smart  product. 


Find  out  more  at  www.digitaldna.com. 
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Milton  Berle 


American  Opportunities  Fund 

••••• 

Momingstar  Overall  Rating^'^  as  of  9/30/00  among  3,876  Domestic  Equity  Funds. 

American  Opportunities  Fund  outperformed  the  S&P  500  and  the  DJIA  for  the  I-,  3-,  5- 

and  10-year  periods.  There  may  have  been  intervals  during  those  periods  in  which  the 

Fund  did  not  outperform  the  indexes.  As  a  result  of  market  volatility, 

current  performance  may  vary  from  the  figures  shown. 


'-lass  D  ,,r  -5ir  -1'  l/^•^- 

Asof9/i0/oo  1  \ear  3  \ears         d  rears        10  rears 


SEC  Standardized 

Avg.  Annual       +33.36%    +24.72%    +24.25%    +23.00% 

Total  Returns* 


S&P  500       +13.27%    +16.44%    +21.68%    +19.42% 


DJIA  +4.64%     +12.12%    +19.53%    +18.64% 


American  Opportunities  Fund  has  beaten  the  S&P  500  and  the  Dow 
across  the  board. 

I  love  a  winner.  Of  course  my  American  Opportunities  Fund  is  only  one  of 
many  strong  performing  funds  from  Morgan  Stanley  Dean  Witter.  Naturally,  1 
realize  past  performance  cannot  guarantee  future  results,  and  1  may  have  a 
gain  or  loss  when  I  sell  my  shares.  That  said,  this  is  one  opportunity  1  wasn't 
about  to  let  pass  me  by. 


Morgan  Stanley 
Dean  Witter 


Morgan  Stanley  Dean  Witter 

Success.  One  investor  at  a  time. 

For  more  information  on  out 
American  Opportunities  Fund  call  1-877-937-MSDW 

msdwadvice.com/fundf 


irospectus,  which  contains  more 
omplete  information  on  risks,  charges 
nd  expenses.  Read  the  prospectus 
arefully  before  you  invest  or  send 
noney. 

here  is  no  assurance  that  the  Fund  will 
chieve  its  investment  objective.  The 
und's  share  price  will  fluctuate  with 
hanges  in  the  market  value  of  its 
'Ortfolio  securities.  When  you  sell  Fund 
hares,  they  may  be  worth  more  or  less 
han  what  you  paid  for  them, 
iccordingly,  you  can  lose  money 
ivesting  in  this  Fund. 
he  fund  may  invest  in  foreign  securities 
nd  markets  that  pose  different  and 
ossibly  greater  risks  than  those^ 
ustomarily  associated  with  domestic 
ecurities,  including  currency  fluctuations 
nd  political  instability.  Investments  in 
mall-  and  mid-sized  companies  involve 
reater  risks  than  is  typically  associated 
/ith  larger  companies. 

SEC  standardized  returns  reflect  the 
und's  contingent  deferred  sales  charge 
Class  B  shares),  that  starts  at  5.00%  and 
eclines  to  zero  after  six  years, 
lorningstar  proprietary  ratings  reflect 
istorical  risk-adjusted  performance  for 
ie  periods  ended  September  30,  2000. 
latings  are  calculated  from  the  Fund's  3-, 
-  and  10-year  average  annual  total 
eturns  (when  applicable)  in  excess  of  90- 
ay  Treasury-bill  returns  (with  appropriate 
3e  adjustments)  and  a  risk  factor  that 
efiects  fund  performance  below  90-day 
-bill  returns.  These  ratings  are  subject 
3  change  each  month.  The  top  10%  of 
tie  funds  in  an  investment  category 
eceive  5  stars,  the  next  22.5%  receive  4 
tars,  the  next  35%  receive  3  stars,  the 
ext  22.5%  receive  2  stars  and  the 
ottom  10%  receive  1  star.  American 
ipportunities  Fund  Class  B  received  5 
tars  for  10  years  (of  796  domestic  equity 
jnds),  and  4  stars  for  5  years  (of  2,419 
unds)  and  3  years  (of  3,876  funds), 
latings  are  for  Class  B  shares  only;  other 
hare  class  ratings  may  vary.  Past 
■erformance  is  no  guarantee  of  future 
esults. 

he  Standard  &  Poor's  500  Composite 
itock  Price  Index  and  the  Dow  Jones 
ndustrial  Average  are  generally  accepted 
neasures  of  stock-market  performance, 
he  Standard  &  Poor's  500  Composite! 
Itock  Price  Index  is  an  unmanaged  indeX| 
if  500  widely  held  common  stocks.  The 
low  Jones  Industrial  Average  is  an 
inmanaged  index  of  30  actively  traded 
'lue-chip  stocks. 

/lorgan  Stanley  Dean  Witter  is  a  service 
nark  of  Morgan  Stanley  Dean  Witter  &| 
;o.    Services  are  offered  through  Dean ' 
Vitter  Reynolds  Inc.  and  Morgan  Stanley 
)ean  Witter  Online  Inc.  Members  SIPC.  i 
5  a  service  mark  of  Morgan  Stanley  Dean? 
Vitter  &  Co. 

32000    Morgan    Stanley    Dean    Witter| 
)istributors  Inc.  Member  SIPC. 


Management 


Issues  resolved  in  private  can  include  a  public- 
interest  component  that  may  never  be  aired 


wonder.  Prenups  allow  companies  to  de- 
cide ahead  of  time  where  the  case  will 
be  heard  and  in  what  language.  But 
whatever  the  language,  "arbitration  is 
essentially  the  same  everywhere,"  says 
Richard  W.  Naimark,  executive  direc- 
tor of  the  Global  Center  for  Dispute 
Resolution  Research.  "For  businesses, 
this  is  immensely  comforting." 

Still,  it's  far  from  perfect.  Sometimes 
winners  are  subject  to  counterclaims  by 
losers,  or  they  have  to  go  to  court  to 
get  paid.  Losers  have  little  recourse  to 
appeal.  And  even  when  both  sides  walk 
away  "winners,"  the  public  may  lose  by 
failing  to  hear  about  cases  that  involve 
product  safety,  anticompetitive  behav- 
ior, or  intellectual-prop- 
erty theft.  But  privacy 
is  part  of  arbitration's 
appeal  to  companies. 
"Companies  don't  have 
to  worry  about  dis- 
putes showing  up  in 
the  paper,"  said  William 
K.  Slate  II,  AAA's  pres- 
ident and  CEO. 

Partnerships  and  al- 
liances that  have  made 
companies  profitable 
have  also  left  them  ex- 
posed to  potentially 
crippling  disputes  over  payment,  rights, 
and  other  matters.  Arbitration  doesn't 
necessarily  reduce  that  exposure.  Just 
ask  John  Gibson,  the  president  of 
Halotron  Inc.,  a  division  of  American 
Pacific  Corp.  American  Pacific,  a  $73 
billion  Las  Vegas-based  chemical  com- 
pany, says  it  purchased  the  rights  to 
Halotron,  a  chemical  used  in  airbags 
and  fire  extinguishers,  from  its  Swedish 
inventor  in  1992,  only  to  discover  that 
the  inventor  was  marketing  it  on  his 
own.  American  Pacific  won  an  arbitra- 
tion against  the  inventor,  but  it  took 
three  years,  two  trips  to  Sweden,  and 
considerable  expense.  And  the  dispute  is 
not  over.  The  company  has  gone  to 
court  to  enforce  the  arbitration  decree, 
and  the  inventor  is  seeking  to  have  it 
overturned.  "It's  not  a  perfect  system," 
says  Gibson. 

LESS  THAN  IDEAL.  Losers  in  arbitra- 
tions might  agree,  since  they're  left  vnth 
few  options  if  they  think  the  process 
was  unfair.  Arbitration  rules  allow  ap- 
peals only  in  cases  involving  fraud  or 
conflicts  of  interest  on  the  part  of  arbi- 
trators— and  few  cases  can  meet  the 
test.  Consider  Arthur  Andersen.  When 


ARBITRATION  ON  THE  RISE 


'95         '96         '97         '98         '99 

A  THOUSANDS     'INCLUDES  INTERNATIONAL  CASES 

DATA:  AMERICAN  ARBITRATION  ASSN. 


in  August  the  accounting  giant  split 
from  its  consulting  unit,  Andersen  Con- 
sulting, it  emerged  ii-om  the  ordeal  with 
the  Andersen  name  and  $1  billion — 
nowhere  near  the  $14  bilHon  it  wanted. 
The  bitter,  three-year  dispute  was  nei- 
ther fast  nor  private,  and  the  outcome — 
at  least  for  Arthur  Andersen — was  less 
than  ideal.  But  it  had  no  grounds  for  ap- 
peal. Says  Daniel  D.  Beckel,  the  firm's 
general  counsel:  "The  advantages  [of  ar- 
bitration] were  not  realized  here." 

For  the  public,  there's  a  bigger  prob- 
lem. Disputes  between  two  companies 
that  are  arbitrated  in  private  can  in- 
clude a  public-interest  component  that 
may  never  be  aired  in  public.  Issues 
deemed  "material"  to 
the  companies'  bottom 
line  must  be  disclosed 
in  securities  filings.  But 
materiality  is  a  subjec- 
tive standard.  For  ex- 
ample, investors  in 
Johnson  Controls  Inc., 
a  $17.2  billion  maker  of 
automotive  interiors 
based  in  Milwaukee, 
would  not  have  learned 
from  the  company's  Se- 
curities &  Exchange 
Commission  filings  that 
the  company  had  been  part  of  a  multi- 
million-dollar dispute  that  involved  the 
accounting  treatment  used  to  determine 
the  price  of  a  company  it  had  divested 
several  years  ago.  But  there  was  such  a 
dispute,  confirms  general  counsel  John  P. 
Kennedy.  It  started  as  an  arbitration 
claim  but  was  resolved  informally,  leav- 
ing behind  no  public  record.  Kennedy 
says  SEC  rules  do  not  require  disclosure 
of  such  disputes. 

Critics  say  decisions  not  to  disclose 
arbitrations  do  a  disservice  to  investors 
and  the  pubhc.  "You're  basically  priva- 
tizing the  system  of  justice  in  this  coun- 
try," said  David  B.  Lipsky,  director  of 
Cornell  University's  Institute  on  Conflict 
Resolution.  "There's  this  massive  dereg- 
ulation of  justice." 

Of  course,  most  companies  aren't  go- 
ing to  be  dissuaded  from  arbitration  by 
public-policy  advocates.  That's  clear  fi-om 
the  rush  to  sign  prenup  agreements. 
But  as  companies  come  to  grips  with 
the  possibility  of  expensive  delays  and 
unfavorable  verdicts  etched  in  stone, 
they  may  find  a  trip  to  court  doesn't 
look  so  bad  after  all. 

By  Louis  Lavelle  in  New  York 
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Special  Report 


AS  LEADERS, 
WOMEN  RULE 

New  studies  find  that  female  managers  outshine 
their  male  counterparts  in  almost  every  measure 


'Tpw  wenty-five  years  after  women  first  started  pouring 

I    |iito  the  labor  force — and  trying  to  be  more  like 

I       men  in  every  way,  from  wearing  power  suits  to 

I       picking  up  golf  clubs — new  research  is  showing  that 

H       men  ought  to  be  the  ones  doing  more  of  the  imitat- 

JL     ing.  In  fact,  after  years  of  analyzing  what  makes 

iders  most  effective  and  figuring  out  who's  got  the  Right 

uff,  management  gurus  now  know  how  to  boost  the  odds  of 

tting  a  great  executive:  Hire  a  female. 

That's  the  essential  finding  of  a  growing  number  of  com- 

ehensive  management  studies  conducted  by  consultants 

ross  the  country  for  companies  ranging  from  high-tech  to 

anufacturing  to  consumer  services.  By  and  large,  the  stud- 

5   show   that   women 


The  gender  differences  were  often  small,  and  men  some- 
times earned  higher  marks  in  some  critical  areas,  such  as 
strategic  ability  and  technical  analysis.  But  overall,  female  ex- 
ecutives were  judged  more  effective  than  their  male  coun- 
terparts. "Women  are  scoring  higher  on  almost  everything  we 
look  at,"  says  Shirley  Ross,  an  industrial  psychologist  who 
helped  oversee  a  study  performed  by  Hagberg  Consulting 
Group  in  Foster  City,  Calif.  Hagberg  conducts  in-depth  per- 
formance evaluations  of  senior  managers  for  its  diverse 
clients,  including  technology,  health  care,  financial-service, 
and  consumer-goods  companies.  Of  the  425  high-level  execu- 
tives evaluated,  each  by  about  25  people,  women  execs  won 
higher  ratings  on  42  of  the  52  skills  measured. 

The  growing  body  of 


:ecutives,  when  rated  ^^^^^ffiRV|ffiR^^^^RRIffiy9H!V!ViyffiffffiR|^^|  new  research  comes  at  a 
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•rformance  evaluations  men,  are  more  collabora- 

execs,    researchers       MOTIVATING  OTHERS  OGOOO  tive,  and  seek  less  per- 

und  that  women  got       sonal    glory,    says    the 

gher  ratings  than  men       FOSTERING  COMMUNICATION  O  O  O  O*  head  of  IBM's  Global  Ser- 

1   almost   every   skill       vices  Div.,  Douglas  Elix, 

easured.  Ironically,  the        PRODUCING  HIGH-QUALITY  WORK  O  O  O  O  O  who  hired  two  managers 

:searchers   weren't       within  this  year— both 

oking    to    ferret    out       STRATEGIC  PLANNING  OO  OO*  women.  Instead  of  being 

■nder  differences.  They       motivated  by  self-inter- 

cidentally  stumbled  on       LISTENING  TO  OTHERS  OOOOO  est,  women  are  more  dri- 

e  findmgs  when  they       ven  by  "what  thev  can 
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;op  companies  have  lemale 


year-old  management  classic,  Men  arid 
Women  of  tlw.  Corporation:  "Women  get 
high  ratings  on  exactly  those  skills 
needed  to  succeed  in  the  global  Infonnation  Age,  where  team- 
work and  partnering  are  so  important." 

It's  no  surprise,  then,  that  some  executives  say  they're  be- 
ginning to  develop  a  new  hiring  bias.  If  forced  to  choose 
between  equally  qualified  male  and  female  candidates  for  a 
top-level  job,  they  say  they  often  pick  the  woman — not  be- 
cause of  affirmative  action  or  any  particular  desire  to  give  the 
female  a  chance  but  because  they  believe  she  will  do  a  better 
job.  "I  would  rather  hire  a  woman,"  says  Anu  Shukia,  who 


sold  her  Internet  marketing-software  company  Rubric  Inc 
earlier  this  year  for  $li90  million.  "I  know  I'm  going  to  gel  ; 
certain  quality  of  work,  I  know  I'm  going  to  get  a  certaii 
dedication,"  she  says,  quickly  adding  that  she's  fully  awar 
that  not  all  women  execs  excel.  Similarly,  Brent  Clark,  CEO 
Grand  Rapids-based  Pell  Inc.,  the  nation's  largest  foot-car 
chain,  says  he  would  choose  a  woman  over  a  man,  too.  Womei 
are  more  stable,  he  says,  less  turf-conscious,  and  better  at  "a 
sorts  of  intangibles  that  can  help  an  organization." 

But  if  women  are  so  great,  why  aren't  more  of  them  run 
ning  the  big  companies?  Thousands  of  talented  women  no\ 
graduate  from  business  schools  and  hold  substantive  mid 

die-management  jobs  at  ma 
jor  corporations— 45%  of  a 
managerial  posts  are  hek 
by  females,  according  to  thi 
Labor  Dept.  Yet  only  twi 
of  the  nation's  500  bigges 
c(jmpanies  have  femal 
CEOs:  Hewlett-Packard  Co.' 
Carly  Fiorina  and  Avoi 
Products'  Andrea  Jung 
And  of  the  1,000  larges 
corporations,  only  six  ar 
i-un  by  women. 
UNREWARDED.  For  on 
thing,  there's  still  a  pipelin 
problem:  Most  women  ge 
stuck  in  jobs  that  involvi 
human  resources  or  publi 
relations — posts  that  rarel; 
lead  to  the  top.  At  th 
same  time,  female  man 
agers'  strengths  have  lonj 
been  undervalued,  and  the: 
contributions  in  the  work 
place  have  gone  largely  un 
noticed  and  unrewarded 
Companies  are  now  sayin 
they  want  the  skills  wome: 
typically  bring  to  the  jot 
but  such  rhetoric  doesn't  al 
ways  translate  into  realiti 
Some  businesses  vie\ 
women  only  as  workhorses 
well-suited  for  demandin] 
careers  in  middle  manage 
ment  but  not  for  prim 
jobs.  These  undercurrent 
of  bias  in  Corporate  Amer 
ica  infuriate  many  womer 
who  then  bail  out  rathe 
than  navigate  unsupportivi 
terrain.  "They're  doing  thi 

BIAS  OF  EXPERIENCE 

"I  know  I'm  going  to 
get  a  certain  quality 
of  work,"  says  Shukia, 
who  recently  sold  her 
Web  software  company 
for  $390  million 
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ome  executives  now  have  a  pro-woman  hiring  bias 


work,  but  they  don't  make  it  to  the 
top,"  says  Lyn  Andrews,  president  of 
WebMD  Health,  a  consumer  unit  of 
WebMD  Corp.  in  New  York.  Many  start  their  own  companies, 
while  others  seek  a  different  work/family  balance  than 
many  corporations  offer.  There  are  now  more  than  9  million 
women-owned  businesses  in  the  U.  S.,  double  the  number  12 
years  ago. 

The  new  studies  offer  some  clues  about  why  the  cultural 
mismatch  between  women  and  large  companies  persists  and 
why  it's  so  critical  to  keep  women  on  board.  What  makes  the 
new  research  more  compelling  than  other  such  data  is  that  it 
is  based  on  results  culled 
from  executives'  actual 
performance  evaluations 
rather  than  on  opinion 
surveys  or  experiments 
that  simulate  business 
situations. 

Because  the   partici- 
ts  had  no  idea  that 


their  evaluations  would 
end  up  as  part  of  a 
study  on  gender,  the 
data  are  untainted,  says 
Janet  Irwin,  a  California 
management  consultant 
who  conducted  one  of 
the  studies.  "We  were 
startled  by  the  results," 
she  says. 

Irwin  and  her  col- 
leagues discovered  that 
women  ranked  higher 
than  men  on  28  of  31 
measures.  Irwin  was 
stunned  by  women's  con- 
sistently high  ratings  and 
how  the  scores  defied 
conventional  wisdom. 
Contrary  to  stereotypes, 
women  outperformed 
men  in  all  kinds  of  intel- 
lectual areas,  such  as 
producing  high-quality 
work,  recognizing  trends, 
and  generating  new 
ideas    and    acting   on 

them.  "Women's  strengths  are  stronger  than  men's,"  says 
Irwin,  "and  their  weaknesses  are  not  as  pronounced." 

Several  other  studies  showed  similar  patterns.  Personnel 
Decisions  International,  a  consulting  firm  in  Minneapolis, 
looked  at  a  huge  sample — 58,000  managers — and  found  that 
women  outranked  men  in  20  of  23  areas.  Larry  Pfaff,  a 
Michigan  management  consultant,  examined  evaluations  from 
2,482  executives  from  a  variety  of  companies  and  found  that 
women  outperformed  men  on  17  of  20  measures. 

Some  of  the  researchers  draw  different  conclusions,  though, 
arguing  that  the  research  shows  that  women  executives  are 
equally  effective  as  their  male  counterparts  but  not  neces- 
sarily superior.  While  women  score  better,  and  the  scores  are 
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OLD-SCHOOL  ADVICE 

One  of  managing  director 
Kiely's  ex-bosses  told  her: 
"You  should  be  looking  out 
for  yourself,  not  your  people" 


statistically  signiiicant,  says  Susan  Gebelein,  executive  vice- 
president  of  Personnel  Decisions,  those  differences  don'l 
mean  much  in  the  real  world.  Why?  Because  the  consulting 
firm  has  tested  so  many  thousands  of  people,  which  car  ^ 
make  minor  differences  appear  more  important  than  thej 
really  are.  Women  have  always  outscored  men  in  such  eval 
uations,  says  Gebelein,  whose  company  began  looking  at  gen 
der  differences  in  1984.  And  they  score  highest  at  the  most 
male-dominated  companies  because,  she  surmises,  of  the  type 
of  woman  who  succeeds  in  such  environments — someone  whc 
must  be  superior  in  every  way. 

Robert  Kabacoff,  a  vice-president  at  Management  Re 

search  Group  in  Port- 
land, Me.,  also  wondered 
if  women  were  getting 
higher  test  scores  ir 
these  studies  for  reasons 
other  than  gender.  Thej 
might  have  rated  higher 
because  they  weren't  be- 
ing compared  vdth  mer 
holding  similar  jobs,  he 
suggests.  Managers  o] 
human-resources  depart- 
ments often  get  ratec 
higher  on  people  skills 
than  other  supervisors 
for  instance.  If  the  ma- 
jority of  female  man- 
agers in  a  study  work  ir 
human  resources,  vs 
only  a  minority  of  males 
the  results  may  have 
more  to  do  with  job 
than  gender. 
MISUNDERSTOOD.  Tc 
eliminate  such  potential 
distortions,  Kabacoff  con- 
ducted a  differently  de- 
signed study  in  1998.  He 
compared  male  and  fe 
male  managers  who 
worked  at  the  same  com- 
panies, held  similar  jobs,  were  at  the  same  management  lev- 
el, and  had  the  same  amount  of  supervisory  experience, 
When  he  examined  1,800  supervisors  in  22  management 
skills,  he  found  that  women  outranked  men  on  about  half  ol 
the  measures.  Female  managers  were  graded  more  effec- 
tive by  peers  and  subordinates,  but  bosses  still  judged  men 
and  women  equally  competent  as  leaders.  "Men  and  women 
seem  to  be  doing  roughly  equally  effective  jobs,  but  they  ap- 
proach their  jobs  differently,"  says  Kabacoff. 

Certainly,  many  women  managers  are  keenly  aware  that 
they  inhabit  a  different  reality  at  the  office  than  men.  Nancy 
Hawthorne,  former  chief  financial  officer  at  Continental  Ca- 
blevision  Inc.,  who  is  now  a  consultant,  says  she  often  felt  her 
bosses  "wondered  what  the  heck  I  was  doing."  At  meetings, 
she  often  allowed  subordinates  to  explain  the  details  of  on- 
going projects.  She  felt  her  role  was  to  delegate  tasks  to  peo- 
ple around  her  to  help  them  be  more  effective.  "I  was  being 
traffic  cop  and  coach  and  facilitator,"  she  said.  "I  was  al 
ways  into  building  a  department  that  hummed." 

And  sometimes,  women  say,  they  were  badgered  about  us 
ing  the  very  skills  the  research  found  so  valuable.  Sandra 
Kiely,  managing  director  and  chief  administrative  officer  at  Na- 
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Women  still  suffer  from  a  lack  of  mentoring 
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tioniil  City  Investment  Managennent  Co. 
in  Cleveland,  recalls  that  one  of  her 
bosses  at  National  City  Bank  warned 
that  her  management  style  would  hurt  her  career  "You  should 
be  looking  out  for  yourself,  not  your  people,"  he  advised  her. 

Everyone  knows  that  women  have  long  excelled  at  team- 
work, but  getting  re- 
sults was  one  of  the 
categories  in  which 
women  earned  their 
highest  marks  in  these  studies.  Jackie  Streeter,  Apple  Com- 
puter Inc.'s  vice-president  for  engineering,  says  she  has  re- 
peatedly volunteered  to  shift  dozens  of  employees  out  of  her 
division  because  she  felt  they  would  better  fit  into  a  differ- 
ent department — a  move  that  she  says  "startled"  her  male 
colleagues.  "It's  not  the  size  of  your  organization  that  counts 
but  the  size  of  the  results  you  get,"  says 
Streeter,  who  has  350  people  working 
for  her. 

Women  are  also  more  likely  to  disre- 
gard as  a  useless  power  trip  another  long- 
held  management  bugaboo:  keeping  infor- 
mation tightly  controlled.  "It's  better  to 
overcommunicate,"  says  Shukla,  whose 
Web  startup.  Rubric,  made  65  of  her  85 
employees  millionaires.  Rather  than  dis- 
pensing information  on  a  need-to-know 
basis,  she  made  sure  information  was 
shared  with  all  of  her  employees.  She  also 
created  the  ceo  lunch,  inviting  six  to 
eight  employees  at  a  time  to  discuss  the 
business  with  her. 

CARING  WORKS.  Companies  can  also  un- 
dercut women's  strengths  in  another,  often 
inadvertent  way:  by  assuming  that  people 
skills  are  not  business  skills.  In  fact,  they 
are  inextricable,  argues  Joyce  Fletcher,  a 
professor  at  Simmons  Graduate  School  of 
Management  in  Boston  and  author  of  Dis- 
appearing Acts:  Gender,  Power,  and  Re- 
lational Practice  at  Work.  Employees  who 
feel  cared  about  by  their  bosses  or  are  in- 
spired by  them  often  produce  higher-qual- 
ity work,  consultants  say.  And  supervisors 
who  know  how  to  deal  with  conflict  get 
better  results. 

Women  have  been  doing  this  kind  of 
work  for  years,  but  their  behavior  is  often 
devalued  because  their  intentions  are  nnis- 
understood,  says  Fletcher.  A  woman  who 
takes  the  time  to  talk  to  an  employee 
about  a  meeting  he  has  missed,  for  in- 
stance, might  simply  be  considered  a  nice 
person — not  someone  trying  to  make  sure  that  the  staff  has 
enough  information  to  make  an  important  decision.  Her  busi- 
ness actions  become  invisible,  since  the  staff  attributes  her 
behavior  to  just  being  kind. 

Similarly,  duties  such  as  coaching  and  keeping  people  in- 
formed are  often  taken  as  a  given.  But  these  tasks  can  actu- 
ally be  the  invisible  glue  that  holds  a  company  together, 
which,  until  the  360-degree  feedback  evaluation  came  along, 
rarely  got  examined.  "It's  like  somebody  doing  your  laundry," 
says  Hawthorne,  the  former  Continental  Cablevision  exec. 
"You  rely  on  them  to  have  clean  clothes,"  but  the  work  is  "in- 
visible when  it's  done  well."  Because  "the  guys  are  into 
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glamour,"  says  National  City's  Kiely,  women  often  end  up  ii 
charge  of  difficult  and  unglamorous  tasks  such  as  perfor 
mance  reviews. 

Kiely  bristles  at  some  research  that  concluded  that  womei 
aren't  perceived  as  strategic  or  vision-oriented.  Her  strategj 
she  says,  is  to  make  people  think  something  is  their  idea  si 
she  can  get  them  to  buy  into  a  plan. 

Another  potential  trap:  Women's  biggest  strengths  cai 
also  become  their  biggest  weaknesses,  says  Vivian  Eyre,  ; 
New  York  management  consultant.  By  working  so  hard  to  ge 
great  results,  they  often  take  away  time  from  building  criti 
cal  business  alliances.  "Given  the  opportunity  to  stay  in  thei 
offices  and  make  sure  their  report  is  perfect  or  going  out  o 
their  office  and  talking  to  Joe  about  his  business,  womei 
are  more  likely  to  do  their  own  work,"  says  Eyre. 

What's  more,  she  adds,  women  still  suffer  from  a  lack  o 


NEW  BUSINESS  MODEL 


skills  aren't  business 
skills,  says  management 
professor  Fletcher,  when 


mentoring  and  being  kept  outside  informal  net 

works  of  communication.  Many  women  admi 

Companies  assume  people   that  because  they  spend  so  much  time  focusinj 

on  getting  results,  they  don't  think  enougl 
about  strategy  and  vision — qualities  that  Har 
vard's  Kanter  says  are  still  the  most  impor 
tant  in  a  top  executive.  "If  women  are  seen  ai 
only  glorified  office  facilitators  but  not  as  tough 
in  fact,  they're  inextricable   minded  risk-takers,"  says  Kanter,  "they  will  b( 

held  back  from  the  CEO  jobs." 
In  the  end,  it  takes  a  lot  more  than  competence  to  mak< 
it  to  the  top.  Getting  the  best  performance  evaluations  ii 
the  company's  history  may  not  be  nearly  enough.  "When  yoi 
actually  sit  down  in  a  selection  committee  to  choose  the  (;E() 
lots  of  subtle  assumptions  come  into  play,"  said  Deboral 
Merrill  Sands,  co-director  of  Simmons'  Center  on  Gender  & 
Organization.  Companies  may  say  they  want  collaborative 
leaders,  but  they  still  hold  deep-seated  beliefs  tha 
top  managers  need  to  be  heroic  figures.  Interpersona 
skills  may  be  recognized  as  important,  she  said,  but  thej 
aren't  explicitly  seen  as  corner-office  skills.  "We  are  ir 
the  process  of  changing  our  concepts  of  leadershi}),"  she 


Be  wired. 


Plug  in— via  mouse,  phone  or  human  being— to  a  globally  plugged-in  research  network, 

Merrill  Lynch.  Have  fresh  thinking  from  800  analysts  on  6  continents  delivered  to  your  virtual  doorstep  every 

morning.  So  you  can  open  the  door  to  opportunity  before  others  even  realize  it's  knocking. 


Be  bullish. 


situsatml.com 
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YOU'VE  SOLVED  H^ 
ki  THE  PROBLEM  OF  BEING 

IN  50  PLACES 

AT  ONCE  QUITE  SIMPLY. 

BY  BEING  IN  50    < 

PLACES  AT  ONCE. 


i  It's  way  beyond  traditional  collaboration.  It's  Lotus  Sametime™-  instant  messaging 
Wmi  that's  fit  for  business.  It's  how  you  contact  employees  or  suppliers  '  iPs 
instantly  to  give  them  what  they  need.  It's  how  to  improve  response  time  by  providing  live 

customer  service  to  Web  users.  It's  how  companies  move  the  expertise,  not  the 
expert.  And  it's  only  available  from  Lotus.  Just  another  way  super.human.software  helps 
e-business  people  work  together.  To  learn  more,  visit  www.lotus.com/superhumansoftware 

SUPER.HUMAN.SOFTWARE  > 
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An  IBM  Company 


'omen  don  t  get  proper  credit  for  their  people  skil 


says.     "But    organizations    haven't 
evolved  that  much  yet." 

In  fact,  Kabacoff  has  just  finished  a 
new  study  showing  how  ('EOs  and  corporate  boards  view  up- 
per management,  and  he  found  a  clear  double  standard. 
Male  CEOS  and  senior  vice-presidents  got  high  marks  from 
their  bosses  when  they  were  forceful  and  assertive  and 
lower  scores  if  they  were  cooperative  and  empathic.  The  op- 
posite was  true  for  women:  Female  CEOs  got  downgraded  for 


being  assertive  and  got  better  scores  when  they  were  co 
operative.  Kabacoff's  conclusion?  "At  the  highest  levels 
bosses  are  still  evaluating  people  in  the  most  stereotypics 
ways."  That  means  that  even  though  women  have  provei 
their  readiness  to  lead  companies  into  the  future,  they're  no 
likely  to  get  a  shot  until  their  bosses  are  ready  to  stoj 
living  in  the  past. 

By  Rochelle  Sharps 
in  Bostot 


TEACHING  MEN  THE  RIGHT  STUFF 


Boys,  it  seems,  can't  afford  to  be 
boys  anymore.  At  least  not  if 
they  want  to  succeed  as  man- 
agers in  the  New  Economy,  where 
the  old-school  style  of  command-and- 
control  is  about  as  effective  as  get- 
ting blitzed  in  front  of  your  boss  at 
the  company  cocktail  party. 


Special  Report 


With  more  and  more  studies  show- 
ing that  qualities  typically  associated 
with  women  are  what  New  Economy 
businesses  need  to  thrive,  a  new  cot- 
tage industry  is  emerging  that  is 
taking  the  opposite  view  of  Professor 
Henry  Higgins  in  My  Fair  Lady: 
Why  can't  a  man  be 
more  like  a  woman? 
"Men  just  don't  have 
what  it  takes  to  be 
successful  in  the  mod- 
em workplace,"  says 
London-based  man- 
agement guru  James 
R.  Traeger.  "They  are 
deskilled." 

Sure,  the  baby- 
faced  Traeger  has  an 
ax  to  grind — he  runs 
a  for-men-only  train- 
ing program  that 
helps  guys  under- 
stand the  value  of 
emotion  in  work  rela- 
tionships. Through  a 
three-month  seminar 
that  involves  intense 
personal  scrutiny, 
coaching,  networking, 
and  public  speaking, 
Traeger  tries  to  get 


were  to  ask  which  of  these  qualities 
men  had  an  upper  hand  at,  the  an- 
swer would  be  none,"  he  says. 

Indeed,  in  this  vise-tight  labor 
market,  execs  who  are  prone  to  scoff 
at  such  "soft  skills"  have  found  they 
need  to  listen  to  Traeger  and  his  co- 
horts. Managers  everywhere  are  be- 
ing forced  to  think  more  about  cre- 
ative leadership — the  kind  that  can 
steer  companies  across  the  New 
Economy's  bumpy  terrain  as  well  as 
hold  on  to  valued  workers  who  are 
constantly  bombarded  with  new  job 
offers.  "The  nature  of  modem  busi- 
ness requires  what's  more  typical  to 
the  female  mold  of  building  consen- 
sus as  opposed  to  the  top-down  male 
military  model,"  says  Millington  F. 


TRAEGER:  His  seminars  instruct  men  in  emotional  expression 


McCoy,  managing  director  at  New 
York-based  executive  search  firm 
Gould,  McCoy  &  Chadick  Inc. 

After  Traeger  helps  participants 
identify  the  gender  issues,  they  work 
on  communication  skills,  feelings,  and 
emotional  expression.  "The  program 
is  about  breaking  down  the  stereo- 
type of  an  aggressive,  controlling, 
and  competitive  man  who  always 
wants  to  be  right,  take  charge,  solve 
problems,  and  also  has  to  have  the 
last  word,"  says  David  Bancroft- 
Turner,  founder  of  3D  Training  & 
Development,  a  U.  K.-based  consult- 
ing firm,  who  participated  in  the  pro- 
gram. "It's  about  learning  to  listen 
and  work  in  harmony." 

Although  the  U.  S.  hasn't  yet  seen 
this  kind  of  men-only 
program,  various 
coaching  firms  are 
similar  to  Traeger's. 
Hay  Group,  in  Phila- 
delphia, coaches  execs 
to  be  "emotionally 
aware."  Adapting 
theories  from  Daniel 
P.  Goleman's  book 
Emotional  Intelli- 
gence, Hay  Group  in- 
structs managers  "to 
recognize  the  emo- 
tional hot  buttons" 
that  are  "not  taught 
in  business  schools," 
says  Annie  McKee, 
Hay's  director  for 
management-develop- 
ment services. 

One  tip  that  all  of 
the  seminars  advo- 
cate: If  you're  a  man, 
follow  the  lead  of 


WHAT  CAN  A  GUY  DO? 

Tips  for  male  managers  from  the  female  playbook 

CONTROLLING  BOSSES  ARE  BAD  BOSSES  So  are  micro- 
managers.  Give  your  people  the  power  to  do  their  jobs. 

FLEXIBILITY,  NOT  RIGIDITY  Learn  to  allow  your  employees 
to  sculpt  their  jobs.  Don't  finger-wag.  Be  open  to  others'  opinions 

men  to  recognize~and  ?.']?.j?!^j!^.5°r.^.?[l^.'^?: y°^  female  co-work- 
improve  their  abilities  ADMIT  YOU  DONT  KNOW  EVERYTHING  You  can't  solve  all  er.  She  probably  has 
to  communicate,  build  of  your  problems,  but  your  staff  probably  can.  Avoid  hogging  air 
teams,  and  develop  time— learn  to  listen, 
flexibility.  "If  you 
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a  lot  to  teach  you. 

By  Pallavi  Gogoi 

in  Chicago 


WINDOWS  OF  OPPORTUNITY. 


CUSTOMIZED  FOR  ANY  BUSINESS. 


# 


-    jr 


You  can  have  a  plan.  Yon  can  have  all  the  right 
information.  But  unless  you  hold  these  things  up 
to  your  goals,  assess  them  against  your  needs,  and 
understand  their  effects  on  the  future,  you  can't 
make  a  truly  informed  decision.  That's  where  your 
CPA  comes  in.  Because  windows  of  opportunity 
aren't  always  found.  They're  created. 

Consulling  Services 
Financial  Planning 
Performance  Management 
Technology  Services 
International  Services 
Information  Integrity 
Assurance  Services 


The  CPA.  Never  underestimate  the  value.''" 


Decause  our  best  friends  have  diabetes, too. 


At  Pfizer,  we're  determined  to  find  the  cures 

of  the  future.  A  cure  for  your  father's  Alzheimer's, 

your  sister's  heart  disease,  your  best  friend's  diabetes. 

A  cure  for  the  ailments  that  touch  all  our  families. 

To  help  create  this  better  world,  we  decided  to 

create  an  even  better  company.  At  the  newly 

expanded  Pfizer  we  have  the  largest 

pharmaceutical  research  team  in 

the  world,  with  a  scientific  staff  of 

12,000  dedicated  people  looking  for 

solutions  to  age-old  problems. 

This  year  we're  spending  approximately 

$4.5  billion  searching  for  new  cures  and 

in  the  coming  years  we'll  invest  even  more. 

We're  now  poised  to  do  more  for  human  health 

than  any  other  pharmaceutical  company  in  history. 

At  Pfizer,  our  company  has  changed, 

but  our  mission  hasn't. 


Life  is  our  lifers  work. 


LjJ 


oo 


www.pfizer.com 


Reproduce  with  more 
intelligence. 


/■♦#"•:    /*%■:    'A*«'.-  •r. 


y 


r 


With  ST's  new  printhead  driver  technology^  an  inkjet  can  make  almost  photo-quality  prints. 
Which  is  nothing  to  wriggle  your  nose  at, 

ST's  new  dual-matrix-head  driver  chip  has  taken  inkjet  output  to  a  whole  new  level.  From 
monitors  to  modems,  sound  cards  to  storage  devices,  STis  a  world  leader  in  technology  for 
computer  peripherals.  At  57,  we're  always  searching  for  advanced  solutions. 

Because  to  us,  that's  the  carrot. 


^ 


We  put  more  intelligence  into  everything. 


STMicroelectronics  (formerly  SGS-THOMSON)  •  www.st.com  »  A  world  leader  in  semiconductors  for  consumer  products, 
automotive,  telecommunications,  computer  peripherals,  Industrial  automation  and  control  systems  •  For  opportunities:  http://jobs.st.com 

STMicroelectronics 


BusinessWeek 


/, 


NOVEMBER  20,  2000 


IS  THIS  RIGHT? 
V^b  Auctions  Sell 
Killers^air,  Votes, 
Autopsy  Photos 

SPECIAL  REPORT 
New  Science 
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in  Bernie  Ebbers  turn 
le  phone  giant  into 
1 1nternet  force?    Z 


isinessWeek 
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What  does  a 
professional  services  firm 
know  about  e-business? 


iontents 


BusinessWeek 
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cQver_story 

^  Laying  It  On  the  Line 


Bernie  Ebbers,  telecom's  swaggering  cowboy,  delivered  a  profit 
warning  and  an  apology  to  WorldCom  investors  on  Nov.  1. 
They  responded  by  lopping  another  $  1 7  billion  off  his  company's 
market  cap.  Now,  with  its  long-distance  business  unraveling, 
Ebbers  sees  salvation  in  the  Internet.  But  visionary  Vice-Chair- 
man  John  Sidgmore  is  growing  increasingly  detached  and 
could  soon  be  on  his  way  out.  Has  too  much  time  passed  for 
WorldCom  to  become  a  player  in  high-value  Internet  services? 


special  report 

►  Logistics  is  Suddenly  Sexy 

Both  dot-coms  and  Old  Economy  companies  ,n  <  ,, 
turning  their  attention  and  dollars  to  the  mun 
dane  business  of  delivering  the  goods  on  time 


Nabisco:  One  Smart  Cookie 

It's  using  the  Web  to  coordinate  orders,  and  share 
warehouses  and  trucks  with  other  manufacturers 

)  Warehouse  Trouble 

The  dot-com  shakeout  comes  just  as  e-fulfillment 
outfits  are  gearing  up  to  deliver  Christmas  goods 


features 


►  Letters 

to  the  Editor 

►  Home  Page 

Software  to  catch  e-adulterers,  an  Idiot's  Guide  to  not  much, 
prospects  for  an  online  delivery  service,  a  gibberish  generator 


►  Personalities 

^    Going  for  Gold  at  BlueLight 

Parent  Kmart  considers  him  a  bit  p 


ON  THE  COVER: 
ILLUSTRATION  BY  DANIEL  ADEL 


pushy,  but  CIO  Mark 
Goldstein  aims  to  make  its  online  retailer  leader  of  the  pack 

Qj    Making  Her  Own  Luck 

If  Ellen  Hancock  can  mastermind  new  services  for  Web  hosier 
Exodus,  her  old  job  setbacks  will  be  a  laughing  matter 
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►  Web  Smart  Companies 

Wired  at  Webcor 

The  San  Mateo  builder's  embrace  of 
technology  makes  it  stand  out  in  the 
risk-averse  construction  industry 

3M:  Clued  to  the  Web 

An  online  strategy  has  enabled  it  to  finesse  problems 
with  deliveries,  inconsistent  data,  and  inventory  levels 

►  Upstarts 

Getting  Out  of  Gridlock 

TrafficStation  will  need  partners  to  deliver  customized 
traffic  information  to  drivers  anytime,  anywhere 

Keep  the  Excess  Moving 

In  a  huge  market  for  surplus  goods,  online  exchange 
TradeOut  is  growing,  but  it  faces  a  wealth  of  rival  sites 
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►  Net  Culture 

^^   Making  a  Killing  Online 

There's  little  to  discourage  the  sale  of  "murderabilia" 
and  a  whole  range  of  equally  unthinkable  items 

►  Management 

A  Fruitful  Relationship 

Old  Economy  giant  p&G  and  New  Economy  startup 
Plumtree  are  profiting  from  a  joint  software  project 

►  Net  Worth 

Rage  Against  Online  Brokers 

Most  spend  more  on  building  brand  and  acquiring 
customers  than  on  service,  and  complaints  are  soaring 

Stock  Info  for  the  Masses 

Multex  has  stayed  ahead  of  investor  demands — 
and  so  far,  even  has  a  profit  to  show  for  i 


^ 


►  Neuborne  on  E-tallIng 

Seamless  Shopping 

Brick-and-mortar  stores  have  finally  integrated 
their  online  operations  in  time  for  high  season 

►  Data  Mine 

Grandma  Gets  the  Net 

Older  women  are  flocking  to  the  Net  in  droves, 
but  sites  aren't  tailored  to  their  sensibilities 

►Cliclcs  &  Misses 
^  ^    Priceline:  Going...Going...Gone? 

We  found  shopping  for  travel  was  good; 
long-distance  phone  service  and  cars — nah 
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►The  Digital  Lifestyle 

^  ^   Weird  Names  and  Ham 

Where  descriptive  words  go  in  herds, 
and  goofy  names  hide  empty  domains 

►  Due  Diligence 

^    It  Ain't  Over  'til  It's  Over 

The  shorts  are  betting  against  Global 
Sports,  but  it  may  very  well  survive 

►Cutting  Edge 

<t^    Look,  Ma,  No  Humans 

A  few  years  from  now,  most  e-com- 
merce  will  be  carried  out  by  machines 


/itrgftiamnr  :':! 


when  was  the  last  tir 
1       you  made  frien< 

I  by  botherinf 

1       somebody? 


p^ 
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It  didn't  work  then,  and  it  doesn't  work  today.  Which  is  why 
Netcentives  offers  complete  direct  marketing  solutions  that  help 
you  treat  customers  with  the  respect  and  care  they  deserve. 

We  combine  a  deep  understanding  of  customer  relationships 
with  leading-edge  technology  and  marketing  services,  to  deliver 
relevant  communications  programs  that  drive  your  business  both 
online  and  off. 

That's  why  industry  leaders  in  virtually  every  category— from 
apparel  to  groceries  to  financial  services  and  beyond— trust  us 
with  their  most  valuable  asset:  their  customers. 

Visit  www.netcentives.com  today  to  find  out  how  we  can  help  you 
win  your  customers'  hearts  and  minds— without  being  a  nuisance. 


^  Netcentives 

Rewarding  Relationships 
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Online  retailer 
Bluefly.com  is  still  in 
business,  but  it's 
hanging  by  the  skin 
of  its  teeth.  So  why 
is  George  Soros,  who  made  his  fortune  outguess- 
ing the  currency  markets,  pumping  in  $15  million 
to  keep  Bluefly  going?  Tuesday 


MONDAY 

So  What's  Plan  B? 

Spinning  out  a  dot-com  subsidiary  was 

all  the  rage.  No  more.  What's  next? 

Perspective  by  Heather  Green 

TUESDAY 

Calling  Dr.  Soros 

Most  people  had  given  Bluefly.com  up  for 

dead.  Not  investor  George  Soros.  Can  he 

help  revive  the  off-price  online  retailer? 

Company  Closeup  by  Faith  Keenan 


Did  You  Miss? 


NOVEMBER      13-17 


WEDNESDAY 

Shorts  vs.  Sports 

short  sellers  are  betting  big  time  that 

Global  Sports  is  doomed.  CEO  Michael 

Rubin  is  out  to  prove  them  wrong. 

Movers  &  Shakers  by  Heather  Green 

THURSDAY 

The  NetzPhone  Puzzle 

Using  phones  to  tap  the  Internet  is  going 

mainstream,  thanks  to  AOL  and  Yahoo! 

So  why  is  pioneer  Net2Phone  sinking? 

Street  Wise  by  Amey  Stone 

FRIDAY 

Move  Over,  Priceline 

The  airlines  have  started  their  own  cheap 

tix  site,  Hotwire.com.  We  offer 

an  assessment  of  the  interloper 

Clicl<s  &  Misses  by  Timothy  J.  Mullaney 

COMING  ATTRACTIONS 

Disappearing  Inc  lets  you  get  rid  of 

unwanted  e-mail — ^for  good. 

A  profile  of  social  critic  Jeremy  Rifkin, 

whose  latest  target  is  e-business 

and  "hypercapitalism." 

We  try  out  shopping  bot  MySimon.com 


What's  Behind  the 
Net-Stock  Meltdown 

Don't  be  surprised  that  the 
transition  to  the  vaunted 
Internet  Age  isn't  a  pretty 
sight.  Failure  is  a  natural  part 
of  the  process.  Let's  just  hope 
that  from  now  on  companies 
are  better  prepared  before 
going  public. 
Perspective,  Oct.  30 


Need  Just  a 
Tad  Less  Angst? 

The  Nasdaq-100 
tracking  stock,  known 
as  the  Os,  may  be 
just  the  ticket  for 
queasy  investors.  You 
get  only  the  Nasdaq 
blue  chips  and  less 
volatility  Here's  our  primer 
Company  Closeup,  Sept.  26 


Seeking 
Profits  from 
Nonprofits 

Harry  Cruber 

has  sold  off  his 
streaming  video 
company.  Next?  His 
Kintera  will  help 
nonprofit  groups 

raise  money  over  the  Web. 

Movers  &  Shal<ers,  Nov  1 


EXTRAS 

•  O&As 

Get  a  firsthand  perspective 
on  the  issues.  Andy  Ball, 
president  of  Webcor,  talks 
about  how  the  Internet 
is  changing  construction. 
Shane  Coppola  of  West- 
wood  One  assesses  the 
prospects  for  making 
money  from  traffic  and 
other  information  via  the 
mobile  Web.  Kevin  Lynch, 
CEO  of  Nistevo,  explains 
Net-powered  logistics. 
And  Andy  Kahn,  a  victims' 
rights  advocate  in  the 
Houston  mayor's  office, 
discusses  the  dark  side  of 
online  auctions. 

•  Update 

We  warned  you  that 
Verizon  Wireless'  IPO 
looked  dicey  (Oct.  23). 
What's  in  store  for  the 
company  now  that  it 
has  shelved  the  deal? 


ideas^com 

Design  maven  Jakob 
Nielsen  watches  peopk 
browse  around  on  a 
Web  site  to  gain  valu- 
able insights  into  us- 
ability (page  EB128).  In 
the  case  of  ideas.com, 
the  invention  and  inspi 
ration  exchange  put  of 
its  launch  to  fix  the 
problems.  We'll  show 
you  what  didn't  work- 
and  what  does. 
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ere's  no  going  back  once  you  start  running  your  business  on  the  Internet.  Fortunately,  you  con  rely  on  Lowson  to  simplify 
ur  business  processes.  We've  helped  thousands  of  organizations  like  yours  develop  and  implement  effective  Internet 
lutions.  We'd  like  to  earn  your  confidence,  too.  So  before  you  take  the  leap,  take  a  look  at  our  fact-filled  e-Business 

ccess  Kit.  Just  visit  vswv»^.lawson.com/success500b  or  call  1-800-477-135/f  code  500b.       L/WwbON  PROVEN. 

Software  . 


Would  you  rely^  olCTfff  e-busine^ft "strategy 
before  ^^ifihg  that  it  works? 
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Cool  Gestures  vs. 
Communication 

Good  piece  on  the  bifurca- 
tion of  tech  in  the  Bay 
area  ("The  Valley?  Oh,  Yuck," 
The  Digital  Lifestyle,  Oct.  23). 
As  a  venture  capitalist,  given 
the  chance  to  invest  in  urban 
cool,  with  all  that  implies,  or  a 
"nose-to-the-grindstone"  type 
of  company,  I'd  pick  the  latter. 

It's  interesting  to  me  that 
some  young  companies  actual- 
ly think  that  antique  lunch- 
boxes  have  an  effect  on  their 
employees.  Creating  the  feel- 
ing that  employees  are  part  of 
something  big  and  that  their 
contributions  are  valued  comes 
from  communicating  effective- 
ly and  ultimately  executing. 

As  office  spaces  go,  when 
you  think  of  Disney  you  think 
of  great  movies,  characters,  and 
television  shows,  but  you  don't 
think  about  what  their  build- 
ings look  like. 

Jejf  Nolan 
SAP  Ventures 
Palo  Alto,  Calif. 
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Does  Threshold 
Deserve  a  Forum? 

I  was  extremely  disappointed 
with  BUSINESS  WEEK  ("Babes 
in  Broadband,"  Special  Report: 
Hollyweb,  Oct.  23).  We  are  liv- 
ing in  a  time  when  the  quality 
of  our  culture  is  under  attack, 
and  Hollywood  has  played  a 
major  part  in  the  decline  of 
moral  values  in  this  country. 
The  Federal  Trade  Commis- 
sion has  recently  issued  a 
report  condemning  the  enter- 
tainment industry's  practices 
of  marketing  inappropriate 
material  to  teenagers.  Yet,  here 
is  the  most  prestigious  business 
magazine  in  the  country  giving 
a  national  forum  to  Larry 
Kasanoff  and  his  company. 
Threshold  Entertainment,  as 
he  highlights  plans  to  do  exact- 
ly what  the  FTC  and  Congress 
are  condemning.  According  to 
your  article.  Threshold's  goal  is 
to  create  content  "...aimed  at 
titillating  sex-crazed,  action-lov- 
ing teenage  boys"  via  such 
shows  as  Bikini  Masterpiece 
Theater,  where  women  in 
skimpy  bikinis  read  Shakespeare. 
You  could  have  produced 
an  article  highlighting  a  com- 
pany that  is  attempting  to  pro- 
duce more  constructive  content 
You  could  have  challenged  Mr 
Kasanoff  on 
the  appropri- 


ateness of  his  plans  in  light  of 
the  FTC  report. 

Instead  of  being  part  of  the 

solution,  you  became  part  of 

the  problem.  Shame  on  you. 

William  A.  Kirsten 

Caylord,  Mich. 


PitBull:  'Strong  Link 
in  a  Weak  Chain' 

PitBull  from  Argus  Systems 
Group  ("Keep  Out:  We 
Mean  It,"  Upstarts,  Oct.  23)  is 
certainly  an  effective  product. 
As  the  article  states,  PitBull  is 
based  on  the  concept  of  a 
trusted  operating  system. 

While  numerous  other  trust- 
ed operating  systems  are  avail- 
able (including  a  free  version, 
namely  SecureBSD),  the  reality  is 
that  Corporate  America  is  simply 
not  ready  or  willing  to  roll  out 
trusted  operating  systems. 

Many  organizations  do  not 


have  fundamental  informat 
security  measures.  Given  the 
that  many  systems  are  secu 
with  ineffective  and  easily  bn 
able  passwords  ensures  that 
Bull  will  only  be  a  strong  linl 
an  overall  weak  chain. 

Ben  Roti 
Iselin,  I 


Navigating 
Nonsense 

A  disturbing  trend  that 
yet  to  be  fully  checkec 
the  proliferation  of  Web  s 
that  require  Java,  cookies,  c 
software  plug-in  to  functior 
all  ("The  Trick  to  Selling  Air 
Tickets  Online?  Minimalisi 
Web  Smart  50,  Sept.  18). 

One  step  down,  but  still 
turbing,  is  the  trend  tow 
graphics-only  sites,  with  no 
temate  text  or  plain  text  n; 
gation  aids. 

I  view  Web  pages  on  a  d 
up  connection,  with  imaj 
Java,  and  plug-ins  turned  of 
amazes  me  how  many  sit( 
cannot  easily  navigate. 

These  companies  dc 
seem  to  notice  or  care  h 
many  potential  customers  t 
turn  away  by  allowing  such 
sic  mistakes. 

Ryan  Edwc 
Carmel, 


Talking  it  out  with  e.biz 


Maybe  you  love  our  stories.  Maybe  you  hate  them.  Eithe 
way,  we  want  to  know.  Please  send  your  thoughts  t< 
letters@>ebiz.businessweek.com.  Or  via  U.  S.  mail:  e.biz  Letters 
Business  Week,  1221  Ave.  of  Americas,  43rd  Floor,  New  York,  N\ 
10020.  All  letters  must  include  an  address  and  daytime  and  evenin) 
phone  numbers.  We  reserve  the  right  to  edit  letters  for  clarit 
and  space  and  to  use  them  in  all  electronic  and  print  editions 


iProGure.com 

Connecting  industrial  buyers  and  suppliers. 


The  premier  Internet 

marketplace  built  for 

industrial  supply. 


"Procurement  in  industrial 
operations  is  more  complex. 


"iProcure  is  tiie  smartest  way  to 
satisfy  industrial  buyers. " 


INDUSTRIAL 

STRENGTH 

PROCUREMENT 


Providing  instant  access  to  millions  of 
industrial  parts  and  supplies,  iProcure 
reduces  the  administrative  costs  of 
purchasing  and  leverages  your  buying 
power  -  saving  time  and  money  on 
costly  industrial  purchases.  Visit 
WWW,  i procure,  com . 


4wProcure. 

Powered  by  Datastream 
(NASDAQ:  DSTM) 


AD-IPROBW-0500 
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JiOTTie  psLge 


^liightaiaf&£ei£l?aidyfegi@is 

A  wife  learns  her  hubby  is  e-mailing      records  everything  one  does  online — 
nude  photos  to  a  paramour.  A  man  is 


shocked:  His  wife  is  plotting  to  kill  him.  Is 
this  a  tawdry  Aaron  Spelling  TV  show? 

Just  real  life,  as  recorded  by  SpectorSoft 
Corp.  of  Vero  Beach,  Fla.,  whose  software 
lets  users  spy  on  the  Web  escapades  of  their 
significant  others.  The  $49  program  was  cre- 
ated to  let  parents  control  kids'  surfing,  but 
cuckolded  spouses  had  their  own  ideas.  In- 
stead of  blocking  taboo  words  and  Web 
sites,  as  most  filtering  programs  do,  Spector 


e-mail,  pictures,  and  instant  messages, 
too.  And  it's  all  but  impossible  for  an 
untrained  PC  user  to  tell  if  SpectorSoft  has 
been  installed. 

Result:  Adultery-busting  spurs 
half  of  SpectorSoft  sales,  which 
hit  150,000  copies  within  a 
year.  Apparently  one  way  to 
spawn  a  mini-dynasty  is  to 
tattle  when  Charlie's  no  angel. 
— Jim  Kerstetter 


Get  me  rewrite 

What  does  Nat  Certler  know  that  Bill 
Gates  and  Jeff  Bezos  don't?  Turns  out, 
not  much.  Gertler  is  the  lead  author  of 
The  Complete  Idiot's  Cuide  to  Making  Millions  on 
the  Internet  (Que,  $18.95),  a  title  that's,  uh,  a  little 
tough  to  live  up  to  just  now.  "Gaze...at  your 
hands,"  the  book  suggests.  "Those  are  the  hands  of 
a  potential  Internet  billionaire,  millionaire,  or  even 
simply  a  (future)  happily 
employed  Internet  profes- 
sional." Readers  snapped 
up  10,000  copies  within 
two  months  of  the 
book's  April  debut. 

Oops.  With   lots  of 
hands  holding  dot-com 
pink   slips,   Gertler   is 
overhauling  the  second 
edition,  due  out  next 
April.  He's  adding  pro- 
files of  failed  ventures 
and  giving  tips  on  how  to 
cope  with  losing  a  job.  "We're 
going  to  be  a  little  more  cautious," 
he  says.  Maybe  a  new  title  is  in  order:  The 
Complete  Idiot's  Cuide  to  Making  Thousands  on 
the  Internet.  — Dennis  K.  Berman 
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Use  Mouse,  Get  Bull 

You  don't  have  to  be  Irish  to  know  that  sometimes  e-busi 
nesses  rely  on  blarney.  Ask  Dack  Ragus,  developer  of  th 
Web  Economy  Bullshit  Generator.  Go  to  www.dack.com 
press  the  button,  and  let  Ragus'  software  go  to  work.  Resem 
blance  to  how  dot-com  CEOs  actually  talk  is  purely  intentional 

Which  capabilities  promised  below  are  from  the  generator  an< 
which  are  skills  claimed  on  the  Web  sites  of  top  consultants? 


A.  "create.. .a  go-to-market  strategic  relationship" 

B.  "provide  a  buyer-driven  service  model" 

C.  "enhancing  brand  equity" 

D.  "synthesize  strategic  platforms" 

JOiDJ3U30  S'3  31/i  0  4"^.'JS  D  diudBjo  fl  ■isfaz  "V  :sjaMSU\/ 

two: 


A.  "develop  a  seamless  convergence" 

B.  "transform  value-added  portals" 

C.  "Internet-enabling  existing  applications" 

D.  "delivering  business  and  transformation  strategy" 

iuaidos  a  iuoDixoJd  ^  jo^ojauao  Sfl  ^m  '9  ijSLfjozDii  y  -UBMiU^ 

THREE! 


A.  "create  leading-edge  solutions" 

B.  "leverage  offline  assets" 

C.  "engage  viral  bandwidth" 

D.  "implement  an  end-to-end  business-to-business  exchange" 


I 


ww.amdahl.com 


AMDAHL 

a  Fujitsu  company 
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Shoot 


It's  a  less-than-fetching 
picture.  Online  delivery 
service  Kozmo.com,  still 
plying  the  New  York  City 
streets  following  the  collapse 
of  talks  to  merge  with  rival 
UrbanFetch,  hopes  to  pull  off 
a  delayed  $150  million  IPO 
(UrbanFetch  has  since  closed 
its  consumer  delivery  ser- 
vice). What  if  Kozmo,  which 
delivers  mostly  videos  and 
food  in  io  cities,  didn't  have 
the  dot-com  patina?  Bad 
news:  The  valuations  of  two 
old-world  peers  in  the  mes- 
senger biz,  Dynamex  Inc.  and 
CitySprint,  are  hardly  en- 
couraging. A  comparison: 


^  Kozmo.com 

Messengers:  2,000 
Revenues:  $3.5  million 
Losses:  $29  million 
Market  Cap:  NA 


►  Dynamex 

Messengers:  5,000 
Revenues:  $251.5  million 
Losses:  $3.4  million 
Market  Cap:  $17.2  million 


►  CitySprint 

Messengers:  5,000 
Revenues:  $219.9  million 
Losses:  $14.2  million 
Market  Cap:  $2  million 


DATA:  COMPANY  REPORTS 


Switch  Hit 

For  a  Domain  Name 


G 


eeky,  sharp-eyed  baseball  fans  spotted  a  change 
World  Series  telecasts:  Ads  for  Major  League  Ba 
ball's  Web  site  showed  that  MajorLeagueBa 
ball.com  had  slimmed  down  to  MLB.com.  H 
MLB.com  been  in  the  hands  of  cybersqu 
ters  all  along?  Nope.  The  masters  of  ba 
ball's  preferred  doma 
\>     MLB's  own  lawyers 

The  law  firni  Morg 

Lewis  &  Bockius,  wh 

handles  labor  talks 

team  owners,  reg 

tered    MLB.com 

1994.  But  last  win 

baseball  decided  to  m 

ket  itself  as  "MLB,"  following  the  exam 

of  the  NBA  and  other  three-letter  spoi 

At  the  same  time,  a  new  marketing  dir 

tor  at  Morgan  Lewis  was  convincing  pi 

ners  no  one  called  the  finri  "MLB"  anyway.  1 

deal  was  done  by  September,  and  the  swii 

was  made.  No  cash  changed  hands,  and 

months  of  negotiations,  no  0 

threw  a  single  I 

— Timoi 

J.  Mullat 


^^^^S^  Derek  Jeter  ^^^^W 

Axe  They  Cute  ox  What? 


Sorry,  The  New  Yorker,  but  on  to- 
day's Internet  everybody  can  know 
if  you're  a  dog.  Blame  two  twenty- 
somethings  who  had  a  few  beers  last 
month,  then  created  www.AmlHot- 
orNot.com,  where  20,000  brave  souls 
have    posted    their    photos    to    let 
strangers  rate  their  looks  on  a  scale  from  1  to 
10.  Who  said  life  got  easier  after  high  school? 
Founders  James  Hong  and  Jim  Young 
don't  know  if  their  little  phenomenon  can  be 
a  business.  "It  would  be  the  funnest  job  in 
the  world,"  says  Hong,  a  "between-jobs" 


engineer.  They  built  AmIHot  after  late-night 
arguments  that  only  carefully-calibrated  dos- 
es of  Heineken  and  Silicon  Valley  culture 
could  fuel:  Can't  agree  what  kind  of  woman 
is  a  perfect  10?  Let  the  Web  decide!  Yeah! 

Raters  are  rough — scores  average  2.7  for 
men  and  4  for  women.  But  they  prefer  chub- 
by guys  eating  ice  cream  to  bodybuilders. 
Whether  AmIHot  itself  is  hot  enough  to  bet 
on  won't  be  known  until  the  first  report 
from  Media  Metrix  on  the  size  of  its  audi- 
ence. If  ratings  aren't  hot,  advertisers  will 
surely  be  cool.  — Jim  Kerstetter 
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These  call  center  leaders  have 
links  with  Scotland. 


^ 


ii^n 


I, 


U3MPm 


22<S       Ifc^n 


\I()K(;.\\,S/ANU;V 
DI.AX  WW  11  li 


Lloyds  TSB 


^ 


Tnonsrer.com 


BRITISH  AlKWAYS 


This  link  tells  you  why: 


www.scotcall.conn 


Log  on  now  and  see  why  no 
other  call  center  location  is  on  par  with  Scotland.  Learn  about  Scotland's 
leadership  in  web-enabled,  toll-free  and  Pan-European  customer  service 
centers.  Discover  how  Scotland  is  sustaining  the  growth  of  its  labor  force, 
too.  You'll  also  find  video  case  histories,  as  well  as  information  on  Scotland's 
linguistics  capabilities,  advanced  telecoms  networks,  skills  availability, 
government  incentives  and  more.  Visit  www.scotcalLcom  now  or  call 
1-800-THE-SCOT  and  let  us  link  you  to  it  all. 


Locate  in  Scotland 


>OCa,  Locate  in  Scotland..  This  matenol  n  prepared  by  M  Paul  Lefton  Company,  100  Independence  Mall  West,  Philadelphia,  RA  19106,  which  is  registered  wrth  the  Department  oljusuce,  Vl/bshinglon  DC  urxler  the  foreign 
Its  Registration  Aa  as  an  agent  of  Locate  in  Scotland,  Clasgow,  Scotland  This  material  is  filed  with  the  Department  ol  Justice  where  (te  registration  statement  is  available  lor  public  inspection.  /Jegsffoton  does  not  mdioM 
'Oval  ol  the  contents  of  the  material  by  the  United  States  government 


StorageNetw  rks" 

Storage  Services  for  the  e-Economy 


SlO(.i9oNi-lwofk'>  uiid  Slofjgo  ScrviiTs  lor  llii;  u  Eiotiiiiny  jio  service  mjiks  ol  Slni.igcN 

All  other  comp.my,  br.ind  .ind  prodiul  n.irnes  conljinml  in  this  .id  ni.iy  be  Ir.idcm.iik-.  or  rcnisli'ii'd  tr.idi'iiMiks  ol  llirii  ii",poctivi'  tioldor 


Neither  your  competition  nor  new  marl<et  opportunities  will  wait  for  you 
to  add  data  storage  capacity,  hire  the  right  people  to  productively 
employ  that  data,  or  to  complete-data  backup  and  restore.  That's  why 
StorageNetworks^"  provides  an  on-demand  data  storage  infrastructure, 


network  and  software  solutions  that  ensure  secure,  scalable 
accessible  data  storage,  ancfTbf  course,  the  expertise  to  makelf^ 
come  together.  This  way,  we  save  you  from  the  distracting  and  costly 
task  of  storing,  protecting  and  managing  your  data.  In  fact,  we  cforhfs 
more  cost-effectJveJy  than  you  ever  could  yourself.  Allowing 
Stpn  leveraging  your  infornriation  and  honing  your  competitive 
learn  more  about  our  secure,  scalable,  "easy-to-access" 
approach  to  data  storage,  visit  us  at  www.STORAGENETWORKS.com. 
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NEUBORNE   ON   E-TAILING 


BY  ELLEN  NEUBORNE 

ellen   neuborne@ebiz.businessweek.com 


Seamless  Shopping 

Stores  at  last  are  melding  online  sites  with  their  bricks-and-mortar  presence 

here's  a  lot  of  neat  stuff  online  this  holiday  season,  but  nothing  makes  me  happ' 
than  the  Talbots  catalog.  By  techie  standards,  there's  not  much  to  celebrate:  Jus 
plain  old  paper  catalog  now  searchable  on  their  Web  site.  Big  deal?  Well,  actua 
it  is.  That  catalog  represents  much  more  than  the  site's  technical  prowess.  It's  a  syi 
bol  of  the  melding  of  the  online  and  offline  retail  world — one  tiny  example 


convergence,  retailer  style.  And  it's  great  news  for  consumers. 

Last  year,  there  was  still  a  palpable  sense  of  unease  among 
traditional  retailers  even  as  they  trumpeted  their  online  sites.  Oth- 
er than  slapping  RetailerName.com  all  over  their  shopping  bags, 
they  didn't  handle  much  of  the  crucial  holiday  season  in  concert. 
It  was  as  if  these  were  separate  stores.  Often  they  looked  different, 
stocked  different  merchandise, 
had  different  ad  campaigns. 
Barnes  &  Noble  took  the  prize 
for  image  disconnect  by  mak- 
ing it  difficult  to  handle  on- 
line returns  and  gift  certificates 
in  its  earthly  stores.  Were  these 
guys  on  the  same  team? 

This  year,  retailers  of  all 
stripes  have  overcome  their  fear 
and  are  blending  their  e-com- 
merce  programs  far  more  ef- 
fectively with  their  retail  stores 
and  mail-order  catalogs.  Sites 
that  once  functioned  as  exper- 
imental satellites  are  now  more 
integral  parts  of  the  retail 
whole.  Take  Nordstrom.com. 
Among  other  things,  Nord- 
strom has  unified  the  look  of 
its  on-  and  offline  stores.  Brand 
boutiques  on  the  Web  site  have 
the  same  look  and  feel  that  a  mall  browser  would  find  at  the 
bricks-and-mortar  stores.  Calvin  Klein's  Web  boutique  features 
runway  models  in  striking  poses.  Polo  Ralph  Lauren's  site  is  back- 
dropped  in  a  preppy-elegant  forest  green.  The  decor  matches  the 
store.  The  consumer  sees  a  common  image,  no  matter  where  the 
consumer  is.  "Customers  are  not  all  that  interested  in  our  channel 
operations.  They  are  interested  in  a  relationship  with  a  retailer,"  says 
J.  Daniel  Nordstrom,  CEO  of  Nordstrom.com  Inc. 

Crate  &  Barrel  has  had  a  similar  epiphany.  Last  year,  only  a 
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minimal  selection  of  its  merchandise  was  available  via  the  Web 
This  year,  the  entire  mail-order  catalog  is  for  sale  online.  ( 
Gordon  Segal  says  the  decision  to  unify  his  merchandising  str; 
gy  was  not  a  tough  one — customers  demanded  it.  And  it  ma 
perfect  sense,  he  says.  Customers  don't  want  to  be  bothered 
membering  where  they  saw  a  certain  item:  Was  it  in  the  catalog, 

store,  or  online?  "They  w 
to  buy  it  however  it's  con 
nient  at  that  moment.  "5 
need  to  be  there  and  not  ( 
appoint,"  he  says. 

Even  Barnes  &  Noble 
the  hint.  Not  only  is  the 
turns  issue  history,  the  co 
pany  is  installing  Inter 
service  terminals  in  its  sup 
stores.  The  goal,  says  Vi 
Chairman  Steve  Riggio,  is 
make  the  shopping  proc 
more  seamless. 

Why  does  this  retail  c( 
vergence  matter?  It  shows 
tailers  are  starting  to  get  \ 
consumers  go  online  in 
first  place.  Scoring  discou 
is  nice.  Midnight  shopping 
my  bunny  slippers  is  fiin, 
But  what  we  really  want  is 
same  relationship  with  stores  online  that  we  have  offline.  M, 
shoppers  say  their  experiences  with  their  favorite  real-world  stc 
are  good  ones.  We  want  more  of  that  experience  online. 

All  that  will  vary  greatly  depending  on  the  store.  We'll  want 
great  deals  of  Loehmann's,  the  wide  selection  of  Home  Depot, 
service  of  Saks  Fifth  Avenue — but  blended  into  the  new  virl 
store.  Making  that  seamless  shopping  experience  may  or  may 
involve  the  latest  in  cutting-edge  technology.  But  it  always  will 
quire  a  retailer  to  embrace  all  channels  as  part  of  the  whole. 


We  have  the 


TECHNOLOGY 

A  leading  Java-based  personalization  and  e-commerce  platform. 


We  have  the 


PARTNERSHIPS 

7AviJetwork  of  nnore  than  150  of  ttie  world's  best  technology  and  solution  partners. 


We  have  the 


-BUSINESSES 

'Over :^o  worldwide  customers  including  Benetton,  BiueLight.com,  Eastman  Kodak,  and  J.Crew. 


We  have  the  best 


^1 


ATFORM 


Do  you? 


*^l  tlje  I^terri^is  fundamentally  changing  the  way  businesses  interact  with  their  customers.  ATG  is  a  part 
of  that,  and  has  created  a  blueprint  for  maximizing  the  value  of  your  e-business  initiatives.  Attend  one  of 
our  Blueprint  for  Customer  Management  executive  seminars  to  find  out  how  your  organization  can  talce 
advantage  of  the  ATG  Dynamo  e-Business  Platform  for  building  and  managing  online  ,  , 

relationships  with  customers,  suppliers,  and  partners.  For  more  information,  including 
seminar  locations  and  online  registration,  visit  www.3tg.com/blueprint 
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DATA  MINE 


BY  ROGER  O.  CROCKETT 

roger_crockett@ebiz.businessweek.com 


Grandma  Gets  the  Net 


Older  women,  along  with  their  granddaughters,  are  leading  the  rush  online 

have  plenty  of  female  friends  who  use  the  Internet.  Still,  while  giving  a  talk  about  the  Wd 
to  high  school  students  in  Chicago  in  October,  I  was  surprised  by  the  sea  of  shouldei 
length  hair  and  lip  gloss  before  me.  Of  the  nearly  40  students  who  filed  into  the  con 
puter  lab,  more  than  30  were  girls. 

Hold  on  to  your  suspenders,  gents.  Women  rule  the  Web.  The  61  million  wome 


now  online  make  up  51%  of  U.S.  Internet  users,  according  to 
lupiter  Media  Metrix  Inc.  What's  more,  the  number  of  female 
surfers  is  growing  35%  yearly,  three  times  the  rate  of  men.  "There's 
suddenly  an  opportunity  to  program  sites  for  women  and  really  tap 
into  their  needs,"  says  lupiter  analyst  Anya  Sacharow. 

Most  astonishing,  though,  are  the  two  age  groups  leading  the 
charge.  One  is  the  giggling  crowd  crammed  into  that  comput- 
er lab,  and  the  other — surprise — is  their  grandmothers.  The 


anyone  uncertain  about  e-commerce.  "It  gives  women  somethir 
they're  familiar  with,"  Mayberry  says. 

Helping  women  navigate  the  unfamiliar  will  keep  them  on 

site,  according  to  the  Bume 
survey.  "If  women  a 


number  of  12-  to  17-year-old 
creased  126%,  to  4.4  mil- 
months  that  ended  in  May, 
Women  55  and  older  were  up 

So   wake   up,   Web   mer- 
your  sites.  Women  are  re- 
of  household  purchases,  says 
Networks  Inc.  Even  so,  many 
their  sensibilities.  Lots  of  gad- 
for  example,  reflect  a  male 
women,  according  to  a  survey 
Burnett.  Like  Sunday  after- 
noon beer  ads  with  ridicu- 
lously voluptuous  women,  too 
many  Web  sites  cater  to  men. 

As  the  Web  gets  easier  to 
use,  older  women  are  rushing  on 
line.   But   these   newbies 
need  a  "bridge"  between 
the  physical  and  virtual 
worlds,  says  Cheryl  E. 
Mayberry,  founder  of 
NiaOnline,    a    portal 
for  African-American 
women.      NiaOnline's 
bridge  is  a  catalogue  that's 
mailed  out  to  site  visitors.  You 
can  buy  online  without  the  cata 
logue,  but  it  helps  ease  the  transition  for 
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girls  on  the  Net  in- 

lion,  during  the  12 

Media  Metrix  says. 

110%,to3.3milon. 

chants,  and  feminize 

sponsible  for  80% 

portal  Women.com 

e-tailers  don't  consider 

gets  and  busy  design, 

bias  that  turns  off 

by  ad  agency  Leo 


charlotte's  web 


WOMEN  ACED: 


25         50        75       100 
DATA:  MEDIA  METRIX 


frustrated,  they  leave 

says  Denise  Fedewa 

LeoShe,  a  Burnett  ur 

that  researches  women 

tastes.  That  means  cu 

tomer  service  is  key.  Ga 

den.com,  for  exampl 

attracts  twice  as  mar 

women  as  men.  One  re 

son:  a  handy  "help  desl 

that   features  live  ch 

with  service  reps. 

Interaction  like  that 

what  Dorothy  R.  Cunningham,  66,  likes  most  about  the  Interne 

The  Army  retiree,  who  first  went  online  in  lanuary,  saved  $100  bu 

ing  a  plane  ticket  online.  A  bigger  thrill:  e-mailing  friends  about  tl 

bargain.  Of  the  Net's  attractions,  "No.  1  is  e-mail,"  she  say 

Alight.com  understands  that.  A  clothing  Web  shop  for  plu 

size  women,  alight  puts  an  e-mail-a-friend  link  < 

every  product  page.  Buyers  "can  instantiy  tell 

friend,  'Hey,  I  found  something',"  says  No 

man  G.  Weiss,  alight's  chief  strategic  officer 

Messaging  works  for  teenage  girls,  to 

Teens  view  the  Web  as  a  new-millenniui 

meeting  place,  where  they  can  communica 

instantiy  and  freely.  Monica  L.  Boyd  signed  i 

for  a  Hotmail.com  acaiunt  in  September  wht 

a  friend  told  her  about  the  free  e-mail  service. 

don't  like  to  spend  money,"  says  the  17-ycar-ol 

Chicago  student.  Webmasters,  take  note:  Monica  migl 

not  spend  much  today,  but  she  and  her  grandmolln 

should  be  as  important  to  you  as  her  brother  is.  • 


Transforming  the  shape  of  e-business 


^Business 

icchnologies 

www.ebt.com 


e-business  is  the  foundation  of  successful  business.  It's  a  proven  fact.  But  what's  become 
seemingly  more  complex  is  the  underlying  core  to  ensure  that  success  -  your  Web  site.  Fortunately, 
content  management  solutions  are  available  to  help  you  manage  this  demand.  But,  w/hlch  solution 
is  the  best  solution? 

eBusiness  Technologies'  engenda  -  a  turnkey,  XML-enabled  content  management  and  workflow 
automation  solution  developed  by  the  only  company  with  over  a  decade  of  experience  In 
developing  standards-based  content  management  systems  and  over  five  years  of  XIVIL  expertise. 
The  company  who  recently  reinforced  their  commitment  to  the  Web  content  management  space 
and  the  e-businesses  of  tomorrow  by  repositioning  itself  into  an  Internet  pure  play  company  ■ 
eBusiness  Technologies.  Visit  us  on  the  Web  at  www.ebt.com  or  call  us  at  1.800.981.8705. 
Let  us  mold  your  business  into  a  true  e-business. 


Business  Week  e.biz 
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BY  TIMOTHY  J.  MULLANEY 

tim_mullaney@ebiz.businessweek.com 


Priceline:  Going. .  .Gonei 

To  assess  the  auction  site's  future,  we  used  its  services-with  mixed  results 


riceline,  we  hardly  knew  ye.  Only  yesterday — 
O.K.,  in  April,  1999 — its  stock  was  selling  for 
$162  a  share,  cheered  on  by  analysts  who  are 
now  implausibly  posing  as  aggrieved  investors.  At 
$4.53  a  share,  people  are  writing  it  off.  But  has  anything  really  changed 


Web  reviews 


Name  your  own  price 

►  Priceline.com 


There  are  two  ways  to  find  out:  You  can  believe  conventional 
wisdom,  or  you  can  use  Priceline.com  Inc.'s  Web  service  and  see  if 
it's  any  good.  Before  I  did  the  latter,  I  had  two  questions:  Can  it  be 
a  big  travel  agency?  And  can  Priceline's  famed  name-your-own- 
price  business  model  attract  buyers  of  cars,  long-distance  calls,  and 
other  stuff  too?  If  one  answer  is  yes,  Priceline.com  is  worth  more 
than  $4.53  a  share.  If  both  are  true,  it's  worth  a  lot  more.  If  neither 
is  true,  look  out  below. 

Priceline's  travel  agency  works — for  some  people  some  of 
the  time.  But  the  service  isn't  good  for  much  else.  When  I 
shopped  for  long-distance  minutes  and  cars,  I  didn't  like  my  re- 
sults. And  when  I  looked  at  using  the  company  that  powers  part  of 
Priceline's  mortgage  lending  when  I  bought  my  house  in 
February,  I  decided  not  to  use  them.  The  mortgage 
market  is  so  efficient  that  Price- 
line-like  systems  have  trou- 
ble beating  locally  available 
rates.  Priceline  works  best 
in  markets  like  travel  where 
market  price  information 
is  extremely  hard  to  get 
and  to  understand.  These 
are  my  stories: 

Travel:  I  used  Priceline 
to  arrange  a  last-minute 
business  trip  to  San  Fran- 
cisco and  a  quick  jaunt  to  see 
my  in-laws  in  Florida.  Out 
west,  I  shopped  for  a  hotel. 
For  Jacksonville,  Fla.,  I  just 
checked   flights.   In  both 
cases,  Priceline  delivered  great 
prices.    In    one    case — Jack- 
sonville— it  also  delivered  the 
headaches  it's  famous  for. 
Priceline  came  up  with 
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$90  a  night  for  a  Wyndham  hotel  in  San  Francisco  — a  dirt-ch 
price  for  the  area,  especially  on  short  notice.  When  I  last  wen 
Silicon  Valley,  I  ended  up  in  Half  Moon  Bay,  on  the  other  sidi 
the  mountains,  paying  $149  for  a  motel.  If  this  were  my  c 
money,  well,  a  difference  of  $60  a  night  is  a  lot  of  mone) 
should  be  noted,  however,  that  Expedia's  Hotel  Price-Mate 
service  did  arguably  as  well — delivering  a  $99  room  closei 
where  I  wanted  to  be. 

My  airline  ticket  deal  was  equally  cheap,  but  at  a  greater  cos 
convenience.  First,  I  went  for  a  flight  out  of  Newark,  N.  J.,  near 
home.  I  bid  $110,  then  $135,  and  no  airline  bit.  Before  I  could 
higher,  I  had  to  change  something  about  my  offer.  Priceline's 
smart  to  let  you  nibble  them  until  you  get  just  the  deal  you  w 

I  had  to  agree  to  fly  ou 

either  Newark  or  LaGua 

Airport,  which  is  on 

other  side   of  New  "V 

from  my  home.  Boom; 

$160, 1  could  get  there  fi 

LaGuardia.  But,  as  in 

Priceline  deals,  I  was  loc 

in:  Priceline  demands  i 

you  give  your  credit 

in  advance  and  agree 

take  whatever  flight  t 

can  find  at  your  price 

contrast,  Travelocity.c 

served     up     fares     fr 

Newark  that  started  aroi 

$240 — with  no  lock- in 

This  is  ammunition 

both  Priceline  lovers  ; 

Priceline  haters.  Yes,  $l(i{) 

short  notice  at  this  timt 

year  is  seriously  cheap, 

getting  to  LaGuardia  from 

house  in  Jersey  is  serioi 


Have  an  out-of-office  experience? 


It's  Time  to  Unchain  Corporate  America 

To  say  NO  to  inflexibility.  To  give  the  people  all  the  vital  information  they  need  -  in 
one,  easy-to-use  e-business  framework  -  whether  they  happen  to  be  using  a  PC,  Palm 
or  WAP  enabled  phone.  That's  why  Corechange  developed  Coreport    with  B2M 
(business-to-mobile)  technology.  It  enables  employees,  partners  and  customers  to  gain 
access  to  true  e-business  solutions  over  the  Internet  -  Anytime,  anywhere. 
888.892.2673     www.corechange.com 


corechange 

Mobilizing   Corporate  America     ^"^^ 


® 
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painful.  Plus,  my  return  tlight  was  at  6:30  a.m.,  blowing  a  day  at 
the  beaeh.  My  experience  underscores  the  idea  that  Priceline  is  a 
service  for  some  of  the  people  some  of  the  time.  It's  best  for 
those  who  have  time  on  their  hands  and  are  willing  to  be  ex- 
tremely flexible,  especially  students.  As  a  college  student,  I  would 
have  taken  that  fare  and  laughed  all  the  way  through  90  minutes 
of  mass  transit  to  LaGuardia.  (College  kids  have  a  name  for 
this:  Road  trip!)  Now  that  my  time  costs  money,  I'd  probably  pay 
the  $80. 

Long-distance  Service:  Priceline  faces  an  inquiry  by  Con- 
necticut regulators  into  complaints  that  some  of  its  come-ons  are 
deceptive,  and  the  way  it  markets  long-distance  service  is  a  pret- 
ty good  example  of  why.  It  gave  me  my  price,  but  without 


Cars:  On  first  glance,  cars  seem  like  the  perfect  Priceline  prodi 
WTiat's  the  difference  between  "name  your  own  price"  am 
dealer  asking:  "What  will  it  take  to  put  you  in  this  car?"  But  in  i 
Priceline  doesn't  offer  huge  advantages.  That's  partly  because  c 
aren't  a  "perishable"  product  like  airline  seats.  Dealers  can  alw 
find  somebody  else  to  sell  a  car  to. 

I  tested  the  system  on  two  cars:  a  Ford  Taurus  and  a  Hoi 
Odyssey.  My  bids  below  sticker  price  for  an  Odyssey  were  all 
jected.  And  I  stopped  there.  But  this  doesn't  reflect  badly 
Priceline,  in  particular.  There's  a  lot  of  demand  for  the  Odyssey  ; 
dealers  are  holding  firm  on  pricing.  Greenlight.com  and  Cars^ 
rect.com  quoted  me  $1,000  over  sticker.  So  did  my  local  deale 

Worse,  the  dickering  over  the  Taurus  devolved  into  the  sa 
stuff  people  always  do  with  car  dealers — and  hate.  Instead 


clearly  telling  me  I  would  get  Internet 

phone  service  instead  of  the  tradi    ^i^Q  ^Q  Jacksonvflle  at  shoft  Hotice  Is  chea| 


tional  kind  until  after  I  bought  a 
bunch  of  prepaid  long-distance  minutes  at  4<l:  a  pop.  The  service 
comes  fi-om  Net2Phone,  an  Internet  phone  carrier.  Phone  calls  via 
the  Internet  are  typically  of  lower  sound  quality  than  calls  on  the 
traditional  networks.  Worse,  I  discovered  that  I  could  have 
bought  the  same  minutes  on  Net2Phone.com's  own  site  for 
3.9t  each,  and  without  the  auction  rigmarole.  I'm  also  not  sure 
that  Priceline  gave  me  a  fair  comparison  with  other  service 
providers.  Priceline  compares  its  rates  to  at&t's  base  rates,  but 
those  rates  are  goofily  high  and  paid  mostly  by  people  who  pay 
no  attention  to  pricing  or  barely  use  their  phones. 

My  experience  argues  that  Priceline  will  never  be  big  in  long  dis- 
tance. The  price  of  long  distance  is  falling  too  fast,  and  con- 
sumers have  plenty  of  info  about  where  to  get  the  best  deals. 
Name-your-own  price  works  in  travel  because  people  don't  un- 
derstand complex  hotel  and  airline  yield-management  schemes 
that  produce  a  wide  variance  in  the  prices  paid  for  the  same 
flights  or  rooms.  Everyone  understands  long-distance  plans. 


Flying  back  at  6  a.m.  is  a  pairL 

they-take-your-price-or-they-don't  deal,  I  got  counteroffers.  I  co 
have  a  car  close  to  the  one  I  wanted  for  $300  more  than  I  bid, 
I  could  wait  four  to  eight  weeks  for  one  with  side  air  bags,  and 
on.  I  can  get  that  on  Route  22,  the  infamous  Jersey  car-dealer 
ley.  And  Priceline,  unlike  dealers,  charges  $100  every  time  a  de; 
meets  my  price  but  I  decide  not  to  buy  the  car. 

Back  in  this  company's  heyday,  when  the  market  valued  Pricel 
at  $25  billion,  investors  thought  it  would  be  a  huge  travel  agency  £ 
mega-car  dealer.  The  closing  of  Priceline's  WebHouse  Club  afEli. 
which  let  people  bid  for  groceries  and  gas,  made  analysts  doubt 
second  part  of  that  story.  A  slowdovm  in  airline  ticket  sales  grov 
the  last  two  quarters  has  done  the  same  for  the  travel  business, 
travel  problems  may  be  temporary,  but  some  of  the  other  proble 
are  tougher  to  handle.  When  it  comes  to  long  distance,  cars,  and 
like,  the  product  is  nothing  special.  And  that  may  be  unfixable. 


WHAT  PRICE  CONVENIENCE? 


The  deal  at  Priceline.com  is  simple:  Be  flexible  about  the  details  and  they'll 
deliver  a  cheap  price.  We  tested  Priceline  in  shopping  for  cars,  hotels,  airline  tickets, 
and  long-distance  calls.  The  verdict:  It's  good  for  travel,  but  not  much  else. 


00 


Travel 


Air  travel  is  cheap,  as  long  as  you're  willing  to  accept  inconvenient 
departure  times.  In  fact,  Priceline  will  let  you  tailor  how  much  in- 
convenience you'll  tolerate.  The  hotel  service  delivered  a  $90  room 
in  San  Francisco  on  short  notice — and  at  mid-week. 


cV^rit    cVQit 


To  use  Priceline  to  buy  cars,  you  have  to  agree  to  a  $ioo  fee  for 
every  price  you  name  that's  accepted — whether  you  buy  the  car 
or  not.  That's  crummy,  since  most  people  look  at  more  than  one 
model  before  making  a  decision. 


^l^ 


Good  news:  my  bid  for  4C-a-minute  long-distance  service  was 
readily  accepted.  Bad  news:  While  that's  less  than  what  AT&T 
charges,  it's  not  the  same  product.  Priceline  sold  me  Internet- 
carried  phone  service  instead  of  the  more  reliable  circuit- 
switched  version. 


^       ^ 

^      w 
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Whirlpool  Corporation  Is  an   =  ===== 


i?.09  PM  >  Customer  places  online 
order  from  personalized  shopping  list. 


@  b2b  solutions 


X|^'     2:45  PM  >  staples'  preapproval  process  allows 
customer's  order  to  be  processed  in  minutes. 


-«a^ 


staples'  uses  IBM 
software  and  servers  to 
process  online  ordering  and 
payment  from  thieir  large 
corporate  customer  site. 

Today,  their  B2B  customers 
enjoy  a  more  efficient 
purchasing  channel. 


BusJness-to-business  e-commerce  isn't  just  about  putting 

your  catalog  and  prices  online.  It's  become  a  worldwide 

electronic  watering  hole  for  today's  business  transactions. 


YOU'VE  SEEN  THE  NUMBERS: 

H2H  <'-c<>min«Tce  is  5  times  greater  than  consumer 
Wei)  purchases,  and  acc'ording  to  (/arlner,  the 
forecasts  for  B2B  activity  in  2004  are  as  high  as  $7 
trilHon  (it  could  go  higher).  Yet  B2B  e-commen'c  isn't 
JNsi  about  customer  payments,  partner  payments  or 
online  inventory  queries.  As  companies  transform 
themselves  into  r-husinesses.  they're  beginning  to 
manage  |)rocMrcmcnl.  ^upply  chains  and  partner 
networks  online. 

The  results  are  staggering:  <'osts  are  slashed; 
geographic  boundaries  are  transcended;  efficiencies 
are  dramaticallv  improved:  and  value  is  added  al 
every  step. 

"MY  DATABASE  Wll  L  CONTACT  YOUR  DATABASE." 

It's  clear  that  there  are  enormous  advantages  in 
using  the  internet  to  deepen  and  secure  relationships 
with  any  and  all  of  your  customers  and  suppliers. 
Advantages  like  being  more  accessible,  providing 
better  service  and  locking  in  key  relationships.  To  do 
this,  you'll  need  to  design  a  system  that  is  open,  so  you 
can  easily  integrate  with  any  of  your  partners' 
applications  regardless  of  their  [)latform.  As  a  result, 
those  businesses  that  are  the  most  flexible  and  have 
the  quickest  response  time  will  succeed. 

JOE  BUSINESS,  MEET  MR.  E-MARKETPLACE. 

The  greatest  value  o|)portunity  is  c-marketplaces. 
They  are  tlie  ultimate  realization  of  e-business.  Suppliers, 
buyers  and  rnarkctniakers  are  coalescing  around  these 


worldwide  trading  hubs  where  hundreds,  even 
thousands,  of  industry  players  are  gatliering  to  do 
business.  Suppliers  are  finding  customers.  Buyers  are 
realizing  enormous  .savings  oidine. 

Also  consider:  18  months  from  now,  there  are 
expected  to  be  2  billion  wireless  devices  connected  to 
the  Internet.  Increasingly,  both  your  customers  and 
employees  will  require  access  to  the  information  they 
need,  anytime,  anyplace. 

MAKING  IT  HAPPEN. 

IBM  has  learned  by  doing,  and  this  has  helped  us 
deploy  open  Internet  trading  platforms  that  span  all  '.i^ 
of  the  world's  major  computing  environments.  Many 
are  built  on  powerful  IBM  WebSphere" software,  for 
massive  .scalability,  speed  and  reliability. 

With  application  software  leaders  like  i2  and  Ariba, 
IBM  has  over  6,000  dedicated  B2B  e-commerce  and 
e-marketplace  salespeople.  Also,  IBM  embraces  Linux 
and  delivers  a  comprehensive  tool  set  for  development 
of  e-business  applications  across  all  servers. 

And  the  1,30,000  people  of  IBM  Global  Services  can 
provide  the  strategic  insight  to  help  you  navigate  the 
complexities  of  B2B  e-commerce  as  well  as  provide  the 
infrastructure  to  host  your  site. 

U  you  need  some  hcl|)  getting  started,  call  a  trained 
e-bu.siness  specialist  al  800.ibm.7080  (ext.  b2b) 
or  visit  ibl1fl.COITl/b2b.  where  you  will  finil 
tailored  e-business  solutions  and  case  histories 
about  the  companies  that  have  spearheaded  the 
B2B  e-commerce  revolution. 


fact: 

IBM  is  the 
largest  IT  financier 
in  the  world  (S44B 
annual  applications 
in  1999).       J 


An  IBM  Internet 

portal  helped 

Whirlpool  generate 

$100M  in  revenue 


In  01  2000.  IBM 
procured  $4.7B  of 
goods  online  with 

cost  savings  of 
S56M. 


HERE  ARE  SOME  SAMPLE  SOLUTIONS  FROiW  IBM. 


Developing  your 
e-commerce  strategy 


0 


Web  Selling  Solution  Planning  Services  >  A  comprehensive  planning  session  led  by  IBM  B2B  e-commerce 
consultants,  designed  to  identify  a  strategic  action  plan  lor  a  locused  e-commerce  initiative  based  on  your  needs 

e-commerce  Executive  Assessment  >  A  business  case  assessment  for  small  and  midsized  companies, 
conducted  by  accredited  IBM  Business  Partners.  Includes  a  strategic  proposal,  competitive  Web  site  analysis  and 
prototype  e-commerce  site 


Establistiing  a  basic  Web 
presence,  so  that  you  can  start 
transacting  with  customers 
and  partners  online 


IBM  Small  Business  WebConnections'  Platinum  Package  >  Start  selling  and  taking  orders  over  the  Web. 
A  subscription  service  including  shared  Web  and  e-mail  access  for  up  to  100  employees  Starting  at  $249  a  montti." 

IBM  Start  Novw  for  e-commerce  >  IBM's  Start  Now  solutions  combine  the  software,  hardware  and  services  to  help  you 
quici<ly  implement  e-business  solutions  that  will  improve  customer  service,  e-commerce  and  collaboration.  With  financing, 
from  $1,250  per  month.' 


Establishing  a  Web-based  networl< 

with  your  partners  and  suppliers  to     O 

streamline  buying  and  selling 


IBM  Web  Selling  and  Procurement  Service  Offerings  >  Allow  you  to  navigate  the  complexities  of 
linking  customers,  vendors  and  suppliers  to  your  business  in  order  to  manage  inventory  and  payments  online. 


Trying  to  extend  your  reach  to 
customers  and  suppliers  through        ^ 
wireless  applications  and  services 


IBM  Wireless  Solutions  >  Services  and  WebSphere  Everyplace  Suite  software  that  enable  you  to  extend  your 
e-business  applications  to  wireless  devices,  with  the  end-to-end  security  and  scalability  that  are  necessary  in  the 
rapidly  expanding  wireless  world. 


Creating  an  e-marketplace  or 
a  Web-based  trading  network  for 
all  interested  buyers  and  sellers 


IBM  E-Marketplace  Solutions  >  Start  with  a  consulting  engagement  to  help  develop  your  strategy  and  then  add  a 
software  platform  that  allows  you  to  rapidly  create  and  deploy  an  e-marketplace.  Seamlessly  link  buyers  and  suppliers  over 
the  Internet, 


To  find  a  tailored  solution  that  fits  your  needs,  orfora  free  B2B  e-commerce  white  paper  developed  for  IBM  by  for&es' Partnership 
Programs,  visit  lbni.COITl/b2b,  or  to  talk  to  a  trained  e-business  specialist,  call  800.iblin.7080(ext.  b2b). 
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Weird  Names  and  Ham 

Where  descriptive  words  go  in  herds  and  goofball  names  hide  empty  domains 


Those  dot-com  guys, 

Those  dot-com  guys, 

I  do  not  get  those  dot-com  guys. 
I  do  not  get  how  most  make  money. 
I  do  think  that  their  names  are  funny. 

Tell  me  truly,  truly  dear, 

About  these  names  you  do  here  hear: 

Google,  Yipes,  Zhone,  and  Yack, 

Yotta,  Whoosh,  Noosh,  and  Quack, 

Arzoon,  Backflip,  Zoza,  Pixo, 

Bot,  Slashdot,  eYada,  Yahoo! 

Don't  they  sound  like  pals  from  Seuss? 
Hortons,  Yertles,  Turtles,  Whos? 
Angry  Monkey,  Zilch,  and  Ratso, 
Snippets,  Swirl,  Trapezo,  Zatso. 

Don't  they  make  you  laugh  out  loud? 
Are  they  laughing  at  Loudcloud? 

Snippets,  Quokka,  them  at  Zing, 
Fatbrain,  Wildbrain — Anoth- 
er thing: 

Can  you  figure  what  they  do? 
Sporting  names  like  Beenz 
and  Flooz. 

Gamasutra,  Libida,  Ezula 

Are  they  sexy  or  trying  to  fool  ya? 

These  days  you  can't  just  name  a  business, 
You  need  a  URL  that  has  lotsa  whiz-ness. 

But  Abracat,  MojoNation,  and  Purple 

Yogi 

Sound  straight  from  the  comic 

strips  to  this  old  fogey. 

So  I  went  and  asked  some      ^\vj\  /y  '>— , /w 
experts:  Hey  ^^      ^    ^j>         "' 


What  about  these  names  today? 
Is  this  weirdness  a  passing  thing 
Like  Razor  scooters  and  mood  rings? 

Is  it  a  phase?  Does  it  stem  from  youth? 

Is  it  spreading  to  technologies  like  Blue  Tooth? 

First  I  called  those  fine  folks  at  Landor. 

Amy  Becker's  a  naming  pro  with  lots  of  candor. 
She  said  clients  spend  millions  with  us  here 

To  obtain  great  names  that  ring  the  ear. 
We  proudly  did  Lucent,  Kanisa,  and  Agiler 
They'll  resonate  for  decades  than! 
to  our  big  talent. 
She  says  dot-com  clients  have  two  poin 
of  view: 
Some  want  names  dead-on  descriptive,  the  otl 
ers  say  "Foo!" 

Give    us    something    th; 
sings,  and  snaps,  crackle 

and  pops. 
Without  a  weird  name  v\ 
ould  be  great  big  flops. 

But  from  Becker's  heart  she  n 
/     veals  a  devotion 

To  names  that  are  more  than  gui 
gles  of  emotion. 

"Landor  believes  the  be 
names  have  some  meaning,' 
she  explained  in  a  way  nc 
ther  brash  nor  demeaning 

These  fun,  playful  names  quick 
ly  run  out  of  steam 
If  you  don't  have  a  good  bus 
ness  (just  ask  Boo  what  that  means 

Becker  says   over   time   the   need   fo 
memorability 


Will  give  way  as  search  engines  improve  capability. 
Makes  sense,  but  still  I  sought  with  some  trepidation: 
What's  really  behind  these  bizarre  appellations? 

One  Freudian  I  called  says  hormones  may  be  at  work. 

Hmm,  does  that  explain  Deep  Bridge,  Oloop,  and  Encirq? 

"Playfulness  is  a  sublimation  of  erotic  pleasure," 

says  Dr.  Audrey  Kavka  in  tones  quite  measured. 

She  says  dot-com  names  scream  creativity. 

But  long  working  hours  limit  romantic  connectivity. 

I  cannot  argue  with  the  doctor,  No  Ma'am! 
But  I  still  don't  get  Yodlee,  DayNine,  or  Yazam. 

What  happens  when  all  the  wacky  nomenclatures  are  gone? 
Did  that  lead  to  the  naming  of  Notboring.com? 

It's  true  cybersquatters  snap  up  everything  clever 
And  remotely  relevant  to  every  e-biz  endeavor. 
For   example,   I    learned    the   site   name 
Pow.com 

Is  for  sale.  The  ad  claims:  "High-im- 
pact" sound. 


If  you   happen  to  carry  700,000 

pounds  of  sterling 

It  could  buy  you  these  letters  if  you're 

yearning. 

I  ask:  For  "Pow,"  who'll  part  with  that 

much  dough? 

A  crime  fighter?  A  gear-seller  ^^^vi\VxI 

Another  part  of  this 


for  Tae  Kwan  Do? 


vwld  name-o-rama 
Are  the  stealth  names 
that  lead  to  lots 
of  drama. 


Those  phoney  pre-launch  code  words,  often  sublime; 
Who  knew  Palo  Alto  Coffee  would  become  Xtime? 


Over  at  Zendoo  mum  is  the  word, 

Such  a  deliciously  meaningless  lark  of  a  word! 
After  it  debuted,  FireDrop  became  Zaplet. 
Well,  that  sure  solves  the  mystery,  doesn't  it? 

As  they  run  out  of  options,  many  startups  go  in  herds 
To  AltaVista's  translator  where  they  type  descriptive  words. 
Terms  that  actually  describe  the  product  or  the  thrust 
Of  the  business  they're  in,  specificity's  a  must. 

Then  they  click  the  button  for  Hawaiian  or  Kurd, 
Portuguese,  Greek,  even  Spanish,  I  heard. 


An  instant  name,  an  instant  mythology. 

They  get  a  brand-spanking-new  exotic  tautology. 

Like  Kanisa — a  Lingalan  word  for  "know," 

But  be  careful  getting  too  clever,  so 

That  you  don't  end  up  picking  names  that  backhand 

Speakers  of  languages  you  don't  understand. 

Party  invitation  site  Evite  was  not  overjoyed 

When  it  learned  that  evite  in  some  tongues  means  "avoid." 

And  oh  the  battles,  and  oh  the  disputes 

Over  names  that  the  owners  just  thought  were  so  cute. 

There's  an  industry  of  agents  and  legal  gunslingers 
Who  are  getting  good  money  pointing  all  kinds  of  fingers. 


When  somebody  small  registered  "Chunky  monkey" 
All  of  Ben  &  Jerry's  got  really  grumpy. 
And  those  poor  dot-com  car  guys  at  Model  E 
Ended  up  in  a  lawsuit  with  Ford  Motor  Company. 

The  time  is  coming,  fast  I  think, 
j/n         ^ _^,^^^^  When  goofball  names  won't  seem  so  pink. 

Geekapalooza    will    prompt    a 
sneer. 

Even   Razorfish  could  turn 
dull,  I  fear. 

Besides,  a  move  is  afoot,  one  that 
many  are  backing 
To  take  aim  at  domain  name 
styles    about    which    I    am 
yakking. 
.■^     Instead  of  cramming  big  ideas 
between  dubyas  and  dot-coms 
We  might  switch  to  key  words  to  speed  searches  along. 

Then  what  will  the  dot-coms  do? 
Tell  me 
Tell  me 
Tell  me.  You! 

There  was  a  time  in  the  Pre-Internet  Age 
When  nice,  short,  clear  names  were  the  rage. 

There  was  Sun,  of  course,  and  Apple  and  Dell. 
They're  really  kinda  simple,  but  also  kinda  swell. 

But  then  I  guess  when  those  came  out 

The  iBMs  and  hps  gave  a  small  shout: 

Who  are  these  upstarts?  Who  are  they  trying  to  kid? 

Why  don't  they  pick  serious  names  like  we  did?  • 
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Bemie  Ebbers  is  trying  to  remalce  the  company 
into  an  Internet  power,  just  as  he's  feuding  with 
top  Net  strategist  John  Sidgmore 
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CEO  Ebbers  with 
Vice-chairman 
John  Sidgmore 


i 


—  ^-  was  a  humbling  moment.  In  a  presentation  to  analysts  at  a  Man- 
hattan hotel  on  Nov.  i,  WorldCom  Inc.  ceo  Bernard  J.  Ebbers,  the 
swaggering  cowboy  of  the  telecom  industry,  was  back  on  the  heels  of 
his  trademark  boots.  With  his  core  long-distance  phone  business 
unraveling  faster  than  expected,  he  announced  plans  to  split  the  company  into 
two  businesses,  one  focused  on  consumers  and  the  other  on  corporate  cus- 
tomers. He  also  conceded  that  WorldCom  was  going  to  fall  far  short  of  Wall 


Street's  forecasts  for  the  fourth  quarter  and 
next  year,  histead  of  rising  at  double-digit 
rates,  WorldCom's  revenues  would  inch  up 
no  more  than  7%  to  9%.  Worse,  profits  for 
the  fourth  quarter  would  likely  be  half  the 
$1.4  billion  that  analysts  had  been  expecting. 
Investors  dished  out  swift  punishment:  They 
pounded  the  company's  stock  down  20%  to 
less  than  $19,  wiping  $17  billion  off  World- 
Com's market  cap  in  a  single  day.  "I've  let 
you  as  investors  down,"  Ebbers  told  the 
crowd.  "I've  let  myself  dovwi." 

Ebbers  cutting  himself  a  fat  slice  of 
humble  pie?  It's  just  the  latest  sign  that 
the  once  unstoppable  juggernaut  of  the 
telecom  industry  isn't  the  company  it  used 
to  be.  Ebbers'  longtime  strategy  has  been  to 
buy  growth  by  gobbling  up  ever-larger 
competitors.  That  approach  ended  when 
federal  regulators  torpedoed  his  bid  for 
Sprint  Corp.  last  spring.  Regulators  warned 
Ebbers  that  the  only  deals  they'll  approve 
now  are  niche  acquisitions.  But  even  those 


may  be  harder  to  come  by  with  World- 
Com's stock  in  the  doldrums. 

So  where  will  Ebbers  find  growth?  In  a 
word,  the  Internet.  The  planned  restruc- 
turing is  a  forceful  affirmation  that 
WorldCom  needs  to  move  beyond  its  tra- 
ditional phone  business  to  find  salvation. 
Ebbers'  plan  is  to  sell  businesses  new,  lu- 
crative e-commerce  services.  As  World- 
Com executives  see  it,  they  have  a  built-in 
advantage:  a  vast,  global  network  of 
300,000  miles  of  fiber  optics  that  can  de- 
liver speedy  Internet  access — and  open 
the  door  to  other  nifty  Net  services.  Why, 
they  argue,  shouldn't  WorldCom,  the 
company  that  already  carries  50%  of  the 
world's  Internet  traffic,  also  manage  the 
industrial-strength  Web  sites  of  other 
companies?  And  why  shouldn't  World- 
Com, with  its  40  million  phone  cus- 
tomers, charge  for  whiz-bang  technology 
that  lets  them  browse  the  Web  by  simply 
speaking  into  their  phone?  "We  have  the 


right  assets  to  move  fast  into  digital  busi 
nesses,"  crows  Ebbers. 

Hold  on  little  dogie.  Unfortunately  fo 
Ebbers  &  Co.,  that  may  be  easier  said  thai 
done.  While  WorldCom  has  been  a  leade 
in  carrying  basic  Web  traffic,  it's  late  to  th 
party  for  providing  extra  Internet  service; 
Consider  the  fast-grov\^h  market  for  host 
ing  other  company's  Web  operation; 
Today  Silicon  Valley  upstart  Exodus  Com 
munications  Inc.  is  No.  1  with  a  400/ 
share.  And  Exodus'  hold  will  likely  ge 
stronger.  If  Exodus  closes  its  deal  to  bu 
the  Web-hosting  operations  of  Globe 
Crossing  Ltd.,  it  wtII  boast  46  data  center 
and  5,000  customers  (Page  EMS).  "World 
Com  is  up  against  enemies  now  who  rea] 
ly  understand  the  technology  of  the  N« 
and  how  to  exploit  it,"  says  analyst  Adar 
Quinton  of  Merrill  Lynch  &  Co. 

Nasty  Surprise.  Worse  yet.  World 
Com  is  entering  this  new  arena  more  b 


CHALLENGES  AHEAD  FOR  WORLDCOM  j 

The  telecom  giant  is  facing  competiti  e 


Voice 

WorldCom  is  the  No.  2  provider  of  long-distance 
service,  but  it's  a  status  losing  its  value.  There  are  more 
than  500  long-distance  providers  today,  driving  prices 
down  as  low  as  3C  a  minute  for  big  corporate  cus- 
tomers. WorldCom's  share  of  the  long-distance  market 
is  expected  to  fall  to  15%  by  2005  from  25%  today. 


Data 


1999  revenue 

$21 

billion 

Percentage  of  total  revenue 

43% 

Projected  annual  growth 
for  next  tliree  years 

3% 

WorldCom  is  the  largest  single  carrier  of  data  ir 

the  country,  with  about  50%  of  the  market.  But  carry- 
ing data  is  turning  into  a  low-margin  business,  and 
nimble  rivals  are  selling  higher-priced  services,  such  a 
Web  hosting.  WorldCom  is  starting  to  do  the 
same  but  lags  behind  upstarts  Exodus  and  Qwest. 

1999  revenue  ^7*5  I'i"'^" 

Percentage  of  total  revenue         20% 


Projected  annual  growth 
for  next  three  years 


30% 
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efault  than  by  careful  planning.  While 
bbers  declined  repeated  requests  to  be 
iterviewed,  friends,  former  executives, 
usiness  partners,  and  customers  describe 
company  that's  still  reeling  from  the  loss 
f  Sprint.  "Quite  frankly,  we  were  caught 
at-footed,"  concedes  a  senior  executive 
'ho  recently  left  WorldCom.  "Ebbers  was 
ire  he  could  pull  off  the  Sprint  deal  in  the 
1th  hour."  Brian  Brewer,  Worldcom's 
:nior  vice-president  for  business  mar- 
eting,  concedes  WorldCom  was  over- 
anfident  about  the  acquisition  and  lost 
aluable  time  negotiating  with  federal 
jgulators,  but  he  says  WorldCom  is 
oised  to  make  up  for  lost  time. 

Playing  catch-up,  coupled  with  the 
lummeting  stock,  has  wreaked  havoc  on 
lorale  at  WorldCom's  offices  in  Clinton, 
liss.,  and  Washington,  D.  C.  Top  executives 
)ke  that  it  doesn't  pay  to  come  into 
'ork — given  that  the  losses  on  their  stock 
oldings  in  the  company  far  exceed  their 
ase  salaries.  Ebbers,  a  renowned  penny- 
incher  who  got  rid  of  company  cars  at 
(CI  and  made  well-heeled  MCi  execs  share 


rooms  at  budget  hotels  on  business  trips, 
has  taken  extraordinary  steps  to  stem  de- 
fections. He  has  offered  fat  cash  bonuses 
equal  to  several  year's  worth  of  salaries  to 
execs  who  stay  through  2002.  But  the  offer 
has  had  limited  success.  In  recent  months, 
the  list  of  key  departures  has  included 


spirit  behind  WorldCom's  Net  strategy.  In 
1996,  when  Ebbers  wanted  to  sell  off  a  lit- 
tle-known division  he  had  acquired  called 
UUNET  Technologies  Inc.,  which  carried  In- 
ternet traffic,  Sidgmore  convinced  him  it 
would  be  crucial  to  keep.  Today  that  divi- 
sion boasts  the  largest  Internet  backbone  in 


The  new  WorldCom  will 
be  smaller  but  faster 


Timothy  F.  Price,  president  and  CEO  of 
the  company's  MCi  WorldCom  Communi- 
cations unit,  and  John  Donoghue,  former 
senior  vice-president  of  consumer  mar- 
keting. Brewer  says  executive  departures 
are  normal  in  telecom  since  it's  such  a 
fast-paced  industry. 

A  more  crippling  defection  may  yet 
come.  Many  WorldCom  insiders  are  spec- 
ulating that  John  W.  Sidgmore,  the  com- 
pany's vice-chairman,  is  on  the  way  out. 
The  exit  of  Sidgmore  would  be  a  brutal 
blow  since  Sidgmore  has  been  the  guiding 


the  world.  Sidgmore  also  cut  a  landmark 
deal  to  buy  America  Online  Inc.'s  Internet 
plumbing  so  aol  could  focus  on  marketing 
and  WorldCom  could  consolidate  its  lead- 
ership in  carrying  Net  traffic.  "Sidgmore  is 
vital,"  says  Sajai  Krishnan,  a  partner  in  the 
San  Francisco  office  of  consultant  Booz, 
Allen  &  Hamilton.  "He's  the  brains  be- 
hind the  whole  Internet  effort." 

While  Sidgmore  declined  to  be  inter- 
viewed for  this  story,  his  actions  speak 
loudly.  Insiders  say  that  Ebbers  and  Sidg- 
more have  never  gotten  along  particularly 


preats  in  all  of  its  major  markets 


[nternet 


VorldCom  is  the  No.  1  provider  of  Internet  access 
0  corporate  customers.  The  business  is  growing  fast, 
ut  the  price  of  access  is  falling  as  new  com- 
etitors  enter  the  market.  WorldCom  is  working  hard 
0  use  Internet  access  as  a  foot  in  the  door  to  sell 
igher-priced  services,  such  as  wireless  data  services. 

1999  revenue  $3.5  billion 

Percentage  of  total  revenue         10% 

Projected  annual  growth       More  than 
for  next  three  years  4^^ 


International 


WorldCom,  which  offers  communications  services 

in  16  countries,  thinks  that  overseas  markets  wil 

help  boost  its  growth  as  foreign  companies  tap  into 
the  Net.  But  building  networks  and  signing  up 
customers  overseas  is  tough,  partly  because  these 

markets  tend  to  be  less  Open  to  Competition. 

1999  revenue  $1.7  billion 

Pe  rce  nta  ge  of  tota  I  reve  n  u  e  J  % 

Projected  annual  growth      More  than 
for  next  three  years  ^0% 
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well.  Tensions  between  them  have  escalated 
since  last  year  when  Sidgmore  pushed  to 
buy  wireless  player  Nextel  Communica- 
tions Inc.  and  Ebbers  balked  at  the  high 
price  tag.  "Sidgmore  was  so  pissed  off 
about  Nextel  that  he  took  his  ball  and 
went  home,"  recalls  a  former  WorldCom 
exec.  Not  long  after  the  dispute,  Sidgmore 
gave  up  the  day-to-day  management  of 
UUNET,  retaining  the  ceremonial  title  of 
vice-chairman.  Since  then,  he  signed  on 
as  chairman  of  Strategy.com,  a  startup  that 
provides  personalized  news,  stock  quotes, 
and  other  Net  services. 

Perhaps  most  telling,  Sidgmore,  who 
has  played  a  key  role  in  acquisitions  since 
joining  WorldCom,  wasn't  involved  in  the 
company's  September  purchase  of  telecom 
upstart  Intermedia  Communications  Inc.,  a 
$3  billion  deal  that  gives  WorldCom  control 
of  the  Web-hosting  firm  Digex  Inc.  Brewer, 
the  most  senior  Net  exec  after  Sidgmore, 
says  that  Sic^more  remains  "our  big  picture 
guy,"  even  though  he's  not  involved  in 
daily  operations.  Brewer  denies  there  are  se- 
rious tensions  between  the  two  execs. 

Losing  Sidgmore's  full  focus  couldn't 


come  at  a  worse  time.  Without  Sidgmore, 
WorldCom's  Internet  gambit  rests  heavily 
on  the  vision  of  Ebbers,  who  has  long 
admitted  his  aversion  to  technology.  It 
took  him  years  to  get  a  cellular  phone 
and  a  pager.  As  recently  as  a  year  ago, 
employees  say,  the  best  way  to  get  in  touch 
with  Ebbers  was  via  fax.  Any  e-mail  had 
to  go  through  his  secretary.  Company 


"in  a  box."  After  college,  he  became  on 
the  owners  of  a  small  chain  of  motels 
His  start  as  a  telecom  exec  was  so 
thing  of  a  fluke.  He  chipped  in  mone 
start  up  a  company  called  Long  Uist; 
Discount  Service  in  1983  with  several 
er  Jackson  entrepreneurs.  It  was  only  ; 
the  company  ran  into  problems  that  Eb 
took  over  as  chief  executive.  He  qui 


Its  stock  price  has  made 
the  hunter  a  targe 


officials  say  Ebbers  has  e-mail  now. 
Ebbers  has  long  been  an  outsider  in 
the  industry  dominated  by  Ma  Bell  lifers. 
Born  in  1941  in  Edmonton,  Alberta,  he 
came  to  the  States  after  flunking  out  of 
the  University  of  Alberta.  After  relocating  to 
Mississippi,  he  tended  bar  for  a  while  and 
then  coached  high  school  basketball.  Later 
he  went  to  school  at  Mississippi  College, 
where  he  played  basketball  on  a  scholarship. 
He  quickly  fell  in  love  with  the  state  and 
likes  to  say  that  the  only  way  he'll  leave  is 
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found  he  had  a  knack  for  dealmaking 
built  the  company  through  more  thai 
acquisitions.  All  the  while,  he's  kept 
dov/n-home  appeal.  He  lives  on  a  g 
soybean  farm  with  horses,  and  he  relaxe 
puttering  around  on  his  tractor.  At 
wedding  last  year,  he  wore  jeans  and 
boy  boots  with  his  tuxedo  jacket. 

With  or  without  his  top  Net  strate 
Ebbers  is  pushing  hard  to  rebuild 
mentum  at  WorldCom.  Creating  a  trac 
stock  for  the  lagging  consumer  and  wl 
sale  long-distance  businesses,  in  a  n 
similar  to  the  four-way  breakup  of  ; 
Corp.,  is  just  the  start.  He's  aiming  to  ( 
the  deal  for  control  of  Digex  soon,  w 
should  help  WorldCom  accelerate  grc 
in  its  data  and  Internet  businesses.  Aire 
revenues  at  those  businesses  are  climl 
more  than  25%  annually,  while  revei 
for  the  consumer  and  wholesale  busin( 
are  beginning  to  shrink. 

The  restructuring  will  create  a 
WorldCom,  one  that's  smaller  but  f; 
growing.  The  existing  company  is  proje 
to  boost  revenues  11.5%  to  $45.8  billio 
2001  from  $41  billion  this  year,  accorclir 
Credit  Suisse  First  Boston  analyst  D; 
P.  Reingold.  But  if  Ebbers  separates 
consumer  and  wholesale  businesses,  B 
gold  expects  that  WorldCom  will  inci 
revenues  17.6%  to  $34.6  billion  next 
That,  Ebbers  hopes,  will  once  again  com 
investors  to  flock  to  WorldCom's  st 
And  with  a  high-flying  currency,  Eb 
could  go  back  on  the  hunt  for  acqiiisit 
and  round  out  his  offerings  in  the  Intt 
sector.  "Dot-coms  are  cheap  now, 
Ebbers  will  gobble  up  a  mess  of  them 
can,"  says  analyst  lay  Pultz  of  markei 
searcher  Gartner  Group  Inc. 

Can  Ebbers  make  WorldCxini  an 
ternet  powerhouse?  Although  the  odd; 
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against  him,  he  may  yet  prove  the  naysay- 
ers  wrong.  He  is,  after  all,  the  only  person 
in  the  telecom  industry  who  has  been  able 
to  create  a  legitimate  rival  to  the  rem- 
nants of  the  Ma  Bell  monopoly — and  he's 
done  it  all  in  less  than  20  years.  Jettisoning 
the  wholesale  and  consumer  businesses 
will  probably  help  his  stock  recover.  And  if 
he  can  use  WorldCom's  close  ties  with 
corporate  customers  to  sell  more  valued- 
added  services  like  Digex'  Web-hosting, 
revenue  growth  should  accelerate  in  the 
years  ahead.  "I'm  banking  on  more  big 
companies  continuing  to  switch  over  to 
digital  networks  and  that  will  only  help 
WorldCom,"  says  Brian  B.  Hayward,  port- 
folio manager  for  the  Invesco  Telecom- 
munications Fund,  which  is  holding  onto 
its  WorldCom  stake  despite  the  compa- 
ny's recent  troubles. 

Ebbers  has  no  time  to  lose.  WorldCom's 
problems  have  gotten  so  severe  that  the 
usually  gruff,  ever  swaggering  Ebbers  con- 
cedes he  may  have  to  give  up  his  job.  "I'm 
sure  with  the  recent  performance  of  the 
stock  people  have  a  legitimate  right  to  ask 
if  I'm  the  right  person  to  lead  this  compa- 
ny," he  told  analysts  at  the  Nov.  1  meeting. 


WorldCom  declined  comment,  but  insiders 
say  Ebbers  is  in  no  danger  of  losing  his  job. 
WorldCom's  problems  are  a  stark  contrast 
to  the  stellar  perfonnance  of  several  telecom 
upstarts.  Qwest  Communications  Interna- 
tional Inc.,  for  example,  has  been  expand- 
ing headlong  into  Net-related  services  since 
acquiring  the  Baby  Bell  U  S  West  Inc.  ear- 
lier this  year.  "We're  able  to  walk  and  chew 


Telekom  has  cut  a  deal  to  buy  wir^ 
telephone  operator  VoiceStream  Win 
(Jorp.,  but  "that  won't  be  enough  to  •■ 
fy  its  appetite"  for  U.S.  properties, 
Deutsche  Bank  telecommunications  ; 
lyst  Gary  P.  Jacobi. 

WorldCom's  independence  may 
depend  on  Ebbers'  Net  strategy.  H 
starting  with  the  important  strategic 


With  Digex,  it  will  be 
a  Web-hosting  force 


gum  at  the  same  time,  a  unique  attribute  in 
this  industry  today,"  quips  Joseph  P. 
Nacchio,  Qwest's  chairman  and  CEO. 

Even  if  Ebbers  hangs  on  to  his  job,  he 
runs  the  risk  of  going  from  hunter  to 
hunted  if  WorldCom's  stock  price  drops 
much  further  With  a  market  cap  of  $52 
billion,  a  weakened  WorldCom  would  look 
particularly  attractive  to  giant  European 
telecommunications  companies,  such  as 
Spain's  Telefonica  and  Germany's  Deutsche 
Telekom,  which  are  eager  to  gain  a  foothold 
in  the  vast  U.  S.  telecom  market.  Deutsche 


vantages  of  being  the  largest  provide 
access  to  the  Internet  and  the  largest 
rier  of  Net  traffic.  Now  Ebbers  need 
move  beyond  just  carrying  data  to  s 
ing,  enhancing,  and  manipulating  i 
ways  companies  will  be  willing  to 
for.  Analysts  estimate  that  the  market 
these  sorts  of  value-added  services  c( 
hit  $100  bUlion  in  2004,  up  from 
billion  this  year.  WorldCom  plan; 
spend  up  to  $100  billion — $9  billion 
year  alone — ^to  enable  its  network  to  fi 
tion  like  a  high-speed  computer,  oi 
ing  everything  from  Web  hostinj! 
wireless  Internet  connections. 

New  Frontier.  One  promising  e-b 
ness  initiative  is  Ebbers'  move  into 
hosting.  The  market  is  doubling  in 
this  year  to  $3.7  billion  and  is  expec 
to  hit  $17  billion  in  2004.  Better  yet,  n 
gins  in  the  business  can  be  50%  or  h 
er.  WorldCom  has  been  something  o 
also-ran  as  more  nimble  upstarts  like 
gex  and  Exodus  have  rushed  to  help  c( 
panies  take  advantage  of  the  Net. 
haven't  seen  them  be  very  effective," 
Ellen  M.  Hancock,  Exodus'  chief  execu 
Ebbers  should  be  able  to  change 
with  his  deal  for  control  of  Digex.  W 
he  announced  WorldCom's  acquisitioi 
Intermedia  on  Sept.  5,  he  made  it  c 
that  the  purchase  was  about  grabbing 
termedia's  majority  voting  stake  in 
Web-hosting  upstart.  While  Digex  will 
main  an  independent  company,  it 
have  close  ties  to  WorldCom.  The  t 
com  giant  will  use  its  sales  force  and 
list  of  corporate  clients  to  market  Di 
Web  services  in  the  U.  S.  and  overs 
WorldCom  also  intends  to  provide  D 
with  additional  resources,  such  as 
Web-hosting  centers  worldwide  over 
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next  year.  "I  expect  WorldCom  will  be 
among  the  leaders  a  couple  years  from 
now,"  says  Ford  C^.avallari,  executive  vice- 
president  of  market  researcher  Adventis. 
Together  the  two  companies  "will  be  the 
toughest  competitor,"  concedes  Hancock. 

WorldCom  may  be  a  tough  rival  in  an- 
other budding  market.  Increasingly,  cor- 
porations are  deploying  internal  networks 
for  sharing  their  most  sensitive  data.  The 
market  for  these  so-called  virtual  private 
networks,  or  vpns,  is  about  $3  billion  today 
and  it's  projected  to  increase  20%  annual- 
ly to  about  $8  billion  in  2004.  Although  it 
faces  stiff  competition  from  rivals  like  kt&t 
and  upstart  Level  3  Communications  Inc., 
WorldCom  is  one  of  the  leaders  in  the 
market.  Analysts  figure  it  could  remain  a 
top  competitor  because  of  its  expertise  in 
constructing  data  networks  for  its  own  use 
around  the  world. 

Granted,  many  of  the  Net-related  op- 
portunities are  chump  change  to  a  com- 
pany the  size  of  WorldCom.  But  Ebbers 
is  attacking  a  wide  range  of  opportunities, 
hoping  that  success  in  several  markets  could 
improve  the  company's  overall  financials. 
One  example  is  voice  browsing,  a  nascent 
technology  that  allows  people  to  surf  the 
Web  by  simply  speaking  commands  into 
the  phone.  WorldCom  is  beginning  to  sell 
software  that  lets  companies  incorporate 
voice  browsing  into  their  Web  sites.  World- 
Com also  is  planning  to  use  a  wireless 
technology  to  offer  high-speed  access  to 
the  Net  in  100  cities  by  the  end  of  2001. 
And  the  company  is  testing  digital  sub- 
scriber lines,  or  dsls,  which  are  high-speed 
Internet  connections  over  phone  lines  that 
let  customers  get  everything  from  movies  to 


tor  WorldCom  where  Ebbers  has  always 
run  a  no-frills  shop. 

Q)nsider  the  case  of  Tony  Canella.  He's 
the  director  of  network  admini.stration  at 
iliTT  Contracting,  a  commercial  builder  in 
northern  Virginia.  The  company  had  been 
a  longtime  Mc:i  customer,  but  Canella  no- 
ticed that  service  began  to  slip  in  the  wake 


sionary  who  zigged  when  others  were 
ging.  For  example,  as  other  companies 
following  America  Online  into  the  . 
sumer  market  in  the  1990s,  Sidgn 
trained  his  sights  on  corporate  caston 
He  also  inspires  intense  loyalty  amonj 
troops.  When  uunet  went  public  in 
Sidgmore  called  a  meeting  and  distrib 


Ebbers  wants  WorldCom's  lead  In  data  traffic  to  translate  into  high-value  Internet  services 


of  the  WorldCom  acquisition.  "After  the 
merger,  WorldCom  forgot  who  we  were," 
he  says.  "We  didn't  have  a  sales  rep  to 
contact.  We  lost  our  dial  tone  tv^dce  for  a 
whole  day."  Canella  eventually  switched 
his  business  to  upstart  Nextlink  Commu- 
nications Inc.  And  he  isn't  the  only  one. 


Losing  Sidgmore  would 
be  a  blow  to  WorldCom 


television  channels  to  Internet  access  over  a 
traditional  telephone  line.  (Page  EB40) 

Is  WorldCom  really  ready  to  give  what 
it  takes  to  be  an  Internet  full-service 
provider?  As  companies  increasingly  move 
their  operations  to  the  Net,  they  need 
much  more  expertise  and  service  than 
they're  used  to  getting  from  their  telephone 
company.  Corporations  care  about  fast  ser- 
vice, reliability,  and  being  able  to  reach  a 
salesperson  pronto  when  things  go  wrong 
with  a  Web  site.  That's  going  to  be  a  .stretch 


Several  other  WorldCom  customers  com- 
plain about  the  low  quality  of  service. 
"WorldCom  promised  to  have  us  connect- 
ed to  their  network  in  30  days,"  says  the 
chief  technology  officer  at  one  multina- 
tional company.  "It  took  120  days  and 
might  have  taken  longer  if  we  hadn't 
bugged  them  for  weeks." 

Delivering  service  on  Internet  time  will 
be  even  more  difficult  for  WorldCom 
should  Sidgmore  leave.  The  bearded  49- 
year-old  has  proven  him.self  a  digital  vi- 


stock  to  the  lowliest  employees.  Some  o 
staff  returned  the  generosity  with  shou 
"John,  have  my  children!" 

But  he's  always  had  an  uneasy  relat 
ship  vnth  Ebbers.  Insiders  describe  the 
ecutives  as  two  "alpha  males,"  who 
long  clashed  over  style  and  strategy.  "B( 
has  never  liked  Sidgmore,"  says  a  tbi 
senior  WorldCom  executive.  "He 
monarch  and  wants  courtiers  and  va; 
Sidgmore  is  neither." 

The  alliance  between  Sidgmore 
Ebbers  has  grown  increasingly  fracti 
For  starters,  Sidgmore  lobbied  for  a  b 
and  expensive — campaign  to  persuade 
employees  to  stay  after  WorldCxim  bo 
the  company.  Ebbers  vetoed  the  not 
and  an  estimated  80%  of  MCi's  formei 
ecutive  team  wound  up  leaving  the 
pany  over  the  next  two  years.  Sidgn 
also  urged  Ebbers  to  spin  off  uuni:  i 
separate  company.  That  way  the  Intt 
operation  could  set  its  own  strategy 
burdened  by  the  declining  long-ilist^ 
business — while  creating  new  stock 
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tions  to  reward  his  workforce.  Some  ana- 
lysts thought  it  was  a  smart  move,  but 
Ebbers  nixed  the  idea. 

More  than  anything,  say  insiders,  Sidg- 
more  is  becoming  increasingly  frustrated 
with  Ebbers'  unwillingness  to  take  risks. 
"Ebbers  looks  at  the  market,  sees  what's 
hot,  and  then  copies  it,"  says  a  former  se- 
nior executive.  "He  never  wants  to  be  out 
on  a  limb,  to  be  called  crazy  by  Wall 


Street."  The  tensions  came  to  a  head  last 
year  over  Nextel,  a  Virginia-based  wireless 
carrier  that  mes  a  different  technology  than 
other  wireless  carriers  and  has  a  smaller 
coverage  area.  After  Ebbers  walked  away 
from  the  deal,  Sidgmore  became  less  in- 
volved in  the  company's  day-to-day  opera- 
tions. He  continues,  however,  to  spar  with 
Ebbers  regularly.  "More  than  ever,  the  two 
of  them  are  screaming  at  each  other  and 


pounding  the  table  during  staff  meetii 
says  the  former  executive. 

Such  high  drama  Ls  the  last  thing  El 
needs  these  days.  He  already  has  his  \ 
cut  out  for  him  in  trying  to  transf 
WorldCom  from  a  telephone  company 
an  Internet  powerhoase.  And,  unless  Et 
can  rise  to  his  high-noon  challenge 
will  be  no  peaceful  puttering  around 
tractor  for  this  telecom  cowboy,  m 


Better  Late  Than  Never 


or  years,  WorldCom  CEO  Bernard  J.  Ebbers  didn't  worry  too 
much  about  how  consumers  were  going  to  get  on  the 
Internet.  As  AT&T  Corp.  and  other  rivals  bet  billions  on  high- 
speed Internet  access  for  individuals,  WorldCom  kept 
focusing  on  its  bread-and-butter  corporate  customers. 


Not  anymore.  Telecom's  cowboy  is 
now  preparing  to  mosey  into  the  con- 
sumer Internet  market.  The  idea  is  to 
boost  the  profitability  of  the  consumer 
business  by  selling  customers  speedy 
Net  access  and  other  extras  along  with 
their  long-distance  service.  WorldCom 
has  been  laying  the  groundwork  for 
the  initiative  by  providing  services  to 
nonpaying  customers  over  the 
past  year  in  six  test  markets. 
For  example,  it  provides  high- 
speed Net  access  over  radio 
waves  to  homes  in  Dallas  and 
digital  television  over  souped- 
up  copper  phone  wires  in  At- 
lanta. Now,  WorldCom  is  plan- 
ning to  go  commercial  with 
consumer  services  in  a  few  mar- 
kets by  yearend. 

But  Ebbers  isn't  going  to  fol- 
low AT&T's  lead  in  trying  to  use 
the  cable  television  networks  to 
hook  people  up  to  the  Net.  His 
first  effort  will  be  to  roll  out  zip- 
py Internet  access  over  copper 
phone  wires,  a  technology  called 
digital  subscriber  lines  (DSLs). 
That  will  begin  next  month. 
Next  year,  WorldCom  will  start 
commercial  sales  of  "fixed  wire- 
less," a  service  that  beams  digi- 
tal bits  over  radio  waves  be- 
tween rooftop  antennas.  And  in 


2002,  WorldCom  will  provide  a  mobile 
high-speed  Internet-access  service  for 
laptop  computers.  The  company's  Chief 
Technology  Officer  Fred  M.  Briggs,  who 
is  overseeing  the  consumer  Net  initia- 
tive, says  WorldCom  will  spend  a  total 
of  $10  billion  on  the  effort.  "We'll  bun- 
dle video  on  demand,  television,  and 
high-speed  Internet  access  into  one 


WorldCom  Targets  The  Digital  Home 


w: 


orldCom  is  investing  $10  billion  so  it  can 
offer  consumers  high-speed  Internet 
access,  digital  TV,  and  other  interactive 
services.  Here's  how  WorldCom  plans  to  do  it: 

^  Digital  Subscriber  Lines:  dsl  is  a 

regular  copper  phone  line  souped  up  with  a 
digital  modem  that  runs  at  least  five  times 
faster  than  a  dialup  connection.  A  faster  ver- 
sion, known  as  VDSL,  can  transmit  digital  TV. 

*"  Fixed  Wireless:  By  placing  a  small  radio 
antenna  on  a  customer's  roof  or  window,  users 
can  get  high-speed  Net  access  or  digital  TV  at  a 
lower  cost  than  cable  TV  or  DSL.  It's  a  practical 
alternative  in  rural  areas,  where  it's  expensive 
to  lay  cable. 


*■  Mobile  Wireless:  WorldCom  has  invested 
in  Metricom,  to  provide  mobile  high-speed  In- 
ternet connections  for  computer-laptop  users. 


package,"  says  Briggs.  "We'll  eventua 
ly  eclipse  the  cable  [providers]." 

Brave  words  for  a  company  gettin 
started.  Excite@Home  says  It  shoul 
have  3  million  customers  buying  its  N« 
access  over  cable  lines  by  the  end  c 
the  year,  and  SBC  Communications  In 
expects  to  have  1  million  DSL  customei 
then.  But  Briggs  insists  WorldCom  ca 
catch  up.  The  company  will  offer  cor 
nections  as  fast  as  7  megabits  a  se< 
ond,  while  rivals  rarely  offer  servic 
faster  than  3  megabits.  These  supe 
speedy  DSL  lines  will  allow  WorldCor 
to  offer  digital  TV  as  well  as  Net  acce 
so  fast  that  people  can  watc 
video  clips  off  of  Web  sites 

Still,  the  track  record  of  con 
panies  trying  to  provide  telev 
sion  over  phone  lines  is  spott 
Verizon  Communications  an 
others  toyed  with  the  idea  i 
the  mid-1990s,  but  abandone 
it  because  of  high  costs.  Th 
only  substantial  deployment  I 
from  Qwest  Communication 
International,  which  is  provid 
ing  TV  service  to  about  50,00 
homes  in  Phoenix. 

Clearly,  Ebbers  and  World 
Com  have  miles  of  ground  t 
make  up  in  the  consumer  In 
ternet  business.  Most  analyst 
think  the  odds  are  against  th 
company  becoming  one  of  th 
sector's  top  players.  Still,  Ebber 
has  poked  his  nose  up  from  ur 
der  his  cowboy  hat.  And  h 
looks  ready  for  a  shootout. 
By  Charles  Haddad  in  Atlant 
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TRYING  TO  PROVE  RELIABILITY  in  the  service  provider  landscape  can  drive  you  crazy-  until  now. 
SUNTONE  CERTIFICATION  is  an  objective  way  to  ASSURE  CUSTOMERS  that  you're  commihed  to  providing  the  uptime  they  need. 

DEVELOPED  BY  SUN,  TOGETHER  WITH  MANY  OF  TODAY'S  BEST-OF'INTERNET COMPANIES,  THE  SUNTONE  PROGRAM'S  RIGOROUS  EVALUATION  LEAVES  NO 

STONE  UNTURNED.  EVERY  CATEGORY  critical  TO  AN  SP's  PERFORMANCE  IS  EVALUATED  -  FROM  SERVICES  TO  INFRASTRUCTURE  TO 

SOFTWARE  TO  OPERATIONS.  THOSE  WHO  EARN  SUNTONE  CERTIFICATION  HAVE  PROVEN  THEY  CAN  PROVIDE  SERVICES  ENABLING  DIALTONE-LIKE  RELIABILITY 

(IT'S  LIKE  GEniNG  AN  ELEVEN  ON  A  TEN  SCALE).  CUSTOMERS  WANT  YOU  TO  STOP  THE  OUTSOURCE  INSANITY.  THE  ONLY  SANE  THING  TO  DO  IS 

VISIT  Vl/Vl/Vl/.SUN.COM/SUNTONE-  NOVl/  and  find  out  how  to  get  CERTIFIED. 


SUlSfTONE' 

CERTIFIED 


^Sun 

microsystems 
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CEO  Mark  Goldstein  aims  to 
Kmart's  online  retailer  leader  of  the 


he  two  chief  executives  had  been  bi 
heads  for  months.  Mark  H.  Goldstein,  head 
of  BlueUghtcom,  pleaded  with  Kmart  Corp., 
the  Web  site's  majority  owner,  to  dump  its 
traditional  photo-processing  business  an^ 
J  let  him  offer  digital-photography  services  on 
the  site.  But  Kmart  ceo  Charles  C.  Conaway^ 
wouldn't  budge.  He  wanted  to  continue  offering 
photo  processing,  and  he  didn't  want  Goldstein 
promoting  a  competing  service.  In  mid-October, 
the  two  called  a  truce:  Conaway  would  continue 
to  offer  regular  film  developing  but  BlueLight 
could  promote  its  own  photography  services, 
too.  "We  had  to  compromise  more  than  we 
would  have  liked.  But  we  agreed  that  photo-pro- 
cessing is  good  for  Kmart,  and  what's  good  for 
Kmart  is  good  for  BlueLight,"  says  Goldstein. 
Such  is  the  friendly  fire  between  Kmart 
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executives  and  Goldstein,  who  for  a  year 
has  been  striving  to  make  BlueLight.com  a 
retailing  giant  on  the  Web.  It's  a  match 
rife  with  strife:  Goldstein  and  Kmart  are 
opposites.  Kmart,  the  nation's  third-largest 
retailer  behind  Wal-Mart  Stores  Inc.  and 
Sears,  Roebuck  &  Co.,  is  a  38-year-old 
company  where  change  comes  slowly.  Gold- 
stein comes  from  the  high-tech  startup 


on  Saturdays.  He  says  he  has  been  "too 
busy  working"  to  get  married. 

lust  recendy,  Goldstein  started  showing 
signs  of  settling  down.  He  bought  and  is 
remodeling  a  3,000-square-foot  house  on 
nearby  Belvedere  Island.  "At  some  point  it's 
time  to  grow  up,"  he  explains.  "I  have  as- 
pirations to  have  children,  and  you  can't 
have  kids  on  a  houseboat."  He's  getting 


Says  Stewart:  ''He  listens  but  he's  not 
generally  swayed.  He  stands  his  ground'' 


world  and  launched  and  sold  three  com- 
panies before  piloting  BkieLight.  This  is  a 
supreme  test  of  whether  Silicon  Valley  and 
Main  Street  can  successfully  work  together 
in  the  e-business  era. 

Goldstein  has  been  on  the  offensive 
from  the  start.  For  instance,  he  insisted  on 
having  control  over  the  business  and  on 
preventing  Kmart  from  operating  an  in- 
dependent site.  "If  you  don't  push  and 
challenge  and  make  demands, 
you  don't  create  change," 
Goldstein  says.  "You're  at- 
tacking processes  that  have 
been  in  place  for  decades." 

Too  hip?  BlueLight's  ceo 
has  so  far  been  diplomatic 
enough  to  avoid  alienating  his 
big  brother.  The  retailer,  which 
owns  a  55%  equity  stake  in 
BlueLight,  just  invested  $55 
million  as  part  of  a  second  round  of  fi- 
nancing. Still,  Kmart  is  preoccupied  with 
its  own  operational  problems.  Because  of 
poor  inventory  management  and  mar- 
keting, it  posted  a  22%  decline  in  net  in- 
come last  year.  So  it's  a  challenge  for  Gold- 
stein to  make  BlueLight  a  top  priority 
there.  Kmart  wouldn't  make  top  execu- 
tives available  for  interviews,  but  spokes- 
woman Shawn  Kahle  notes  that  around 
the  retailer's  Detroit  headquarters,  Gold- 
stein is  considered  a  bit  pushy.  "Patience  is 
not  his  first  strength,"  she  says. 

Goldstein  is  about  as  far  as  can  be  from 
the  typical  Kmart  shopper,  who  is  a  mom 
with  a  household  income  of  less  than 
$50,000.  At  age  39,  the  hip  Goldstein  lives 
with  his  girlfriend  on  a  houseboat  docked 
in  Sausalito,  Calif.  He  does  things  to  ex- 
tremes, such  as  swimming  in  the  frigid 
waters  of  the  San  Francisco  Bay  and  taking 
two-hour  runs  up  Mt.  famalpais  at  7  a.m. 
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interior-design  tips  from  good-taste  guru 
Martha  Stewart,  whose  Martha  Stewart 
Living  Omnimedia  Inc.  is  a  BlueLight 
backer.  Her  color  recommendations — ^lime 
green  and  eggshell. 

But  maturity  hasn't  quelled  Goldstein's 
fundamental  feistiness.  His  opinions  are 
strong.  He's  got  a  hot  temper.  And  he's 
stubborn.  "He  Ustens  but  he's  not  general- 
ly swayed.  He  stands  his  ground,"  says  Stew- 
art It's  a  volatile  mix. 
"When  you  put  that 
combination  together. 


he'll  have  his  admirers  and  detractors," 
Rex  Golding,  a  partner  at  Softbank  Tt 
nology  Ventures,  which  owns  a  chunl 
BlueLight,  too.  "Some  people  mistake 
courage  of  convictions  for  arrogance." 

Does  Goldstein  have  the  right  stuf 
lead  BlueLight?  That's  not  yet  clear.  Tc 
sure,  he  helped  create  the  unusual  b 
ness — part  free  Internet-access  provi 
and  part  mass  merchandiser.  But  he 
never  run  a  retail  operation  before.  And 
record  as  an  entrepreneur  is  spotty, 
vestors  came  away  empty  from  NetAn 
Inc.,  a  Web-site  personalization-softv 
maker  that  he  co-founded  in  1995 
sold  in  1998.  "Every  day  I  worry  ab 
not  succeeding,"  he  says. 

As  Martha  Stewart  would  say,  that 
good  thing.  BlueLight  is  anything  bi 
sure  bet.  It  has  some  strong  pluses.  W 
the  company  doesn't  divulge  revenue; 
does  say  that  more  than  4.9  million  pec 
have  signed  up  for  the  online  servic 
placing  it  among  the  top  three  Net-ac 
providers.  And,  with  about  1.5  million 
itors  to  its  e-commerce  pages  in  Septem 
BlueLight  is  on  par  with  the  Wal-Mart 


Born:  Dec.  12,  i960, 
in  New  York. 

Education:  Univer- 
sity of  Pennsylvania, 
1983,  B.A. 

Career:  started  in  1983  as  a  soft- 
ware marketer  at  Apple  Computer. 
In  1987,  he  launched  Reality  Online,  a 
financial-services  software  compa- 
ny— selling  it  to  Reuters  in  1994.  A 
year  later,  he  founded  NetAngels, 
which  developed  Internet  marketing 
software  tools.  Even  before  selling 
NetAngels  to  Firefly  Networks  in 
1997,  Goldstein  founded  Web  soft- 
ware maker  ImpulselBuy  Network. 
He  sold  that  to  Inktomi  in  1999.  He 
became  CEO  of  BlueLight.com  in 
December,  1999. 

His  first  business  venture: 

Worked  for  beer  distributor  from  his 
college  dorm  room. 

Management  philosophy:  "if  you 


don't  push  and  challenge  and  make 
demands,  you  don't  create  change.' 

How  he  shalces  things  up: 

Goldstein  marched  into  a  meeting 
of  Kmart  execs  armed  with  news 
paper  flyers  from  competing  outfits 
to  persuade  them  to  promote  Blue- 
Light  more  aggressively. 

Home:  Lives  on  a  houseboat  in 
Sausalito,  Calif.  Moving  in  Decem- 
ber into  a  house  in  Tiburon,  Calif., 
with  interior  design  by  Martha 
Stewart.  Color  scheme:  eggshe 
and  lime  green. 

Recent  Kmart  purchases: 

Canned  tuna,  a  battery  for  his  house 
boat,  two  pairs  of  swim  trunks  for 
$2  each,  a  melon  bailer  for  $3. 

His  exercise  regimen:  Swim 
ming  in  the  60-degree  waters  of  the 
San  Francisco  Bay  every  other  day, 
a  two-hour  run  up  Mount  Tamalpais 
on  Saturday  mornings  at  7. 


How  business  becomes  e-businessr  m 


The  great  e-business  shakeout  is  well  under  way.  For 
those  who  didn't  make  it,  our  condolences.  At  least 

the  end  was  quick. 

For  those  who  have  made  it,  who  broke  the  code  and 

figured  out  how  to  build  a  truly  viable  e-business,  our 

heartiest  congratulations. 

As  it  turns  out,  many  of  these  successful 

companies-including  the  majority  of  the  Fortune 

e-50-have  built  their  e-businesses  on  an 

exceptionally  strong  foundation. 

The  BEA  WebLogic"'  E-Business  Platform." 

This  award-winning  set  of  innovative  software  and 

services  is  uniquely  designed  to  help  businesses 

rapidly  develop  and  launch  advanced  e-commerce 

initiatives.  It's  an  end-to-end  solution  that  includes 

rich  personalization  and  complete  B2B  integration. 

In  fact,  it's  now  the  global  standard  by  which  all 

e-commerce  software  is  measured. 

Which  explains  why  it's  BEA's  market-leading  platform 
that  powers  Chase  Manhattan,  FedEx,  Amazon.com, 

United  Airlines,  Wells  Fargo,  E*TRADE  and  over  6,500 

other  successful  e-businesses.  Find  out  how  we  can 

help  yours.  Visit  us  at  www.bea.com. 
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Cbeia 


% 


www.bea.com 

32000  BEA  Systems,  Inc.  How  business  becomes  e-business  and  BEA  WebLogIc  E-Business  Platform 
are  trademarks  and  BEA  and  WebLogic  are  registered  trademarks  of  BEA  Systems.  Inc. 
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Target  Q)rp.  e-commerce  sites,  according  to 
research  firm  Nielsen/NetRatings.  But  visi- 
tors spent  less  time  at  BlueLight  than  at  the 
other  two,  and  it  has  been  getting  low 
marks  for  customer  service. 

BlueLight's  October  relaunch  of  its 
Web  site  was  designed  to  fix  that.  The 
new  site  plays  up  Kmart's  clothing 
brands  like  Route  66,  and  is  more  ag- 
gressive with  marketing,  suggesting,  say,  a 
shirt  to  buy  along  with  those  pants.  And 
it  now  offers  250,000  items,  up  from 
about  100,000  previously.  Until  now, 
BlueLight  was  "a  car  with  a  motorcycle 
engine  in  it,"  says  Goldstein.  "We're 


chandisers  like  Wal-Mart.com  and  specialists 
like  consumer-electronics  seller  CircuitCi- 
ty.com.  "BlueLight  will  be  competing  on 
price,  and  that's  going  to  make  it  hard  to  be 
profitable,"  says  Heather  Dougherty,  retail 
analyst  at  research  firm  Jupiter  Media  Metrix. 
That's  why  it's  crucial  for  Goldstein  to 
get  loads  of  help  fi-om  Kmart.  He's  count- 
ing on  Kmart  to  plug  BlueLight  in  TV  ads 
and  newspaper  flyers  and  on  in-store  kiosks. 
Complicating  matters:  The  BlueLight  deal 
was  initiated  by  top  Kmart  executives  who 
have  since  retired.  Goldstein  argues  that 
he's  better  off  with  the  new  regime. 
Conaway,  he  says,  "imderstands  e-commerce 


**\f  you  don't  push  and  challenge  and 
make  demands,  you  don't  create  change" 


dropping  a  six-cylinder  engine 
into  it  now." 

Goldstein  is  betting  that  a 
large  fi-action  of  Kmart's  30  mil- 
lion store  customers  a  week  will 
buy  merchandise  at  BlueLight. 
To  attract  customers,  BlueLight 
hands  out  fi-ee  Net  access  soft- 
ware on  CD-ROMS  in  Kmart's 
2,100  stoies.  The  promotion  has 
proven  successful  at  signing  up 
subscribers — about  40%  of 
whom  hadn't  previously  used  the 
Web,  says  Goldstein. 

Right  track.  Getting  those 
subscribers  to  buy  has  been  an- 
other matter.  BlueLight  Net  ac- 
cess subscribers  who  also  have 
become  e-commerce  customers 
number  only  in  the  tens  of  thou- 
sands, says  Goldstein.  Now  that      

there's  more  merchandise  on  the  site,  his 
goal  is  to  turn  25%  of  free-iSP  subscribers 
into  paying  customers  by  the  end  of  2001. 
Goldstein  says  he's  aiming  to  sell  $100  mil- 
lion of  merchandise  between  now  and  the 
end  of  2001,  when  he  expects  the  compa- 
ny to  break  even. 

Analysts  think  he's  on  the  right  track. 
The  sales  projections  are  attainable  because 
the  site  is  piggybacking  on  Kmart  marketing. 
Making  a  profit  will  be  harder.  Spinway  Inc. 
provides  the  plumbing  for  the  dial-up  service 
in  exchange  for  selling  the  ad  space  on  the 
site — so  Goldstein  is  giving  up  a  revenue 
source.  On  the  e-commerce  fi'ont,  Goldstein 
faces  fierce  competition  ft^om  general  mer- 


Coldstein,  who  lives  on  a  houseboat,  is  not  a  typical  Kmart  shopper 


and  new  merchandising  techniques." 
If  anyone  is  conscious  of  the  gap  be- 
tween Kmart's  mostly  blue-collar  clientele 
and  BlueLight,  it's  Goldstein.  To  help  his 
employees  relate  to  the  Kmart  customer,  all 
170  staffers  must  wear  Kmart  clothes  every 
Tuesday  and  shop  there  twice  a  month. 

Goldstein  asks  a  lot  of  his  employees,  so 
he  tests  their  mettle  before  he  hires  them. 
He  has  had  a  handful  of  candidates  for 
high-level  jobs  dive  fi-om  his  houseboat 
into  the  chilly  waters  of  San  Francisco. 
Hue  Rhodes,  now  BlueLight's  director  of 
channel  development,  was  taken  aback 
when  he  interviewed  with  Goldstein  last 
year.  But,  borrowing  a  pair  of  Goldstein's 


swimming  trunks,  he  took  the  plunge, 
was  looking  to  see  how  willing  I  was  t 
outside  of  my  comfort  zone,"  says  Rhc 
Goldstein  has  always  done  things  a 
differendy.  He  grew  up  in  Rye,  N. ' 
tony  suburb  of  Manhattan,  and  had  the 
trepreneurial  bug  fi-om  the  start.  His  fa 
Bernard  Goldstein,  ran  a  computer 
sharing  company  called  Computech 
Goldstein  tagged  along  to  business  meet 
and  receptions.  A  "B"  student  in 
school,  Goldstein  preferred  the  part- 
work  world  over  studying.  He  worked 
security  guard  at  a  Twinkie  factory. 

It  took  him  a  while  to  find  his  mi 
At  the  University  of  Pennsylvania,  he 
jored  in  marketing  and  economics, 
again,  business  grabbed  his  fancy.  He  n 
money  by  handing  out  T-shirts  and  cap; 
beer  distributors  on  Philadel 
campuses.  After  college  he  dr 
out  to  Silicon  Valley,  when 
snagged  a  job  at  Apple  Com 
er  Inc.  Apple  was  already  a  1 
company,  and  Goldstein  wai 
to  run  his  own  outfit,  so 
stayed  for  just  two  years  be 
striking  out  on  his  own.  With 
decade,  he  started  and  sold  t 
startups — financial-services 
ware  company  Reality  Onl 
NetAngels,  and  Web  promoti 
company  ImpulselBuy  Netwc 
Goldstein's  father  played  a 
role  in  his  son's  career.  The  e 
Goldstein  invested  in  each  stai 
prior  to  BlueLight,  although  i 
er  as  a  principal  investor  and  i 
er  putting  in  more  than  $50,( 
He  passed  on  BlueLight  since 
son  had  lots  of  deep-pocketed 

vestors.  Dad  was  liberal  with 

vice,  too.  Sometimes  his  son  took  it, 
other  times  he  politely  brushed  him 
saying  "my  other  line's  ringing,"  the  e 
Goldstein  recalls. 

Now,  Goldstein  plans  on  succeed 
with  Kmart  in  a  similar  way:  heeding  i 
some  instances,  sticking  to  his  guns  in 
ers.  Since  Kmart  has  just  two  seats 
BlueLight's  five-member  board.  Golds 
says  he  views  it  as  a  partner  rather  tha 
boss.  He  insists  he  "just  knows"  wher 
push  to  get  his  way  and  when  to  back 
With  BlueLight  still  on  the  bleeding  edgt 
e-tailing,  his  intuition  will  be  put  to  tlie 
Contributing:  Linda  Hinielstcii 
San  Mateo  and  Joann  Muller  in  I  h-t 
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WE  ENABLED  A  DATABASE  OF 


OVER  800,000,000  NAMES 


TO  BE  SEARCHED  IN  UNDER 


THREE  SECONDS. 


OR,  ROUGHLY,  ONE  NEW  YORK  CITY 
EVERY  .0278  SECONDS. 


The  world's  largest  genealogical  organization  had 

a  problem.  They'd  compiled  over  a  terabyte  of  data, 

spread  out  over  multiple  static  databases  all  over  the 

world,  and  needed  a  way  to  access  It  quickly, 

relevantly,  and  on  a  fixed  budget.  \Ne  love  a  challenge. 

Rather  than  pull  all  the  information  into  one,  sluggish 

database,  we  built  a  common  index  with  a  parallel  query 

mechanism  all  three  databases  could  understand. 


STORM 


Allowmg  results  to  be  posted  in  less  than  three 
seconds.  And  as  that  should  make  the  site  pretty  popular, 
we've  enabled  it  to  handle  up  to  65  million  hits  per  day 
and  be  scalable  to  500  million  hits  per  day.  How  do 
we  make  the  impossible  seem  easy?  Simple.  We've  done 
it  before.  If  you're  in  need  of  a  little  outside  technical 
expertise,  give  us  a  call;  we'll  give  you  our  thoughts. 
877-650-5282.  Or  visit  us  at  lavastorm.com. 
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Three  years  ago,  Ellen  Hancock's  confidence  was  shot. 
Now  she's  building  a  Web-hosting  empire 

t  was  nearly  three  years  ago,  on  a  warm  De- 
cember morning,  that  Ellen  M.  Hancock  hit  rock- 
bottom.  Fired  five  months  earlier  as  Apple 
Computer  Inc.'s  chief  technology  officer  by  boss 
Steven  P.  Jobs,  Hancock  was  still  out  of  work.  She 
had  bucked  long  odds  to  become  one  of  high 
tech's  brightest  female  stars,  but  she  was  spend- 
ing her  days  reflecting  on  three  years  of  bitter 
disappointment:  being  run  out  of  iFiM  in  1995  by  c:fo 
Louis  V.  Gerstner  Jr.  after  29  years,  getting  passed  up  a  year 
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later  for  the  vacant  ceo  job  at  chipinaker 
National  Semiconductor  Corp.,  and  being 
pushed  out  by  the  cocky  Jobs,  who  had 
dismissed  her  as  a  "bozo." 

No  wonder  Hancock's  confidence  was 
shot.  As  she  huddled  with  longtime  friend 
Dan  Lynch  at  shabby  Hobee's  restaurant 
in  Cupertino,  Calif.,  just  a  mile  from  Ap- 
ple headcjuarters,  she  wondered  aloud  if 
she  should  bother  to  try  to  find  another 
job.  Did  she  have  the  skills  to  lead  in  the 
fast-moving  Internet  market?  Was  her  rep- 
utation ruined  after  grappling  with  Jobs? 
Lynch,  an  investor  in  startups,  poked  at  his 
Mexican-style  hash  browns  before  inter- 
rupting her:  "Now  you're  somebody!  Get- 
ting fired  by  Steve  is  a  badge  of  honor." 

Take  the  helm,  it  was  like  a  slap  on 
the  back — rough,  yet  heartening.  Han- 
cock, who  had  always  prided  herself  on 
her  toughness,  found  her  courage.  She  de- 
cided that  she  would  look  for  another 
tech-industry  management  job,  and  asked 
Lynch  to  help  her  spot  one.  Amazingly, 
on  that  winter  morning,  Hancock's  for- 
tunes began  to  turn.  Within  weeks,  she 
had  her  an- 
swer. Exodus 
Communica- 
tions Inc.,  a 
small  company 


that  hosts  the  Web  operations  of  other 
companies,  was  looking  for  a  new  ceo 
with  big  corporate  knowhow.  Lynch  was 
on  the  board  and  made  the  introductions. 
Hancock  has  made  her  own  luck  sijice. 
After  taking  the  helm  of  Exodus  on  Mar. 
10,  1998,  and  leading  the  company  through 
its  IPO  just  nine  days  later,  she  has  guided 
the  company  to  an  anticipated  $810.2  mil- 
lion in  revenue  this  year,  up  from  just 


player  like  Hewlett-Packard  Co 
Carleton  S.  Fiorina  just  a  stone's  th 
away  in  Silicon  Valley.  "I  always  do  b< 
with  a  goal  out  in  front  of  me,"  Han( 
says. 

Exodus  gives  her  a  straight  shot  at 
goal.  With  a  steady  stream  of  compa 
handing  computing  jobs  off  to  hosting 
vices  like  Exodus,  the  potential  for  reap 
profits  is  tremendous.  Nobody  knows 


''My  father  expected  all  of  us  to  do  we 
He  didn't  care  about  gende 


$12.4  million  in  1997.  That's  sure  to  get 
much  bigger.  On  Sept.  28,  Hancock  an- 
nounced the  $6.5  billion  acquisition  of  ri- 
val GlobalCenter  Inc.  When  that  deal  closes 
early  next  year,  she  will  oversee  a  vast  em- 
pire of  46  data  centers  and  5,000  cus- 
tomers— making  Exodus  by  far  the  leading 
player  in  the  up-and-coming  market  for 
hosting  Web  operations. 

Success  like  this  is  a  personal  vindication 
for  Hancock.  Her  stake  in  Exodus,  worth 
about  $100  million,  is  twice  as  valuable  as 
Gerstner's  IBM  stake.  "Revenge  is  sweet," 
says  the  57-year-old  Hancock  gleefully.  She's 
not  satisfied,  though.  Her  aim:  to  become 
the  most  powerful  woman  in  computing. 
That's  a  tail  order,  especially  with  a  star 


actiy  where  this  nascent  Internet  outsov 
ing  movement  is  going.  But  if  Hanc 
can  take  all  of  the  lessons  she  has  lear 
from  past  successes  and  past  mistakes, 
keep  Exodus  on  the  crest  of  this  emerj 
market,  she  will  gain  a  reputation  well 
yond  the  borders  of  techdom.  "If  E 
can  pull  this  off,  she  will  be  the  First  L 
of  U.  S.  business,"  says  former  Apple  e 
Marco  Landi,  who  now  runs  NavLink  I 
a  European  data-center  company. 

It  also  would  cap  a  remarkable  ca: 
that  could  serve  as  an  example  for  ot 
women  to  follow.  The  Bronx  (N.Y.)  na 
bucked  convention  from  the  start,  de 
oping  an  affinity  for  math  and  logic  w 
attending  all-girl  Catholic  schools.  Un 


Ellen  Marie  Hancock 


Born:  Apr.  15, 1943,  in  the  Bronx,  N.Y. 

Education:  Bachelor's  degree  in 
mathematics,  College  of  New 
Rochelle,  1965.  Master's  degree  in 
mathematics,  Fordham  University,  1966. 

Early  goals:  Hancock — a  devout  Catholic — had  wanted 
to  become  a  nun.  She  bagged  that  idea  by  her  late  teens, 
but  still  attends  church  most  Sundays. 

Career:  Spent  nearly  three  decades  at  IBM,  climbing  from 
junior  programmer  to  senior  VP  in  charge  of  15,000  em- 
ployees, 1966-95.  She  then  spent  two  ill-fated  years  as  COO 
of  National  Semiconductor  and  chief  technical  officer  at  Ap- 
ple Computer,  before  bouncing  back  as  CEO  of  Exodus 
Communications  in  March,  1998. 

Management  skills:  Excels  as  an  operations 
executive,  driving  large  organizations  and  focusing  on 
customers'  immediate  needs.  "Maybe  she's  not  a  great 
visionary,  but  she's  exceptional  at  execution," 


says  Yankee  Group  Chairman  Howard  Anderson 

Work  ethic:  Known  for  her  80-hour  work  weeks,  Hancock 
is  typically  online  by  6:30  a.m.  and  works  at  least  until 
midnight.  Personally  responds  to  every  e-mail  she  re- 
ceives— 300-plus  messages  daily. 

Conquering  the  glass  ceiling:  she  never  hesitated 
to  be  "one  of  the  guys,"  whether  it  meant  playing  poker  on 
the  weekend  or  grabbing  a  couple  drinks  after  work.  "You 
build  up  trust  that  way,"  she  says. 

Biggest  disappointment:  Being  pushed  out  of  IBM's 
inner  circle  in  1995,  two  years  after  Louis  Gerstner  took 
the  helm.  After  29  years  at  Big  Blue,  a  devastated  Hancock 
walked  out  the  door  and  put  together  the  first  resume  of 
her  career 

Family:  Husband  of  29  years,  Jason,  also  a  longtime  IBM 
veteran,  lives  at  the  couple's  home  in  Ridgefield,  Conn. 
Ellen,  who  rents  a  condo  in  Los  Gatos,  Calif.,  flies  back  a 
couple  of  times  a  month.  No  children. 


yi 


EB  50    BUSINESS  WEEK  E.BIZ  /  NOVEMBER  20,  2000 


NTT 


Do  CoMMo 


Beyond  The  Mobile  Frontier 


i-mode.  You  mode* 
Millions  in  Japan  mode. 


E  escribing  i-mode  as  popular  would  be  a  huge 
understatement.  Since  its  introduction  in 
Japan  in  February  1999,  i-mode  has  attracted  over 
13  million  subscribers*. 

And  small  wonder.  Because  i-mode  provides  cellu- 
lar phone  users  with  one-touch  access  to  over  25,000 
Internet  sites*,  as  well  as  specialized  services  that 
include  e-mail,  online  shopping,  banking  and  ticket 
reservations.  Users  can  even  get  advice  on  good 
restaurants  in  unfamiliar  parts  of  town! 

Moreover,  every  site  is  accessible  from  anywhere 
in  Japan,  and  charges  are  based  on  the  amount  of 
data  transmitted  rather  than  the  time  spent  on  line. 
So  service  is  surprisingly  economical. 

i-mode  is  simply  one  of  the  many  ways  that 
NTT  DoCoMo  —  Japan's  leading  mobile  communica- 
tions operator  —  is  serving  more  than  32  million 
customers  and  challenging  the  boundaries  of  the 
mobile  frontier. 

Come  May  2001,  i-mode  will  receive  a  dramatic 
boost  from  NTT  DoCoMo's  introduction  of  W-CDMA 


(Wideband  Code  Division  Multiple  Access)  —  the 
world's  first  3G  mobile  communications  service. 
Third-generation  features  will  open  up  exciting  new 
opportunities  for  business  and  pleasure  and  provide 
an  even  more  tantalizing  glimpse  of  the  future  of 
mobile  multimedia  communications. 


As  of  October,  2000. 


niTT  DoCoMo,  iniC.  .  http://vifWW.nttdocomo.com  •  Redefining  Mobile  Communications  Fro 
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many  women  of  her  generation,  Hancock 
poured  all  her  energy  into  her  career,  rapid- 
ly climbing  ibm's  corporate  ladder  to  be- 
come Big  Blue's  first  female  senior 
vice-president.  Hancock,  who  is  conscious 
of  being  a  role  model  and  has  mentored 
several  other  women,  draws  accolades  from 


called  managed  service  providers  offer 
soup-to-nuts  services  covering  all  of  a  cus- 
tomer's Internet  needs,  including  tending 
the  servers  and  software  for  Web  sites  and 
e-commerce  applications.  Exodus  is  rak- 
ing in  just  $300,000  per  customer  each 
year,  while  managed-services  players  such  as 


Hancock's  Challenge 


f*™*"*"-'-'"'- ■■■' 


aiWW'aatMHJMifi 


^  PROVIDE  HIGH- 
MARGIN  SERVICES: 

Exodus  wants  to  expand  from 
hosting  others' Web  sites  to  pro- 
viding lucrative  Web  services.  It's 
rolling  out  its  first  offerings  now, 
but  still  playing  catch-up:  Exodus 
professional  services  rakes  in 
$9,000  a  month  per  corporate 
customer,  vs.  $8o,ooo-plus  for 
outfits  like  Loudcloud. 


*-  DON  T  TURN 
OFF  PARTNERS: 

Some  30%  of  new  customers 
come  from  Web  integrators  like 
Sclent,  as  well  as  software-ser- 
vice providers  like  Loudcloud.  As 
Exodus  moves  into  high-end  ser- 
vices, relationships  with  partners 
are  becoming  strained.  Hancock 
must  navigate  a  delicate  balance 
of  cooperation  and  competition. 


•^COUNTERBALANCE  THE 

DOT-COM  fallout: 

A  slowdown  in  the  dot-com 
market  has  dropped  new  Exodus 
customer  wins  in  its  three  most 
recent  quarters  from  545  to  503 
to  414.  Hancock  must  win  over 
more  established  companies. 
Already,  Net  startups  have  gone 
from  80%  to  less  than  50%  of 
Exodus  customers. 


''INTEGRATE 
GLOBALCENTER: 

On  Sept.  28,  Exodus  bought  rival 
GlobalCenter.  The  deal  will  make 
Exodus  the  No.i  Internet  host, 
with  46  data  centers,  2,000  sales- 
people, and  5,000  customers. 
Hancock  has  hired  an  exec  to 
spearhead  integration,  but,  ulti- 
mately, the  job  of  melding  the 
two  diverse  cultures  falls  on  her. 


female  executives.  "I  have  a  lot  of  respect 
for  Ellen.  She  has  made  it  easier  for  the  rest 
of  us,"  says  Ruann  E  Ernst,  ceo  of  Digital 
Island  Inc.,  which  competes  with  Exodus. 

StUl,  some  of  Hancock's  biggest  chal- 
lenges lie  dead  ahead.  Most  daunting.  Exo- 
dus' business  model  requires  some  major 
adjustments.  Companies  install  and  run 
their  own  computing  systems  in  Exodus 
data  centers,  essentially  renting  space,  power, 
and  network  bandwidth  from  Exodus.  Rent- 
ing data-center  real  estate  has  worked  fine 
for  Exodus  as  demand  for  data-center  space 
still  far  outstrips  supply.  But,  over  time,  such 
services  are  expected  to  be  readily  available, 
and  pricing  is  expected  to  be  plummet. 

To  avoid  that  fate,  Exodus  is  expanding 
the  scope  of  its  services  to  match  a  new 
breed  of  Internet  outsourcers.  These  so- 

EB  52    BUSINESS  WEEK  E.BIZ  /  NOVEMBER  20,  2000 


Loudcloud  Inc.  and  Digex  Inc.  have  con- 
tracts approaching  $1  million  annually  per 
customer.  When  it  comes  to  providing  buf- 
fet services,  Exodus  is  playing  catch-up. 
"Hancock  hasn't  been  leading  the  market 


She  also  was  knocked  at  IBM  for  b< 
slow  to  grasp  the  Internet.  And  while 
odus  remains  the  hosting  market's 
pound  gorilla,  with  powerhouse  custo: 
from  retailer  Albertson's  to  eBay  to 
hoo!,  its  command  over  the  industr] 
under  fire.  If  Hancock  can  master 
new  services,  she  may  silence  naysa 
once  and  for  all.  If  not.  Exodus  could 
to  bit-player  status,  and  Hancock's  re 
ration  could  be  tarnished  again. 

The  urgency  is  palpable.  Internatic 
Data  Corp.  predicts  the  market  for  m 
aged  services  will  jump  from  $17  bill 
in  1999  to  $36  billion  in  2004.  By  c 
trast,  the  market  for  basic  hosting 
vices — the  major  chunk  of  Exoc 
business — will  grow  from  just  over 
billion  this  year  to  just  under  $6  billioil 
2003,  according  to  Robertson  Stepheil 

Hancock  isn't  panicking.  She 
nounced  Exodus'  first  managed-serv 
bundles  last  month.  One  offering  incl 
a  database,  servers  and  routers,  and  o 
critical  components.  Not  only  does  Exo| 
build  and  instaU  the  software  in  its 
centers,  but  customers  no  longer  havi 
set  foot  in  an  Exodus  facility.  With  its 
tomer  ranks  jumping  70%  so  far  this 
to  3,700,  Exodus  has  a  strong  custo 
base  to  offer  these  more  lucrative  servil 
Furthermore,  vwth  GlobalCenter  soo 
tow.  Exodus  should  span  enough  of 
map  to  start  looking  really  attractive 
multinational  corporations  seeking  to  c 
source  their  Internet  operations. 

So  far,  Hancock's  bet  on  selling  r 
services  to  existing  customers  seems  to 
paying  off.  Its  average  take  per  custoi 
grew  15%  from  last  quarter.  That  mean.' 
customers  are  expanding  their  Inter 
operations,  consuming  more  power 
bandwidtli,  and  turning  to  more  help  fr' 
Exodus.  "I  could  never  hire  the  peopl 


'If  Ellen  can  pull  this  off,  she  will  be 

the  First  Lady  of  U.S.  business 


with  new  products  or  offerings,"  says 
Jeanne  M.  Schaaf,  a  Forrester  Research  Inc. 
senior  analyst.  "That's  why  Digex  and 
Loudcloud  will  eat  their  lunch." 

Indeed,  Hancock  has  never  been  con- 
sidered a  visionary.  As  ibm's  networking 
chief,  she  saw  Big  Blue  demolished  in  the 
emerging  high-speed  networking  market  by 
a  then-upstart  called  Cisco  Systems  Inc. 


handle  the  site  24  hours  a  day,  seven  d 
a  week,  365  days  a  year,"  says  custor 
Wes  Hopmans,  head  of  Internet  ope 
tions  at  Crane  &  Co.,  a  papermaker. 
Hancock  isn't  shying  away  from 
task  ahead.  In  fact,  she  sets  a  rigorous  [ 
for  the  entire  company,  regularly  chalk 
up  80-hour  workweeks.  Even  when  duck 
into  the  gym  for  a  weekend  workout,  I  i. 


Here's  to  being  first.  Here's  to  leading.  Here's  to  altering  the  face 
of  business  by  revolutionizing  every  single  facet  of  your  company 
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cock  typically  brings  a  stack  of  paperwork 
to  the  treadmill.  "I'll  send  her  an  e-mail  at 
6  in  the  morning,  and  I'll  have  a  reply  15 
minutes  later,"  says  B.V.  Jagadeesh,  Exo- 
dus' co-founder  and  former  technology 
chief,  who  now  runs  NetScaler  Inc.,  a  com- 
pany that  boosts  Internet  traffic  speed. 

Hancock  has  made  sacrifices  in  her  per- 
sonal life.  Her  husband  of  29 
years,  Jason,  a  retired  33-year 
IBM  veteran  himself,  lives 
across  the  country  in  the  cou- 
ple's primary  home  in  Ridge- 
field,  Conn.  The  two  cross 
paths  only  two  or  three  times 
a  month,  either  when  Ellen  is 
on  business  back  East,  or  Ja- 
son makes  it  out  to  the  Bay 
Area.  Younger  brother  Peter  J. 
Mooney  Jr.  says  the  couple's 
relationship  is  remarkable. 
"With  both  of  them  trying  to 
move  up  at  IBM,  it  could  have 
been  very  tense,"  says  Mooney. 
"But  even  when  Jason  real- 
ized Ellen's  career  at  IBM  was 
on  a  higher  plane,  he  was  al- 
ways extremely  supportive." 

The  long  hours  and  sacri- 
fice are  part  of  a  tireless  work 
ethic  Hancock  has  stuck  to  all 
her  life.  Born  Ellen  Mooney 
in  1943,  she  was  the  oldest 
of  four  siblings.  Her  mother, 
Helen,  who  emigrated  from 
Ireland  as  a  teenager,  stayed 
at  home  to  raise  the  chil- 
dren, while  her  father,  Peter,  an  Irish 
American,  began  climbing  the  ranks  at  a 
New  York  advertising  agency,  Audio  Pro- 
ductions, rising  from  errand  boy  to  pres- 
ident. Peter  expected  no  less  from  his 
children.  When  the  family  moved  to  sub- 


nun  in  her  teen  years,  Ellen  caught  busi- 
ness fever  when  her  father  and  his  pals 
came  to  the  family  home  for  dinner.  "I 
couldn't  cook,  but  I  was  just  fascinated 
with  the  conversation  and  the  range  of 
topics.  I  remember  saying,  'I  want  to  be 
like  this  when  I  grow  up,' "  she  recalls. 
Between  her  father's  influence  and  the  ail- 


sometimes  still  Ls^ — lonely  for  Hanrock. 
has  honed  a  tough  management  style, 
manding  top  results  from  her  empio; 
and  doling  out  gruff  reprimands  w 
they  fall  short.  "Maybe  she  was  a  li 
rough  with  people  once  in  a  while,' 
cedes  Terry  Lautenbach,  a  retired  IBM  t 
and  one  of  Hancock's  former  bosses. 


girls  school  that  she  attended,  Hancock 
never  had  doubts  about  what  she  could  ac- 
complish. "I  never  knew  anything  was 
wrong  with  me,"  she  quips. 

A  straight- A  student  (except  for  a  low- 
ly B-minus  in  physics),  Hancock  went  on 


Hancock  took  to  the  "guy  stuff"  at  IBM: 
Poker,  drinks  after  work,  motorcycles 


urban  New  Rochelle,  N.Y.,  he  scouted 
out  all  of  the  kids'  schools  a  year  or  two 
ahead  of  time,  letting  the  teachers  know 
the  Mooney  children  were  on  their  way. 
"My  father  expected  all  of  us  to  do  well. 
He  didn't  care  about  gender,"  remembers 
Hancock. 

The  rest  of  the  world  did.  So  Hancock 
swam  against  the  current  from  the  start. 
After  harboring  thoughts  of  becoming  a 
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to  study  mathematics  in  college,  earning  a 
master's  degree  from  Fordham  University  in 
1966.  One  month  later,  she  took  a  job  as  a 
junior  programmer  at  IBM,  hoping  to  par- 
lay that  into  an  engineering  job  with  the 
U.  S.  space  program.  Instead,  Hancock 
vaulted  up  Big  Blue's  ranks,  becoming  the 
first  female  to  crack  the  venerable  com- 
pany's senior  vice-presidential  ranks. 
Breaking  the  glass  ceiling  was — and 


she  quickly  gained  the  acceptance  of 
peers.  Her  secret:  Just  be  one  of  the  gi 
"You  have  to  build  up  trust  and  then  as: 
yourself,"  she  says.  That  often  transla 
into  grabbing  a  couple  of  drinks  after  w> 
or  playing  some  poker  on  the  weekend 

Not  that  she  needed  arm-twisting 
all  that  "guy  stuff."  For  instance,  Hanc( 
took  an  immediate  liking  to  motorcyc 
purchasing  a  pair  of  Hondas  in  her  l 
IBM  days.  Only  after  taking  a  spill  o 
her  handlebars  on  a  Connecticut  back  re 
taking  gobs  of  skin  off  her  elbows  a 
forearms,  did  she  finally  decide  to  sell 
motorcycles.  "I  had  to  wear  long-sle 
dresses  for  days,"  she  says. 

With  a  reputation  as  a  fierce  competi 
and  a  straight  shooter,  Hancock  had  li 
problem  making  her  viewpoints  kncn 
even  inside  Big  Blue's  male  inner  cin 
In  the  early  '90s,  running  IBM's  network 
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auction  solution, 
your  suppliers 
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COMMERCE  ONE  AUCTION  SERVICES 


Real-time  buying  and  selling  opportunities  with  your  trusted  suppliers  and  partners  within  the 
connfort  of  your  own  auction  site  or  anywhere  throughout  the  Global  Trading  Web,  a  network  of  over 
72  vertical  and  regional  e-marketplaces.  No  equipment  to  purchase.  No  systems  to  install  and 
support.  Just  browser-based,  point-and-click  functionality  that  gives  you  control  of  every  transact 
including  multiple  variables  and  bid  parameters  beyond  mere  price  and  quantity.  Taking  the 
complexity  out  of  current  RFQ  processes  while  enhancing  supplier  relationships.  And  making  it  a 
so  easy,  your  suppliers  may  soon  be  running  B2B  auctions  of  their  own. 
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division  and  overseeing  15,000  employees, 
Hancock  set  her  sights  on  the  comer  office. 
When  Gerstner  was  brought  in  from  RJR 
Nabisco  in  1993,  Hancock's  hopes  were 
dashed.  The  ambitious  senior  veep  and 
IBM's  new  chief  did  not  see  eye-to-eye. 


Anderson,  a  longtime  Hancock  friend. 
She  would  sink  even  lower.  She  ca- 
reened through  two  tumultuous  years  at 
National  Semiconductor  and  Apple — both 
stints  ending  on  sour  notes.  At  Apple,  her 
key  job  was  to  produce  the  next  great  op- 


er  in  the  hands  of  field  managers  to  t 
le  these  situations — and  do  it  quick!; 
Hancock  also  has  adapted  in  somt 
spects  to  the  speedy  nature  of  the  basii 
For  example,  Exodus'  grow^th  prospect 
ways  have  been  based  on  getting  data 
ters  up  and  running  fast.  The  faster  it 
add  capacity,  the  more  success  it  likely 
have.  Hancock  was  hesitant  at  first  wh< 
came  to  pulling  the  trigger  on  these  c( 
new  centers.  "One  day,  I  told  her  we  ha 
go  to  21  [data  centers]  by  the  end  of 

HANCOCK  on  HAMCQC 

►  When  her  father  brought  business  associates  hon- 
for  dinner,"!  couidn't  cool<,  but  I  was  just  fascinated  wit 
tlie  conversation  and  tine  range  of  topics.  I  rememb« 
saying,'!  want  to  be  like  this  when  !  grow  up.'" 


I've  never  been  accused  of  being  a  visionary.  Bl 
!  surround  myself  with  the  smartest  people...  and  !  !ov 
to  listen  to  them." 


►  "I've  learned  you  can't  leave  open  white  space 
around  your  business.  You  have  to  beat  people  t 
the  punch." 

"I  always  do  better  with  a  goal  out  in  front  of  me 


Hancock  refuses  to  discuss  the  feud,  but 
colleagues  call  it  a  classic  personality  clash. 
When  Cisco  came  in  and  bested  IBM  in 
the  high-end  networking  business,  Han- 
cock's fate  was  sealed.  "I  list  that  as  one  of 
the  failures  in  my  career,  no  question," 
says  Hancock,  who  insists  she  has  devel- 
oped a  healthy  level  of  paranoia  thanks  to 
Cisco.  "I've  learned  you  can't  leave  open 
white  spaces  around  your  business.  You 
have  to  beat  people  to  the  punch." 

Hancock  declined  a  diminished  role  at 
IBM,  packed  up  her  office,  and  began  work- 
ing on  the  first  resume  of  her  career — at 
age  52.  According  to  several  of  her  friends, 
it  was  an  anguishing  transition.  "After  29 
years,  she  defined  herself  by  IBM.  If  you 
stuck  her,  she  bled  blue,"  says  Yankee 
Group  Research  Inc.  Chairman  Howard 


crating  system  for  the  Mac.  But  she  irked 
staffers  when  she  used  a  two-pronged  ap- 
proach: looking  to  acquire  an  operating 
system,  while  at  the  time  making  them 
push  ahead  on  an  internal  rewrite. 

Hancock's  hard-won  lessons  are  serv- 
ing her  well  at  Exodus.  Like  a  construc- 
tion foreman,  she  has  directed  the 
nuts-and-bolts  strategy  that  underlies  the 
company's  rapid  growth.  Her  manage- 
ment philosophy:  delegate  authority  to 
force  her  lieutenants  to  become  indepen- 
dent leaders.  They're  now  in  charge  of 
responding  to  site  outages.  In  the  com- 
pany's early  days,  a  breakdown  would  set 
off  a  fire  alarm  of  activity,  pulling  in  all  of 
Exodus'  top  brass,  even  though  it  usually 
was  the  customer's  own  software  or  staff 
at  fault.  Hancock  quickly  put  more  pow- 


year.  It  sent  chills  down  her  spine," 
Exodus  co-founder  K.B.  Chandrasek 
Throwing  off  the  "indecisive"  tag  t 
plagued  her  at  Apple,  Hancock  got 
message  and  ordered  the  new  data  c 
ters.  Exodus  is  slated  to  have  36  in  oj 
ation  by  the  end  of  the  year.  "Now  si 
moving  a  lot  faster,"  says  Chandrasek 
Perhaps  Hancock's  biggest  test  will 
avoiding  an  ambush  from  upstart  cc 
petitors — the  way  Cisco  got  IBM.  There 
plenty  of  potential  Ciscos  out  there,  ; 
to  figure  out  how  to  deal  with  thi 
Hancock  has  her  staff  keeping  tabs 
both  the  newcomers  and  shifting  mai 
conditions.  "I've  never  been  accused 
being  a  visionary.  But  I  surround  my 
with  the  smartest  people... and  I  love 
listen  to  them,"  she  says.  In  the  e 
however,  Hancock  is  the  one  who  m;i 
the  crucial  decisions.  And  the  fate  ot 
odus  will  determine  whether  she  pum 
ates  her  career  with  an  exclamation  po 
or  a  question  mark. 

Contrihiitiii}^:  Peter  Burr 
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Can  you  build  an  eBusiness 

and  still  protect  your  IT  investment? 

Your  business  will  be  an  eBusiness.  That's  a  given,  at  this  point.  But  how  you  get  there  is  still  up  for 
grabs.  Do  you  toss  it  all  and  start  from  scratch?  That's  what  some  are  selling.  Or  find  a  partner  who 
can  get  you  there  ly/Moi// trashing  all  your  business  software?  That's  what  interBiz  does.  With  BizWorks, 
the  eBusiness  intelligence  Suite.  Our  eCommerce,  eProcurement  and  eCommunity  products.  And  our 
CRM  solutions.  All  built  on  years  of  CA  experience.  All  ready  to  integrate  what  you've  got  and  what  you 
need,  to  lead  you  into  eCommerce — and  beyond.  Of  course,  if  you  neeif  web-enahled  manufacturing, 
distribution,  financial  or  HR  management  applications,  we  have  them,  \tm.  Call  1-800-997-9104  or  visit 
www.interBiz.com.  ^  '■^ 


SSOOATES 

)iB  ii/pcncf  by  deiig.-i 

interBiz,  publisher  ol  BizWorks"  and  world-class  software  applications  in  Financial,  Banking  &  Supply  Chain  Management 
Powered  by  Ja»nHne«ii. 


■  International,  Inc.  (CA).  InterBiz  and  BizWorks  are  trademarlis  of  CA 


eBusiness  Software  Thot  Can 
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Ball:  "\  couldn't  believe  we  created 
these  drawings  electronically  but 
couldn't  transmit  them  electronically'' 
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Wired 


At  Webcor 


The  builder  counts  on  the  Net  to 
keep  it  ahead  of  the  pack 


t  first  glance,  Parkside  Towers  in  San  Mateo,  Calif.,  looks  like  any 

other  commercial  construction  site  fi*om  the  past  half-century: 

Cranes  lift  I-beams  onto  a  two-story  concrete  shell.  A  backhoe 

claws  at  a  pile  of  dirt.  Workers  wearing  hard  hats  slog 

through  thick,  black  mud  hauling  galvanized  steel  rods.  But 

peek  in  the  back  pockets  of  some  of  those  workers,  and 


you'll  find  Palm  computers.  In  the  cluster 
of  trailers  that  serves  as  the  on-site  office, 
there's  a  high-speed  connection  to  the  In- 
ternet. AU  around  San  Francisco  Bay,  ar- 
chitects, engineers,  and  contractors 
are  logging  on  to  a  Web  site  cre- 
ated especially  for  the  construc- 
tion job.  "Using  technology  is 
the  only  way  we  can  keep 
pace,"  says  Andrew  J.  Ball, 
president  of  Webcor  Builders 
Inc.,  the  general  contractor  for 
the  project.  "You  can't  afford  to 
slow  down." 

In  a  risk-averse  industry^ — with  tradi- 
tions dating  from  the  pyramids — San  Ma- 
teo-based  Webcor's  embrace  of  technology 
makes  it  stand  out  from  other  builders. 
Thanks  in  large  part  to  46-year-old  Ball's 


love  of  technology,  Webcor  uses  everything 
from  wireless  devices  to  customized  soft- 
ware to  help  the  dozens  of  partners  on  a 
project  communicate  with  one  another. 
Ball  gives  Web-linked  Palm  handheld 
computers  to  all  new  customers  so 
that  they  will  have  easy  access  to 
current  info  on  a  project — 
from  delays  to  budget  fore- 
casts to  weather  reports.  And 
the  data  connections  and  Web 
sites  for  each  of  the  40  or  so 
jobs  Webcor  works  on  at  any  time 
give  architects,  engineers,  and  plumb- 
ing subcontractors  alike  instant  access  to 
complex  drawings. 

That  sort  of  innovation  is  almost  un- 
heard of  in  the  $2.3  trillion  global  con- 
struction industry.  Sure,  builders  use  cell 
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phones,  laxcs,  and  computer  systems  in 
the  corporate  office.  But  they  hardly  push 
the  envelope  on  technology.  "It's  an  in- 
dustry that's  very  pragmatic,"  says  Carl 
Bass,  presiclent  and  ceo  of  Buzzsaw.com 
Inc.,  a  San  Francisco  e-commerce  startup 
that  serves  the  building  trades.  "You  have  to 
prove  that  there's  value"  in  technology. 

For  Webcor,  the  value  is  clear.  And 
others  in  the  industry  would  do  well  to 
follow  suit  if  they  hope  to  build  a  strong 
future.  Webcor,  which  expects  to  see  $800 
million  in  revenue  next  year,  estimates  it 
should  soon  reduce  building  costs  by  as 
much  as  2%  to  3%.  Already,  the  compa- 


could  trim  the  tune  needed  for  approvals 
from  developers  and  architects  and  could 
schedule  crews  more  efficiently.  The  result: 
Webcor  completed  the  Spanish  Revival 
hotel  in  just  10  months.  Not  only  did 
that  save  Webcor  more  than  $100,000  in 
overhead,  but  it  also  gave  the  Serrano's 
owners  a  boost:  They  got  a  four-month 
head  start  running  the  hotel,  which  meant 
as  much  as  $1.5  million  a  month  in  un- 
expected operating  revenues. 

Webcor's  innovation  hasn't  gone  un- 
noticed by  its  clients.  Working  with  Webcor, 
commercial  developer  Spieker  Properties 
can  start  construction  just  20  days  after  a 


In  an  industry  with  traditions  as  old  as 
the  pyramids,  high-tech  savvy  stands  out 


ny  saved  about  $10,000  per  month  in  re- 
duced overhead  and  downtime  on  a 
recent  $20  million  project.  In  an  industry 
where  profit  margins  range  from  2.5% 
to  10%,  that  can  spell  the  difference  be- 
tween the  red  and  the  black. 

The  time  saved  is  just  as  important. 
Webcor  initially  estimated  that  the  236- 
room  Serrano  Hotel  in  San  Francisco 
would  take  12  to  14  months  to  complete. 
Working  with  subcontractors  who 
adapted  quickly  to  Webcor's  tech- 
nological innovations,  the  builder 


project  wins  approval  from  the  local  build- 
ing department.  Industrywide,  it  usually 
takes  two  months  to  put  together  schedules 
for  subcontractors  and  to  work  through 
final  modifications  to  the  blueprints,  says 
David  Wilbur,  Spieker's  vice-president. 
With  everyone  tapping  into  the  building 
project's  Web  site,  the  electricians,  plumbers, 
and  other  subcontractors  can  more  easily 
be  scheduled  to  work  around  each  other. 


Web  Builder 

How  Webcor  saves  with  the  Net 


GOAL 


METHOD 


Save  time  and  money  by 

reducing  the  number  of  faxes, 
FedExes,  and  phone  calls  among 
headquarters,  customers, 
architects,  and  job  sites. 


Provide  high-speed  data 
connections,  Net  access, 
computers,  and  printers  at  each 
of  Webcor's  40  construction  jobs. 
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And  the  architects,  engineers,  and  ow 
can  more  quickly  approve  design  chai 
"We're  seeing  decisions  that  took  days 
take  hours,"  Wilbur  says. 

Ball  started  mingling  computers 
construction  nearly  20  years  ago.  As  a  j 
ect  manager  on  the  Hilton  Hotel  in  Ir 
Calif.,  in  1981,  he  designed  a  simple 
gram  for  tracking  orders  and  request; 
scheduling  and  budgeting  informatioif 
his  PC.  At  the  time,  such  logs  were  wrl 
out  longhand  in  a  single  copy  that 
got  circulated.  Ball  printed  his  comp 
logs  and  passed  them  out  at  meetinJ 
which,  for  the  first  time,  let  everyone 
volved  see  where  construction  was  fa 
behind  schedule  and  why.  "I  realizec 
power  of  the  computer  then,"  Ball  sa) 

That  realization  spurred  Ball  to  pres 
more  irmovation.  He  had  long  drea: 
of  being  able  to  zap  computer-gener 
blueprints  to  owners,  architects,  and  ot 
over  the  Internet,  rather  than  printing  t 
out  and  shipping  them  by  courier, 
thought  he  could  save  days — even  weel 
if  everyone  on  a  project  could  simply 
at  the  blueprints  online  and  sign  off  on 
changes.  "I  couldn't  believe  we  crej 
these  drawings  electronically,  but  coi 
transmit  them  electronically,"  Ball  say^ 
In  1994,  he  merged  his  cor 
ny,  A.  J.  Ball  Construction,  with 
bcor  and  became  president  of 


RESULT 


A  year-long  project  can  be  cut 

by  as  much  as  12  weeks,  saving 
hundreds  of  thousands  of 
dollars  in  labor  and  admin- 
istrative costs. 


Streamline  approval  of  design 
changes  by  owners,  architects, 
engineers,  and  contractors. 


Establishes  a  Web  site  for  each  project 
where  everyone  involved  in  a  job  can 
log  on  to  see  changed  drawings. 


Saves  time  and  money  on  printing 
and  hundreds  of  courier  deliveries 
of  blueprints  during  a  Job. 


Better  track  construction  and 

improve  record-keeping  of 
schedules  and  progress  on 
building  sites. 


Updated  schedules,  weather  reports, 
and  changes  in  plans  are  continually 
logged  online  where  subcontractors  and 
field  supervisors  can  monitor  progress. 


Reduces  time  spent  on  meetings 
and  phone  calls,  cuts  administrative 
staff,  and  helps  to  more  efficiently 
schedule  subcontractors. 


Save  money  procuring 
construction  materials  such 
as  concrete,  steel  beams, 
drywall,  and  glass. 


Solicits  bids  through  online 
marketplaces  Bidcom,  Cephren, 
and  Buzzsaw. 


Mixed  outcome.  Webcor  has  bought 
some  materials  via  online  bidding  bu 
usually  works  with  subcontractors 
who  buy  their  own  raw  materials. 
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Go  Ahead 
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Host  Your  Web  Site  With 
Another  Company,  j 

it's  Your  Money. 


Call  Today  Toll  Free 

1877.782.5391 

^  www.interland.com 


NASDAQ:  ILND 


We  make  the  Web  work  for  your 


1.  1999     September,  1999 


Making  Money  On  The  Web  Begins 
By  Not  Wasting  Money  On  Tiie  Web. 

Unless  you've  got  money  to  burn,  Interland  is  the 

way  to  go.  Our  complete  solutions  include  everything 

from  shared  hosting  to  dedicated  and  high-availability 

hosting  to  Web  site  design,  all  at  an  unbeatable  value. 

That's  why  we're  rated  #1  by  PC  Magazine  and 

Windows  NT  Magazine.  So  whether  you're  already 

on  the  Web  or  ready  to  get  started,  call  us  to  learn 

how  we  can  make  the  Web  work  for  you  today, 

and  grow  with  you  well  into  the  future. 

■^  The  Interland  Standard 

.  ■  Unconditional  30-day,  money-back  guarantee 

■  E-mail  accounts  for  your  Web  site 
>  1 50  MB  starting  at  $  1 9.95 
■  24/7  toll-free  support 
■  99.9%  uptime 
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aptly  named  company.  But  the  "web"  ele- 
ment in  the  name  is  pure  coincidence:  W, 
E,  and  B  are  the  initials  of  the  29-year-old 
company's  founders. 

In  1995,  at  a  construction  industry 
convention  in  San  Diego,  Ball  stumbled 
across  Blueline  Online  Inc.,  a  tiny,  un- 
funded startup  that  promised  to  revolu- 
tionize the  building  industry  by  linking 


further,"  says  Robert  Majteles,  Cephren's 
chief  executive.  One  important  outcome 
of  that  collaboration:  Ball's  dream  pro- 
gram allowing  blueprints  to  be  shipped 
electronically  to  everyone  in  a  project. 


construction  projects  involve  dozens  c 
dependent  businesses — developers,  a 
tects,  engineers,  and  subcontractor 
everything  from  windows  to  plumbi 
who  come  on  and  off  a  site  over  the  a 


Webcor  is  now  able  to  zap  blueprints 
to  all  the  partners  involved  in  a  projelr 


At  Spieker  Properties,  Vice-President  Wilbur  finds  "decisions  that  took  days  now  take  hours" 


contractors,  architects,  and  others  over 
the  Web.  Ball  promptly  volunteered  We- 
bcor as  guinea  pig  and  ponied  up 
$50,000  in  seed  money.  Over  the  next 
several  years,  Webcor  employees  spent 
thousands  of  hours  working  one-on-one 
with  the  Palo  Alto  startup,  now  known  as 
Cephren  Inc.  "They're  always  pushing  us 


While  that  kind  of  innovation  plays 
well  with  Webcor's  clients,  its  construc- 
tion foremen,  architects,  and  subcontractors 
have  had  a  harder  time  making  the  leap. 
"My  project  managers  and  engineers  said, 
'Why  do  we  need  to  do  this?  It  doesn't 
work,' "  Ball  recalls.  "I  said  nothing's  going 
to  work  unless  you  put  time  into  it."  Large 


of  months  or  even  years.  That  means 
has  to  lay  a  lot  of  groundwork  educ; 
new  players  about  the  importance  of  1 
nology.  When  subcontractors  seem  relu 
to  try  out  Webcor's  online  tools,  the  « 
pany  has  an  "enforcer"  on  site  who  rr 
sure  they  learn  the  system.  And  severa 
chitectural  firms  Ball  works  with  resiste< 
stalling  the  high-speed  data  connect  lo 
needed  to  transmit  blueprints.  Listenir 
Ball's  arguments  about  the  time  sav 
such  data  lines  could  create,  the  firm: 
lented  and  finally  installed  them. 

In  spite  of  a  shakeout  among  con 
nies  that  are  focusing  on  bringing  Int 
technology  to  the  building  trades,  B; 
convinced  that  such  efforts  will  cont: 
to  pay  off.  Sure,  he  says,  construct 
oriented  e-commerce  startups  are  st 
gling.  For  example,  Redladder.co 
shutting  down,  and  BuOdNet.com  in 
tober  canceled  its  initial  public  offe: 
Even  Cephren — in  which  Webcor  o- 
small  stake — is  merging  with  its  chief  i| 
San  Francisco's  Bidcom  Inc.  Still,  Bal 
mains  bullish  because  the  industry  n 
the  innovation  to  prosper.  "Our  be 
that  somebody  with  this  type  of  tech 
ogy  is  going  to  succeed,"  he  says. 

The  bet  means  Ball  is  continuin 
press  his  partners  for  ever  more  prog 
As  Webcor  crews  break  ground  on  F 
Inc.'s  new  $200  million  campus  in  S 
Clara,  Ball  sees  the  project  as  a  chanc 
boost  the  capability  of  the  Palm  compi 
his  customers  and  employees  use.  To 
the  Palm  has  been  able  to  handle 
text-based  information  such  as  sched 
and  construction  progress.  Now,  Ba 
pushing  Palm  and  Cephren  to  make  I 
print  details,  construction  photos,  and 
er  graphical  information  accessible. 
Webcor,  it  seems,  there's  more  than 
way  to  break  ground.   • 


e.biz  online 


For  a  Q&A  with  Webcor  President  And; 
Ball,  go  to  ebiz.buslnessweek.com 
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inside  homeshoppingnetwork.com 

you'll  now  find  a  microsoft  and  intel  e-commerce  solution. 

because  they  knew  that  if  they  didn't  get  to  market  quickly-, 
they  didn't  need  to  worry  about  getting  there  at  all. 


l|i\wnil 


mand  risGS  and  falls  in  the  retail  world  at  Internet  speed-  So  if  your  e-commerce  site 

open  24/7  you  need  a  reliable  and  scalable  platform-  And  you  need  it  quick-  That's 
y  HSN-com  chose  to  switch  from  the  Sun  Solaris  platform  to  the  Microsoft"  Web  solution 
atform  and  Intel's-based  servers-  The  result*  They  got  to  market  in  only  six  weeks- 

'tailed    information    on    some    of    the    thousands    of    other    companies    who    have    turned    to    flicrosoft    and    Intel    is 


20O0  Microsoft  Corporation  and  Intel  Corporation-  All  rights  ro&erved.  Microsott  is  either  a  feqistered  Iradomiirk  or  Iradoiriark  o(  Microsotl  C-orpotaiion  ip  the  UniUx)  si.it'*s  .I'vi'O'  o'h&'  countne'^ 
Kporation.  The  names  oi  actual  companies  and  products  merrtioned  herein  may  be  Ihe  trademarks  of  their  respective  owners. 
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3M:  Glued 


DARNELL  LITT 


To  the  Web 


The  gS-year-old  company's  online  database  is  generating  New  Economy  ejficiencii 


avid  Crosier  can't  believe  his  good  fortune. 
He's  the  guy  who's  supposed  to  keep  Staples 
Inc.  in  Post-it  Notes  and  Scotch  tape.  These 
days,  he's  rolling  in  supplies.  Not  too  long 
ago,  the  Staples  vice-president  for  supply-chain 


management  couldn't  even  find  a  Post-it 
Note  to  jot  down  his  complaints  about 
Post-it  maker  Minnesota  Mining  &  Manu- 
facturing Co.  Staples'  stores  were  consis- 
tently low  on  3m  products.  Crosier  would 
put  in  an  order  for  10,000  rolls  of  Scotch 
tape  and  get  8,000.  It  was  always  a  crap- 
shoot  Worse,  3m  couldn't  be  counted  on  to 


get  them  to  Crosier  and  his  stores  on  time. 
The  problem  was  causing  "stock-outs"  of 
popular  3m  office  products. 

Then  Crosier  began  using  3m's  new  on- 
line ordering  system  to  buy  office  goodies. 
The  Web  site  did  away  with  the  fhistration 
of  paper  forms  and  countless  phone  calls — 
and  helped  3m  get  rid  of  a  lot  of  steps 


where  potential  errors  had  been  tak 
place.  Crosier  won't  reveal  specific  numb 
but  in  the  18  months  since  he  has  used 
site,  he  says  that  3m's  fill  rate  has  impro 
by  20%,  and  its  on-time  performance 
almost  doubled.  "The  technology  takes  a 
of  inefficiencies  out  of  the  supply-ch 
process,"  he  says. 

How  did  the  98-year-old  3m  achii 
such  New  Economy  efficiency?  Halfv 
across  the  coimtry,  in  a  nondescript  of 
in  the  quiet  town  of  St.  Paul,  Minn.,  Al 
L.  Messerli  has  the  answer.  He  is  show 
off  his  baby,  a  flilly  loaded  database  stuf 
with  sales  information,  product  descr 
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[:S  IT  REflSONflBLE  TO   IMfiGINE   P    FUTURE 
lULED    BY  WIRELESS  TECHNOLOGY? 


IS  IT  REASONABLE   NOT  TO? 


I     '    ' 


In  the  same  way  that  the  Internet  changed  how 
business  works,  wireless  technology  is  about  to 
revolutionize  our  entire  world.  Which  means  that  you 
need  the  right  partner  to  help  solidify  your  wireless 
strategy  And  that's  where  we  come  in.  As  a  leading 
wireless  systems  integration  firm,  we're  devoted 
exclusively  to  engineering  solutions  for  a  mobile 
planet.  With  senior  business  consultants  and 
engineering  technologists  who  understand  the 
dizzying  world  of  wireless  applications,  service 
providers,  devices  and  evolving  networks. 
And  experience  working  with  both  Fortune  1000 


leaders  and  major  Internet  infrastructure 
companies.  For  our  free  wireless  primer  or  more 
information,  go  to  www.stellcom. com/primer 
Or  call  1 -888-55/i-2024.  You  II  see  that  we  have 
the  answers  to  tomorrow's  wireless  questions. 
Even  if  they  haven't  been  asked  yet. 


s  t  e.  I  I  c  o  m 


engineering  the  way  the  world  works ' 
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tions,  and  customer  records — all  the  cor- 
porate data  you  could  possible  want  only  a 
nanosecond  away,  thanks  to  the  Internet. 
The  55-year-old  information  manager  for 
3m  has  spent  five  years  building  the  system. 
If  you  don't  believe  it's  fancy,  he  can  show 
you  a  wall  of  awards  to  prove  it.  And  if 


force  productivity,  sending  worldwide  sales 
per  employee  up  10%  in  1999,  to  $220,000. 
Now  all  3m  senior  exeaitives  get  their  fi- 
nancial and  sales  information  fi-om  Messer- 
li's  database,  which  is  known  as  the  Global 
Enterprise  Data  Warehouse  (gedw).  Clunky 
name  aside,  the  data  warehouse  is  delivering 


'1  don't  think  they  had  any  idea  of 

the  shape  their  data  was  in" 


you  don't  believe  the  database  is  important, 
3m  execs  swear  that  without  it,  they  could 
not  solve  major  management  problems 
that  have  long  plagued  the  company. 

The  issue  was  cooperation.  A  free- 
wheeling product-development  environ- 
ment helped  3m  grow  fi-om  a  modest  seller 
of  sandpaper  to  a  huge,  $15.7  billion  com- 
pany that  sells  more  than  50,000  prod- 
ucts in  200  countries.  But,  truth  be  told, 
the  company  was  stuck  like  glue  when  it 
came  to  getting  all  its  parts  to  work  to- 
gether. For  years,  3m  had  operated  as  40 
separate  companies  crammed  under  one 
roof,  aO  with  unique  business  practices 
and  policies.  Salespeople  from  different 
departments  called  customers  indepen- 
dently, and  each  business  unit  collected 
its  own  sales  and  product  information. 
Three  years  ago,  3m  Germany  lost  a 
prominent  customer,  only  to  discover  six 
months  later  that  the  customer  was  lured 
away  by  a  competitor — 3m  France.  "If  the 
CEO  wanted  to  know  all  the  business  we 
did  with  a  customer,"  says  Messerli,  "it 
would  be  quicker  to  just  ask  the  customer." 
When  the  CEO  sought  the  information 
from  within,  it  would  take  weeks,  maybe 
months,  to  collect  the  data. 

Snapshot.  That  changed  when  cus- 
tomers such  as  Staples  began  complain- 
ing. 3m  execs  began  developing  an  online 
strategy  around  Messerli's  newfangled  data- 
base. Since  1997,  the  company  has  invested 
$30  million  in  the  database,  while  ongoing 
maintenance  costs  have  been  $2.6  million  a 
year.  On  the  other  hand,  by  junking  old 
equipment  used  by  each  unit,  such  as  PCs, 
software,  and  networking  equipment,  3m  is 
saving  more  than  $10  million  a  year  in 
maintenance  and  customer-service  costs. 
Sales  reporting  that  is  more  accurate  and 
efficiently  gathered  is  saving  an  additional 
$2.5  million  a  year,  says  Messerli.  Mean- 
while, the  technology  is  helping  boost  sales- 


customer,  product,  sales,  inventory,  and  fi- 
nancial data  direct  to  the  desktops  of 
3m  workers  and  partners,  who  can  access 
the  info  via  the  Net.  The  GEDW  also 
is  pumping  data  to  the  company's  Web 
site,  www.3m.com,  where  the  public  can 
read  product  descriptions  on  everything 


from  cleaning  pads  to  fiber  optic  ca 
Now  3m  doesn't  have  to  ask  custo^ 
what  they  buy.  Customer  accounts 
all  3m  worldwide  offices  can  be  sur 
rized  to  give  a  quick-as-a-snap,  global) 
ture.  "I  couldn't  live  without  gedw  ar 
Messerli,"  crows  Peter  E.  Davis,  the 
manager  for  3m's  industrial  markets  f 
sion,  which  makes  general-use  and  | 
cialty  tapes,  adhesives,  and  abrasives. 

Messerli  wants  more  such  com 
among  3m's  70,000-plus  employees.  Sc 
his  database  averages  only  10,000  user; 
day,  mostly  domestic  workers.  By  the 
of  this  year,  when  the  database  anc 
company's  Web  site  are  fuUy  connec 
Messerli  hopes  there  will  be  20,000  intt 
users  and  millions  of  consumers  acces 
the  database  through  3m.com.  "We  \ 


Getting  out  the  Goods 


M  sells  more  than  50,000  products  to  customers  in 
200  countries.  That  has  caused  problems  with  deliv- 
_     eries,  inconsistent  data,  and  inventory  levels.  Using 

the  Internet,  3M  has  been  able  to  reduce  errors  and 

improve  efficiencies.  Here's  how: 


i^BAD  DATA 

Problem:  With  230  sales  offices 
and  distribution  centers  globally, 
much  of  3M's  information  was  erro- 
neous. Nearly  40%  of  the  records 
in  its  U.  S.  customer  database,  for 
example,  had  invalid  addresses. 

Solution:  By  checking  records 
against  a  Web  database  of  valid  U.S. 
addresses,  the  percentage  of  invalid 
addresses  is  down  to  less  than  10%. 
New  software  could  drive  that  lower. 

■^PQQR   SERVICE 

Problem:  with  ordering  systems 
using  phones  and  paper  forms,  there 
was  a  good  chance  that  customers 
would  not  get  their  orders. 

Solution:  a  new  inventory 
system  lets  customers  see  what's  in 
stock  and  order  online.  The  number 
of  customers  getting  goods  on  the 
first  try  is  up  by  39%. 


MNVENTQRY   BLOAT 

Problem:  As  retailers  streamlinec 
inventories,  3M  had  to  build  stocks 
to  fill  orders  fast.  But  in  1998, 
inventory  costs  contributed  to  the 
45%  drop  in  earnings. 

Solution:  using  a  Web-based 
system  to  gauge  demand,  3M  has  cut 
inventories  to  three  months  of  sales, 
from  almost  four  months  two  years 
ago.  The  new  system  added  $437 
million  to  3M's  cash  flow. 


■-TOWER   OF   BABEL 

Problem:  with  more  than  70,00c 
employees  across  the  globe,  3M  hac 
trouble  linking  employees,  man- 
agers, and  customers  through  in- 
compatible networks. 

Solution:  3M  uses  180  inter- 
linked intranet  sites,  some  dedicat 
ed  to  specific  tasks,  such  as  online 
meetings. 
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ff  registered  my  sharp  id 


VNnAnAT.engardefitness.com 


Iharon  Monplaisir,  Olympic  fencer  and  entrepreneur, 
pgistered  her  domain  name  to  put  her  business  online 
t  register.com.  Visit  us  at  www.register.com  or  call  us 
1 1-800-7-WWW-NET,  and  we'll  help  you  register  your 
iomain  name  right  over  the  phone. 


register 


cot, 


ANNOUNCING 
SOI-UTIONS  FOB 

THE  iUEhf,  UlEW 
ECONOHY, 

(YOU  KNOW. 

THE  PROFITABLE  ONE.) 


The  promise  of  e-business  is  ever\  bit  as  robust  today  as  it  was  when  the 
"new  economy"  was  declared.  It's  just  that  things  that  were  labeled  passe  and 
irrelevant  when  IPOs  were  soaring  have  returned  with  a  vengeance  -  planning, 
mfrastructure,  e\en  proFitability  are  back  in  fashion.  Welcome  to  the  new  "new 
economy."  No  company  is  better  .suited  for  this  world  of  value-oriented  e-business 
than  SAP.  We  have  the  best  solutions  for  collaboration,  supply  chains,  improving 
customer  relationships  and  generally  adding  \  alue  to  a  company's  business  proposition. 
Out  with  the  "new."  In  with  the  "new  new."  T\pc  in  www.sap.com 


THE  BEST-RUN  E-BUSINESSES  RUN  mySAP.com 
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this  tool  to  permeate  all  of  3m,"  he  says. 
The  database  is  forcing  3m  to  get  its 
(acts  right.  Ciathering  and  a)nccntrating  a)m- 
pany  records  into  a  central  data  warehouse 
made  3m  aware  of  the  sorry  condition  of  its 
information.  Because  3m  has  such  a  diversi- 
fitxi  pnxiuct  line  and  has  operations  scattered 
to  the  far  reaches  of  the  globe,  the  company 
has  multiple  sources  of  product  and  cus- 
tomer data,  and  much  of  it  was  inconsistent 
or  just  plain  wrong.  Products  such  as  Post-it 
Notes  were  spelled  half-a-dozen  different 
ways,  austomer  names  and  addresses  were  in- 
consistent, and  no  department  adhered  to 
any  standards  for  abbreviations.  Trillium 


retailing  industry.  Increasing  numbers  of 
independent  hardware  stores  are  giving  way 
to  huge  office  supply  superstores,  such  as 
Staples.  The  superstores  don't  pack  their 
warehouses  with  inventory;  they  expect  sup- 
pliers, such  as  3m,  to  do  that.  3m  has  been 
flummoxed  by  the  new  world  of  inventory 
management.  In  1998,  it  had  to  slow  down 
its  factories  to  reduce  inventory  levels.  Be- 
cause stores  weren't  stockpiling  inventory, 
that  caused  a  buildup  in  unsold  goods, 


The  data  warehoase  isn't  all  about  inl 
nal  efficiency,  though.  It's  good  for  looki 
over  your  partners,  too.  Some  3m  exec 
tives  have  been  eyeballing  the  Web  sites 
companies  that  sell  3m  products  and  h; 
not  been  too  pleased  by  the  descriptio 
"Our  products  have  been  misrepresem 
on  the  Web,"  says  3m's  Davis.  For  exami 
Davis  says  3m's  polyurethane  protective  tj 
has  been  described  as  regular  tape,  mak 
no  mention  that  it's  resistant  to  abrasi^ 


U 


Remember^  we're  just 
the  potential  of  this| 

Software  Inc.  was  hired  to  clean  up  the  mess 
and  discovered  that  nearly  40%  of  3m's  U.  S. 
customer  accounts  had  invalid  addresses. 

Bad  data  were  costing  mightily.  Wrong 
addresses  delayed  deliveries,  and  3m  paid  a 
penalty  to  shippers  such  as  FedEx  Corp.  for 
providing  incorrect  Zip  codes.  By  the  end 
of  1999,  3m  got  the  rate  of  vaHd  addresses 
up  to  around  90%.  Now,  3m  saves  some 
$100,000  a  year,  plus  $100,000  more  in  re- 
duced surcharges  from  FedEx  and  the  like. 

Keeping  the  data  clean  is  a  constant 
battle.  "  Zip  codes  are  constantly  changing, 
so  we  have  to  continue  to  scrub,"  says  Wes 
Hillman,  a  project  manager  at  3m.  HiU- 
man  is  working  on  Web  browser  technol- 
ogy that  will  validate  addresses  as  they  are 
entered  against  a  database  of  known  U.  S. 
street  addresses.  If  no  match  is  found,  the 
user  is  alerted  that  it  is  an  invalid  address. 
The  software  will  be  ready  later  this  year. 


starting  to 
thing" -Messerli 


;  <n^  Hard  data  on  3m's  bottom 
line  are  now  just  a  few  clicks  away.  Earnings 
info  is  available  by  market  sector,  customer, 
and  product.  Unprofitable  products,  non- 
performing  partners,  and  low  revenue  cus- 
tomers can  be  trimmed  while  management 
focuses  on  the  most  profitable  opportunities. 
The  results  of  price  changes  and  marketing 
strategies  are  monitored,  and  the  payoffs  of 
new-product  introductions  can  be  calculat- 
ed— a  key  metric  for  a  company  with  a 
goal  of  producing  at  least  30%  of  each  year's 
sales  fi-om  products  less  than  four  years  old. 
The  company  won't  hit  that  milestone 
unless  it  can  better  manage  inventory.  3m 
has  struggled  with  major  changes  in  the 
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which  squeezed  profit  margins.  "3m  was 
not  close  enough  to  their  customers  to  an- 
ticipate demand,"  says  Goldman,  Sachs  & 
Co.  analyst  Jack  L.  Kelly. 

Now,  3m  is  getting  downright  cozy  with 
its  customers.  The  data  warehouse  is  gen- 
erating a  demand-planning  system  that 
monitors  inventory  levels  for  products  and 
customers.  Product  demand  is  anticipated, 
and  production  planning  is  scheduled  to 
deliver  the  right  amount  of  supply.  Since 
1998,  3m  has  reduced  inventory  levels  from 
almost  four  months  to  its  target  of  little 
more  than  three  months,  which  has  added 
$437  million  to  3m's  cash  flow.  "Integrating 
demand,  supply,  and  production  planning 
could  be  a  major  plus  for  3m  if  they  can 
pull  it  off,"  says  Kelly. 


erosion,  scratch,  puncture,  and  impact, 
beef:  Product  differentiation  was  lost. 

So,  Davis  has  been  writing  product 
scriptions  and  digitizing  photographs  to 
in  the  data  warehouse.  So  far,  about  30, 
have  been  stashed  there.  They  can  be  do' 
loaded  easily  into  the  online  catalogs  of  s 
castomers  as  W.  W  Grainger  Inc.,  which 
ries  more  than  6,000  3m  products 
saves  ciLstomers  time  and  gives  3m  contrc: 
the  presentation  of  its  goods  online. 

3m  has  taken  bold  steps  toward  wi; 
the  company  for  the  New  Economy. 
Messerli,  the  proud  papa  of  the  compa 
data  warehouse,  thinks  this  is  just  the  si 
"We're  just  starting  to  rcdli/t:  the  potenti; 
this  thing."  A  sentiment  worthy  of  a  Po 
Note,  in  case  anyone  ever  forgets.   • 


Knows  profits  have  increased  43%. 


Knows  stock  price  is  at  52-week  high. 


Knows  order  fulfillnnent  has  innproved  65%. 


Knows  there's  no  such  thing  as  coincidence. 


i^ 


u  know  your  business  like  nobody  else.  But  we  can  turn  that  knowledge  into  valuable 

siness  intelligence  that  works  harder  for  you.  From  optimizing  your  existing  supply  chain 

jl  evolving  eBusiness  trading  networks,  our  solutions  empower  you  to  make  better  decisions 

B  •.ter.  The  result?  Higher  profits,  lower  operating  costs  and  faster  time  to  market.  That's 

;  real  power  of  the  leveraged  intelligence.  Want  to  know  more?  Visit  www.manugistics.com. 


manugistics 


Leveraged  Intelligence 


Your  business  is  exciting  enough— you  don't  need  the  adrenaline  rush  of  wondering  if  your  business-to-business 
Web  sites  and  corporate  portals  all  have  timely,  accurate  information.  Or  if  everyone  will  be  able  to  get  the 
information  they  need,  when  they  need  it. 

With  Xpedio™  Content  Management  from  IntraNet  Solutions,  you  can  publish  business  content  from  any 
data  source  to  the  Web,  automatically.  Your  users  can  access  personalized,  secure  content  from  any  Web 
client — including  mobile  and  wireless  devices.  And  you'll  deploy  in  days,  rather  than  months.  It's  why  more 
than  1,250  companies  and  350  partners  rely  on  IntraNet  Solutions'  products  to  make  managing  Web  business 
content  so  routine  it's  a  bit...  well,  boring. 


www.intranetsolutions.com 


IntraNet 

s  *  •  ^ 

Business  Content  Management' 


IntraNet  Solutions  is  a  registered  trademark  and 


TmjficStation  is 
moving  fast,  but  it  has 
\  to  get  around  some  major 
roadbioclis  of  its  own 


eoff  Halstead  may  be  the  only  guy  in  Los 
Angeles  who  loves  traffic.  That's  because 
it's  his  business  and  his  obsession.  Halstead, 
co-founder  and  CEO  of  TrafficStation  Inc., 
still  cringes  at  the  memory  of  missing  a 
meeting  in  Chicago  two  years  ago  because 
he  was  stuck  in  a  car  jam  for  five  hours.  He 
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fantasizes  about  how  that  scene  might 
play  out  in  a  year  or  two:  A  computer 
would  call  his  cell  phone  to  warn  him  of 
the  gridlock  ahead  and  direct  him  to  an 
alternate  route.  "It  would  be  as  if  the 
radio  traffic  guy  were  available  on  de- 
mand and  he  actually  cared  about  your 


TrafficStation  is  eking  out  revenue  from  a 
few  Web  portal  deals  and  a  few  thousand 
subscribers  who  pay  $5.95  a  month  to  re- 
ceive traffic  alerts  on  their  wireless  devices. 
And  the  company  faces  a  formidable  chal- 
lenger in  Westwood  One  Inc.,  the  New 
York-based  company  that  provides  traffic 


'It  would  be  as  if  the  radio  traffic  guy 

were  available  on  demand  and  actually 
cared  about  your  specific  problem'' 


specific  problem,"  Halstead  says  from  his 
16th-floor  office  in  downtown  L.  A., 
where  he  has  clear  views  of  several  of 
the  city's  worst  bottlenecks. 

Too  good  to  be  true?  Not  if  the 
37-year-old  Halstead  has  his  way.  For  two 
years,  he  has  been  building  TrafficStation 
into  what  he  hopes  will  become  the  largest 
provider  of  personalized  traffic  informa- 
tion. With  TrafficStation's  service,  he  says, 
frustrated  commuters  will  be  able  to  pick  up 
a  wdreless  device  and  get  up-to-the-minute 
highway  info  when  and  where  they  need  it. 

First,  though,  the  company  has  to  get 
around  some  major  roadblocks.  Today, 


reports  to  2,200  radio  stations  and  200  TV 
stations.  It  recendy  bought  TrafficStation 
rivals  SmartRoute  Systems  in  Cambridge, 
Mass.,  and  Metro  Networks  Inc.  in  Hous- 
ton and  is  now  rolling  out  its  own  wireless 
traffic-alert  service. 

Indeed,  Westwood  One  is  Goliath  to 
TrafficStation's  David.  With  decades  of  ex- 
perience in  the  traffic  business,  and 
$358  million  in  sales  and  $24  million  in 
profits  last  year,  Westwood  One  is  the  pow- 
erhouse to  beat.  By  contrast,  the  upstart  is 
armed  with  a  mere  $11  million  in  ven- 
ture capital  and  litde  hope  of  going  public 
in  a  hostile  market.  "It's  going  to  be  a  real 


uphill  battle  to  convince  people  that  t 
is  worth  paying  for,"  says  analyst  Joe 
lo  of  Jupiter  Research. 

Halstead  thinks  he  has  the  ans 
People  may  not  pay  for  traffic  data  a 
but  they  might  open  their  wallets  i 
bundled  with  other  information,  sue 
weather  reports,  maps,  stock  quotes, 
more.  Indeed,  a  1999  study  by  Los  A 
les-based  consulting  company  Dris 
Wolfe  shows  that  only  20%  of  pc 
would  pay  for  traffic  data,  but  61%  v\ 
pay  if  other  services  were  included,  "i 
people  don't  commute,  others  don't 
a  choice  of  routes,"  says  Clem  Dri 
of  Driscoll-Wolfe.  "It's  a  bundle  tha 
sell  traffic." 

So  TrafficStation  is  trying  to  jo 
many  bundles  as  it  can.  It's  partn 
with  leading  wireless  service  and  co 
providers — such  as  at&t  Wireless  Gro 
that  will  package  its  data  with  other  i 
mation.  It's  also  in  talks  with  the  Big  ' 
auto  makers  and  technology  comp 
that  could  build  TrafficStation  directl'J 
onboard  navigation  systems. 

Halstead  is  used  to  challenges.  Hd 
three  co-founders — all  friends — 1 
plenty  of  rejections  from  venture  cal 


TrafficStation's  Team  Strategy 


TrafficStation  wants  to  deliver  personalized,  up-to-the-minute  traffic  information  to  drivers  anytime,  anywhere, 
it  will  need  partners  to  reach  frustrated  commuters — and  get  them  to  pay  for  the  service.  Here's  who  is  on  boal 


MARKETS 


Wireless  Service  Providers  TrafficStation 

needs  carriers  to  help  market  its  services  by  giving  it 
prime  position  on  wireless  portals. 


KEY  PROVIDERS 


AT&T  Wireless,  MetroCall,  and 
Telus  of  Canada.  Estimated  new 
customers  are  5  million  by  the 
end  of  2001. 


OUTLOOK 


TrafficStation  still  lacks  deal 
with  Verizon  Wireless,  Sprin| 
PCS,  and  Nextel  in  the 
U.  S.  Their  total  reach  is  38., 
million  subscribers. 


Wireless  Content  Providers  studies  show  that 

traffic  news  alone  won't  sell.  So  TrafficStation  is  trying 
to  bundle  its  gridlock  alerts  with  other  data  that  com- 
muters might  want,  such  as  maps,  weather  reports, 
and  restaurant  guides. 


Vicinity/Map  Blast!;  Weather- 
News  International; 
Phone.com,  a  wireless  Web 
software  maker. 


TrafficStation  needs  more.  ( 
survey  shows  people  will  p^ 
for  six  services,  including 
maps  and  roadside  assistar 


Carmakers  Deals  with  the  Big  Three  and  tech  out- 
fits making  onboard  navigation  systems  would  drive 
TrafficStation  directly  to  dashboards.  Subscribers, 
industrywide,  are  projected  to  Jump  to  11  million  in 
2004  from  820,000  this  year. 


Discussions  underway. 


TrafficStation  needs  at  leasfl 
one  deal  to  survive. 
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Why  settle  for  mere  parts  when  you  can  have  a  fully  integrated  eCRM  solution? 


In  customer  relationship  management,  parts  are 
;  not  parts.  Only  parts  that  fit  together  seamlessly 

elevate  customer  service  to  a  work  of  art. 
As  new  communication  channels  emerge,  every 
part  of  your  CRM  must  work  together  perfectly. 
Because  no  matter  how  a  customer  contacts  you  - 
e-mail,  voice,  fax  -  you  must  respond  promptly 

or  face  losing  a  customer. 


lere's  one  company  who  can  offer  a  fully-integrated,  fully- 
roven  eCRM  solution.  It's  Quintus. 


Quintus'  eCRM  solution  provides  a  single  integrated  view 
of  customers  across  all  channels  -  e-mail  management, 
web-enabled  contact  centers.  Voice  over  IP,  CTI  and  more. 
Customers  receive  the  service  they've  come  to  expect, 
in  the  time  frame  they've  come  to  demand,  in  any  way 
they  choose  to  make  contact.  Period. 

More  than  500  companies  including  Mercata.com,  United 
Airlines,  Ashford.com  and  Ticketmaster  already  use  Quintus. 
Shouldn't  you?  Contact  us  at  www.quintus.com, 

1-877-eContact,  or  sales@quintus.com. 


Quintus 

Turn  the  e-generation  into  loyal  customers. 


)o  Quintus  Corporation.  All  trademarks  are  the  property  of  their  respective  holders.  Famous  sculpture  photographed  in  Tuscany  by  lames  Cotier. 
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ists  as  they  scrounged  tor  initial  funding  in 
1998.  Their  business  plan  "was  a  little 
raw,"  says  Paul  Nadel,  managing  partner  of 
EastWest  VentureCroup,  who  initially 
turned  them  down. 

In  fact,  Halstead  and  friends  hardly  had 
a  business  plan  at  all.  They  spent  the  next 
several  months  devising  one.  First  they 
persuaded  transportation  departments  in  six 
cities,  including  Los  Angeles  and  Houston, 
to  license  real-time  data  rather  than  try  to 
collect  it  themselves.  Then  they  devised  a 


Now  the  company  is  working  on  its 
marketing  strategy,  h  aims  to  expand  its 
reach  through  deals  like  the  one  with  at&t 
Wireless  to  offer  IrafficStation  data  through 
one  of  the  phone  company's  Web  services. 
TrafficStation  says  the  wireless  carriers  it  has 
signed  on  so  far  could  bring  in  5  million 
customers  by  the  end  of  2001,  out  of  a 
combined  reach  of  30  million  cellular  sub- 
scribers. But  TrafficStation  has  barely 
scratched  the  surface  of  the  wireless  world. 
"Partnering  vwth  at&t  is  a  good  start,  but 


ing  partnerships  with  a)mpanies  develoj 
the  technology.  "This  whole  infrastruc 
will  be  built,"  Hal.stead  says.  "And  liehir 
will  be  a  huge  opportunity  to  offer  p 
tion-based  traffic  services." 

The  ultimate  coup  would  come  by 
ing  able  to  reach  dashboards  directly.  Tl 
why  TrafficStation  is  seeking  alliances 
car  manufacturers  and  companies 
make  onboard  navigation  systems  sucf 
OnStar.  Mike  Peterson,  an  OnStar  proij 
director,  says  the  company  plans  to  inci 


plan  to  form  partnerships  wdth  wireless 
players  that  could  deliver  their  data  to  dri- 
vers' cell  phones  and  pagers. 

*  Good  start."  when  they  went  back  to 
Nadel  six  months  later,  he  agreed  to  back 
the  company  and  now  serves  on  its  board. 
With  $11  million  from  Nadel  and  others, 
TrafficStation  then  went  looking  for  more 
clogged  streets  and  launched  its  flill  service 
in  September.  The  company  now  receives 
traffic  reports  from  government  agencies 
in  the  28  most  congested  metropolitan 
areas  in  North  America.  The  agencies  pro- 
vide traffic  data  by  the  minute  to  Traffic- 
Station's  team  of  75  data  crunchers  who 
sort  and  feed  it  into  a  computerized  traf- 
fic-alert system.  Subscribers  can  log  onto 
trafficstation.com,  define  which  highways 
they  take,  and  type  in  a  phone  number 
or  e-mail  address  so  they  can  receive  reg- 
ular reports  on  how  far  traffic  is  backed  up 
on  their  route.  They  also  can  check  maps 
on  the  site  to  see  exactly  where  the  trou- 
ble spots  are,  with  the  severity  indicated  by 
numbers  ranging  from  1,  which  could 
mean  a  dead  animal  on  the  road,  to  5 — 
bad  accident  blocking  all  lanes. 
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Halstead  says  the  new  alliances  will  pu 
TrafficStation's  revenues  to  $45  million 
2001  and  make  it  profitable  in  early  20<fc 


they'll  need  to  sign  up  one  or  two  of  the 
other  big  U.  S.  carriers  by  early  next  year," 
says  Jupiter's  Laszlo. 

To  broaden  its  content,  TrafficStation 
is  teaming  with  the  likes  of  Phone.com 
Inc.,  which  develops  wireless  content,  to 
bring  services  such  as  stock  quotes  and 
news  into  the  mix.  As  with  traffic  reports, 
customers  can  specify  on  a  Web  site  what 
information  they  want  to  receive  and  when. 
Halstead  predicts  the  new  alliances  will 
push  his  fledgling  company's  revenues  to 
$45  million  in  2001  from  $1  million  this 
year,  and  make  it  profitable  in  early  2002. 

Further  down  the  road,  Halstead  sees 
another  spur  to  his  business:  In  October, 
2001,  all  cell  phones  wiW  be  required  by  law 
to  pinpoint  a  user's  location  for  emergency 
purposes.  That  will  help  TrafficStation  de- 
termine a  car's  location  and  guide  it  away 
from  gridlock.  TrafficStation  is  now  pursu- 


personalized  traffic  information  but  w  k 
not  elaborate  on  which  outfit  it  n  hi 
partner  with  to  offer  the  service.  The  r  i 
ber  of  drivers  subscribing  to  onboan  > 
formation  services  is  expected  to  jurr  U 
1 1  million  in  2004,  fi-om  820,000  this 
according  to  market  researcher  Stra 
Group  Inc.  "That's  the  sweet  spot,' 
Jupiter's  Laszlo. 

TrafficStation  will  need  to  speed  its 
making  to  stay  ahead  of  Westwood  O 
or  look  for  a  well-funded  suitor, 
could  be  the  only  ways  the  grid)  i 
obsessed  Halstead  can  keep  his  str 
from  getting  caught  in  its  own  jam. 


e.biz  online 


For  a  O  &  A  with  Shane  Coppola, 
executive  vice-president  of  Westwoot 
One,TrafficStation's  biggest  rival,  visil 
ebiz.businessweek.com 


V 


< 


m'^y 


jtm^ 


w 


Samantha,  a.k.a.  "Sam" 


^  If  you're  seeking  more  profitable  relationships 
with  online  shoppers— like  Samantha  and  Jack— 
e-centives'  solutions  are  what  you  need!  Today's  savvy 
consumers  shop  online  to  save  time  and  get  more 
value,  and  e-centives®  gives  them  plenty  of  both. 

If  you're  a  portal  or  destination  site,  e-centives  offers 
a  sophisticated  online  promotional  infrastructure  you 
can  use  as  a  membership  benefit  to  attract  and 
retain  new  members.  If  you're  a  merchant,  advertiser 
or  manufacturer,  e-centives  lets  you  deliver  promo- 
tions to  pre-qualified  databases  of  consumers  across 
our  Partner  Network,  your  own  partner  network,  at 
your  own  site,  and  through  opt-in  e-mail. 


e-centives  gets  results  by  delivering  the  right  offer 
to  the  right  consumer  at  exactly  the  right  time— 
and  keeps  them  coming  back  for  more! 

Visit  www.e-centives.com/corp  or  call 
1 .877.ECENTIVES  to  learn  more  about  e-centives 
unique  online  direct  marketing  infrastructure  technology, 
services  and  expertise. 


www.e-centives.com/corp 


©2000  e-centives.  Inc.  All  rights  reserved,  e-centives  and  e-centives  logo  are  the  exclusive  trademarks  of  e-centives.  Inc 
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HEATHER  GRE 


Keep  the 

Excess 

Moving 

TradeOut's  online  exchange  deals 
in  companies' surplus  inventory 


he  White  Elephant  retail  stores  in 
rural  Virginia  live  and  die  on  other 
companies'  cast-offs.  Started  as  a 
scrappy  consignment  shop  eight  years 
ago,  the  enterprise  has  expanded  into 

a  chain  of  four  stores  around  historic  Middleburg,  Va.,  selling  a 
wide  array  of  used  and  surplus  down  comforters,  luggage,  jew- 
elry, fiimiture,  and  clothing.  But  success  put  store  owners  Cyn- 
thia and  Leslie  Broockman  on  a  buying  treadmill,  attending 
distant  trade  shows  and  constantly  faxing  and  phoning  mid- 
dlemen— an  exhausting  process. 

That's  why  an  advertisement  in  a  gift-dealer  newsletter  last 
fall  piqued  their  interest  in  TradeOut  Inc.,  an  online  exchange 
that  deals  in  excess  inventory.  After  two  months  of  browsing  the 
site,  the  Broockmans  took  the  plunge,  ordering  sterling  silver 
jewelry.  Since  then,  they  have  boi^t  about  $90,000  in  goods,  in- 
cluding OshKosh  B'Gosh  Inc.  boys'  apparel  and  Nicole  Miller 
women's  clothing,  and  plan  to  buy  about  20%  of  their  products 
through  TradeOut  by  year-end.  Buying  direct  from  manufac- 
turers on  TradeOut.com  lets  White  Elephant  cut  out  other 
middlemen,  get  prices  to  60%  below  usual  wholesale,  and 
stock  stores  more  efficiently.  "The  traditional  way  of  buying  is 
tiresome,"  says  Cynthia  Broockman. 

That's  exactly  how  TradeOut  hopes  other  buyers  will  feel. 
The  trading  exchange,  launched  16  months  ago,  is  trying  to 
carve  out  a  space  for  itself  as  the  eBay  Inc.  of  business  buying 
and  selling.  Instead  of  Pez  dispensers  and  baseball  cards, 
TradeOut  gets  companies,  ranging  from  Stanley  Works  to 
General  Electric  Co.,  to  post  listings  for  trucks,  electric  gen- 
erators, and  lathes.  Indeed,  eBay,  which  invested  in  TradeOut 
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George  Sameni  ^a 
TradeOut  scooting 
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CAUTION 


WOULD  YOU  ASK  CUSTOMERS 

TO  GO  THROUGH  THIS  BEFORE  DOING 

BUSINESS  WITH  YOU? 


"•m 


NOW  A  FEW  WORDS  ABOUT  YOUR  WEB  SITE. 

To  build  rewarding  relationsliips  with  your  customers,  you  have  to  make  it  easy  for 
them  to  do  business  with  you.  Today,  that  means  implementing  a  Web  strategy  that 
allows  you  to  interact  with  customers  in  ways  you  never  could  before.  At  SilverStream, 
ve  provide  the  software  and  services  that  help  you  deliver  an  Internet  experience  that 
has  the  breadth,  depth  and  professionalism  your  customers  and  trading  partners 
expect.  We're  setting  new  standards  for  building  next-generation  eBusiness  Web  sites. 
Sites  with  the  most  advanced  eCRM  technologies  and  B2B  integration  capabilities,  to 
give  you  a  real  competitive  edge  -  now  and  in  the  future.  Are  you  ready  to  take  your 
eBusiness  to  a  whole  new  level?  www.silverstream.com 


SilverStream 


Art?  voii  fOrUiy  ti>  dd  oMi 


gistered  trademark  of  SilverStream  Softvynro.  In 
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a  year  ago,  provides  an  attractive  model: 
By  using  the  Net  to  bring  together  far- 
flung  consumers  and  small  businesses, 
eBay  quickly  became  one  of  the  very  few 
profitable  dot-coms.  Boasts  TradeOut 
Chief  Executive  George  Samenuk:  "We 
have  an  exchange  with  the  same  charac- 
teristics as  eBay." 

Except  the  opportunity  is  even  bigger.  At 
almost  $400  bOlion  in  annual  sales,  the 
surplus-goods  market  is  nearly  five  times 
the  size  of  eBa/s  original  collectibles  mar- 
ket. By  imloading  old  equipment  from  of- 
fices, warehouses,  and  factories,  as  well  as 
inventory  that  didn't  sell,  companies  "avoid 
the  disaster  of  excess  capacity,"  says  analyst 
Brett  Tarr  of  researcher  Jupiter  Communi- 
cations Inc. 

And  like  eBay,  TradeOut  of- 
fers companies  a  way  to  dis- 
pose of  their  surplus  much 
more  efficiently.  "Every  com- 
pany has  some  idle  assets,  but 
they  have  to  send  out  faxes  to 
let  liquidators  or  customers 
know,"  says  Michael  Petti,  pro- 
gram manager  for  excess  and 
obsolete  sales  at  Stanley,  a 
TradeOut  investor  that  uses  the 
service  to  sell  everything  from 
saws  to  storage  containers.  "If 
we  are  going  to  be  Internet- 
savvy,  we  don't  want  to  be  sell- 
ing by  faxes." 


place  for  the  junk  that's  in  people's 
garages,"  says  McCagg.  "But  the  junk  that  Ls 
in  businesses'  warehouses  and  offices  in 
the  form  of  surplas  inventory  or  idle  assets 
is  much  greater,  and  the  market  is  even 
more  inefficient."  McCagg  started  noodling 
with  a  business  plan  and  raised  money 
that  fall,  founding  the  company  in  January 
1999.  TradeOut  went  live  six  months  later 
and  in  early  2000  brought  in  more  experi- 
enced managers  from  ffiM  as  chief  executive 
and  chief  financial  officers. 

Now,  thanks  to  signing  up  partaers  like 


TURNING  SURPLUS 
INTO  SALES 


Idle  assets.  IradeOut  founder 
Brin  McCagg  wasn't  thinking 
about  crates  of  unsold  saws 
when  he  set  out  in  late  1997  to 
start  another  company.  An 
avowed  serial  entrepreneur,  the 
New  York  City  native  founded 
his  first  company,  an  industrial- 
waste  recycling  company,  im- 
mediately after  graduating  from 
the  University  of  Pennsylvania's 
Wharton  School  in  1990.  He 
left  in  late  1997,  and  soon  be- 
came intrigued  by  the  notion 
of  making  supply  chains  and 
product  returns  more  efficient. 
Then,  during  the  summer 
of  1998,  he  got  a  flash  of  in- 
spiration from  eBay's  IPO 
prospectus — quickly  realizing 
its  model  was  perfect  for  the 
corporate  market,  too.  "eBay 
was  providing  a  liquid  market- 


In  a  huge  market  for  surplus  goods... 


Total  value  of  excess  goods  (2000): 

$400  billion 


Value  of  excess  goods  sold  online  (2000): 


$16  billion 


DATA:  JUPITER  RESEARCH,  BAIN  CONSULTING  CROUP 


...TradeOut  is  building  momentum... 


1999                     2000 

Value  of  available  items 

$600  million 

$1.1  billion 

Amount  of  goods  sold 

$15  million 

$100  million 

Items  posted  for  sale 

8,400 

60,000 

Registered  users 

12,700 

51,000 

Buyers 

350 

3,200 

Sellers 

1      ''°      1 

1         1,400 

DATA:  TRADEOUT  INC. 


...but  it  faces  a  wealth  of  rival  sites 


59 

in  transportation  products,  such  as 
TruckCenter.com,  Hookup.com,  and  AutoTradeCenter.com 

50 

in  general  surplus  inventory,  including 
DoveBid,  FreeMarkets,  and  Rebound.com 

23 

focused  on  specific  industries,  such  as  RetailExchange.com 
Kitchenstuff.com,  and  Closeoutnow.com 


DATA:  DELOITTE  CONSULTING 


GE,  Stanley  and  Sara  Lee  Corp.  this  > 
TradeOut  is  gaining  traction.  It  curre 
sells  seven  types  of  products — from 
parel  to  metalworking  machinery,  auto 
tive  gear,  and  commercial  transportat 
From  a  humble  showing  last  year  of 
million  in  gross  merchandise  sales  and 
revenues  of  $830,000,  TradeOut  so  far 
year  has  conducted  $100  million  in  s; 
bringing  its  net  revenues  to  about  $5 
lion.  Although  it's  still  unprofitable,  lo 
$18.8  million  last  year,  more  of  its  list 
are  turning  into  sales:  In  the  third  qua 
it  sold  about  19%  of  the  items  listed 
from  5%  a  year  ago. 

More  visitors  to  the  site,  which 
lists  $1.1  billion  worth  of  items,  are  tur 
into  buyers,  too.  The  numb( 
purchasers  has  risen  to  3 
from  350  at  the  end  of  last 
That's  likely  to  spike  fur 
thanks   to   a   two-month 
cross-promotion  program 
eBay.  By  placing  links  to  Tr 
Out  on  its  site  and  and 
moting   the   service   thrc  t 
e-mails  and  newsletters,  (  i) 
aims  to  provide  its  "Power 
ers" — about  100,000  indiv 
als  who  run  their  busin<  n 
solely  on  eBay — ^with  a  wj  ic 
buy  in  bulk  and  then  sel  11 
items  on  eBay.  So  far,  a 
7,000  eBay  sellers  have  si 
up     on     TradeOut,     thc^l 
Jupiter's  Tarr  wonders  wh< 
surplus  suppliers  will  like 
products  being  sold  as  exc 

Indeed,  there's  no  telling  s 
yet  whether  TradeOut  can 
the  momentum  going 
175  other  companies  are  A 
into  the  surplus  market  w 
bunch  of  approaches.  Auc 
eer  DoveBid  Inc.  is  mate 
TradeOut's  focus  on  mu 
industries.  Others,  such  a: 
tailExchange.com  Inc.  in  th 
parel  market,  are  going  de 
single  industries.  Mean 
more  established  services 
as       industrial       aucti 
FreeMarkets  Inc.  are  add: 
cess-inventory  marts  to 
lineup.  Says  Len  Prokopet 
nior  manager  of  busine; 
business  services  at   Dc 
Consulting:  "It's  very  di 


1 


1 
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iAsiaWorks 

Global   Technologj.  Asian   Focus. 


Beijing  "E^^ 


Shanghai 


Mumbal 


hen  it  comes  to  Internet  Data 
Centers  and  Hosting  in  Asia 

'  ^  lAf  ^%  I*  IV  ^      I  i.^  Internet  business  in  Asia  can  be  connplex, 

*  ^*   ■■  ''  ^^  ■■    '^  "^      '  ^^  ■         T-  ^^  *^  '     with  uncertain  standards  in  connectivity, 

'<  infrastructure  and  in-country  support.  iAsiaWorks'  Pan-Asian  footprint  of  world-class  data  centers 

the  highest  quality  speed,  peering  relationships  and  local  expertise  in  11  Asia-Pacific  countries  and 

A,  giving  you  the  opportunity  to  host  right  where  your  customers  do  business.  IAsiaWorks  can  get 

P  and  running  quickly  and  easily  throughout  the  region  with  tailored  services  that  reflect  the  needs 

ur  business.  And  with  24  x  7  x  365  support  and  expert  on-site  technicians,  you  can  rest  assured 

'our  online  presence  is  secure  with  us. 

www.iasiaworks.com 
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to  predict  which  model  will  be  the  winner." 
Consolidation  already  has  lurched  into 
overdrive.  Exchanges  ranging  from  the  au- 
tomation-products auction  house  Indus- 
trialVortex  to  the  industrial-equipment  mart 
Equipp.com  are  disappearing  or  selling  out 
to  other  firms.  Deloitte  says  the  number  of 
company  launches  plummeted  to  15  in 
June,  from  178  in  January,  while  the  num- 
ber of  failed  or  merged  marketplaces  has 
gone  from  2  to  15  in  the  same  time  period. 
To  avoid  the  shakeout,  TradeOut  has 
avoided  betting  too  big  at  the  outset.  In- 
stead, it's  building  out  a  few  industry  mar- 
kets by  courting  key  selling  partners  in 
each.  In  March,  for  instance,  TradeOut 


Out's  deal  with  Penske  Corp.,  which  has  a 
fleet  of  152,000  trucks.  Before  selling  online, 
the  company  typically  sold  the  18,000 
trucks  it  replaces  annually  through  its  own 
site,  as  well  as  through  wholesalers  and  at 
its  500  locations  nationwide.  In  April,  teams 
from  Penske  and  TradeOut  met  to  plot 
out  how  the  partnership  would  work.  From 
a  small  pilot  in  the  Northeast  of  150  trucks 


Lepak  Trucking  in  Oklahoma  City,  disc 
ered  in  September  that  he  could  buy  i: 
Penske  trucks  on  TradeOut,  he  mac 
quick  decision  to  replace  his  whole  1 
with  60  trucks.  "We  had  been  looking 
years  to  do  this,  and  now  we  could  bee 
of  the  cost-effectiveness,"  Lepak  says. 

Even  so,  TradeOut  can't  afford  to  gl^. 
E^ansion  capital  is  now  scarce,  even  inp' 


''There  will  be  three  or  four 
major  exchanges  and  then  a  l( 
of  room  for  niche  players'' 
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Leslie  and  Cynthia  Broockman  of  White  Elephant  save  time  by  purchasing  surplus  items  from  TradeOut 


signed  up  GE  and  created  two  new  markets 
centered  around  the  assets  GE  wanted  to 
sell.  That  prompted  GE  Equity  and  six  oth- 
er GE  units  to  invest  $15  million  in  Trade- 
Out.  GE,  which  annually  has  billions  in 
excess  inventory,  is  selling  off^-lease  vehicle 
inventory  such  as  cars,  trucks,  and  trailers 
through  TradeOut. 

Bringing  on  crucial  partners  like  that 
takes  a  lot  of  time,  though — and  time  is  in 
short  supply  on  the  Internet.  Take  Trade- 


in  late  June,  the  company  launched  na- 
tionwide in  July  and  then  began  promoting 
more  heavily  in  August.  In  mid-October,  it 
finally  posted  all  of  its  currently  available 
inventory,  or  about  1,500  trucks. 

That  extensive  up-front  work  has  paid 
off.  So  far,  Penske  has  sold  590  vehicles 
for  about  $6.5  million  and  cut  10  days 
out  of  a  buying  cycle  of  up  to  45  days. 
Even  more  important,  it  has  reached  new 
buyers.  When  Jeff  Lepak,  owner  of  Louis  V. 


e-commerce.  TradeOut  fileJ 
go  public  in  March  but  qui; 
shelved  the  plan  after  dot-iiT: 
stocks  tanked  last  April.  Itk^ 
raised  some  $80  million  to  cie 
Although  it's  spending  $9  fa 
lion  a  quarter,  the  compi 
aims  to  turn  profitable  byl 
end  of  next  year.  Even  so,- 
in  the  process  of  raising  ntt 
money  as  a  cushion,  says  ^c 
James  Mooney. 

Even  more  important,  Ti-  e- 
Out  is  pushing  to  broadei  ts 
revenue  streams.  It's  consi  r- 
ing  expanding  into  spot  i^ 
goods,  consumer  electronics,  ic 
toys,  and  it  recently  sta  ;c 
building  private  exchanges  w 
some  corporations.  For  nov  t'i 
still  relying  largely  on  char  i( 
bimonthly  listing  fees  and  a  ^ 
commission  on  sales.  i 

Will  that  strategy  be  en(j 
to   make  TradeOut  a 
player?  It  better,  since  t| 
won't    be    many    of    tl 
"There  will  be  three  or 
major  exchanges  and  th^ 
lot  of  room  for  niche  play 
says  Janet  Suleski,  a  senior  analyst  at| 
Research  Inc.  Some  rivals  already 
like  winners:  FreeMarkets  has  establi] 
relationships  with  more  than  80  coij 
nies,  including  United  Technologies 
and  Visteon  Corp.  Still,  says  Sull 
TradeOut  has  many  of  the  key  par| 
ships  in  place  to  join  the  major  leag 
it  can  keep  those  partners  and  their] 
tomers  happy,  it  may  avoid  becomir 
another  surplus  dot-com.   • 
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PARTS  J.D.  EDWARDS  COMMERCE  ONE  ICG  COMMUNICATIONS  F00D.COM  DELOITTE  CONSULTING  l> 
EMS  TICKETWEB  TRELLIX  MICROSOFT  ECAMPUS.COM  PEOPLESOFT  ROCKWELL  SOFTWARE  LANTE 
2ENIA!     PEOPLESOFT     j.D.  EDWARDS     LANTE     AUCTI0NR0VER.COM    ERICSSON     ALCATEL     IBM     BOOKS 

IBM's  software  is  built 


with  precision.  With  vision 


With  Rational. 


IM     NETWORK  ASSOCIATES     EZENIA!     MICROSOFT     F00D.COM     SUN  MICROSYSTEMS      ALCATEL     HEV 

IXL  ERICSSON  F00D.COM  SUN  MICROSYSTEMS  RECRUITS0FT.COM  CALICO  COMMERCE  COMMERC 
'ARE  COMMERCE  ONE  IBM  TICKETWEB  MICROSOFT  RECRUITS0FT.COM  TRELLIX  EZENIA!  J.D.  EDV' 
ZASE  PARTS     AUCTI0NR0VER.COM     B00KS0NLINE.COM     CASE  PARTS     CONTEXT  INTEGRATION      ECAMP 


VI  is  the  world's  largest  IT  company  and  a  leading  provider  of  e-business  software 
d  services.  IBM  uses  Rational's  e-development  solutions,  from  visual  modeling  to 
tware  testing,  in  conjunction  with  IBM's  VisualAge    application  development  tools 
d  the  WebSphere  software  platform.  They're  not  alone.  Thousands  of  companies 
ridwide  apply  Rational's  software  engineering  best  practices,  unified  tools  and 
vices  to  increase  their  software  development  speed  and  quality.  In  fact,  47  of 
tune's  top  50  e-businesses  use  Rational's  software.  Want  to  build  software  better 
J  faster?  Visit  us  at  www.rational.com/IBMsuccessi  for  the  complete  IBM  story. 


Ratiir^nal 


the  e-development  company- 


000  Rational  Software  Corporation.  Rational,  Rational  logo,  the  e-development  company.  Rational  Suite  PerformanceStudio  and  ClearCase  are  trademarks  or  registered  trademari<s  o( 
onal  Software  Corporation  in  the  United  States  and  other  countries. 

.  VisualAge.  and  WebSphere  are  registered  trademarks  or  trademarks  of  IBM  Corporation  in  the  United  States,  other  countries  or  both. 
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Nissenbaum: 
Where's  the 
accountability? 
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Making 

A  Killing  Online  ^ 


' 


Choulish  auctions  run  the  gamut 

from  bad  taste  to  the  truly  shocking 


erial  killer  Angel  Resendez-Ramirez  smiles 
as  he  sits  behind  bulletproof  glass  on 
Death  Row  in  a  maximum-security  prison 
in  South  Livingston,  Tex.  Nicknamed  the 
"railroad  killer"  because  he  almost  always 
killed  his  victims  close  to  raUroad  tracks, 
he  has  admitted  to  murdering  12  women 
across  the  U.  S.  and  faces  a  sentence  of 
death  by  lethal  injection.  Yet,  while  he's 
being  interviewed  by  the  Spanish  TV  net- 
work Univision  in  October,  he  jokes  and 
revels  in  his  fame.  Locks  of  his  hair  and 
shavings  from  the  callouses  on  his  feet  have 
been  sold  on  Internet  auction  site  eBay  for 
$9.99  a  pop.  And  he  wonders  aloud 
whether  there  might  be  a  market  for  his 


When  Resendez-Ramirez  was  caught  and 
locked  up,  Konvicka  remembers  feeling  re- 
lief that  his  mom's  murderer  was  being 
brought  to  justice.  Now,  he's  disgusted.  "A 
deep  anger  welled  up  in  me"  when  he 
learned  what  the  killer  was  doing  online, 
says  Konvicka,  a  Houston  police  officer. 
"Serial  killers  shouldn't  profit  from  their 
murders.  Their  victims  are  dead  and  gone 
and  they're  still  here,  breathing,  and  mak- 
ing a  profit  on  what  they've  done.  It's  not 
right.  There  ought  to  be  a  law." 

Trouble  is,  there  isn't.  In  Texas,  as  in 
most  other  states,  there's  nothing  to  prevent 
criminals  from  selling  so-called  murder- 
abilia  on  the  Internet.  eBay  and  other  sites 


''You  wouldn't  walk  into  a  store  and  buy  a  gang-rape 

video,  which  was  for  sale  on  eBay"  -Helen  Nissenbaum 


"bodily  secretions."  He  gets  a  cut  from 
dealers  each  time  a  little  piece  of  him  is 
sold.  "I'm  famous,"  Resendez-Ramirez  says 
in  Spanish.  "Why  shouldn't  I?" 

Tom  Konvicka  can  think  of  some  rea- 
sons. His  mother,  73-year-old  Josephine 
Konvicka,  was  one  of  the  victims.  The 
drifter  broke  into  her  house  on  the  night  of 
June  4,  1999,  and  slaughtered  her  in  bed. 


don't  prevent  it,  either.  In  fact,  there's  little 
to  discourage  the  sale  of  a  whole  range  of 
questionable  items  online.  As  the  Internet 
has  grown  in  popularity,  it's  a  ready-made 
market  connecting  individuals  with  a  vast 
audience  of  potential  buyers — all  protected 
by  a  cloak  of  semi-anonymity  and  the 
hands-off  policies  of  Web  auction  sites. 
That  wide-open  flea  market  has  produced 
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a  cornucopia  of  items  for  sale  that  are  ar- 
guably in  bad  taste  or  unethical,  if  not 
downright  illegal.  Alongside  Beanie  Babies 
on  mainstream  auction  sites,  you  will  find 
the  nude  autopsy  photos  of  murdered  chil- 
dren, Nazi  and  Ku  Klux  Klan  parapher- 
nalia, votes  in  the  Presidential  election,  and 
organs  available  for  transplanting.  How's 
this  for  unsettling?  A  "Peek-A-Boo  Dahmer 


pornography  in  a  realm  where  nobody 
knows  their  age?  Selling  body  organs  online 
isn't  necessarily  a  crime,  but  a  doctor  who 
participates  could  breach  professional  ethics. 
And  how  do  you  prevent  the  trafficking  in 
items  like  neo-Nazi  paraphernalia  that  are 
illegal  in  some  places  (such  as  Germany) 
but  not  in  others?  "It's  loose  and  dirty, 
still,  and  the  regulators  are  still  trying  to  fig- 


The  law  has  been  slow  to  respond  to  the 
new  realities  of  life  in  the  wired  world 


Slayset"  sold  on  eBay  for  $69.69.  It's  a 
Jeffrey  Dahmer  doll  with  a  victim  doll 
tucked  inside,  and  a  toy  garbage  can  with 
little  body  parts  that  glow  in  the  dark. 

Sure,  a  lot  of  the  offbeat  stuff  is  harmless. 
Someone  paid  $4,000  for  Elvis'  dental 
records.  A  fan  paid  $23.50  last  summer  for  a 
piece  of  half-eaten  toast  left  behind  in  a 
New  York  hotel  room  by  N'Sync  superstar 
Justin  Timberlake.  An  18-year-old  Ontario 
youth  offered  to  sell  his  soul — and  45  peo- 
ple placed  bids  of  from  $4  to  $11.  Dan 
Lewis,  a  Tufts  University  student  who  found- 
ed Philadelphia-based  whatTheHeck.com, 
which  tracks  "weird"  items  sold  over  eBay 
and  posts  them,  says:  "A  lot  of  people  are 
trying  to  get  attention,  or  a  good  laugh." 

Not  a  garage  sale.  Few  laugh,  how- 
ever, when  somebody  crosses  the  line.  A 
growing  chorus  of  ethicists,  lawmakers, 
consumer  groups,  and  Internet  activists  say 
something  needs  to  be  done — either 
stepped-up  monitoring  by  auction  sites 
themselves,  or  statutes  that  police  the  Net- 
ways.  The  auction  sites  "are  not  simply 
the  cyber-equivalent  of  somebody's  garage 
sale,"  says  ethicist  Helen  Nissenbaum,  di- 
rector of  the  Science,  Technology,  and 
Ethics  program  at  Princeton  University. 
"By  refijsing  to  take  responsibility  for  what 
is  sold  on  their  site,  they're  cashing  in  on 
an  overall  lack  of  social  accountability  the 
Net  offers  people."  Nissenbaum  believes 
that  while  the  sale  of  murderabilia  or  Nazi 
items  are  not  illegal,  it's  "morally  repre- 
hensible," and  doesn't  belong  online. 

Problem  is,  when  it  comes  to  the  Web, 
it's  sometimes  difficult  to  tell  what's  illegal, 
what  ought  to  be  illegal,  and  what's  just  in 
bad  taste.  It's  clearly  against  the  law  to  sell 
things  such  as  endangered  species  and  cer- 
tain kinds  of  firearms.  But  how  do  you 
prevent  minors  from  buying  alcohol  and 


ure  out  what  they  should  be  doing,"  says 
Shari  Steele,  director  of  legal  services  for  the 
Electronic  Frontier  Foundation,  which 
monitors  law  and  ethics  in  cyberspace. 

Given  all  the  confusion,  society's  first 
line  of  defense  could  be  auction  site  opera- 
tors— but  they're  having  none  of  it.  Indeed, 
eBay,  which  makes  up  to  $500,000  a  day  on 
commissions,  has  a  laissez-faire  attitude 
about  what  is  sold  on  the  site.  "As  a  rule  of 
thumb,  any  merchandise  that  you  could  sell 
at  a  swap  meet  or  to  a  neighbor  should  be 
available  there,"  says  eBay  spokesman  Kevin 
Pursglove.  "We're  not  into  censorship."  Still, 


the  OTmpany  has  published  guidelines 
prohibit  such  things  as  alcohol,  firea 
and  human  parts.  It  lists  pornography 
Nazi  items  only  as  "c]uestionablc."  If  pc 
break  the  rules,  eBay  attempts  to  pre 
them  fi-om  selling  on  the  site  again— | 
spots  them,  that  is. 

The  company  claims  it's  all  pa 
eBay's  philosophy  of  building  a  comn 
ty  based  on  trust.  But  that's  not  the  \ 
story.  By  not  screening  items,  eBay 
potential  liability  and  high  monit 
costs.  Indeed,  at  this  point,  the  site  is  n 
easy  to  police.  With  7.7  million  regis 
users,  eBay  almost  matches  the  popul; 
of  New  York  City.  At  any  given  ti 
has  some  3  million  items  up  for  aucti( 
adding  600,000  new  items  every  day. 

Now  that  Net  auctions  have  be< 
such  a  magnet  for  potentially  dicey  il 
some  states  and  federal  agencies  are 
ping  up  their  efforts  to  stop  abuses, 
summer,  prompted  by  the  sale  of  mujr 
related  items  on  the  Net,  California 
makers  passed  a  law  that  makes  it  illeg; 
prisoners  to  profit  off  their  crimes.  W. 
while,  the  U.  S.  Fish  and  Wildlife  Serv 
investigating  repeated  incidents  of  en 


Pushing  the  Limits 


Online  auctions  have  opened  the  door  to  trading  items  that  might 
have  never  been  sold  in  public  marketplaces.  Online  auctioneers 
believe  in  protecting  the  right  of  people  to  sell  whatever  they  want 
in  cyberspace,  though  some  citizen  groups  want  limits.  Here's  a  sam- 
pling of  what  has  been  sold  on  eBay  in  the  past  year: 


ITEM 


DATE 


NO. 
OF  BIDS 


HIGH  BID 


Drug-free  urine 

Dead  kitten 

Testicle 

Vial  of  dirt  from  serial 
killer  John  Wayne  Gac/s 
crawlspace,  where  he 
stored  his  dead  victims 

KKK  hood 

Pedophilia  video 

Woman's  dirty  panties 


2-19-99 
6-30-99 
9-12-99 
9-27-99 


9-14-00 
9-27-00 
10-2-00 


10 

5 
o 
18 


$123.00 

$150.00 

Asked  $500,000 

$20.50 


$74.95 
$16.77 
$21.67 


DATA:  EBAY.COM 
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Some  of  the  biggest 
names  in  tlie  game 
come  up  siiort  wlien 
it  comes  to  building 
digital  marketplaces. 


Building  B2B  marketplaces  is  making 
some  industry  giants  look  small.  Ttie  trutt) 
is,  if  you  hand  the  ball  to  one  of  those 
so-called  "dream  teams," you'll  be  up 
against  a  sizable  integration  challenge. 

VerticalNet  Solutions  will  help  you  get 
your  online  marketplace  together  far  more 
effectively — and  faster  Our  eli/larketplace 
Suite  provides  a  comprehensive  set  of 
tools  required  to  develop  a  high-liquidity 
digital  marketplace.  All  within  one 
marketplace,  our  suite  delivers  content, 
community,  and  commerce  transaction 
modules,  including  auctions,  catalogs, 
exchange,  RFP/RFQ,  structured  negotiation, 
and  a  broad  range  of  e-procurement  and 
e-distribution  services. 

Over  the  past  five  years,  VerticalNet  has 
built  57  online  communities  where  buyers, 
sellers,  and  third  parties  meet  to  enjoy 
greater  business  efficiencies.  Each 
combines  content,  community  and 
commerce  modules  to  satisfy  the  specific 
needs  of  the  industry  served. 

Ready  to  seize  an  advantage  in  the 
competitive  B2B  game?  Visit 
www.  verticalnetsolutions.  com 
right  away  or  call  866-263-6040. 


y  VerticalNet  Soiuticns 
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gered  wildlife  being  sold  over  eBay  and 
Yahoo.  And  the  FBI's  Internet  Fraud  Com- 
plaint Center  gets  more  than  1,000  com- 
plaints of  online  auction  fraud  each 
month — most  of  them  involving  eBay  traf- 
fic. Agents  have  begun  tinning  some  of 
these  cases  over  to  local  law  enforcement 
authorities. 

Other  auction  sites  are  being  watched, 
too.  In  October,  state  elections  officials  in 
Illinois  and  New  York  temporarily  shut 


What  kind  of  person  would  sell  or  buy 
a  lock  of  a  murderer's  hair?  According  to 
Andy  Kahan,  a  victims'  rights  lawyer  in 
the  Houston  mayor's  crime  victims  office, 
it's  mosdy  professional  dealers  who  sell  "to 
people  who  want  to  be  cool  or  fearless  or 
who  simply  find  pleasure  in  somebody 
else's  pain."  Whatever  the  motivation,  this 
is  big  business.  Just  ask  Ted  Svejda,  a  mem- 
orabilia dealer  fi-om  Piano,  111.  Among  oth- 
er things,  he  peddles  wood  from  the 


The  anonymity  of  the  Web  makes  the 
previously  unthinlcable  easily  accessible 


down  Voteauction.com,  an  Internet  site 
where  Americans  could  sell  their  votes  to 
the  highest  bidder.  More  than  15,000  peo- 
ple in  14  states  had  registered  for  the  auc- 
tions before  officials  stopped  trading.  The 
site  now  operates  as  Vote-auction.com  on  a 
server  in  Germany.  Authorities  say  they  are 
keeping  close  watch  and  will  nab  all  who 
accept  money  for  their  votes — and  the  peo- 
ple who  pay  them — charging  them  with  vi- 
olating state  and  federal  election 
laws.  "This  is  an  outrage  to  the 
system  of  democracy,"  says  Peter 
Eisner,  managing  director  of  the 
Center  tor  Public  Integrity,  a  non- 
profit research  center  in  Wash- 
ington, D.  C.  "It  undermines  the 
system." 

Nightmares.  As  troublesome 
as  such  sites  may  be,  it's  the 
murder  cases  that  elicit  anguish. 
Even  though  it  has  been  18  years 
since  Harriet  Semander's  daugh- 
ter, Elena,  was  killed  by  Coral 
Eugene  Watts,  the  terror  contin- 
ues for  her — online.  Normally, 
Semander  says,  she  would  have 
only  occasional  nightmares  about 
the  night  when  her  daughter's 
body  turned  up  in  a  neighbor- 
hood trash  dumpster.  But  her 
nightmares  started  coming  every 
night  last  spring  when  she  saw 
that  Watts'  locks  of  hair  and  au- 
tographs were  being  sold  on 
eBay.  "I  became  physically  sick 
when  I  saw  this,"  Semander  says. 
"And  what  made  me  even  sicker 
is  that  eBay  is  profiting  fi-om  this 
type  of  thing  being  sold.  It's 
wrong,  just  morally  wrong." 
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remains  of  the  Wisconsin  farmhouse  of 
deceased  serial  killer  Ed  Gein,  who  inspired 
Alfred  Hitchcock's  Psycho.  Svejda  says  he 
used  to  deal  only  imderground,  and  had 
just  a  trickle  of  business.  After  he  started 
trading  on  eBay,  sales  doubled — though 
he  wouldn't  reveal  sales  figures.  "It's  like 
everybody  is  coming  into  my  shop  now, 
not  just  the  people  who  traded  in  this, 
but  new  ones  altogether,"  he  says.  Does 


he  care  about  the  effect  on  the  familu 
crime  victims?  "Sure,  it  probably  hurts 
tims'  families  to  see  this  stuff,"  Svejda 
"But  I'm  not  going  to  let  that  stop 
fi-om  making  a  buck." 

The  very  nature  of  the  Web  make; 
unthinkable  more  possible.  Absent  th 
ternet,  many  people  might  not  have 
exposed  to  the  opportunity  to  revel  in 
items  or  bloody  murder  photos,  or  bi 
fered  an  easy  chance  to  buy  them  wit 
fear  of  social  backlash.  "You  wouldn't 
into  a  store  and  buy  a  gang-rape  v 
which  was  for  sale  on  eBay,"  says  Pri 
ton's  Nissenbaum.  "Most  people  wou 
be  caught  purchasing  this  stuff  in  pul 


Endangered  species,  indeed, 

medium  makes  the  market.  When 
ronmentalist  Gary  Appelson  logged 
eBay  earlier  this  year  and  typed  in 
words  "tortoise  shell"  at  the  search  pre 
he  found  more  than  50  auctions  feati 
sea  turtle  shell  ornaments,  glasses,  c 
and  even  a  guitar  pick.  He  contactec 
thorities,  including  U.  S.  Fish  &  Wi 
Service  special  agent  Bob  S 
who  investigates  wildlife  smug 
in  the  San  Francisco  Bay  are 
the  past  year.  Snow  says,  he 
identified  roughly  300  auctior 
eBay  involving  items  prohibite 
the  Endangered  Species  Act 
eluding  the  sale  of  leopard 
and  a  frozen  baby  white 
"eBay  is  a  magnet  for  people 
previously  didn't  have  many 
lets,"  Snow  says.  Before,  the 
was  limited.  Now,  via  eBay 
other  online  auction  sites,  "y 
immediately  linked  up  to  mi 
of  people." 

The  Web  amplifies  et 
dilemmas,  too.  Consider  Med 
Online.com,  a  site  that  con 
plastic  surgery  doctors  and  pa 
on  the  Net.  People  who 
surgery  post  their  informatic 
the  site,  and  participating 
cians  bid  for  jobs.  Medical  eti 
are  outraged  because  the  sit 
courages  people  to  make 
medical  decisions  based  main 
price.  "This  is  not  like  an  a 
seat.  These  are  human  lives,' 


Killer  Resendez-Ramirez  sells  hi 
hair  on  auction  site  eBay.com 


I 


Networking  the  New  Economy 


lake  me 

to  the  corner 

f  business  anc 

technology. 


Where  networking  rules.  Today,  business 

demands  value-driven  networking  that's  global  and 
connpletely  integrated.  You  need  to  manage  your  infra- 
structure for  mission-critical  use  by  corporate  users, 
suppliers,  customers  and  prospects.  You  must  transform 
your  organization  to  thrive  in  a  web  of  business  com- 
munities. And  you  need  to  innovate  and  seize  opportu- 
nities at  Internet  speed.  In  this  new  economy,  AT&T 
Solutions  offers  deep  networking  knowledge,  customer- 
focused  teamwork,  strong  global  alliances  and  an  ability  to 
work  with  any  technology.  We  help  you  corner  the  market 
on  success.  Because  today,  networking  rules. 


www.attsolutions.com   I   973  443-3106 


aiAT&T 


AT&T  Solutions 
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Dr.  Mimis  Cbhcn,  chief  of  plastic  siirgcry  at 
the  University  of  Illinois  at  Chicago  and 
Cook  County  Hospital,  who  worries  that 
unscrupulous  doctors  will  cut  corners,  en- 
dangering a  patient's  health. 

What  irks  him  most:  The  site  asks  doc- 
tors to  provide  info  about  their  education 
and  experience — including  their  history  of 
malpractice  suits — but  takes  no  responsi- 
bility for  the  veracity  of  that  information. 
By  contrast,  a  regular  hospital  is  legally 


First  Amendment  as  a  motivation  for  its 
hands-off  attitude.  And  the  American  Civ- 
il Liberties  Union  has  sided  with  eBay 
when  critics  call  for  banning  the  sale  of 
Nazi  and  KKK  memorabilia — calling  it  a 
free  speech  issue.  Says  eBay's  Pursglove: 
"Our  community  tends  to  see  any  efforts 
on  our  part  to  discourage  certain  sales  as  a 
violation  of  their  First  Amendment  rights." 
Indeed,  some  eBay  denizens  are  quite 
touchy  about  anything  that  would  crimp 


Much  of  the  trade  in  '^murderabilia" 

is  conducted  by  professional  dealers 


Her  attitude  is  just  one  of  many  i 
sons  why  it's  difficult  to  stop  the  auct  ) 
ing  of  illegal  or  bad-taste  items  on 
The  federal  government  doesn't  have  i( 
resources  to  find  and  shut  down  or 
auctions  of  endangered  species.  Nei 
do  most  of  the  auction  sites.  Even  as 
started  shutting  down  an  auction  f 
sea  turtle,  new  ones  started  popping 
according  to  Appelson.  He  calls  on 
company  to  review  all  incoming  it 
For  now,  though,  eBay  plans  to  rely  o 
guidelines — and  on  its  communit 
members — to  blow  the  whistle  on 
thing  beyond  the  pale.  Pursglove  sayi 


bound  to  take  responsibility  for  the  cre- 
dentials and  services  of  doctors  who  prac- 
tice there.  The  site  defends  itself.  "If  a 
doctor  wants  to  lie  on  a  resume,  that's  not 
MedicineOnline's  problem,"  says  Richard 
Van  Meter,  a  doctor  and  MedicineOn- 
line.com  executive  board  member.  "It's  the 
consumer's  problem.  That  keeps  liability 
costs  low  and  out  of  mol's  lap." 

That's  eBay's  answer,  too:  Since  it  does 
not  sell  anything  itself,  it's  not  responsible 
for  what  is  sold  on  the  site.  eBay  asks  sell- 
ers to  report  any  breach  of  guidelines — in 
other  words,  to  police  the  site  themselves. 

Far  from  putting  handcuffs  on  auction 
sites,  existing  laws  actually  provide  them 
with  some  cover.  Under  the  Digital  Mil- 
lennium Copyright  Act  of  1998,  for  ex- 
ample, site  operators  can't  be  held  liable  for 
illegally  distributed  material  if  they  are 
"unaware"  of  the  illegal  status  of  the  item, 
or  if  they  lack  the  abUity  to  control  the 
trade.  While  this  law  focuses  on  copyright 
protections,  eBay  is  citing  it  as  part  of  its 
defense  against  a  suit  by  six  San  Diego 
residents  who  bought  sports  memorabilia 
on  the  site  that  turned  out  to  be  fake.  The 
plaintiffs  are  seeking  a  refijnd  of  the  $1,000 
they  paid,  and  are  calling  for  eBay  to  be 
held  responsible  for  fraud  on  its  site. 

If  the  plaintiffs  win,  it  could  force  eBay 
to  be  accountable  for  certain  items  on  its 
site.  An  outcome  like  that,  legal  experts 
say,  might  sink  eBa/s  profits  and  force  it  to 
shrink  so  it  can  afford  to  adequately  mon- 
itor sales  of  items  on  its  site.  eBay  has  ar- 
gued repeatedly  that  it  should  not  be  held 
responsible  because  it  doesn't  list  items  for 
sale  and  never  has  the  items  in  its  posses- 
sion. eBay  attorney  Rob  Chestnut  declined 
to  be  interviewed  for  this  story. 

eBay  claims  a  healthy  respect  for  the 
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their  freedom.  Teresa  Hoyt,  of  Kalamazoo, 
Mich.,  runs  a  home  business,  fatcats.com, 
reselling  PC-rated  videos  that  she  buys  on 
eBay  to  others  via  the  Net.  She  says  she  sees 
offensive  items  on  the  auction  site,  but 
doesn't  complain  to  eBay,  and  wouldn't 
want  anything  to  be  done  about  it.  People 
go  to  the  Web  because  they  can  buy  or  sell 
almost  anything  there.  "I  don't  want  eBay 
telling  us  what's  right  or  moral  by  telling  us 
what  we  can  sell  and  what  we  cannot," 
she  says.  "If  we  don't  like  something,  we 
can  always  turn  the  computer  off." 


creasing  site  traffic  will  make  it  hard^ 
people  to  conduct  bad  business  on 
"The  more  we  grow,"  he  says,  "the 
people  in  our  community  are  watchj 

That's  little  comfort  to  Harriet 
der,  the  mother  of  one  of  Coral  Ed 
Watt's  victims.  Semander  fears  that| 
more  eBay  grows,  the  more  people 
buying"  offensive  stuff  With  creepd 
criminals  like  Watts  and  Resendez-Rai 
virtually  on  the  loose,  eBay's  self-mo^ 
ing  system  may  not  be  enough. 

Contributing:  David  \ 
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Yantra  is  the  web-based  e-business  engine  that  successfully  manages  high  volume  transactions. 
To  build  a  successful  e-business,  you  must  flawlessly       del.vers  simplicity  to  even  the  most  complicated 
manage  thousands,  maybe  millions  of  complex  e-businesses  with  flexible  business  rules,  scalability, 

transactions  on  the  internet.  Yantra  is  the  powerful  and  90-day  implementation.  No  one  solution  does 

e-commerce  engine  that  seamlessly  manages  ^Jk       more  to  build  and  retam  sat.sfied  customers 
all  of  them  across  your  enterpnse  and  jl^^       ,han  Yantra.  The  future  success  of  your  bus,- 

extrapnse.  Our  best-of-breed  solution  ^^^  „ess  starts  by  contacting  us  today 


www.yantra.com 
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The  engine  of  e-business. 


1-888-292-6872 
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isn  t  one. 


A  dynamic  network  is  how  business  manages  change. 

You  are  now  able  to  link  your  internal  systems  and  your  automated  business 
processes  across  the  Internet  with  customers,  vendors,  and  partners.  And  in 
turn,  with  these  businesses'  customers,  vendors,  and  partners.  This  is  how 
businesses  manage  change —  a  dynamic  network,  a  limitless  network  of  busin 
connections,  all  powered  by  the  ebusiness  platform  from  Vitria.  it 
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he  drops  from  a  leaky 
pipe  in  the  ceiling  were 
heavy,  and  loud — enough 
to  make  everyone  at  the 
-  ^         meeting  in  Plumtree  Soft- 

,<ff^       ware  Inc's  tiny  San  Francisco  confer- 
>.,    dice    room    edgy.    Especially    Dan     . 


'T^Vi^ 


'^^A^')i}.^ii-y-  •  Gerbus.  The  Procter  &  Gamble  Co.  ' 

•■  -^f^' .-' •■'«•■■.■■  ■^' 

^V-  K'  ^'      executive  flew  into  San  Francisco  that 


m 


"1  morning  to  meet  Plumtree's  managers 

)'  for  the  first  time.  He  wondered  if  P&G, 

y  X        JflVith  amiual  revenue  of  $38  billion,  * 

•  '■         '  ( '  \~  '', , 

jcrazy  to  trust  a  multimillion- 

ar  softy^arfcjproiect  tp  a  Company. 
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with  only  10  customers  and  led  by  execu- 
tives who  just  three  years  before  had  been 
hashing  out  a  business  plan  in  a  Berkeley 
(Calif.)  boarding  house.  Plumtree  market- 
ing chief  Glenn  Kelman  picked  up  on  the 
anxiety  of  Gerbus  and  the  two  P&G  man- 
agers traveling  with  him.  "You  could  just 
see  from  the  looks  on  their  faces 
that  they  were  wishing  like 
hell  they  could  just  buy 
something  from  IBM," 
Kelman  says. 

Uncomfortable  or  not, 
it's  a  scene  being  repeated 
all  across  the  corporate 
landscape.  Cutting-edge  tech- 
nology firms,  many  of  them 
young  and  untested  in  the  ways  of 
big  business,  are  being  tapped  to  help  In- 
dustrial Age  icons  get  wired  for  the  New 
Economy.  Jarring  differences  in  size,  culture, 
and  business  savvy  are  forcing  companies 
like  P&G  to  venture  into  uncharted  man- 
agement territory  to  make  sure  those  dif- 
ferences don't  spell  disaster.  "Not  since  the 
turn  of  the  last  century  have  we  seen  so 
many  young  and  inexperienced  companies 
linking  up  with  older  corporations  to  do 
make-or-break  projects  at  high  speed,"  says 
management  guru  Gary  Hamel,  chairman 
of  consultancy  Strategos.  "For  old  and  new 
companies  alike,  it's  becoming  a  whole 
new  management  migraine." 

Strange  bedfellows.  The  relationship 
doesn't  have  to  be  a  headache.  If  those 
strange-bedfellow  projects  are  managed 
adroitly,  they  can  be  a  boon  for  both — and 
a  source  of  some  unexpected  inspiration. 
Consider  the  tale  of  how  the  Plumtree-P&G 
deal  came  together  a  year  ago  and  what 
the  two  companies  have  learned.  Plumtree 
has  provided  P8cG  with  software  so  that 
complex  corporate  data  spread  throughout 
the  company  can  be  presented  to  employees 
in  an  easy-to-use  Web  browser.  But  beyond 
the  normal  buyer/supplier  relationship,  both 
have  picked  up  valuable  lessons  to  help  each 
other  forge  the  management  techniques 
needed  to  thrive  in  the  New  Economy. 

P&G,  a  160-year-old  industrial  giant  that 
makes  everything  from  Tide  detergent  to 
Pringles  potato  chips,  never  thought  that 
seeing  how  a  startup  stays  nimble  would 
point  out  new  ways  to  motivate  p&g  em- 
ployees. "We're  this  old  elephant,"  says  P&G 
Chief  Information  Officer  Stephen  N. 
David.  "We  need  to  start  acting  more  like  a 

EB  94    BUSINESS  WEEK  E.BIZ  /  NOVEMBER  20,  2000 


gazelle."  Already,  p&g  is  giving  engineers 
a  chance  to  broaden  their  experience  by 
working  on  cutting-edge  Net  software  so 
they  won't  be  pigeonholed  into  mundane 
tasks  such  as  computer  maintenance.  And 
P&G  has  seen  how  quickly  Plumtree  can 
deal  with  problems,  thanks  to  its  engineers' 
breadth  of  knowledge. 

Four-year-old  Plumtree  gets  a 

mentor.  But  the  company  isn't 

coddled.    Instead,    the    brash 


jumping  through  a  lot  of  hoops  to 
Plumtree  and  a  giant  leap  of  faith  for  p&( . 
There  are  cultural  differences  as  wide  as  tho 
2,000  miles  from  P&ci's  headquarters  ii 
Cincinnati  to  the  San  Francisco  offices  oq 
Plumtree.  p&g  workers  are  known  through 
out  the  consumer-products  industry  a 
"Proctoids,"  who  work  in  a  culture  famou 
for  rules  governing  the  most  routine  pro 
cedures,  including  how  to  write  a  compan 
memo.  Plumtreevians,  as  they  call  them 


A  Tale  of  Two  Cultures 


They  soi 


and  Old  Economy  icon  Procter  &  Gamble.  But  a  joint  softwi 


LESSONS  FOR  THE  STARTUP 


Big  can  be  bG3Utif  Ul*  p&g  execs  have  quietly  steered 
Plumtree  through  problems  with  other  large  customers.  When  a 
Plumtree  project  at  Motorola  ran  into  miscommunication  snags,  a 
P&G  exec  sat  both  groups  down  and  smoothed  ruffled  feathers. 

Be  wary  of  young  arrogaiice.  piumtree 

engineers  thought  their  software  was  tops,  but  they  found  it  was  lack- 
ing features  once  the  P&G  project  got  started.  The  result:  An  improved 
version  of  Plumtree's  software  that  it  can  sell  to  other  customers. 

They  say  "jump."  You  say,  "hOW  high?"  acus- 

tomer  like  P&G  can  make  or  break  an  upstart.  When  P&G's  execs  de- 
manded proof  that  Plumtree  could  meet  P&G's  requirements,  Plumtree 
engineers  worked  around  the  clock  for  a  month  to  pass  the  test. 

Get  aClUlt  supervision.  Plumtree  has  young  engineers 
working  on  the  P&G  project.  But  the  key  personnel  on  the  project  are 
industry  veterans — a  41-year-old  former  consultant  for  Oracle  Corp.  and 
a  lead  salesperson  with  a  long  history  in  enterprise  software  sales. 


I 


young  engineers  at  Plumtree,  who  thought 
their  software  was  tops,  are  shocked  to 
learn  what  it  takes  to  support  a  huge  cus- 
tomer, both  in  terms  of  corporate  polish 
and  hands-on  engineering  experience  on 
massive  corporate  computer  systems.  They 
also  get  valuable  insight  into  features  im- 
portant to  large  organizations,  and  even 
find  a  financial  backer  that  can  help  land 
business  with  other  biggies.  "From  a  cred- 
ibility, reputation  point  of  view,  it's  a  com- 
pany-making deal,"  says  Plumtree  ceo  John 
Kunze,  a  veteran  of  Adobe  Systems  Inc. 
Of  course,  getting  the  deal  done  meant 


selves,  are  proudly  quirky.  They  dress 
they  please  and  unwind  in  the  office  wit 
wrestling  and  Nerf  football  games. 

p&(,'s  Gerbus  didn't  care  what  Plumtre 
vians  wore  or  whether  they  horsed  arour  uj^ 
in  the  hallways.  P&G  had  spent  the  pa 
two  years  struggling  to  rebuild  its  info 
mation  systems,  so  employees  wouldr 
run  into  confiasing  data  such  as  30  d 
scriptions  for  water  or  six  ways  to  defii 
"dark  blue."  For  p&t;,  sAi'  software  was  tl 
first  step  in  bringing  order  to  that  info  ]^ 
mation.  sap's  software  forces  the  compai 
to  define  its  operations  step  by  step,  fio 


dl  the  ingredients  that  go  into  its  detergent 
o  the  shipping  schedule  of  the  trucks  that 
lelivcr  Tide  to  stores.  The  project  is  now 
wo-thirds  complete  and  has  stretched  to 
ens  of  millions  of  dollars. 

By  the  spring  of  1999,  however,  I'&c.  re- 
ilized  the  sap  software  was  going  to  be  too 
lifficult  for  nontechnical  employees  to  use. 
vnd  it  couldn't  be  easily  integrated  with 
he  company's  Web  systems  because  the 
oftware  wasn't  originally  designed  for  the 


dime.  Gerbas  figured  they  would  do  a  lot  to 
land  a  marquee  customer  like  P&G.  One 
company  he  got  in  touch  with  was 
Plumtree.  Kunze  hesitated  at  first  when  a 
July  26,  1999,  "cold  e-mail"  from  Gerbus  to 
info@plumtree.com  asked  if  Plumtree  could 
provide  a  trial  copy  of  its  software.  Although 
P&G  was  unquestionably  a  whale 
of  a  customer,  Plumtree  was 
just  getting  its  act  together. 
The  third  version  of  its  soft 


the  Odd  Couple:  New  Economy  startup  Plumtree  Software 
set  is  teaching  both  companies  management  lessons. 


LESSONS  FOR  THE  BIG  COMPANY 


Make  the  startup  jUITip  thfOUgh  hOOpS. 

P&C's  list  of  requirements  from  Plumtree  was  68  pages  long.  P&G 
made  Plumtree  prove  it  was  up  to  the  challenge  through  product 
demos  and  details  of  how  it  would  handle  the  project. 

Ensure  the  startup  d06Sri  t  f3lL  p&g  invested 

$2  million  in  Plumtree.  Why?  P&G  saw  it  as  a  sound  financial  invest- 
ment, and  it  gives  P&G  an  active  role  in  the  future  of  Plumtree.  That 
may  sound  like  a  lot  of  money,  but  it's  nothing  compared  to  the  cost 
of  a  global  project  that  goes  sour. 

Bridge  the  cultural  gap.  a  startup  may  have  engineers 
who  are  a  little  nervous  about  working  in  a  big  corporate  environment. 
When  Plumtree  developers  landed  in  Cincinnati,  P&G  techies  socialized 
with  them,  from  eating  at  the  local  chili  joint  to  sampling  the  local  brew. 

Let  the  startup  culture  petCOlatG.  At  p&cthe 

Plumtree  project  is  letting  young  P&G  engineers  work  on  cutting-edge 
Net  software  while  learning  how  to  get  the  job  done  differently. 


A.  P&G  needed  something  only  startups 
ade  at  the  time — cutting-edge  corporate 
ortal"  software.  Portal  software  grabs  data 
It  of  those  difficult-to-navigate  corporate 

i(  items,  such  as  inventory  management, 
d  presents  them  in  a  browser  format 
at  is  no  more  difficult  to  understand  than 
Web  page  on  Amazon.com  Inc.  Sounds 
nple,  but  the  software  is  very  complex. 
Gerbus  started  searching  for  a  solution 

tkjmt  could  work  throughout  p&g.  He  al- 
idy  knew  he'd  have  to  go  to  a  startup.  His 

tat  I  ly  choice:  Run  the  startups  through  a 

roi  '^^  shakedown  before  he'd  give  them  a 


ware  was  turning  heads.  But  its  service  or- 
gani2ation  was  still  just  seven  people.  Kunze, 
37,  knew  a  project  at  P&G  could  easily  con- 
sume all  of  Plumtree's  resources. 

Kunze  overcame  his  big-customer  fear. 
On  Aug.  13,  he  invited  Gerbus,  48,  to  visit 
Plumtree's  downtown  office.  Gerbus  ar- 
rived with  two  co-workers,  and  for  four 
hours,  small  groups  of  nervous  Plumtree 
executives  filed  into  the  conference  room  to 
be  grilled  by  the  poker-faced  Gerbus.  He 
thanked  each  presenter  and  never  gave  the 
slightest  indication  what  he  thought.  "When 
he  left,  there  was  no  way  to  feel  positive  or 


negative  about  things,"  says  Kunze. 
Gerbus  had  a  68-page  list  of  require- 
ments— a  doozy  of  a  roster  that  asked 
questions  ranging  from  the  background  of 
Plumtree  execs  to  a  clarified  corporate  vi- 
sion. Kunze  knew  he  would  have  to  expand 
his  technical  consulting  staff  in  a  hurry. 
Over  the  next  four  months,  while  he 
was  negotiating  with  P&G,  he 
scrambled  to  hire  seasoned  ex- 
ecutives. In  December,  Wendell 
Robinson,  a  veteran  Oracle 
Corp.  consultant,  was  brought 
in  to  run  the  project  at  P&G 
in  Cincinnati. 
The  next  step:  a  demo  before 
the  P&G  high-tech  brain  trust  at  its 
headquarters.  This  time,  Kunze  almost 
blew  it.  On  Oct.  8,  he  and  John  Hogan, 
Plumtree's  vice-president  for  development, 
were  about  to  demonstrate  an  early  version 
of  what  a  P&G  corporate  portal  would  look 
like.  It  would  have  a  central  Web  page, 
which  employees  could  tweak  for  their 
own  needs.  That  page  would  guide  them 
through  p&g's  maze  of  data,  without  ever 
really  exposing  them  to  its  complexity. 

Server  problems.  Kunze  and  Hogan 
faced  Gerbus  and  about  a  dozen  other 
stone-faced  p&g  tech  people.  But  there  was 
a  problem:  The  PC  server  in  San  Francisco 
that  ran  the  demo  wasn't  working.  All 
someone  had  to  do  was  press  a  button  to 
reboot  it.  Unfortunately,  it  was  6  a.m.  on 
the  West  Coast,  and  there  was  no  one  at 
the  office.  "I  kept  stalling,"  says  Kunze.  "I 
must  have  given  the  longest  PowerPoint 
presentation  of  my  life."  Finally,  after  an 
hour,  someone  rebooted  the  computer. 
Now,  Kunze  leaves  nothing  to  chance.  The 
Plumtree  demo  server  has  a  backup,  as 
well  as  support  personnel  who  can  be 
paged  at  a  moment's  notice. 

After  the  presentation,  Gerbus  still 
wasn't  convinced.  For  nearly  two  months, 
Plumtree  ran  a  "proof  of  concept"  test  of 
its  software  that  duplicated  all  the  tough 
software  integration  chores,  ranging  from  e- 
mail  systems  to  databases,  needed  on  the 
larger  project.  The  demo  also  allowed  Ger- 
bus to  work  with  Plumtree's  engineers  so 
he  could  explain  technical  problems  and  lis- 
ten to  how  they  would  respond.  "I  don't 
want  to  have  to  go  out  three  years  from 
now  and  find  a  new  solution  because  the 
company  I  picked  didn't  make  it,"  he  says. 

On  Nov.  29,  Gerbus  returned  to  San 
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Francisco.  Over  a  salmon  dinner  at  the 
chic  Scala's  Bistro,  he  inked  a  tentative  deal 
with  Kunze  on  a  dinner  napkin.  Gerbus 
knew,  though,  that  when  a  company  like 
p&G  buys  from  a  young  company,  the  start- 
up's solvency  is  every  bit  as  important  as  its 
technology.  So  Gerbus  convinced  the  p&g 
board  that  Plumtree  would  be  a  good  in- 
vestment. In  June,  p&g  invested  $2  million 
in  Plumtree  for  a  roughly  2%  stake. 

Gerbus  still  wasn't  satisfied.  He  had  to 
make  sure  that  the  Plumtree  engineers  felt 
comfortable  enough  at  p&G  to  work  their 
magic.  He  found  a  private  office  for  them 
with  phones,  data  ports  for  their  laptop 
computers,  and  a  printer  that  he  scrounged 
up.  And  he  and  his  staff  took  them  out  on 
the  town,  to  local  brew  pubs  and  to  the 
Skyline  Diner,  which  serves  a  cinnamon-fla- 
vored meat  chili.  Sounds  touchy-feely,  but  it 
worked.  The  young  Plumtree  engineers  felt 
on  equal  footing  with  p&g's  tech  staff.  "I 
thought  it  would  be  a  lot  more  corporate 
than  it  was,"  says  Bridget  Frey,  a  22-year- 
old  Plumtree  engineer. 

Gerbus  wasn't  through  mentoring. 
Plumtree  engineers  may  have  had  a  great 
understanding  of  Web  design,  but  few  of 
them  had  ever  been  exposed  to  truly  mas- 
sive computing  systems  like  those  at  p&c,. 
p&g's  tech  people  had  built  a  huge  directory 
of  the  company's  employees,  one  of  the 
largest  of  its  kind.  It  was  up  to  P&G  to 
teach  Plumtree  how  to  build  something 
that  would  work  with  what  they  already 

EB  96   BUSINESS  WEEK  E.BIZ  /  NOVEMBER  20,  2000 


had — and  what  Plumtree  could  expect  to 
find  in  other  huge  networks.  The  results  are 
in  a  fourth  version  of  Plumtree's  software 
released  last  month,  which  has  many 
changes  suggested  by  p&G,  such  as  a  more 
flexible  Web-browser  interface.  This  software 
can  handle  huge  amounts  of  data  process- 


led  Gerbus  to  Pluni 


that    improve    computer    operatifc 

The  relationship  is  running  smoc 
Fifteen  months  after  the  initial  encoi 
p&G  and  Plumtree  are  two-thirds  throi 
project  that  will  reach  nearly  100,000 
employees  when  it's  completed  this 
Neither  Plumtree  nor  p&g  will  say 


Plumtree  welcomes 

criticism  at  monthly  ''bug  night 


ing  and  includes  new,  patent-pending  tech- 
nology for  supporting  hundreds  of 
thousands  of  users  at  once. 

The  learning  isn't  limited  to  Plumtree. 
p&g's  tech  folks  are  becoming  more  re- 
ceptive to  criticism,  thanks  to  Plumtree. 
Hogan  told  Gerbus  how,  at  Plumtree,  crit- 
icism is  welcomed  at  monthly  "bug 
nights."  Everyone  at  the  company  spends 
the  night  looking  for  glitches  in  Plumtree's 
software,  p&g's  quality-assurance  program, 
on  the  other  hand,  is  rigid.  There's  little  in- 
centive to  look  for  bugs  because  every- 
thing from  a  PC  to  a  mainframe  is  installed 
and  loaded  according  to  strict  company 
criteria.  But  Gerbus  saw  the  benefit  of 
the  free  flow  of  criticism.  By  the  end  of  the 
bug  night,  Plumtree  had  a  better  piece  of 
software.  Gerbus  and  his  bosses  are  trying 
to  bring  in  some  of  that  dynamic  tension 
to  their  engineering  process.  They  hope 
to  create  a  financial  incentive  system  to 
reward   people   who   make   suggestions 


\i 


much  the  contract  is  worth.  But  analys 
timate  its  value  at  $5  million 

Now,  Plumtree  has  a  powerful  al 
its  side.  In  June,  Plumtree  announc 
200,000-seat  deal  with  Ford  Motor 
worth  about  twice  the  p&g  deal.  G< 
was  a  reference.  And  Plumtree  is  l 
about  200  employees.  Plumtree  has  . 
than  100  customers  now,  nearly  h; 
them  added  since  the  beginning  o 
year.  And  the  average  size  of  deal!  %\ 
jumped  from  $100,000  to  $200,000. 

Make  no  mistake,  Plumtree  is  still 
In  the  first  six  months  of  this  year,  it 
ed  $8.8  million  in  revenues,  with  $5.3 
lion  in  losses.  I^st  month,  Plumtree  fil  %( 
go  public — after  the  interviews  were 
for  this  story.  Analysts  expect  the  i 
public  offering  by  ycarcnd.  It  will 
more  scrutiny  That's  O.K.,  says  Kunz 
cause  they'll  "have  p&t;  as  a  mento 
guide  them  through  another  learnin 
perience — on  Wall  Street.   •  .^ 
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Which  5:  TBD 


Our  VP  of  Business 

Development  wants 

to  sell  to  5  B2B 

eMarketplaces 


Different  eMarketplaces,  same  strategy.  It's  not  only  important  to 
hook  up  to  several  B2B  eMarketplaces  -  it's  imperative.  That's  why  with 
OrderFusion's  sell-side  eCommcrce  platform,  you  don't  have  to  limit 
what  eMarketplaces  you  sell  through.  You  can  hook  up  to  any  one  or 
every  one.  Now  wherever  your  customers  go  -  you  go  too. 

Everything  can  change  tomorrow.  Your  customers  and 
eMarketplaces  can  merge,  change  and  part  again.  All  the  while, 
electronic  and  human  sales  channels  need  accurate  and  consistent 
information  to  sell  effectively.  With  OrderFusion  you'll  know  who's 
browsing,  who's  buying  and  every  detail  in  between. 

I've  got  it  all  under  control.  From  customer-specific  catalogs 
and  pricing  to  quotes  and  advanced  order  management.  Orders 
of  Magnitude™  delivers.  By  linking  to  your  existing  systems  and 
providing  total  synchronization  between  all  your  sales  channels,  this 
system  looks  as  good  from  the  inside  as  it  does  from  the  outside. 

There's  no  time  like  the  present  to  implement  the  eCommerce  platform 
of  the  future.  Visit  www.orderfusion.com  today  and  download 
The  Keys  to  Sell-Side  eCommerce  Success.  Or  for  more  information  on 
OrderFusion  and  Orders  of  Magnitude  call  888-653-8096. 


©  2000  OrderFusion,  Inc.  All  Rights  Reserved. 
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PALLAVI  GOC 


Against 
Online  Brokeri 

Complaints  are  soaring  despite  repeated 
pledges  to  mal<e  customer  service  Job  One 


organ  K.  Roach  thought  he  had  made  a 

small  killing  in  the  stock  market.  In  August, 

1999,  the  software  programmer  logged  on 

to  online  broker  E'^Trade  Group  Inc.  and 

bought  options  worth  4,200  shares  of 

America  Online  Inc.  for  an  average  price 

of  $80.  A  few  hours  later,  he  put  in  an 

order  to  sell  his  stake  for  $95  a  share. 

The  result:  A  tidy  profit  of  $8,510. 


Except  the  trades  never  happened  that  way. 
Instead,  Roach  charges,  E*Trade  bought 
his  shares  for  $8  a  share  more  than  his 
order  called  for,  yielding  a  loss  of  $23,188. 
The  screw-up  was  so  bad  that  E*Trade 
not  only  froze  Roach's  account  but  his 
wife's  IRA  account,  as  well. 

Repeated  attempts  to  get  F/Trade  to 
correct  its  blunder  proved  futile.  In  De- 
cember, he  sued  the  online  broker.  "The 


error  was  theirs,  and  they  could  havq 
rected  it,"  says  Roach,  who  on  Oc 
won  $38,226  to  cover  his  losses  an^ 
penses.  "But  E*Trade  just  stonev 
me."  E*Trade  says  it  believes  the  awd 
unwarranted  because  Roach's  self-dl 
ed  account  made  him  personally  re.| 
sible  for  the  action. 

This  is  no  isolated  case,  howcvij 
fact,  complaints  against  Internet  brok 
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firms  are  soaring — despite  repeated  pledges 
from  firms  such  as  Ameritrade,  Charles 
Schwab,  TD  Waterhoiise,  and  E"  Trade  to 
make  customer  service  Job  One.  A  study 
released  in  late  October  by  the  Securities 
&  Exchange  Commission  reveals  that  4,258 
complaints,  including  messed-up  trades 
like  Roach's  as  well  as  problems  getting 
into  accounts,  were  lodged  against  online 
brokers  for  the  12  months  ended  Sept. 
30.  That's  almost  four  times  the  level  from 


E*Trade  Chief  Executive  Christos  M.  Cot- 
sakos  admitted  in  a  recent  conference  call 
with  analysts  that  the  company's  customer 
service  has  been  lacking.  But  he  insisted: 
"Over  the  past  year,  our  customer-service 
staff^  has  gotten  more  experienced." 

Other  brokers  are  starting  to  get  the 
message,  too.  Ameritrade  Inc.  says  it  halted 
all  of  its  costly  ad  spending  for  five  months 
startmg  in  March  when  it  became  clear 
that  it  was  growing  faster  than  expected. 


Ticked-Off  Customers 


The  number  of  complaints  against  online 
brokerage  firms  has  been  soaring  in  recent  years 


What  Irks  Customers  (number  of  complaints) 

^Errors  in  processing  orders:  20^ 
►Problems  in  getting  best  possible  price:  ^C/1 

►  Margin  position  sellouts:  2oQ 

►  Failure  to  process  or  delays  in  executing  orders:  /  |  O 
►Difficulty  in  using  account  or  contacting  broker:  20*^ 


1998* 


DATA:  SECURITIES  &  EXCHANGE  COMMISSION 


1998 — a  rate  that  exceeds  the  number  of 
new  online  brokerage  accounts  in  the 
same  period. 

That  trend  not  only  angers  customers, 
who  claim  they're  collectively  losing  mil- 
lions of  dollars  thanks  to  the  problems.  It 
also  has  the  government  up  in  arms,  ready 
to  step  in.  Even  before  the  new  report,  the 
SEC  on  July  28  proposed  a  new  rule  to  re- 
quire brokers  to  make  available  to  the  pub- 
lic monthly  reports  on  how  well  they're 
executing  trades.  Moreover, 
they  would  have  to  tell  cus- 
tomers on  request  where 
their  orders  were  routed  so 
they  can  track  what  went 
wrong.  "Even  though  that's  only  one  of 
the  proposed  rules,"  warns  SEC  spokesman 
John  D.  Heine,  "it  certainly  doesn't  ex- 
haust the  possibilities." 

For  their  part,  the  brokerages  say  they 
are  improving  all  the  time  and  they  deserve 
credit  for  pouring  more  money  into  bet- 
tering their  infrastructures  and  customer- 
service  operations.  E*Trade,  for  instance, 
has  reduced  the  amount  of  time  it  takes  for 
a  customer  to  get  a  call  answered,  from  77 
seconds  a  year  ago  to  28  seconds  today. 


"We  rebuilt  our  technology,  our  call  centers, 
and  added  hundreds  of  customer  associ- 
ates," says  Ameritrade  President  Jack  R. 
McDonnell.  Frank  J.  PetriUi,  president  and 
chief  operating  officer  at  td  Waterhouse 
Group  Inc.,  boasts  a  47%  increase  in 
spending  on  his  infrastructure  this  year,  to 
$48.1  million.  That  has  gone  into  retooling 
the  Web  site  to  make  more  account  data 
available  online,  as  well  as  12  new  branch- 
es and  two  new  call  centers  in  the  past 


cliffe,  Colo.,  who  has  accounts  at  six  ; 
ferent  firms. 

Why  are  customer-service  prohi 
getting  worse  now,  years  after  most  ojn 
brokers  started?  Those  who  follow  th( 
dustry  attribute  these  problems  to  teet 
pains  in  a  business  that  continues  to 
rapidly.  "Anytime  an  industry  grows 
fast,  you're  bound  to  see  problems," 
Matthew  L  Vetto,  Internet  financial  ser 
analyst  at  Salomon  Smith  Barney, 
the  brokers  have  now 
knowledged  their  prob 
and  are  making  effort 
deal  with  them  by  spen 
on  technology  for 
recognition  automated 
vice  and  hiring  heavil 
build  customer  service.' 
Problem  is,  it's  all  to 
de,  too  late  for  customt 
or  the  government, 
latest  SEC  filings  show 
online  brokers  still  spend  far  mor 
building  brand  and  acquiring  new 
tomers  than  on  improving  customei 
vice  operations.  Ameritrade,  for  inst: 
spent  $26.3  million  in  the  first 
months  of  its  fiscal  2000,  or  102% 
than  last  year,  on  customer-service  re 
items.  But  some  $157  million  went] 
advertising  in  the  same  period,  up 
from  the  previous  year. 

The  same  goes  for  E*Trade,  whid 
the  nine  months  ended  in  June  1| 
marketing-related  investments  by 
from  a  year  ago,  to  $422.2  mill 
Spending  on  technology  to  improve| 
tomer  service  rose  at  a  slower  rate, 
to  $366.5  million. 

Indeed,  the  customer-service  pro 


Most  online  brokers  spend  more  on  building 
brand  and  acquiring  customers  than  on  servi 


year.  "Our  hold  time  for  each  phone  call  is 
not  even  10  seconds,"  says  Petrilli. 

Those  are  certainly  steps  in  the  right 
direction.  But  industry  experts  say  they 
don't  go  far  enough.  Online  brokers  re- 
main far  too  willing  to  sacrifice  customer 
service,  they  say,  in  favor  of  capturing 
new  customer  accounts  or  building  up 
their  brands.  "They're  learning  at  the 
public's  expense,  and  that's  not  right," 
says  securities  expert  Douglas  J.  Schulz, 
from  Invest  Securities  Q)nsulting  of  West- 


is  largely  a  reflection  of  too  few  d| 
spent  to  make  the  trading  systems  hj 
the  load  of  customers  they've  tried  so| 
to  attract.  True  Hoang,  of  Westlake, 
for  instance,  is  suing  E*Ti-ade,  claiminl 
lost  money  last  February  because  E^TJ 
site  went  down,  delaying  her  tradeJ 
causing  the  block  of  stock  she  want! 
buy  to  become  $10,000  more  expe| 
When  the  trades  were  finally  executed 
late,  she  lost  $40,000,  says  her  att(| 
David  Webster,  who  hopes  to  turn  thd 
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#1  rated  Internet  backbone,  Boardwatch  magazine  1999 
F 


#1  rated  Managed  Security,  Network  Computing  magazine  1998 


#1  rated  overall  ISP  TeleChoice  survey  1999  and  #1  in  customer  service  1998 


Pinnacle  Award  winner  for  service  and  innovation,  X-Change  and  Phone+  magazines 
Top  25  ISP,  Data  Communications  magazine  1 999  and  1 998  1 


"Dynamicl  00"  Top  Technology  Company  rankings,  Forbes  ASAP  magazine  1 999  and  1 998 
Top  1 00  Growth  Company  and  "Hot  Growth  Company,"  Network  World  magazine  1  ^ 

Now  that's  confidence 
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into  a   $20  million  class  action   suit. 

Shabby  treatment.  1  he  problems  ex- 
tend beyond  site  performance  issues  that 
delay  trades  or  execute  them  at  the  wrong 
time.  More  and  more  customers  are  un- 
happy that  they  cannot  contact  a  broker 
when  they  need  to.  And  when  they  do  get 
through,  they  find  that  the  representa- 


.sold  his  holdings,  and  then  tried  to  settle 
by  offering  him  $1,500.  Khadivi  says  he  de- 
clined the  offer,  and  soon  after,  E*Trade 
liquidated  his  account.  "They  then  report- 
ed me  to  a  credit  bureau  and  a  collection 
agency,"  he  says.  At  that  point,  he  sued 
E*Trade  and  after  14  months  won  the  case 
when  the  National  Association  of  Securities 
Dealers  ordered  the  online  broker  to  shell 


The  Largest  Brokers  on  the  Net 


ONLINE 

CUSTOMER  ASSETS 

(IN  BILLIONS) 


NUMBER  OF 
ACCOUNTS 


AVERAGE  TRADES 
PER  DAY 


Schwab  Online 

$413-5 

4,100,000 

234,700 

Fidelity  Online 

326.2 

4,554,000 

117,615 

TWE  Online 

113.0 

1,953,000 

132,164 

E*Trade 

56.7 

2,722,159 

169,000 

Ameritrade 

34.8 

1,164,000 

123,929 

DLJdirect 

24.8 

431,000 

29,619 

Datek 

14.3 

558,044 

103,825 

Fleet  Online 

13.0 

394,000 

21,900 

NDB 

9-9 

245,600 

14,900 

Scottrade  Online 

5.8 

224,156 

27.464 

INDUSTRY  TOTAL 

$1,032.5 

17»055,039 

1,012,095 

Does  not  include  brokerage  firms,  such  as  Merrill  Lynch  &  Co.,  that  do  not  break  out  their  Internet  operations. 

DATA:  COMPANY  REPORTS,  SALOMON  SMITH  BARNEY 


tives  don't  know  enough  to  answer 
queries.  "They're  putting  inexperienced 
people  on  phones  in  charge  of  com- 
plaints, which  gets  unhappy  customers 
even  more  fi^ustrated,"  grouses  Schulz. 

Take  Ali  Lee  Khadivi's  case.  A  software 
designer  from  San  Jose,  Calif.,  Khadivi  says 
he  placed  an  order  to  buy  1,000  shares  of 
Perot  Systems  Corp.  in  Febru- 
ary, 1999,  at  $71.  Shortly  af- 
terward, Khadivi  decided 
"it  wasn't  such  a  good 
buy,"  so  he  canceled 
the  order.  E*Trade 
executed  it  anyway. 
Khadivi  called  as 
soon  as  he  saw  the 
trade  and  several  times 
later,  but  was  bounced 
around  and  didn't  get 
a  clear  response.  "They 
treated  me  like  I  was 
someone  stupid  and  like  I  didn't  know  what 
I  was  doing,"  he  says. 

Worse  yet,  the  stock  plunged,  E*Trade 


out  $61,203.  E*Trade  declined  to  com- 
ment, but  said  at  the  time  that  although  it 
disagrees  with  the  judgment,  it  would 
comply. 

Online  brokerage  firms  claim  they're 
already  spending  a  lot  of  money  on  tech- 
nology to  prevent  these  problems.  Indeed, 
Charles  Schwab  &  Co.'s  third-quarter  earn- 
ings report  shows  that  capital  ex- 


service  woes  come  at  the  worst  po  t> 
time  for  online  brokerages,  which  arc 
ing  from  the  impact  of  a  shaky  stock 
ket.  Overall,  online  trading  volum 
more  than  20%  in  the  second  quarte 
an  estimated  13%  in  the  third  quarter, 
result,  the  stock  prices  of  most  online 
kerages  have  tumbled  in  the  past  yea* 
are  now  mired  around  their  historic 
E*Trade  has  seen  its  shares  drop  mon 
80%  from  its  peak  of  $72  in  1999 
trade,  at  $15  a  share,  is  off  36%  ft 
year.  TD  Waterhouse  Group  has  lost  4 
its  value  since  its  launch  last  year.      | 

The  problem  is  that  at  the  samei 
customers  are  clamoring  for  better  stf 
investors  are  demanding  profitabilit)it 
and  foremost.  To  get  there,  online  bi^ 
must  spend  a  lot  to  get  new  revenue  stji 
from  other  types  of  financial  services,  ht 
to  become  a  one-stop  shop  for  consu  t 

E*Trade,  for  instance,  is  diversify! ; 
revenue  streams  into  insurance  and  1  r 
ing  by  acquiring  other  companies  like', 
banc  Financial.  "E*Trade  has  put  a  1 
coals  in  the  fire — the  near-term  cos 
high,  but  the  potential  for  future  rti 
could  be  good,"  says  Salomon's  '  1 
Ameritrade,  meanwhile,  has  joined  . 
MBNA  Corp.  to  issue  credit  cards  and  \  1 
lied  with  NetBank  for  banking.  Anc ; 
count  broker  Schwab  is  now  m 
upstream,  hoping  to  mine  wealthy  c  •: 
with  its  acquisition  of  U.  S.  Trust  Co  - 

Still,  none  of  that  will  pay  off  if  c  I 
brokerages  don't  fix  the  problems  in  ■ 
core  businesses.  For  customers  and  th( 
vocates,  the  prescription  is  clear:  "Tl  \ 
got  to  slow  down  opening  new  acco  i 
says  Schulz.  "It's  unfair  to  clients,  ai 
not  sound  business  practice." 

Indeed,  customer  dissatisfaction  c 


The  stock  prices  of  most  Net 

brokers  have  tumbled  in  the  p^ 
year  and  are  near  historic  lows 


penditures     reached  record 
levels.  "Marketing  levels  were 
down,  and  it  appeared  that  it  was 
spending  on  its  underlying  infrastructure 
and  equipment  to  enhance  efficiencies," 
says  Gregory  W.  Smith,  online  brokerage 
analyst  at  Chase  Hambrecht  &  Quist. 

How  much  more  brokers  can  afford 
remains  in  doubt,  however.  The  customer- 


particularly  damaging  for  Internet 
panics.  Customers  can  quickly  spre 
word — good  or  bad — to  hundreds  o 
thousands  of  others  with  a  click  ( 
mouse.  Even  E*Trade's  Cotsakos 
ted  in  a  recent  analysts'  conference 
"The  best  marketing  tool  is  high 
.service."  Now,  he  and  other  online  1 
mu.st  .start  using  it.  • 
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If  information  is  power, 
then  inspiration  must  be  the 
power  of  our  potential. 
The  power  that  moves  us  from 


INSPIRATION  IS  THE  NUMBER  ONE 
CAUSE  OF  GREATNESS. 
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From  ideas  to  results. 


At  Compaq  we  believe  technology 

is  no  longer  simply  a 

tool  for  information. 

It's  a  tool  for  inspiration. 

Redefining  access. 

From  set  time  to  any  time. 

From  one  place  to  a  million  places. 

With  the  touch  of  a  button, 

we  no  longer  fire  up 

just  our  computers, 

but  our  imaginations. 

We're  moving  beyond 

the  limitations  of  Information 

Technology  to  a  new  technology. 

Welcome  to  the  new  IT. 

Inspiration  Technology 

from  Compaq. 

COMPAa 

Inspiration  Technology 
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CHRISTOPHER  PALM 


Stock  Info 
for  the  Masses 

Multex.com  sells  research  to  the  little  guy — and  is  making  money 


W 


hen  MultexInvestor.com  debuted  in  No- 
vember, 1998,  it  represented  everything 
the  Internet  revolution  was  supposed  to  be 
about:  Giving  the  little  guy  access  to  in- 
formation once  hoarded  by  the  big  shots. 


Suddenly,  small  investors  could  log  on  and 
get  thousands  of  stock  research  reports 
from  big-name  brokerage  houses  like  Mer- 
rill Lynch,  J.P.  Morgan,  and  Bear  Stearns. 
Until  then,  these  data-rich  reports  had  been 
sealed  behind  big  oaken  doors,  spirited 


only  to  professional  money  managers  and 
the  wealthiest  individual  investors. 

Soon,  more  than  100,000  people  a 
month  were  registering  to  use  Multexln- 
vestor.com,  one  of  a  family  of  Web  sites 
operated  by  New  York-based  Multex.com. 


And  in  October,  Multex.com  unveiled  I 
many  Net  companies  may  never  s 
profit.  It  earned  $210,000  on  sal< 
$22.8  million  in  its  third  quarter, 
proves  our  business  model  works,"  b 
Isaak  Karaev,  chairman  and  found 
Multex.com. 

Clearly,  not  all  dot-coms  are  dot-b( 
What  Multex.com's  story  shows  is  tha 
vival  on  the  Web  depends  on  the  righ 
mula:  a  unique  product,  a  diverse  strea 
customers,  and  a  low-cost  way  of  rea( 
them.  Multex.com  has  it  all.  It  gets 
search  from  brokerage  firms  fo 
in  exchange  for  information 
customers  and  a  cut  of  sales. 
tex.com  then  sells  research  to 
investors  on  a  per  report  basi 
to  professional  money  man 
through  yearly  subscriptions, 
designs  Web  sites  for  brok 
houses.  Sponsorships  and  be 
advertising — the  major  rev 
sources  for  many  Web  compai 
make  up  just  19%  of  Multex.( 
sales.  "Our  success  lies  in  beinj 
to  package  research  in  diff 
ways,"  Karaev  says. 

Still,  a  small  profit  doesn't 
antee  that  Multex.com  will 
to  be  a  big  company.  It  is  in  a 
stant  fight  with  more  establ 
rivals  like  First  Call  Corp. 
Zacks  Investment  Research 
Then  there's  the  possibility 
brokerage  firms  will  bring  tht 
search  distribution  in-house, 
inating  the  need  for  third- 
players.  And  if  the  stock  n^ 
continues  to  wobble  or  fal 
ther,  consumers  may  U)sc  intei 
research  entirely.  Despite  the 
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CHNOLOGY  SHOULD  NEVER  GET  IN  THE  WAY  OF  A  BIG  IDEA 

Sometimes,  before  you  can  think  big 

you  have  to  thini<  small. 

Small,  like  the  Compaq 

ProLiant  DL360  Server.  With  a 

1.75-inch  profile  that  fits  everywhere, 

you  can  have  your 

big  start-up  idea  anywhere. 

Even  in  the  back  of  a  van. 

Welcome  to  the  new  IT. 

Inspiration  Technology 

from  Compaq. 


COMPAQ 

Inspiration  Teciinology 


aq.com 
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quarter's  profit,  Multex.com  will  finish  this 
year  in  the  red.  As  Wall  Street  continues  to 
punish  dot-coms,  Multex.com's  shares  have 
dropped  82%  in  the  last  18  months,  from 
$65  in  April,  1999,  to  $12  today. 

So  far,  Karaev  has  proved  adept  at  nav- 
igating the  changing  demands  of  investors. 


When  he  founded  Multex  in  April  of  1993, 
Karaev,  a  computer  programmer  at  Auto- 
matic Data  Processing  Inc.'s  financial  in- 
formation division,  was  looking  for  a  better 
way  to  electronically  deliver  research  from 
brokerage  firms  to  money  managers.  The 


The  Multex  Method 


leader  in  the  business  was  First  Call,  a  di| 
vision  of  publisher  Thomson  Corp.  Bi 
First  Call's  transmissions  were  just  a  fe^ 
paragraphs,  and  it  operated  a  closed  syste 
that  required  a  dedicated  server  and  specid 
computers  at  each  customer's  site. 

After  Karaev  raised  $7  million  from  verJ 


Y 


ou  might  call  it  chump  change:  $210,000  in  profits  for  a  company  that  took 
measly  profit  is  more  than  most  Net  companies  have  seen.  How  did  Multex 
investors  and  brokers,  get  to  the  black  while  others  struggle?  An  analysis: 


in  $22.8  million  last  quarter  Yet  this 
com,  which  sells  research  reports  to 


^  Mooches  content  for 

ftee:  Over  750  brokerage  houses 
and  research  firms  give  Multex 
their  research  for  nothing. They  are 
paid  mostly  through  stock-trading 
commissions  from  end-users.  By 
contrast,  business  news  site 
TheStreet.com  pays  writers  to  create 
info.  Content  costs  are  57%  of 
TheStreet.com's  sales,  while  they're 
18%  of  Multex's  total  take. 


*-  Big  Web  buddies:  Because 
it  is  armed  with  gobs  of  research,  the 
likes  of  Yahoo!  and  America  Online 
link  to  Multex.  Multex  pays  a  small 
fee  and  splits  the  revenues  from  the 
sale  of  research.  Other  Net  compa- 
nies stuck  with  commodity  informa- 
tion must  pay  far  more  to  attract 
customers.  Dr.  Koop.com,  for  exam- 
ple, paid  $89  million  to  get  on  AOL 
for  four  years. 


*"  Long-term  sales:  Some 

70%  of  Multex's  revenues  are  long- 
term  contracts  for  products  such  as 
MultexExpress,  which  runs  propri- 
etary sites  for  brokerage  firms  for 
about  $245,000  per  year  Only  19% 
of  its  revenues  come  from  adver- 
tising, which  can  be  more  fickle. 
Financial  news  rival  Marketwatch 
Inc.  gets  68%  of  its  revenues  from 
online  advertising. 
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tire  capitalists,  he  developed  software  that 
ransmittcd  research  directly  to  a  client's 
C  First  CaJl  launched  a  competing  product, 
ut  Karaev — working  with  a  smaller  staff 
nd  budget — charged  a  few  hundred  dollars 
year,  while  First  Call's  rates  remained  in 
le  thoasands  of  dollars.  When  the  Web 
)ok  off  three  years  later,  Karaev  revamped 
is  product  so  money  managers  could  ac- 
ss  reports  via  the  Net.  He  changed  the 
ame  to  Multex.com  and  he  took  the  com- 
any  public  in  March  of  1999. 

By  racing  to  the  Web,  Multex.com  was 
jle  to  provide  an  alternative  to  First  Call 
lat  would-be  rivals  found  hard  to  dupli- 
ite.  Today  Multex  provides  2  million  re- 
arts  from  750  brokerages  and  research 
juses.  And  Multex.com  has  been  quick  to 
unch  new  businesses.  As  Karaev  called 
1  brokers  to  convince  them  to  use  his 
rvice,  he  discovered  they  needed  someone 

design  and  manage  their  Web  sites.  So  in 
>97  he  launched  MultexEXPRESS,  and 
illed  in  such  clients  like  U.S.  Bancorp 
per  Jaflfray  Inc.  MultexEXPRESS  accounts  for 
le  third  of  Multex.com's  sales. 

The  final  leg  of  Karaev's  business  is 


Multexlnvestor,  which  offers  stock  research  to 
small  investors.  The  reports  sell  for  between 
$10  and  $150  each.  Several  firms,  like  Merrill 
Lynch  and  J.R  Morgan,  sponsor  the  site  and 
use  it  to  lure  customers.  Users  are  offered 
such  incentives  as  free  access  for  a  month  in 
return  for  providing  their  contact  information 
to  brokerages  that  want  to  pitch  their  services. 


Chase  H&Q  analyst  Gregory  W  Smith  ex- 
pects Multex.com  to  earn  $26  million  next 
year  on  revenues  of  $143  million,  up  from 
an  estimated  loss  of  $2.1  million  on  $82 
million  in  sales  this  year. 

Multex.com  keeps  carving  out  new  mar- 
kets. In  September,  seven  brokerage  houses 
announced  they  would  partner  on  The- 


"Our  success  lies  in  being  able  to  package 
[stock  research  reports]  in  different  ways" 


Still,  competitors  are  gaining  fast.  First 
Call  and  Zacks  continue  to  improve  their 
Web  services.  First  Call's  parent,  Thomson 
Corp.,  has  been  aggressively  buying  firms 
that  make  portfolio  management  software 
and  stock  analysis  tools,  in  a  bid  to  create  a 
one-stop  shop  for  money  managers.  "All 
Multex  does  is  research,"  says  Suresh  Kavan, 
chief  executive  of  Thomson's  money  man- 
ager division.  "We  serve  the  portfolio  man- 
agement company  from  beginning  to  end." 

But  when  investors  start  searching  the 
dustbin  for  dot-com  stocks  with  real  value, 
Multex.com  is  likely  to  rise  to  the  top. 


Markets.com,  a  research  and  trading  portal 
for  institutional  money  managers.  The  firms 
chose  Multex.com  to  buOd  and  run  the 
site.  "They  have  the  best  technology,"  says 
Laurence  Tosi,  a  Merrill  Lynch  &  Co.  exec- 
utive. This  coup  is  more  evidence  that  the 
investors  who  knocked  the  stuffing  out  of 
Multex.com's  shares  should  do  a  bit  more 
research  on  this  dot-com  winner.   • 


e.biz  online 


For  more  on  how  Multex  has  become 
a  dominant  player  in  its  niche,  go  to 
ebiz.businessweek.com 
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It  Ain't  Over  'til  It's  Over 

The  shorts  are  betting  against  it,  but  this  is  one  e-taller  that  may  survive 

t's  tough  to  keep  up  with  all  the  Internet  retailers  biting  the  dust  these  days.  Just 
the  past  few  weeks,  we've  seen  the  disappearance  of  beauty  goods  store  Eve.com,  teen 
Kibu,  and  luxury  goods  e-tailer  Miadora.  Short-sellers  are  betting  that  one  of  the  nen 
fall  may  be  a  company  called  Global  Sports  Inc.,  which  has  its  fortunes  linked  to  e-a 
merce.  About  1.8  million  shares  of  the  company's  stock  have  been  sold  sh 


according  to  the  National  Association  of  Securities 
Dealers.  That's  an  astonishing  68  times  the  average 
daily  trading  volume  in  the  stock.  Compare  that 
with  a  mere  five  days  of  short  interest  for  e-tail 
punching  bag  Amazon.com  Inc.  and  less  than  a  day 
for  the  much-maligned  Priceline.com. 

But  short-sellers  may  be  betting  on  the  wrong 
company  going  belly-up.  Although  it's  dependent 
on  electronic  commerce,  Global  Sports  isn't  one  of 
the  let's-spend-everything-we-have-on-TV-advertising 
dot-coms.  Rather,  it's  a  new  model  of  what  e-tailers  can  do  to  make 
money.  Global  Sports  builds  and  runs  the  e-commerce  sites  for  oth- 
er, better-known  companies,  such  as  Athlete's  Foot,  Sports  Authority, 
and  BlueLight.com,  the  online  arm  of  Kmart.  The  companies 
with  the  established  brand  names  do  the  marketing,  and  Global 
Sports  takes  care  of  managing  their  Web  sites. 

Here's  an  example.  Last  year.  Global  Sports  struck  a  deal  with 
Athlete's  Foot  to  take  care  of  the  Atlanta  retailer's  Web  site.  Global 
Sports  designs  the  site,  buys  the  inventory,  stores  the  goods  in  its  own 
warehouse,  and  is  responsible  for  shipping  products  to  customers. 
Athlete's  Foot  markets  the  site,  sets  the  prices  online,  and  advises  on 
design  so  that  Web  pages  fit  with  the  company's  image.  The  two 
companies  split  the  revenues  generated  fi-om  the  site.  Typically, 
Global  Sports  gets  92.5%  of  a  sale  and  its  partners  7.5%.  "We're  very 
happy,"  says  Robert  J.  Corliss,  CEO  at  Athlete's  Foot  Group  Inc. 


BUILT  TO  LAST? 


Diligence 


Short  sellers  have  been  swarming  the  stock  of  Global  Sports,  but  the  company  looks 
like  it's  going  to  survive  the  Internet  shakeout.  All  figures  in  millions,  except  margins 


1999 

2000* 

2001* 

2002* 

2003* 

Revenues 

$5-5 

$42.0 

$100.0 

$175.0 

$300.0 

Gross  margins 

30% 

29% 

30% 

30% 

30% 

Net  income 

($26.5) 

($55-1) 

($29-8) 

($5-5) 

$15-9 

DATA;  ROBERTSON  STEPHENS 


"We  felt  that  we  didn't  have  the  resident  exp 
[to  build  our  own  Web  site]." 

Sure,  talk  is  cheap.  And  Global  Sports'  finai 
don't  look  much  better  than  those  of  Net  comp 
that  have  hit  the  dust  heap.  It's  on  track  to 
about  $55  million  this  year,  on  revenues  of 
million,  according  to  analyst  Lauren  Cooks  Le 
of  Robertson  Stephens.  It  only  has  about  $32  m 
in  cash  on  its  balance  sheet  and  was  bui 
through  some  $5  million  a  month  at  last  cour 
stock  has  gotten  pounded  along  with  the  rest  of  the  dot-con 
tritus.  As  high  as  $25  a  year  ago,  shares  dropped  to  $5 
summer  before  recovering  to  their  current  $8. 

But  once  you  start  tearing  apart  the  company's  financia 
future  begins  to  look  a  lot  brighter.  For  starters,  althou 
hasn't  shown  up  on  the  balance  sheet  yet,  the  company  is  gi 
the  cash  it  needs  to  keep  going.  Cable  company  Comcast  ( 
and  shopping  channel  Qvc  Inc.  have  agreed  to  invest  $40.8 
lion  in  exchange  for  stock  in  the  company.  Global  Sports  a 
paying  about  $38  million  in  stock  to  buy  Fogdog  Inc.,  a  ( 
online  sporting-goods  retailer  that  had  $42.5  million  in  cii 
the  end  of  September.  All  told.  Global  Sports  has  about  $10(1 
lion  in  cash  to  keep  funding  its  operations. 

Of  course,  all  the  cash  in  the  world  won't  save  a  money  1 

company.  But  it  looks  as  if  Global  Sports  could  turn  profital 

mid-2002.  The  company,  which  just  started  in  e-commerce  last 

hit  revenues  of  $9  million  in  the 

quarter,  topping  analysts'  expeclatio 

$8  million.  And  its  gross  margins  w 

healthy  30%,  up  from  29%  in  the  sc 

quarter.  By  comparison,  Amazon's  mi 

are  about  25%  and  those  for  sporting  \ 

retailers  range  between  25%  and  M)"/> 

Another  pitfall  for  most  online  rctai 

marketing.  They  have  to  spent!  biickc 

advertising  and  other  promotions  t 

people  to  their  sites.  Not  Global  Spoi  ts 
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CRITICAL  NUMBERS  OF  THE  MONTH 


The  IPO  Market  Is  Getting  Tougher... 

In  October,  the  amount  of  money  raised  in  initial  public  offerings 

by  tech  and  telecom  companies  dropped  25%  from  September,  and  50% 

from  the  average  monthly  totals  in  1999  and  2000 


OCT. '99 

A  MILLIONS  OF  DOLLARS 


OCT.  '00 
DATA:  THOMSON  FINANCIAL  SECURITIES  DATA 


...and  More  Companies  Are  Giving  Up 
On  Their  IPO  Dreams 


Number  of  tech  and  telecom  initial 
public  offerings  that  have  been 
withdrawn  or  postponed  each  month 
since  the  beginning  of  the  year 


LARGEST  IPOs  WITHDRAWN 
OR  POSTPONED  IN  OCTOBER 

AMOUNT  TO  BE 
COMPANIES                                RAISED  (MILLIONS) 

Verizon  Wireless 

5,000.0 

Nextel  Intl. 

773-5 

B2  Bredband 

329.0 

Idealab! 

300.0 

Tality 

140.3 

MCE  Companies 

122.9 

Inflow 

105.0 

C-Ouentlal 

101.5 

Wireless  Inc 

Jones  Intl.  Networks 

76.5 
76.0 

DATA:  THOMSON  FINANCIAL  SECURITIES  DATA,  IPO  MONITOR 


The  Pink  Slips  Pile  Up 

Announced  job  cuts  at  Internet  companies  hit  a  record  in  October 


6,000 - - 

JOB  CUTS  AT  INTERNET 

5,000  -  -  COMPANIES  OVER  THE  " 

PAST  FEW  MONTHS 
4,000  - 

3,000 

- 
JAN 2000 OCT 


LARGEST  LAYOFFS  IN  OCTOBER 

Efdx 

300 

Pricellne  Webhouse  Club 

235 

Chipshot 

Internet  Pictures  Corp. 

Urban  Fetch 

193 
175 
160 

DATA:  CHALLENGER,  GRAY  &  CHRISTMAS  INC.,  BW 
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lete's  Foot  and  other  partners  spend  mosftl 
the  money  for  promoting  their  own  Vfc 
sites.  That  allowed  Global  Sport.s  to  decrtl 
sales  and  marketing  expenses  from  $9.5 
lion  in  the  second  quarter  to  $8.6  million 
the  third  quarter,  even  though  revenues  1 
creased  16%  sequentiaUy.  If  that  trend  hw 
and  Global  Sports  can  crank  up  revenir 
profits  are  realistic. 

Revenues  certainly  look  as  if  they 
headed  north,  too.  So  far.  Global  Spc 
has  signed  alliances  with  13  partners.  7 
includes  four  in  the  third  quarter — Net 
perstore  Buy.com,  toy  site  Toysrus.com, 
online  arm  of  Qvc,  and  FoxSports.o 
FoxSports.com  didn't  want  to  get  into  e- 
ing,  but  now  that  it  has  partnered  v 
Global  Sports,  it's  seeing  many  of  the  p 
pie  who  come  to  its  site  for  news  also 
sporting  goods.  "It's  perfect  for  us," 
Danny  Greenberg,  senior  vice-presiden 
the  Fox  site.  "We  don't  do  anything 
promote  it,  and  we  get  a  check  e\ 
month."  Levitan  predicts  that  revenues 
more  than  double,  to  $100  million,  1 
year  and  will  hit  $175  million  in  2002. 

The  economies  of  scale  can  be  trem 
dous.  Global  Sports  spreads  the  cost; 
Web  design,  inventory,  and  warehou; 
across  all  its  partners.  That's  the  reason 
company  was  able  to  decrease  its  inven 
in  the  third  quarter  by  3%,  to  $14.9  mill 
even  though  it  had  a  bump  in  sales. 

There's  something  else  I'd  like  to 
in  other  dot-coms,  if  I  were  investin 
which  of  course  I'm  not,  since  I've  chc 
the  glamorous  life  of  journalism.  Michae 
Rubin,  the  company's  28-year-old  ceo, 
been  spending  cash  out  of  his  own  po 
to  buy  Global  Sports  stock.  Since  the 
ginning  of  August,  he  has  doled  out  n 
than  $200,000  for  about  25,000  share; 
believe  in  the  company,"  he  says. 

Short-sellers  often  can  be  leading  ii 
cators  of  companies  headed  for  trou 
They're  probably  right  in  predicting  ro 
times  ahead  for  pet  supply  site  Pets, 
and  online  jeweler  Ashford.com  Inc. 
Global  Sports?  I'm  betting  Rubin  am 
partners  are  going  to  be  around  for 
long  haul.  • 


e.biz  online 
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As  first  predicted  in  this  column  in  the 
Oct. 23  e.biz,  Verizon  Wireless  postponec 
its  planned  initial  public  offering.  For  at 
update,  check  out  ebiz.buslnessweek.cc 
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ity  the  poor  logistics  manager.  No  one  really  cares 
how  a  can  of  peas  gets  from  Buffalo,  N.Y.,  to  Austin, 
^^  Tex.  Or  what  it  takes  to  get  that  bright  red  sweater  to 
^BPyour  doorstep.  As  long  as  the  grocery  shelves  are  stocked 
\  and  the  clothes  from  the  mail-order  catalog  arrive  a 
few  days  later,  we  never  give  a  second 
^  thought  to  how  the  goods  are  delivered. 

Until  now.  Buying  online  has  spoiled 
,,^  fustomers.  Gi^,|q,g^^j(^  site,  click  on  that 
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book  or  CD,  and  two  days  later  the  doorbell 
rings.  There's  no  room  for  delays  or  mis- 
placed orders.  Just  ask  Toys  'R'  Us.  The 
Federal  Trade  Commission  fined  it 
$350,000  last  holiday  season  because  of  a 
breakdown  in  its  order  and  delivery  sys- 
tems. The  Web  site  mistakenly  informed 
customers  that  things  were  on  the  way 
when  they  were  really  out  of  stock.  Now, 
the  company  is  counting  on  Amazon.com 
Inc.  to  handle  its  fiilfillment  tasks. 

Toys  'R'  Us  is  not  alone.  The  ghost  of 
Christmas  past  is  haunting  a  lot  of  dot-com 
companies.  Last  year's  delivery  disasters 
have  persuaded  plenty  of  e-tailers  to  turn  to 
outside  experts  to  help  deliver  products  to 
front  porches^ — or  to  beef  up  their  own 
logistics  capabilities.  They  now  know  that 
what  happens  after  a  customer  pushes  the 
"buy"  button  is  just  as  critical  as  a  user- 
friendly  Web  site.  "The  whole  industry  rec- 
ognizes that  to  be  successful,  delivering  the 
product  on  time  and  accurately  is  ab- 
solutely essential,"  says  Jonathan  Morris, 


executive  vice-president  of  online  outlet 
store  Bluefly  Inc.  "If  it's  not  right  the  first 
time,  the  customer  doesn't  come  back" 

Suddenly,  logistics  is  sexy.  Online  com- 
panies that  used  to  focus  on  creating  a 
slick  Web  site  and  spent  tens  of  millions  on 
advertising  to  try  to  build  a  brand  are  now 
turning  their  attention  and  dollars  to  the 
more  mundane  business  of  delivering  the 
goods — from  knowing  what's  in  stock  to 
how  fast  it  can  get  out  the  door  (page 
EB124).  "We've  learned  that  we  need  to 
spend  more  time  on  the  back-end  systems 
than  the  front,"  says  Connie  Fuhrman,  a 
senior  vice-president  of  BestBuy.com,  the 
online  arm  of  the  electronics  retailer. 

Like  the  dot-coms.  Old  Economy  com- 
panies are  paying  more  attention  to  making 
the  trucks  run  on  time,  too.  Many  of  them 
have  well-established  warehousing  and  ship- 
ping systems  in  place,  but  now,  thanks  to 
the  Web,  they're  coming  up  with  ways  to 
get  things  delivered  to  customers  faster  and 
cheaper.  The  newest  thing:  collaborative 


logistics.  Using  the  Web  to  hook  up  ma 
ufacturers,  retailers,  and  truckers,  companii 
can  easily  pass  along  the  information  th; 
need  to  share  trucks  and  warehouse  spa 
with  others.  "Executives  have  begun  to 
derstand  there  is  a  great  deal  of  value 
moving  things  around  and  storing  the) 
not  just  making  great  products,"  says  Ge 
Tyndall,  executive  vice-president  for  e-coi 
merce  at  Ryder  System  Inc. 

Logistics  is  no  easy  chore.  It  invoh 
more  intertwined  pieces  than  a  Rubi^ 
cube.  A  single  global  shipment  of  toys,  f 
example,  requires  an  average  of  27  part 
to  complete,  according  to  Forrester  F 
search  Inc.  Along  that  path,  anything 
happen.  Maybe  a  customs  broker  fails 
submit  the  right  papers  or  a  truck  get; 
flat  tire  on  the  way  to  pick  up  cargo.  T 
customer  doesn't  know  why  the  delivery 
late,  and  often,  neither  does  the  compa 
that  made  the  sale.  A  recent  Forrester  si 
vey  showed  that  76%  of  logistics  manag 
at  major  companies  couldn't  trace  t 


THE  OLD  WAY 

Nabisco,  of  Parsip- 
pany,  N.J. .figures 
the  amount  of 
Planters  cashews 
that  Wegmans 
Food  Markets  in 
Rochester,  N.Y., 
might  sell  in  a 
quarter — without 
consulting  the  su- 
permarket chain. 


THE  NEW  WAY 

Nabisco  and  Weg- 
mans exchange 
sales  forecasts  via 
the  Web  and  agree 
on  an  amount  to 
supply  Wegmans. 
Calculations  are 
largely  based  on 
current  sales  data 
from  the  checkout 
counter,  past  pat- 
terns, and  upcoming 
promotions. 


THE  OLD  WAY 

Nabisco  alerts 
its  Brazil  office 
via  fax  or  phone, 
and  employees 
deliver  orders  in 
person  to  local 
cashew  growers. 
Farmers  put  the 
raw  cashews  on 
trucks,  which  take 
them  to  the  port. 
The  shipping  com- 
pany notifies 
Nabisco  when  the 
cashews  set  sail. 


THE  NEW  WAY 

There's  not  much 
difference  here, 
only  Nabisco  now 
contacts  its  Brazil 
office  via  e-mail. 
Employees  still  have 
to  contact  local 
farmers  in  person. 


When  the  cashe' 
arrive  in  Jackson 
ville,  Fla.,  a  freig 
forwarder  handl 
the  paperwork 
needed  to  clear  t 
shipment  throug 
customs  and  scui 
ries  to  find  a  true 
to  deliver  them  t 
Nabisco  plants. T 
truck  may  travel 
only  half-full  and 
have  no  cargo  on 
the  return  trip, 
making  it  costly  1 
Nabisco. 
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iroducts  en  route  or  get  updates.  That 
lata  gap  can  delay  deliveries  and  potentially 
ost  retailers  and  manufacturers  millions  of 
lollars  in  lost  sales  or  wasted  resources. 

The  Web  opens  up  new  channels  of 
ommunication  so  companies  can  antici- 
pate problems  or  shortages  and  respond 
uickly.  This  holiday  season,  the  smart  dot- 
jms  will  be  using  sophisticated  software  to 
nk  their  Web  sites  with  warehouses.  EToys, 


would  pick  and  pack  a  toy.  EToys  had 
hired  Fingerhut  Business  Services  to  handle 
its  deliveries,  and  that  added  a  step  to  the 
process:  The  order  would  go  to  eToys  and 
then  have  to  be  placed  in  Fingerhut's  pro- 
cessing system,  along  with  orders  from  oth- 
er clients.  Because  of  that  setup,  eToys 
struggled  to  meet  the  holiday  surge  in  vol- 
ume. And  that's  why  it  took  the  whole 
process  in-house  this  year. 


rhe  Web  helps  companies  anticipate 

problems  and  respond  quickly 


ir  one,  has  spent  $43  million  to  set  up  its 
ivn  distribution  network.  After  a  customer 
icks  the  buy  button,  the  order  reaches 
1  eToys  warehouse  within  two  hours, 
hose  couple  of  hours  allow  for  a  fraud 
leck  and  for  a  customer  to  cancel  the 
xler.  What  a  change  from  last  year,  when 
took  24  hours  for  an  eToys  order  to  get 
I  the  warehouse  floor  where  a  worker 


Other  dot-coms  hope  they've  done 
enough  trouble-shooting  to  avoid  those 
mishaps.  Kmart  Corp.'s  BlueLight.com  is 
tackling  its  first  season  online  with  Submit- 
Order.com  Inc.,  a  new  fulfillment  compa- 
ny in  Dublin,  Ohio.  When  a  customer 
clicks  on  the  site  to  order  a  Razor  scooter, 
that  order  goes  immediately  to  Submi- 
tOrder.  Within  an  hour,  the  order  moves 


to  a  picker  to  pull  the  scooter  off  a  shelf 
and  send  it  on  its  way  to  a  UPS  truck. 
Also  every  hour,  SubmitOrder's  computers 
send  an  update  to  BlueLight  so  it  knows 
what's  in  the  warehouse  and  can  either 
replenish  an  item  or  yank  it  off  the  Web 
site  if  it  runs  out. 

This  season,  many  e-tailers  have  picked 
the  logistics  help  they  expect  will  be  able 
to  respond  in  a  flash  to  spikes  in  demand. 
This  year,  Bluefly,  for  example,  switched  to 
National  Catalog  Corp.  in  Virginia  be- 
cause it  agreed  to  do  whatever  is  necessary 
to  ship  orders  in  one  day.  National  Catalog 
added  a  second  shift  of  workers  and  al- 
lowed Bluefly  to  place  employees  at  its 
warehouse  to  monitor  and  help  manage 
the  process.  "It's  very  important  for  us 
in  an  age  when  everything  is  expected  to 
happen  instantaneously  to  be  able  to  trans- 
mit that  order,  have  a  pick-ticket  printed, 
have  a  worker  go  find  it,  and  ship  it  out 
the  same  day,"  says  Morris.  Of  the  133,582 
orders  shipped  in  the  second  quarter. 


HE  NEW  WAY 


lippers  and  truckers 
ways  have  up-to- 
Jte  info  via  an  on- 
le  exchange  like  the 
ie  being  developed 
'  Nistevo,  a  startup 
ised  in  Eden  Prairie, 
inn.  It's  a  collabora- 
re  logistics  network 
at  connects  multi- 
e  manufacturers 
id  transportation 
mpanies.The 
change  matches 
ders  and  makes 
rtain  trucks  have 
II  loads. 


The  Internet  is  changing  the  face  of  logistics,  speeding  up  how  companies 
communicate  with  suppliers  and  move  goods.  Here  is  an  example  of  how  the 
Net  is  overhauling  the  way  Nabisco  and  Wegmans  Food  Markets  do  business. 


LU 
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THE  OLD  WAY 

Trucks  take  the 
cashews  to  Nabis- 
co's  manufacturing 
plants.  After  the 
nuts  are  roasted 
and  packed, trucks 
carry  them  to 
Nabisco's  12  ware- 
houses nationwide. 


THE  NEW  WAY 

After  arriving  at  the 
manufacturing 
plants,  the  cashews 
are  roasted  and 
packed.  Nabisco 
sends  Wegmans' 
cashews  to  the 
warehouse  of  a 
consolidator,  such  as 
ServiceCraft,  which 
replaces  the  Nabisco 
distribution  center. 


THE  OLD  WAY 

The  nuts  are  in  a 
warehouse  and 
ready  for  shipment, 
but  they  may  not 
be  close  to  the 
store  where  Weg- 
mans needs  the 
cashews  because 
regional  demand 
was  not  discussed. 
If  Nabisco  ordered 
too  many  cashews, 
they  turn  soft  in 
its  warehouses. 
If  it  ordered  too 
few,  Wegmans 
will  buy  cashews 
elsewhere. 


THE  NEW  WAY 

Because  Nabisco 
knows  Wegmans' 
needs,  there  isn't  a 
shortage  or  over- 
supply  of  cashews. 
From  the  consolida- 
tor, the  nuts  are 
put  on  trucks  going 
to  Wegmans  with 
other  products 
from  competitors. 
Transportation,  un- 
loading, warehous- 
ing, and  inventory 
costs  drop. 
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90%  went  out  the  same  day,  he  says. 
The  logistics  problems  are  just  as  com- 
plex for  old-line  companies — and  the  po- 
tential rewards  for  harnessing  the  Web  are 
just  as  alluring.  For  them,  logistics  is  no 
longer  simply  a  matter  of  getting  from 
Point  A  to  Point  B.  It's  now  about  wiring 
every  point  in  the  supply  chain — the  sales 
office,  manufacturing  plant,  warehouse, 
and  the  truckers.  The  Web  allows  every- 
one in  the  chain  to  share  information 
and  coordinate  their  movements  simulta- 
neously, making  quick  adjustments  pos- 
sible without  a  snafu  (page  EB120). 

Better  collaboration.  For  Ace  Hard- 
ware in  Oak  Brook,  III.,  the  savings  are 
pouring  in.  The  company  persuaded  its  re- 
tailers and  suppliers  to  feed  forecasts  and  or- 
ders into  an  online  system.  With  everyone 
hooked  to  the  Net,  suppliers  might  respond 
to  an  order  by  sending  an  e-mail  suggesting 
that  Ace  order  210  cases  of  wrenches  rather 
than  200  because  the  larger  amount  means 
a  full  pallet  and  a  lower  price.  That  saves 
time  at  the  warehouse  because  the  supplier 
doesn't  have  to  break  up  a  pallet,  pull  out 
10  cases,  then  shrink-wrap  the  short  pallet 
again  for  storage.  At  the  delivery  site,  there's 
less  chance  for  loose  cases  to  be  lost.  That 
saves  Ace  the  trouble  of  redoing  the  pa- 
perwork so  it's  not  charged  for  the  lost  or 
misplaced  items.  The  result  of  all  this:  Ace's 
transportation  costs  are  down  18%,  and 
warehouse  costs  have  been  slashed  28%. 

Better  collaboration  means  customers 
can  get  what  they  want  when  they  want  it. 
Subaru  of  America  used  to  supply  cars  to 
dealerships  based  on  past  sales.  But  that  tac- 
tic didn't  take  into  account  that  a  dealer 
may  have  sold  a  lot  of  black  cars  because 
that's  all  the  dealer  had  to  offer  to  begin 


In  the  latest  advance  in  logistics,  some 
companies  are  sharing  transportation  in- 
formation and  resources  vWth  other,  unre- 
lated companies.  Companies  share  trucks, 
in  some  cases,  with  others  shipping  goods 
in  the  same  direction,  or  use  somebody 
else's  truck  on  a  return  trip.  Why  share? 
For  many  manufacturers,  transportation 
costs  run  up  to  6%  of  revenue  on  average 


more  quickly.  Sorel  says  he  could  f-^t 
up  to  two  weeks  on  deliveries. 

This  collaboration  won't  be  e 
though.  Companies  may  not  be  ablt 
overcome  incompatibilities  in  their  cc 
puter  systems  and  production  schedi 
A  bigger  hurdle:  Competitors  may 
want  to  play  along.  That's  the  dilerr 
for  CNH  Global,  a  maker  of  farm  and  c 


and  make  up  the  largest  chunk  of  logistics 
expenses.  So  there  are  lots  of  potential 
savings.  General  Mills  Inc.,  for  instance, 
has  been  testing  an  online  transportation 
exchange  since  July  and  expects  to  save 


Logistics  lielps  companies  provide  what 
customers  want  when  they  want  it 


with.  By  letting  the  dealers  key  in  their 
preferences  in  models,  colors,  and  even  ac- 
cessories, Subaru  can  deliver  more  of  what 
customers  want.  Dealers  in  Colorado  don't 
end  up  in  the  dead  of  vwiter  with  a  lot  of 
white  cars  they  can't  sell.  "It's  difficult  to 
measure  the  bottom-line  impact,"  says  Steve 
Morel,  Subaru  of  America's  director  of  lo- 
gistics. "But  when  we  are  in  the  field  and 
talking  to  dealers,  they  all  say  their  model 
mix  is  much  better  than  it  was  before." 
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$800,000  in  its  first  year  by  sharing  a 
truck  route  with  Fort  James  Corp.,  which 
makes  paper  towels  and  Dixie  cups. 

The  next  logical  step  is  teaming  up 
with  competitors.  Take  the  auto  business. 
Once  a  car  is  unloaded  from  a  train,  it 
can  sit  for  days  waiting  for  more  cars  to 
fill  a  truck.  Subaru's  Morel  says  the  com- 
pany is  talking  to  another  carmaker  that 
imports  vehicles  about  sharing  rail  and 
truck  space  and  getting  cars  to  dealers 


struction  equipment  based  in  Racine, 
It  asked  several  companies  in  the  K 
west — Deere,  Caterpillar,  and  KomaLsu- 
combine  equipment  bound  for  over 
on  a  nonstop  train  fi^om  Chicago  to  B 
more.  The  potential  savings:  up  to  8  da) 
travel  time.  But  Deere  is  holding  bac 
thinks  it  can  achieve  savings  by  hand 
logistics  on  its  own.  "I  don't  want  t^ 
my  hand  to  my  competitors  if  I  car 
there  faster,  smarter,  and  with  better  q 
ity,"  says  Jay  Fortenberry,  director  of  wt 
wide  logistics. 

Sooner  or  later,  though,  as  more 
panics  learn  to  share  via  the  Net,  the 
petitive  advantage  may  shift  to  team  pla 
And  loners  could  end  up  being  derail 
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Are  you 


seeing  the  whole  picture? 


In  e-business,  what  looks  good  one  minute  can  be  deadly  the  next. 

That's  where  Informatica  connes  in.  We  give  you  instant  access  to  all  of 
your  information  no  matter  where  it  is.  Delivered  to  you  no  matter 
where  you  are.  So  you  can  make  informed  decisions.  See  the  whole 
picture  now,  at  wvw.informatica.com/elunch-bwe.  Or  call  1  -800-970-1 1 79. 
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The  Former  Enterprise  Networks  Group 
of  Lucent  Technologies 
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They're  not  just  customers. 

They're  relationships.  Give  them  the  care 

and  feeding  they  need  to  grow. 

Would  they  prefer  a  rep  on  the  phone? 

A  transaction  on  the  web? 

)r  a  rep  talking  them  through  the  transaction? 

To  have  you  call  them  back?  Fax  them? 

Or  send  what  they  need  to  their  PDA? 

With  Avaya  you  can  do  it  all. 

And  keep  the  conversation  going. 

Visit  avaya.com  or  call  800-784-6104. 
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FAITH  KEENAN 


One  Smart  Cookie 


Nabisco  really  delivers — by  sharing  space  in  the  truck  with  its  suppliers  and  rivals\ 

ill  Whitehouse  runs  up  some  hefty  trucking  bills.  As  vice-president  for  gl( 
al  procurement  at  Nabisco  Inc.,  Whitehouse  oversees  deliveries  to  80, 
buyers  of  500  types  of  cookies — from  Oreos  to  Chips  Ahoy! — more 
10,000  candies,  and  hundreds  of  other  food  items.  And  he  arranges 
coming  shipments  of  countless  raw  ingredients  to  Nabisco.  Moving  all  th 


goods  costs  some  serious  dough:  more 
than  $200  million  a  year  in  transporta- 
tion expenses. 

What  vexes  Whitehouse  is  that  he's  pay- 
ing for  too  many  trucks  that  arrive  at  their 
destinations  or  depart  half-empty  He  reck- 
ons Nabisco  could  whack  at  least  10%  off 
that  bill  by  using  the  Web.  That's  why  the 
102-year-old  company  is  leading  the  way  in 
a  revolutionary  movement  called  collabo- 
rative logistics.  Using  the  Web  as  a  central 
coordination  tool  among  producers,  truck- 
ers, and  retailers,  companies  can  share 
trucks  and  warehouse  space  with 
other  companies — even  competi- 
tors— that  are  shipping  to  the 
same  locations. 

When  it  comes  to  using  tech- 
nology to  collaborate,  Nabisco 
has  already  shown  itself  to  be 
one  smart  cookie.  In  a  pilot  last 
year,  it  used  electronic  links  to 
share  warehouses  and  trucks  with 
25  other  manufacturers  such  as 
Dole  and  Lea  &  Perrins  and  co- 
ordinate orders  with  retailers. 

In  one  test  involving  8,000 
orders  fi-om  Lucky  Stores  Inc., 
the  Southern  California  retailer 
was  able  to  cut  inventory  costs  by 
$4.8  million — because  it  found 
that  it  could  more  closely  match 
orders  and  deliveries  to  con- 
sumers' needs.  Moreover,  Lucky, 
acquired  last  year  by  Albertson's 
Inc.,  got  lower  prices  on  several 
items  because  suppliers  could  fill 

Whitehouse:  Saving  lots  of  dough 


their  trucks  instead  of  shipping  them  in 
part-empty  trailers.  Nabisco  saved  $78,000 
in  shipping  costs,  and  all  manufacturers 
combined  saved  nearly  $900,000.  Says  Tom 
Speh,  a  professor  of  distribution  at  Miami 
University  in  Oxford,  Ohio:  "Nabisco  was  a 
forerunner." 

Most  of  the  communications  in  that  pi- 
lot were  still  done  on  an  old-fashioned, 
one-to-one  basis,  with  both  retailers  and 
manufacturers  .^ending  data  electronically 
to  the  warehouse.  But  now,  Nabisco  is 
looking  to  the  Web  to  get  many  more 


partners  involved  in  the  hopes  of  sa\ 
even  more  money. 

In  September,  Nabisco  and  10  o 
companies,  including  General  Mills 
and  Pillsbury,  started  testing  a  collabon 
logistics  network  from  Nistevo  Corp 
Eden  Prairie,  Minn.  At  Nistevo.com,  o 
panics  post  the  space  they  need  or  1 
available  and  share  trucks  and  expe 
Rules  worked  out  in  advance  might 
out  who  pays  for  the  miles  that  a  t: 
must  travel  to  pick  up  cargo  after  it 
dropped  off  a  load.  But  the  goal  is 
everyone,  from  supplie 
truckers  to  retailers,  sha: 
the  savings. 

At  the  very  least,  Na 
hopes  the  Web  system 
help  it  schedule  routes  b| 
among    its    own    divis 
"The  people  bringing  ii 
materials  and  shipping 
finished  goods  didn't 
they  had  the  opportuni 
use   the   same   truck," 
Whitehouse.    "They    d 
communicate  well  eno 
Using  Nistevo,  White 
hopes  to  fix  that  and 
concrete  savings  within  a 
He  will  need  to  mov( 
Last  June,  Nabisco  wa 
quired  by  Philip  Morris 
That  means  it  will  have 
tegratc  70  more  brand.s| 
its  supply  chain.  More 
ever,  that's  going  to  re| 
the  kind  of  collaboratior 
the  Web  can  provide. 
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IF  WE  GOT  YOU  INTO 

eBUSINESS  ANY 


i  YOU'D  HAVE 
TO  STRAP  YOURSELF  IN. 


Now  you  can  go  from  zero  to  eBusiness  in  record  speed.  Introducing  Aspect'*  eBusiness  Architect,  the  revolutionary  new 
development  tool  that  creates  Improved  and  integrated  eCRM  and  eCommerce  processes.  By  simply  using  a  palette  of  graphic 
icons,  eBusiness  Architect  lets  you  quickly  generate  eFlows:  visual  representations  of  your  business  rules  that  integrate  your 
multimedia  contact  center,  front-  and  back-office  systems,  and  future  applications  into  one,  centrally  managed  eBusiness. 
All  without  complicated  code  or  costly  deployment.  Aspect  eBusiness  Architect.  With  power  like  this,  there's  no  stopping  you. 


ASPECT 

Ihr  St,/rfin^  I'oint  for  cliu 


BUILD  eBIZ  APPS  FASTER,  SMARTER,  CHEAPER. 
GET  YOUR  FREE  eBUSINESS  ARCHITECT  DEMO 
TODAY.  1-888-412-7728  www.aspect.com/go/bwa 


Aspect,  the  Aspect  logo,  and  the  phrase  "The  Starting  Point  for  eBusiness"  are  trademarks  and/or  service  marks  of  Aspect  Communications 
Corporation  in  the  United  States  and/or  other  countries    Ci  2000  Aspect  Communications  Corporation 


Now  therefe  a  simpler  way  to  manage 

yourcustomer-employee-supplier-partner- 

intra-extra-Inter-cross-platform-global- 

way-too-complex-digital-economy  net. 
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It's  one  Net.  Dive  in. 


You  can't  conquer  the  world  of  eBusiness  being  a  lonely  fish  in  an  isolated  pond.  You  need  the  freedom  to 
connect.  So  your  employees,  partners,  suppliers  and  customers  can  work  together.  And  all  their  different 
operating  systems,  intranets,  extranets  and  the  Internet,  can  work  as  one  Net.  Securely  and  reliably.  That's  the 
strength  of  Novell's  Net  services  software.  It  lets  existing  technology  work  together.  And  gives  you  the  power 
to  change  vour  eBusiness  as  fast  as  the  Net  economy.  So  dive  in  at  www.novell.com 

Novell 

the  power  to  change  ■ 


)  Copyright  2000  Novell,  Inc.  All  rights  reserved.  Novell  is  a  registered  trademark  and  the  power  to  change  is  a  Irodemork  of  Novell,  Inc.  in  the  United  Stotes  and  other  countries 
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FAITH  KEENAN 


Warehouse  Trouble 

Delivering  the  goods  loolied  lil(e  a  good  business.  Now  it's  mighty  crowded 

eady  for  the  next  dot-com  shakeout?  This  one  could  come  in  the  very 
id  bricks-and-mortar  world — among  the  so-called  fulfillment  compa] 
that  store  and  deliver  the  goods  for  online  retailers.  Scores  of  these  ou 
have  been  racing  to  fill  their  warehouses  to  the  ceiling  with  item 
small  as  a  package  of  paintbrushes  or  as  large  as  a  kayak  Now,  howev( 


looks  as  if  some  of  those  shelves  may 
carry  only  dust. 

Over  the  past  few  years,  companies  have 
been  lured  into  the  fiilfillment  business  by 
the  boom  in  online  sales.  Today,  they  see 
opportunity  in  the  debacles  of  Christmas, 
1999,  when  thousands  of  gifts  ordered  on- 
line didn't  make  it  under  the  Christmas 
tree  in  time.  Analysts  figure  online  mer- 


chants will  be  turning  even  more  to  ftilfill- 
ment  companies  that  have  the  logistical 
expertise  necessary  to  deliver  the  goods. 
According  to  a  mid-year  estimate  by  in- 
vestment bank  Stephens  Inc.  in  Little  Rock, 
by  2005  the  market  for  fulfillment  services 
is  projected  to  leap  900%,  to  $10  billion. 

Now  it  looks  as  if  those  figures  may 
be  overly  optimistic.  What  many  fulfill- 


ment companies  saw  as  a  potentialli 
crative  business  may  be  too  crowded] 
evidence  of  a  possible  glut  is  already  si 
ing  up  in  prices:  Fulfillment  companid 
charging  roughly  $1.50  an  order  plu] 
for  each  item  in  the  order.  Just 
months  ago,  the  going  rate  might 
been  double  those  figures.  "The 
probably  won't  support  more  thar 
premier    players,"    says 
Quillen,  a  fiilfillment  analij 
Stephens.  "There  will  be  a 
also-rans  out  there." 

There  already  are.  Fing 
Business  Services  Inc.,  ba 
just  two  years  ago  as  a 
ment  powerhouse  because  | 
history  as  a  catalog  compa 
scaling  back  its  fulfillment! 
sourcing  business.  Other  c^ 
ties  could  come  out  of  a 
86  fulfillment  companies 
piled  by  Southwest  Sect 
Group  Inc.,  a  brokerage  ii] 
las.  Of  those,  about  one] 
are  less  than  two  years  olcl 
Kit  Case,  a  senior  vice-pre| 
at  Southwest.  They  includ 
starts  such  as  SubmitOrde 
Inc.  in  Columbus,  Ohio, 
according  to  President  J.T.J 
ger,  has  invested  inillions 
of-the-art    warehouses, 
management,  and  castome] 
ice  systems.  Many  others 
divisions  of  established 
nies  such  as  ui'S  c-Logis| 
service  of  United  Parcel 
Inc.,  and  ICP  Logistics,  wlj 


WE'RE  HELPING  SEGA 
IVE  MILUONS  OF  GAMERS 
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WHAT  CAN  OUR  IP  VOICE  INNOVATION  DO  FOR  YOU? 

Who  would  have  thought  you  could  talk  to  other  gamers  around  the  world  while  you 
play  over  the  Internet — for  free?  Sega  and  InnoMedia  did  and  teamed  up  to  make  it 
a  reality.  InnoMedia's  unique  Voice-over-Internet  Protocol  (VoIP)  technology  is  helping 
our  partners  deliver  new  ways  of  communicating  that  others  have  never  imagined. 
Whether  it's  real-time  voice  interaction  between  gamers  or  providing  voice  to  the  next 
generation  of  technology  breakthroughs,  InnoMedia  is  working  with  leaders  in  various 
industries  to  deliver  future  communication  experiences.  ^^^^ 


Are  you  ready  to  take  your  product  to  the  next  level  and  revolutionize 
an  industry?  Find  out  how  through  our  vision  brochure  and  explore 
the  possibilities,  www.innomedia.com/vision 
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filling  orders  for  department  store  J.  C. 
Penney  Co.  and  others.  Even  Ryder  System 
Inc.,  better  known  for  its  trucking  opera- 
tion, offers  e-fulfillment  services  from  a 
few  warehouses. 

The  timing  couldn't  be  worse.  Just  as 
these  companies  are  gearing  up  to  deliver 
the  goods,  plenty  of  dot-coms  are  either 
shutting  down  or  choosing  to  fill  their 
own  orders.  On  Oct.  20,  cosmetics  seller 
Eve.com  announced  that  it  was  closing.  It 


For  instance,  ClickShip  Direct  Inc.,  a  unit 
of  Damark  International  Inc.  in  Min- 
neapolis, counts  BestBuy.com,  the  online 
unit  of  the  electronics  retailer,  among  its 
clients.  SubmitOrder  boasts  BlueLight.com, 
Kmart's  Net  play,  as  a  client  and  investor. 
Why  would  retailers  that  already  have  a 
distribution  network  ask  someone  else  to 
handle  online  orders?  Because  their  current 
systems  are  geared  to  delivering  cases  of 
goods  by  the  truckload  to  stores,  not  single 


'^Fulfillment  Is  rapidly 

becoming  a  commodity  service'' 


joins  Miadora.com,  a  jewelry  e-tailer,  and 
furniture  site  Living.com,  which  both  closed 
their  online  doors  on  Sept.  22. 

At  the  same  time,  there's  a  strong  do-it- 
yourself  movement.  Bigger  players  such  as 
Amazon.com  Inc.  have  built  their  ovwi  dis- 
tribution networks.  And  startups  such  as 
Fogdog.com,  recently  acquired  by  sports 
fulfillment  house  Global  Sports  Inc.,  have 
found  creative  ways  to  use  the  Internet  to 
source  directly  from  stores.  EToys  Inc.  also 
has  gone  on  its  own,  ending  a  contract 
with  Fingerhut  after  a  disastrous  1999 
Christmas.  The  online  toy  seller  claims 
Fingerhut  didn't  deliver  on  its  promises, 
and  eToys  ended  up  filling  orders.  "We're 
controlling  our  own  destiny,"  says  James 
Leonard,  director  of  distribution  and  lo- 
gistics at  eToys.  Fingerhut  and  eToys  are 
embroiled  in  arbitration  over  Fingerhut's 
claim  that  it  is  owed  $14.8  million  for  un- 
paid services.  In  September,  Fingerhut  filed 
a  defamation  suit  against  eToys  CEO  Edward 
"Toby"  Lenk  after  he  claimed  in  a  news- 
paper article  that  his  company  fired  Fin- 
gerhut. In  the  suit,  Fingerhut  says  the 
parting  was  by  mutual  agreement. 

In  fialfillment,  control  is  key.  If  a  com- 
pany can  afford  the  $20  million  or  more  it 
takes  to  build  a  state-of-the-art  warehouse 
and  delivery  system,  it's  worth  it  in  the 
long  run,  say  experts.  If  it  runs  its  own 
show,  a  retailer  can  make  sure  orders  get 
filled  as  soon  as  they're  received.  By  sharing 
a  system  with  others,  companies  risk  getting 
short  shrift.  "If  you're  a  smaller  client,  you 
may  not  get  the  attention  you  want,"  says 
David  Schatsky  of  Jupiter  Research. 

Instead  of  zeroing  in  on  just  pure-play 
e-tailers,  fulfillment  companies  are  trying 
to  fill  their  shelves  by  lining  up  deals  with 
traditional  retailers  and  their  online  arms. 
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books  or  turtlenecks  to  front  doors.  It's  a 
whole  different  ball  game,  requiring  faster 
response  time  and  more  precise  packing. 
Many  traditional  companies  are  asking  out- 
siders to  do  it,  at  least  until  they  can  put 
their  ovm  systems  in  place.  Wal-Mart  Stores 
Inc.  is  keeping  Fingerhut  on  the  payroll 
while  it  builds  out  its  own  system. 

Retailers  and  other  Web  companies  have 
plenty  of  fulfillment  services  to  choose 
from.  Connie  Fuhrman,  senior  vice-presi- 
dent at  BestBuy.com,  says  15  companies 


sought  its  business.  "Demand  is  not 
ing  space  availability  at  this  point,"] 
says.  BestBuy.com  chose  ClickShip  bed 
it  was  nearby  in  Minneapolis,  it  had 
terms  with  UPS  and  Federal  Express 
and  it  was  realistic  about  meeting  Best 
tight  90-day  time  fi-ame  to  be  up  and  I 
ning.  In  the  end,  BestBuy  didn't  even 
its  own  deadline:  It  took  more  time 
expected  to  hook  up  the  company'^ 
retail  outlets  to  allow  store  pick-ups 
returns,  so  the  company  started  shippij 
June  rather  than  in  January. 

Fulfillment  services  are  facing 
tough  times  ahead.  The  survivors  are"! 
ly  to  be  companies  with  big-name  re 
such  as  BestBuy  as  clients,  those  vdt| 
ready  well-greased  delivery  systems  su 
UPS,  and  those  who  offer  several  ser 
including  a  customer  call  center  lil 
one  operated  by  SubmitOrder,  anJ 
say.  "Fulfillment  is  rapidly  becomj 
commodity     service,"     says     Juf 
Schatsky.  "Many  companies  have  to  I 
more  services  to  maintain  margins.' 
may  be  the  only  way  for  these  bJ 
and-mortar  operations  to  survive  a| 
com  shakeout.   <t 


How  to  Deliver? 


Established  retailers  are  learning  what  e-tailers  already  knov 
Distribution  centers  designed  to  deliver  truckloads  of  merchandi 
to  stores  don't  work  for  a  single  shirt  going  to  a  home.  That  meat 
either  building  a  new  online  fulfillment  system  or  hiring  someone  el 
to  do  it.  Here  are  the  pros  and  cons  of  both: 


Build  it  y 


Hire  someone  else 


Pros: 

Control  is  the  key.  You  know  exactly 
how  much  your  fulfillment  system 
can  deliver  and  that  it  will  be  dedi- 
cated solely  to  handling  your  own 
products. 

Cons: 

A  state-of-the  art  warehouse  and 
delivery  system  starts  at  about 
$20  million.  Most  companies  have 
spent  so  heavily  on  marketing  that 
they  can't  afford  to  make  the 
investment. 


Pros: 

You  don't  have  to  invest  millions 
building  your  own  system,  and  yo 
can  save  even  more  through  volur 
discounts  that  an  independent  fu 
filler  serving  many  clients  can  neg 
ate  with  carriers  like  Federal  Expre 

Cons: 

It's  difficult  to  predict  demand,  s( 
it  spikes,  the  fulfiller  may  not  be    le 
to  handle  your  orders.  It's  even 
worse  when  the  fulfiller's  clients 
have  peak  seasons  during  the  sa 
time  of  year — Christmas. 
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Nobody  Is 

Better  Equipped  To  Manage 

High  Pressure  Internet 

Infrastructure  Operations 


In  case  you  haven't  noticed,  your  web  site  is  about  to  explode.  Time-to-market  issues,  combined  witti  the  inability 
to  hire  scarce  technical  talent,  have  a  way  of  putting  serious  pressure  on  existing  resources.  Take  a  deep  breath  and  relax:  SiteSmith  has  the  tools, 
the  people  and  the  resources  to  take  responsibility  for  your  web  site  operations.  We've  taken  the  pressure  off  more  dot-com  customers  and  industry 
leaders,  than  anyone  else.  Say  the  word  and  we'll  build  your  site  infrastructure  and  run  your  site.  You  won't  have  to  worry  about  scalability,  load 
balancing,  site  monitoring  or  security  —  so,  take  the  pressure  off  yourself.  For  fast  relief,  visit  www.sitesmith.com/bw. 
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JOAN  HAMILl| 

Diss  My 
Web  Site,  Pleasd 


Jakob  Nielsen  believes  the  best  design  critics  are  users 

akob  Nielsen  is  feeling  anxious.  He  sips  a  soda  and 
paces  like  an  expectant  father.  A  series  of  "users,"  as  he 
likes  to  call  them,  soon  will  troop  into  the  room  next  to 
the  one  where  we  are  waiting  here  in  a  Seattle  testing 
lab,  visible  to  us  through  one-way  mirrored  glass. 


They  will  sit  in  front  of  a  computer  and 
be  asked  to  do  simple  tasks  on  a  Web 
site.  We  will  look  over  their  shoulders, 
watch  where  they  click,  and  listen  to  their 
comments. 

It's  not  exactly  brain  surgery.  Yet  this 
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rudimentary  exercise,  neglected  by  the  ma- 
jority of  Web-site  developers,  can  improve 
the  effectiveness  of  a  Web  site  100%  to 
1,000%,  argues  Nielsen.  The  soft-spoken 
but  intense  Dane,  43,  is  considered  one  of 
the  world's  foremost  experts  in  Web  us- 


ability. That's  how  well  a  We 
allows  its  users  to  navigat 
transact  business  efficientlyj 
with  a  minimum  of  swe 
scowling,  and  confusion 
Nielsen's  notion,  in  fact,  that 
Web  site  must  be  designed  ft 
temet  users  who  are  "about 
tient  as  a  New  York  cabbie.' 

Nielsen  first  became  obs 
with  usability  at  Sun  Mic 
terns  Inc.,  where  he  worked 
terface  design — an  area  h 
written  about  widely  and  in 
he  holds  38  patents.  What 
Nielsen  stand  out  is  that 
curious  mix  of  nerdy  engine 
sensitive  observer  of  human 
tions  and  behavior  around 
puters.  He  has  turned  that 
lucrative  consulting  busines 
has  helped  such  startups  as 
ions  and  Motley  Fool,  and 
corporations,  including  G 
Electric  and  Hallmark  Card 
Nielsen  preaches  a  gos 
minimalist  design.  Sites  s 
be  laid  out  simply,  with 
headlines  and  labels,  directories  of 
on  the  site,  summaries  of  new  inft 
tion,  and  easy-to-spot  search  butt( 
pet  peeve:  Web  links  that  stronj 
your  browser  window  into  ope 
new  window — something  that  yc 
have  to  close  to  get  back  to  th 
where  you  started.  He  fumes  in  his 
book.  Designing  Weh  Usability:  Th 
tice  of  Simplicity,  that  such  a  tcchn 
"like  the  vacuum  cleaner  salespcrso 
starts  a  visit  by  emptying  an  asht 
the  customer's  carpet."  Other  d 
design  land  mines:  registration  s 
that  force  you  to  reveal  personal 
mation  before  you  even  know  wl 


t's  knowing  American  Express  can  help  you  control  your  e-purchasing. 

he  American  Express®  Corporate  Purchasing  Card:  a  secure  e-purchasing  tool  with  built-in  cost  controls, 
stablish  spending  limits.  Designate  preferred  vendors.  Track  expenses  online  or  off.  Integrate  purchasing  data  with 
■commerce  software.  And  cut  process  costs  up  to  95%  along  the  way.  Call  i-8oo-AXP-i200  or  visit  americanexpress.com. 


2000  American  Express. 
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site  has  to  offer,  excessive  use  of  text,  and 
slow-loading  graphics. 

His  design  principles  evolved  from 
what  we're  about  to  do  here:  Test  a  Web 
design  with  real  users.  Nielsen  urges  Web 
site  operators  to  begin  by  testing  their  ear- 
ly designs  in  this  kind  of  structured  envi- 
ronment, incorporate  that  feedback  into 
the  design,  and  then  periodically  retest  to 
make  sure  the  site  keeps  up  with  the  fast- 
changing  Web. 

Even  Nielsen's  own  company,  the 
Nielsen  Norman  Group,  doesn't  always  get 


us.  "Showtime,"  she  says.  "Oh  good,  good, 
good,"  Nielsen  says,  rubbing  his  hands  to- 
gether. A  woman  in  her  late  thirties  walks 
into  the  testing  room  and  sits  down. 
Nielsen  explains  that  it's  crucial  not  to 
ask  leading  questions  or  for  users'  opinions 
directly:  "Don't  ever  ask  anyone,  'What  do 
you  think  of  the  navigation?'  That's  useless. 
Say,  'Here's  the  thing  you  want  to  do.  Go 
try  and  do  it.' " 

The  facilitator  assigns  tasks  and  asks 
the  subject  to  think  out  loud  as  she  moves 
through  the  site.  "I  find  the  layout  a  little 


Design  Web  sites  for  people  who  are 
''about  as  patient  as  a  New  York  cabbie'' 


design  right  on  the  first  pass.  That's  why 
today  we'll  be  trying  out  Nielsen's  own 
new  Web-site  design.  Several  months  prior 
he  ran  a  new  design  by  a  test  group,  and  it 
bombed.  When  given  a  list  of  tasks,  users 
would  get  lost  and  click  around,  befud- 
dled. With  a  self-deprecating  grin,  Nielsen 
recalls  that  when  he  first  launched  his  site 
he  had  written  on  it:  "The  mission  of  the 
Nielsen  Norman  Group  is  simple,"  and 
then  explained  it  in  a  long  paragraph.  "I 
still  remember  the  guy  [in  a  testing  session] 
who  said:  'If  it's  simple,  it  shouldn't  take  a 
whole  paragraph  to  explain  it.'  He  was  ab- 
solutely right." 

The  door  opens,  and  the  facilitator  for 
today's  test  warns  us  to  keep  our  voices 
down  so  the  users  won't  hear 


bit  boring,"  the  woman  says  right  off  the 
bat,  squinting  at  the  screen.  "Oh,  this 
green  is  way  too  earthy,  and  this  minty 
green  is  just  yucky."  When  it  comes  to  lo- 
cating what  she's  asked  to,  however,  she 
does  so  quickly  and  efficiently,  and  prais- 
es the  organization.  Nielsen  is  delighted: 
"They  did  not  say  that  last  time,"  he  says. 

Respecting  impatience.  One  of  the 

challenges  of  getting  good  design  feed- 
back is  actually  learning  what  not  to  pay 
attention  to.  Color  is  one  example.  "Some 
things  vary  so  much  by  personal  taste  they 
really  don't  matter,"  explains  Nielsen.  "If 
you  ask  someone  whether  they  like  a  col- 
or, they  will  instantly  tell  you.  But  it's  really 


unlikely  it  will  interfere  with  their 
experience."  Sure  enough,  the  next 
is  a  young  man  who  remarks:  "That  i 
is  good." 

This  fellow's  critique  reminds  Niels 
one  of  his  principles.  "It's  too  long, 
man  says  of  a  long  block  of  text, 
'summar/  is  as  long  as  an  article."  N 
nods  vigorously.  "Users  do  not  li] 
scroll,"  he  says.  When  the  design  goi 
summaries  wall  be  more  compact. 

The  three  users  we  watch  ove 
course  of  several  hours  reinforce  Nie 
view  that  Web  surfers  are  an  impatiei 
The  third  tester,  herself  a  designer,  ge 
looking  for  something  on  Nielsen 
and  begins  clicking  away  almost  rand 
Frustrated,  she  mutters:  "The  way 
on  the  Web,  I  would  never  have  a 
that  long  to  find  it." 

Why  do  so  many  sites  fail  to  ei 
user  testing?  Nielsen  says  hierarchy 
bureaucracy,  especially  within  large 
panies,  are  partly  to  blame.  "The  CEC 
'I  think  there  should  be  a  spinning 
and  everybody  does  a  jackboot  salute 
sir,'"  says  Nielsen.  "This  suck-up-t( 
boss  behavior  results  in  miserably  bac 
sites."  When  he  finally  can  get  th 
brass  into  usability  tests,  "their  jaws 
when  they  hear  uncensored  comi 
from  users.  Their  first  reaction  is 
'Where  did  you  possibly  find  user  h 
stupid?'  "  As  the  Net  shakeout  contini 
one  can  afford  to  let  bloated  egos 
away  customers.  ® 


Design  Do's  and  Don'ts 


Jakob  Nielsen  is  a  Web  user's  biggest  advocate.  He  specializes  in  helping  companies  create  sites  that 
are  simple,  logical,  and  keep  a  user  engaged  long  enough  to  complete  a  transaction. 


DO'S 

►  Good  home  pages  make  crystal  dear  what 
a  site  can  do  for  a  user.  They  should  include  a 
directory  of  the  site's  content,  a  summary  of  new 
information  or  promotions,  and  a  search  feature. 

*■  Use  headlines  and  bullet  points 

instead  of  long  blocks  of  text. 

>  Use  as  few  graphics  as  possible,  to 
speed  loading. 


DON'Ts 

►  Don't  use  "splash"  SCreenS— get  users 
right  to  content. 

>■    Don't  use  pop-Up  windoWS. 

^  Don't  force  registration  just  to  see 

what's  in  your  site. 

►  Don't  use  new  technologies  until  they've 

been  widely  adopted. 
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19  out  of  20  Web  sites  can't  tell  them  apart. 
Can  yours? 


assf:^^agssi^se=s 


Relationship  Technology  Solutions.  They  add  intelligence  to  your  Web  site. 


"hey  allow  you  to  personalize  each  customer  interaction,  not  just  process 


DO  YOU  KNOW 


Introducing  Relationship  Technology™  Solutions  from  NCR,  the  power  to  know. 


lata.  And  they  help  you  ensure  that  your  Web  visitors  get  what  they  want, 


vhen  they  want  it  and  how  they  want  it.  That's  the  awesome  power  of  a 


Teradata-  Active  Data  Warehouse  from  NCR.  To  customize  Web 


interactions  based  on  what  your  customers  want  —  not  who  they  lool<  like  — 


'isit  www.teradata.com  today  and  get  your  Teradata  Knowledge  Pack. 


DO  YOU  KNOW 
DO  YOU  KNOW 


We  give  you  the  power  to  know,   jg 


CUTTING   EDGE 


BY  ROBERT  D.  HOF 

rob  hof@ebiz.businessweek.com 


Look,  Ma,  No  Humans 

More  and  more,  e-commerce  entails  machines  just  dealing  with  machines 

ust  a  few  weeks  ago,  I  argued  that  way  too  many  Web  site  operators  forget 
need  to  forge  solid  relationships  with  people — ^flesh-and-blood  customers  and 
ners.  But  a  few  years  from  now,  it's  quite  possible  that  the  bulk  of  electronic  ( 
merce  won't  be  conducted  between  people  at  all.  Strange  as  it  sounds,  : 
transactions  will  be  carried  out  completely  by  machines,  from  computers 


industrial  sensors  to  software  agents  and  household  appliances. 

Already,  we're  seeing  the  beginnings  of  a  world  in  which  com- 
puters, after  just  a  nudge  from  people,  have  a  merry  old  time  do- 
ing business  with  one  another.  On  auctioneer  eBay  Inc's  Web  site, 
for  instance,  you  can  enter  a  "proxy  bid"  that  does  battle  auto- 
matically with  other  bidders  up  to  your  chosen  high  price,  even 
while  you  sleep.  Likewise,  the  Web  exchange  Arbinet  Communi- 
cations Inc.  allows  telecom  companies  to  set  loose  automated  buy 
or  sell  orders  for  excess  calling  time  at  set  prices  and  quality. 

As  chip-size  computers  and  cheap  bandwidth  spur  constant  Net 
connections  to  all  manner  of  devices,  machines  could  even  become 
the  prime  customers  online.  "You  have  a  situation  where 
people  don't  have  to  be  involved,"  says  David  Roddy, 
vice-president  for  Internet  economics  at  the  in 
dustrial  trading  site  VerticalNet  Inc.  "My  re- 
frigerator can  talk  to  my  grocer  about  the 
lack  of  milk.  My  car  can  talk  to  my  me- 
chanic about  a  funny  noise.  The  mailbox  will 
tell  FedEx  whether  it's  empty  or  frill." 

I  can  see  this  going  even  further. 
Production  equipment  at  a  company's 
factories  in  various  cities  could  have  sen- 
sors connected  to  its  resource-planning 
software  and  to  its  suppliers'  inventory 
databases,  as  well  as  to  e-tailers'  Web 
sites.  Once  the  customer  clicks  the 
"buy"  button,  machines  could  take 
over  from  there,  handling  purchase 
orders,  replenishing  raw  materials,  and 
ordering  replacement  parts  for  ailing  factory-floor 
machines.  Eventually,  supply  chains  could  shrink  to 
seamless  links,  controlled  directly  by  the  ultimate  buy 
er — even  you  and  me. 

In  case  you  think  this  is  all  pie  in  the  sky,  consider  what 
Eastman  Chemical  Co.  is  doing  already.  Using  software  from 
webMethods  Inc.,  it's  starting  to  allow  purchase  orders  and  qual- 
ity reports  to  flow  directly,  with  no  human  intervention,  from  its 
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pulp  supplier,  Rayonier  Inc.,  to  customer  Albemarle  Corp., 
cialty  chemicals  firm.  "We  don't  need  to  have  human  beings 
middle  of  routine  transactions,"  says  Fred  Buehler,  Eastmai 
rector  of  e-business.  He  reckons  Eastman  ultimately  could  i 
its  inventories,  which  totaled  $485  million  last  year,  by  as  m 
15%.  Eventually,  he  envisions  telemetry  devices  on  custc 
chemical-processing  tanks  that  issue  orders  for  needed  materi 
rectly  to  Eastman's  computers,  or  to  its  suppliers'  machine; 
The  reason  Eastman  can't  go  that  far  yet,  though,  points 
big  obstacle  to  widespread  machine-to-machine  e-commero 
it's  not  the  machines.  It's  bullheaded  humans.  They're  still  ti 
over  key  software  standards  such  as  XML,  a  universal  langua 
computers  to  share  information.  And  many  adamantly  resis 

''My  refrigerator  can 
talk  to  my  groc 
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ing  down  some  of  the  walls  they 
up  to  protect  themselve; 
customers,  suppliers,  ar 
tential  competitors. 

Of  course,  there  are 
of  jobs  only  people  cd 
We  just  have  much  | 
things  to  do  that 
mundane  tasks  as 
ing  purchase  orderJ 
roles  will  be  at  th 
edges  of  business  proct 
setting  up  the  right  rul 
ing  the  occasional  exec 
and  reaping  the  results 
ing  the  rest  to  the  ma   lie 
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.says  Eastman  Program  Manager  Bill  Graham,  "frees  pcopk 
do  more  creative  things."  And  when  you  get  down  to  it,  isi 
really  the  point  of  e-commerce?   • 
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The  Internet  has  given  birth  to  a  new  generation.  A  generation  that  was  born  digital. 
A  generation  that's  as  comfortable  with  bits  and  bytes  as  their  forefathers  were  with  pen 
and  paper.  A  generation  that  believes  technology  can  change  the  world. 

At  WorldComf""  we  understand  those  people  because  we  are  those  people.  We  get  a 
childlike  thrill  out  of  introducing  companies  to  the  wonders  of  global  hosting,  VPNs  and 
web-enabled  call  centers.  Which  means  we  get  to  turn  brick-and-mortar  businesses  into 
click-and-mortar  ones. 

It's  a  whole  new  playground  out  there.  And  If  you  ask  us,  the  more,  the  merrier. 
.    For  more  detaifs,  visit  us  at  www.wcom.com/generationd. 
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He's  either  dreaming  or  working  with  CA's  Intelligent  CRM  Suiti 


There  have  never  been  so  many  ways  to  lose  a  customer  Thanks  to  the  Internet, 
your  customers'  expectations  have  never  been  higher  Their  sources  of  information  have 
never  been  greater  And  their  access  to  your  competitors  has  never  been  faster  What's 
more,  research  tells  us  that  companies  can  boost  profits  by  almost  100%  just  by 
retaining  5%  more  of  their  customers.*  The  first  step  to  retaining  those  customers  is 
gaining  a  better  understanding  of  them. 

Computer  Associates'  Intelligent  CRM  offers  you  a  comprehensive  suite  of 
applications  to  understand  and  retain  those  demanding  customers.  From  our  predictive 
Customer  Intelligence  that  mines  the  information  in  your  database  for  decision-making 
analyses  and  insights  to  our  predictive  Sales  and  Marketing  that  provides  you  with  a 
consolidated  view  of  all  customer  activity  across  your  business  through  personalized 
portals:  CA's  Intelligent  CRM  Suite  is  unique  in  the  industry. 

Furthermore,  our  3-D  visualization  technologies  bring  information  and  analyses  to 
life  and  give  customers,  staff,  and  suppliers  the  opportunity  to  perceive  it  in  all  its  many 
dimensions  rather  than  simply  view  it.  Whether  you  begin  with  a  single  application  or 
choose  the  entire  solution,  it's  powered  by  Jasmine®  //,  CA's  eBusiness  platform.  So  it 
seamlessly  integrates  with  your  existing  systems  and  applications  to  leverage  your 
investment,  regardless  of  underlying  technologies. 

To  find  out  more  about  how  Computer  Associates  can  help  you  get  closer  to  your 
customer  and  empower  your  staff,  visit  www.ca.com/solutions/crm.htm  or  call 
1-800-225-5224.  Don't  wait  too  long,  your  competitors  are  reading  this  too. 


©2000  Computer  Associates  International,  Inc.,  Islandia,  NY  11749.  All  trademarks,  trade  names,  service  marks  and  logos 
reterenced  herein  belong  to  ttieir  respective  companies.  "Harvard  Business  Review.  Sept, -Oct.  1990,  Frederick  F.  Reichheld 
&  Earl  Sasser,  Jr.,  Zero  Defections:  Quality  Comes  to  Services. 
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Human  Touch 


Customer  Service 


Sales  and  Marketing'* 
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COMMENTARY 


By  Jeff  Green 

HOW  TO  GET  GREEN  CARS  ON  THE  ROAD 


ave  and  Linda  Miller  wouldn't 
own  their  $21,500  natural  gas- 
fueled  Honda  Civic  if  it  wasn't 
for  aggressive  incentives  in  their 
home  state  of  Arizona.  The  program 
cut  the  price  to  about  $7,000.  Now 
that  the  Mesa  couple  has  the  vehicle 
in  the  garage,  they're  only  paying 
about  68(2  a  gallon  for  fuel.  And  Lin- 
da says  her  commute  to  Phoenix  has 
shrunk  from  more  than  60  minutes 
down  to  40,  thanks  to  rules  that  ush- 
er alternative-fuel  vehicles  into  high- 
occupancy  lanes  regardless  of  the 
number  of  passengers. 

Unfortunately,  the  Arizona 
law  that  introduced  the 
Millers  to  the  natural  gas 
Civic  was  chock-full  of  loop- 
holes. What  was  intended  to 
be  a  $3  miUion  jump  start  for 
alternative  vehicles  turned 
into  a  $420  million  boondoggle. 
Opportunistic  consumers  took 
advantage  of  the  incentives  to 
purchase  at  a  discount  big 
sport-utility  vehicles  that  bum 
either  gasoline  or  alternative 
fuels.  Then  they  continued  to 
run  their  new  siivs  on  ordi- 
nary gasoline.  On  Oct.  20,  the 
Arizona  legislature  put  the 
program  on  hold. 

Looking  at  Arizona's  deba- 
cle, other  states  may  choose 
to  junk  their  own  budding  in- 
centives for  green  cars.  That 
would  be  a  pity.  If  large  numbers  of 
urban  drivers  could  fill  their  tanks 
with  natural  gas,  propane,  and  other 
clean  fuels,  city  dwellers  could  start 
filling  their  lungs  with  something  oth- 
er than  gray  grime.  But  nature-lov- 
ing doesn't  come  naturally.  Market 
research  shows  that  drivers  buy  cars 
on  price — and  save  their  planetary 
concerns  for  the  opinion  polls. 
FEW  TAKERS.  At  present,  more  than 
33  states  and  the  federal  government 
are  trying  to  figure  out  ways  to  get 
people  to  switch  to  green  vehicles, 
including  cars  using  technology  such  as 
ftiel  cells  that  reduce  gasoline  con- 
sumption. But  so  far,  the  number  of 
such    vehicles    comes    to    a    pitiful 
430,219,  or  about  0.21%  of  the  209  mil- 
lion vehicles  on  U.  S.  roads. 
Price  is  part  of  what  keeps  those 


numbers  so  low.  Alternative-fuel  cars 
cost  $3,000-$5,000  more  than  gasoline 
burners.  And  unlike  Arizona,  most 
states  with  incentive  programs  cover 
just  part  of  the  cost  of  the  new  tech- 
nology. So  for  now,  most  of  the  buy- 
ers are  either  government  agencies 
or  large  private  fleets  that  are  re- 
quired to  buy  the  vehicles.  Without 
lush  incentives,  it  will  take  years  to 
woo  mass-market  consumers,  says 
Rich  Kolodziej,  president  of  the  Nat- 
ural Gas  Vehicle  Coalition. 

Up  until  now,  most  of  the  legisla- 


which  attracted  small  numbers  of 
consumers  to  alternative-fuel  vehicles 
before  any  tax  incentives  were  avail- 
able, is  now  urging  renewed  govern- 
ment efforts.  "The  fastest  way  to 
make  a  real  impact  is  to  get  more  of 
these  vehicles  on  the  road.  That 
takes  incentives,"  says  Laura  Kaiser, 
environmental  strategy  manager  for 
Toyota  Motor  Sales  U.  S.  A.  Inc. 
HYBRIDS  COMING.  That  next  level  re- 
mains a  big  leap.  In  Washington,  a  re- 
cent round  of  "alt  fuel"  incentive  pro- 
posals died  in  committee.  Lawmakers 


FALSE  START 
Incentives  helped 
put  Linda  Miller  in 
a  natural  gas  car, 
but  abuses  put  the 
program  on  hold 
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tion  has  been  designed  to  convert  ve- 
hicles such  as  buses  and  dehvery 
vans,  which  are  driven  far  more 
miles  than  passenger  cars  and  thus 
use  more  fuel.  Many  advocates  of  al- 
ternative fuel  applaud  this  focus  on 
so-called  fleet  vehicles.  High  concen- 
trations of  such  vehicles  encourage 
the  spread  of  fuehng  stations  more 
effectively  than  a  smattering  of  con- 
sumers sprinkled  through  the  sub- 
urbs, Kolodziej  says.  Also,  fleet  cus- 
tomers respond  to  incentives  because 
fuel  savings  are  a  priority  with  them. 

Nevertheless,  fleet  customers  are 
unlikely  to  spark  consumer  trends. 
"We  need  ways  to  nudge  people 
away  from  gas-guzzlers,"  says 
Michelle  Robinson,  transportation  ad- 
vocate for  the  Union  of  Concerned 
Scientists.  Even  Toyota  Motor  Corp., 


MP 


are  expected  to  revisit  the  issue  in 
the  next  session.  Meanwhile,  the  pen- 
dulum clearly  has  shifted  from  pro- 
moting fleet  vehicles  to  encouraging 
consumers,  says  one  legislative  staffer. 

Auto  makers  hope  to  encourage 
incentives  by  taking  action.  Daimler- 
Chrysler  says  that  starting  in  2003, 
it  may  start  producing,  yearly,  30,000 
"hybrid"  Durango  suvs,  which  boost 
fuel  efficiency  by  using  a  small  elec- 
tric motor  to  assist  the  gas-burning 
engine.  Other  auto  makers  have  their 
own  hybrids  in  the  pipeline.  That's 
great  news  for  the  planet.  But  if  the 
number  is  going  to  grow,  more  peo- 
ple like  the  Millers  must  be  given  an 
excuse  to  take  the  first  plunge. 

Green  covers  tlie  auto  industry  in 
Detroit. 
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Corporate  Scoreboard 


GOOD-BYE  TO 
PUMPED-UP  PROFITS? 

Companies  will  be  hard-pressed  to  match  even  their  third-quarter  earnings  performancj 


Is  Corporate  America's  tiirbocharged 
profit  machine  running  out  of  gas? 
Judging  by  the  third-quarter  per- 
formance of  most  companies,  the 
question  almost  seems  farcical:  Thanks 
to  strong  showings  by  energy,  semicon- 
ductor, and  pharmaceutical  companies, 
among  others,  the   900  on   BUSINESS 


week's  Corporate  Scoreboard  were  able 
to  post  a  collective  18%  rise  in  third- 
quarter  profits  from  the  same  period 
the  year  before.  Sales  for  the  period 
rose  17%. 

But  lurking  behind  those  pumped-up 
profit  reports  are  ominous  warnings 
from  giants  such  as  IBM  and  WorldCom 


Inc.  about  their  continuing  ability 
sustain  the  double-digit  gains  to  wh  i 
investors  have  become  accustomed, 
ready,  the  spike  in  energy  costs,  c(  t- 
bined  with  higher  borrowing  costs  a 
slowing  domestic  economy,  and  a  plu  >■ 
ing  euro,  are  creating  new  headwii  b 
that   are   likely   to   buffet   Corpor 


Winners  and  Losers  in  Quarterly  Profits 


INDUSTRIES 


COMPANIES 


LEADERS 


LAGGARDS 


WHO  MADE  THE  MOST 


WHO  LOST  THE  MOST 


PERCENTAGE  CHANGE  FROM 

PERCENTAGE  CHANGE  FROM 

MILLIONS  OF 

MILLIONS  0F| 

1999'sTHiRD  QUARTER 

1999's  THIRD  QUARTER 

DOLLARS 

DOLURS 

FOOD  RETAILING 

206% 

TEXTILES                           LOSS 

EXXON  MOBIL 

$4,490 

JDS  UNIPHASE* 

$1,017 

PETROLEUM  SERVICES 

139 

GLASS  CONTAINERS             LOSS 

GENERAL  ELECTRIC 

3,180 

12  TECHNOLOGIES 

-756 

DRUGS  &  RESEARCH 

137 

DRUG  DISTRIBUTION            LOSS 

CITIGROUP 

3,088 

LOCKHEED  MARTIN 

-704 
-685 

SEMICONDUCTORS 

119 

STEEL                               LOSS 

SBC  COMMUNICATIONS 

2,999 

PSINET 

COAL.  OIL  &  GAS 

94 

TIRE  &  RUBBER                   -88% 

VERIZON  COMMUNICATIONS  2,644 

CMGI*** 

-634 

ALUMINUM 

83 

ELECTRONICS                      -76 

MICROSOFT* 

2,581 

BERGEN  BRUNSWIG*** 

-545 

CHEMICALS 

80 

FOREST  PRODUCTS               -69 

INTEL 

2,509 

AVAYA*** 

-543 

SPECIAL  MACHINERY 

78 

AUTO  PARTS  &  EQUIPMENT    -50 

PHILIP  MORRIS 

2.319 

BURLINGTON  INDUSTRIES**' 

'  -524 

GAS  UTILITIES 

60 

MISCELLANEOUS  SERVICES    -42 

IBM 

1.963 

OWENS-ILLINOIS 

-449 

ENTERTAINMENT 

60 

COMPUTER  SOFTWARE  &  SVCS.-34 

TYCO  INTERNATIONAL***    1,910 

KMART** 

-448 

INSTRUMENTS 

54 

AIRLINES                            -27 

MERCK 

1,836 

MARCHFIRST 

-437 

TELEPHONE  COMPANIES 

47 

PUBLISHING                        -28 

BANK  OF  AMERICA 

1,829 

CONSECO 

-427 

BANKS  -  WEST  &  SOUTHWEST  46 

TRANSPORTATION  SERVICES -15 

WAL-MART  STORES** 

1.596 

RITE  AID** 

-425 

RAILROADS 

44 

CARS  &  TRUCKS                   -14 

CHEVRON 

1,531 

SPRINT  PCS  GROUP 

-390 

COMPUTERS  &  PERIPHERALS 

41 

BANKS— SOUTH  &  SOUTHEAST  -14 

AIG 

1,386 

LEVEL  3  COMMUNICATIONS 

-351 

All-INDUSTRY  AVERAGE: +18% 

*  FISCAL  FIRST  QUARTER 

"FISCAL  SECOND  QUARTER         '"FISCAL  FOURTH  QUARTER 

DATA:  COMPUSTAT;  PROVIDED  BY  STANDARD  S  POOR'S  INSTITUTIONAL  MARKR  SERVICES 
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America's  sales  and  eaniinj^;^  |)fcifor- 
lance  for  quarters  to  come. 
These  new  threats  haven't  been  lost 
n  Wall  Street,  where  analysts  have 
een  feverishly  marking  down  fourth- 
uarter  estimates  for  the  bellwether 
)mpanies  in  the  Standard  &  Poor's  500- 
xx:k  index.  The  confident  15.6%  growth 
rejected  for  fourth-quarter  earnings  as 
'  early  October  has  given  way  today  to 
far  more  cautious  11.7%.  That  pales 
3Xt  to  the  21%  growth  in  the  same 
;riod  last  year.  Some  of  the  biggest 
(assessments  have  come  in  the  tech- 
)logy  sector,  which  led  to  October's 
asdaq  stock  swoon.  "There's  a  decom- 
"ession  going  on  in  earnings  expecta- 
3ns,"  notes  Edward  E.  Yardeni,  chief 
vestment  strategist  for  Deutsche  Bank 
icurities. 

The  outlook  for  next  year  is  even 
ore  sobering.  Analysts  expect  that  the 
:P  group's  profit  growth  for  all  of  2001 
ill  slow  to  12.9%— and  that  could  be 
vised  later  into  the  low  single  digits, 
■edicts  Charles  L.  Hill,  director  of  re- 
arch  at  First  Call/Thomson  Financial, 
lat  compares  with  full-year  growth  of 
%  last  year,  and  a  projected  19%  this 
>ar.  "The  risk  we  could  have  a  hard 
iding  has  come  up  significantly  in  the 
it  month  or  so,"  Hill  says. 
>UBLE  TEAM.  Blame  it  on  a  double 
am  of  higher  energy  costs  and  the 
rlier  rate  hikes  by  the  Federal  Re- 
rve  that  are  only  now  working  their 
ly  through  the  economy.  That  combi- 
tion  is  likely  to  slow  U.S.  growth 
im  this  year's  5%-plus  rate  to  3%  in 
01,  says  Joshua  Shapiro,  chief  U.S. 
jnomist  at  Schroder  Investment  Man- 
ement.  The  deceleration  will  have  an 
tsized  effect  on  corporate  profits — 
ishing  the  increase  for  all  public  and 
ivate  companies  to  as  little  as  2.5% 
xt  year,  by  Shapiro's  estimates.  "It 
in't  take  much  in  the  way  of  an  eco- 
mic  slowdown  to  trigger  a  problem 
th  profits,"  he  says. 
To  be  sure,  Corporate  America  has 


proven  the  naysayers  wrong  before.  It 
was  only  two  years  ago  that  the  900 
scoreboard  corporations,  whacked  by 
the  Asian  economic  collapse,  turned  in  a 
mere  2%  profit  increase,  and  some  ex- 
perts were  predicting  sustained  slug- 
gishness. Thanks  to  strong  investments 
in  computers  and  other  productivity  en- 
hancers, restrained  wage  growth,  and 
a  booming  U.S.  economy,  corporations 
sprang  right  back.  Now,  though,  econo- 
mists believe  that  a  similar  performance 
will  be  tougher  to  pull  off.  Labor  costs 
are  climbing  sharply  as  companies  re- 
main unable  to  raise  prices  yet  continue 
to  bid  for  workers  in  a  tight  labor  mar- 
ket. "We're  seeing  a  very  dramatic  ac- 
celeration in  wage  costs,"  says  Kenneth 
J.  Matheny,  senior  economist  at  St. 
Louis-based  Macroeconomic  Advisers 
LLC  (chart,  page  93). 

To  their  credit,  many 
sectors  booked  solid 
third-quarter  perfor- 
mances in  the  face  of 
these  growing  obsta- 
cles. Energy  companies 
rode  the  OPEC-orches- 
trated  hike  in  global  oil 
prices  to  nearly  double 
their  profits.  Exxon 
Mobil  Corp.  recorded 
the  biggest  overall  prof- 
it figure  of  our  900 
scoreboard  companies 
and  the  biggest  quarterly  profit  in  U.S. 
history,  $4.5  billion,  for  a  gain  of  105%. 

General  Electric  Co.  produced  the 
second-largest  profit  total  of  the  group, 
$3.2  billion,  marking  a  steady  20%  gain 
from  the  year-earlier  period.  That  was 
off  impressive  double-digit  profit  grovi1:h 
in  six  of  the  company's  seven  industrial 
businesses,  including  its  power-turbine 
and  medical-equipment  units.  GE  also 
bucked  a  weak  market  in  plastics  and 
reaped  a  bounty  of  Olympic  and  elec- 
tion-year advertising  at  NBC 

Shortages  of  key  electronic  compo- 
nents pushed  up  profits  at  semiconduc- 


HiniNG  THE  BRAKES 
ON  CORPORATE  EARNINGS 
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tor  makers  by  119%,  as  customers 
scrambled  for  chips  used  in  everything 
from  cell  phones  to  the  new  Sony 
PlayStation  2  videogame  machine.  The 
industry's  turnaround  was  illustrated  by 
Micron  Technology  Inc.,  which  reversed 
last  year's  $17  million  third-quarter  loss 
with  a  $727  million  gain.  Drugmakers' 
137%  earnings  gain  for  the  period  was 
helped  greatly  by  comparisons  with  the 
previous  year,  when  American  Home 
Products  Corp.  reported  a  huge  $2.6 
billion  loss  because  of  a  charge  to  settle 
lawsuits  over  the  diet  drug  fenfluramine. 
StUl,  some  of  the  biggest  pharmaceutical 
houses  racked  up  impressive  gains  off 
the  strength  of  their  blockbuster  drugs: 
Merck  &  Co.  reported  income  of  $1.8 
billion,  up  19%,  partly  on  an  18%  jump 
in  sales  of  Zocor,  its  cholesterol-lowering 
drug.  And  Pfizer  Inc. 
said  profits  jumped  23%, 
to  $1.4  billion,  as  sales 
of  its  own  cholesterol 
product,  Lipitor,  rose 
22%  in  the  quarter. 

Even  some  companies 
buffeted  by  the  collaps- 
ing euro  were  able  to 
wring  out  higher  profits. 
IBM,  for  instance,  man- 
aged to  hold  down  over- 
all expenses,  which  fell 
to  18%  of  revenues  dur- 
ing the  first  nine  months 
of  2000,  from  19.5%  the  year  before,  for 
a  savings  of  $1  billion,  according  to  Toni 
Sacconaghi,  a  Sanford  C.  Bernstein  ana- 
lyst. As  a  result.  Big  Blue  was  able  to 
boost  its  profits  by  11%,  to  .$2  billion  in 
the  third  quarter,  despite  heavy  expo- 
sure to  the  declining  European  currency 
that  helped  slow  revenue  growth  nearly 
by  half,  from  5%  to  3%.  But  for  all  the 
company's  success  at  what  Chief  Finan- 
cial Officer  John  Joyce  calls  "basic  block- 
ing and  tackling,"  he  is  concerned  that 
the  euro's  continued  swoon  could  fur- 
ther erode  IBM's  bottom  line:  "The  im- 
pact in  the  fourth  may  be  larger  due  to 
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Hard  times  are  at  hand  in  the  telecom  industn 
where  new  players  have  put  pressure  on  price 


the  euro  and  the  difficulty  of  hedging." 
Whether  the  profits  machine  keeps 
humming  along  or  screeches  to  a  halt 
depends  largely  on  the  tech  sector, 
which  has  generated  as  much  as  one- 
third  of  economic  gi'owth  over  the  past 
several  years.  Despite  an  impressive 
surge  in  profits  for  the  tech-sector  com- 
panies in  the  s&p  500  during  the  July-to- 
September  stretch,  analysts  are  franti- 
cally lowering  their  outlooks  for  the 
traditionally  strong  fourth  quarter:  Ac- 
cording to  Hill,  the  consensus  forecast 
for  the  group  has  dropped  from  the  29% 
increase  expected  in  early  October  to 
17%.  And  that's  way  off  the  40%  year- 
over-year  profit  growth  that  tech  com- 
panies showed  in  the  third  quarter. 
Looking  forward,  profit  gains  at  tech 
companies  are  now  expected  to  slow  to 
19%  in  2001,  vs.  the  32%  increase  fore- 
cast for  this  year. 

What's  darkening  the  profit  outlook 
for  tech?  For  PC  makers,  it's  a  fear  that 
they've  saturated  the  U.S.  market,  cou- 
pled wath  the  dollar's  rise  against  the 
euro,  which  is  crimping  demand  in  key 


areas  overseas.  And  as  the  froth  evapo- 
rates from  the  Internet  sector,  and 
many  struggling  Web  startups  run  out 
of  cash,  several  analysts  see  a  slow- 
down in  demand  for  networking  equip- 
ment, software,  and  other  services. 
FIERCE  COMPETITION.  Signs  of  a  PC 
slowdown  grow  bigger  by  the  day.  On 
Nov.  2,  analyst  Eric  Ross  of  broker- 
age Thomas  Weisel  Partners  LLC  is- 
sued a  report  projecting  sales  of  130 
million  units  for  this  year,  up  16%.  That 
compares  with  his  earlier  estimate  of 
20%  unit  growth.  Still,  many  analysts 
and  tech  executives  remain  optimistic 
about  their  prospects.  Dell  Computer 
Corp.,  after  increasing  its  profits  an 
average  68%  in  each  of  the  past  five 
years,  still  is  expected  to  boost  its  bot- 
tom line  36%  in  the  fiscal  year  ending 
this  January,  and  another  27%  the  year 
after  that.  Over  at  Gateway  Inc.,  one  of 
Dell's  leading  PC  rivals.  Chief  Executive 
Jeffrey  Weitzen,  believes  that  the  com- 
puter market  will  still  grow  in  the  mid- 
teens  and  that  Gateway  will  expand 
even  faster  by  generating  new  busi- 


A  Spotlight  On  Third-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 


INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 


PERCENT  CHANGE  FROM 

SAME  PERIOD  OF  PRECEDING 

YEAR.  ALL  INDUSTRIES 
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THE  LATEST  QUARTER 
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WITHOUT  COAL, 
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After  the  jitters  caused  by  earnings 
pre-announcements,  the  actual 
results  come  as  a  relief.  Profits 
were  up  18%,  on  a  17%  revenue 
gain.  That's  the  sixth  straight  quarter 
in  which  sales  have  increased  by 
double  digits.  No  surprise,  the  oil 
companies  did  a  lot  of  the  heavy 
lifting,  with  profits  at  Exxon  Mobil, 
Chevron,  and  Texaco  all  at  least 
100%  higher  than  a  year  before. 
The  drug  companies  were  helped 
by  American  Home  Products 
and  Genentech  coming  back  from 
losses  a  year  ago  to  make  money 
this  quarter.  For  semiconductor 
makers,  strong  results  at  Intel 
(-1-72%)  and  Texas  Instruments 
(+69%)  helped  lead  a  119%  earnings 
jump,  dampened  somewhat  by  the 
billion-dollar  loss  at  JDS  Uniphase. 
But  the  drumbeats  have  already 
started  for  the  fourth  quarter. 
How  about  a  dash  of  anxiety  to 
go  with  that  eggnog? 

DATA;  COMPUSTAT  PROVIDED  BY  STANDARD  &  POOR'S  INSTITUTIONAL  MARKET  SERVICES 
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ness  from  warranties  and  Internet  ;- 
vices.  "I  don't  believe  this  is  a  dm 
and-gloom,  going-nowhere  markeljfi 
all,"  says  Weitzen,  whose  company  i- 
ported  a  35%  surge  in  third-quai  r    , 
earnings. 

In  telecom,  it's  harder  to  deny  t  il  _ 
hard  times  are  at  hand.  Establis  lI  ■, 
players  are  wrestling  with  fierce  g  i- 
petition  from  a  bevy  of  new,  unre  i- 
lated  entrants.  The  outlook  for  c  i- 
struction    of    networks    and     ot  r  - 
equipment  is  mixed,  but  Merrill  Ly  h 
&  Co.  this  month  projected  a  5%    '.- 
cline    in   2001    capital    expenditu:  s. 
While  the  industry  as  a  whole  suffe  d 
a  big  drop  in  third-quarter  pro:  5,  — 
First  Call  is  now  predicting  a  19%  p  F- 1  , 
it  plunge  in  the  fourth  quarter.  Am  p  i  . 
those   warning   of  trouble    aheac  !s  | 
WorldCom  (page  EB  30).  The  tele(  n  ■. 
giant  reported  a  12%  drop  in  th  1-    , 
quarter  profits,  and  it  is  increasir  iv.. 
challenged  by  consumers  shifting  .o . 
wireless  technologies,  a  free  fain, 
long-distance  rates  to  as  little  as  t  a  n  , 
minute,    and    unfavorable    excha  :e  , 
rates.  "We're  facing  our  share  of  i-  .. 
dustry  challenges,  including  pri(  g  , 
pressures,"     sighs     WorldCom       o... 
Bernard  J.  Ebbers.  Goldman,  Sach  &..,.: 
Co.  analyst  Frank  Governali  exp^  ;s  . 
WorldCom's  fourth-quarter  profit;  ;o. 
drop  43%.  He  predicts  a  further  9  %..' 
drop  in  2001. 

Any  turmoil  in  the  telecom  indu:  y 
is  certain  to  ripple  through  other  c-  . 
tors.  Already,  analysts  at  Morgan  S  i-... 
ley  Dean  Witter  are  predicting  a  si  v-.. 
down  in  the  red-hot  opt  »1 
communications  market,  given  i  it 
AT&T,  WorldCom,  and  the  other  tele  m 
behemoths  are  expected  to  trim  t  ii" 
capital  spending.  Networking  compa  >s 
remain  at  least  outwardly  optimi  Ic 
that  any  cutbacks  by  the  major  pla;  rs 
will  be  more  than  offset  by  new  ort  rs 
from  myriad  new  entrants.  "We  cai  Dt 
see  and  do  not  find  meaningful  evid^  ?o 
of  an  industry  slowdown,"  says  )s 
Uniphase  Corp.  President  Jay  A  e. 
His  company  chalked  up  the  big;  st,  ' 
single  loss  of  the  third  quarter — $1  1- 
lion,  compared  with  a  $114  million  5S 
the  previous  year.  But  after  exclui  iji 
merger-related  charges,  payroll  t;  ?f 
on  stock-option  exercises,  and  some  i- 
vestment  income,  .ids  said  it  would  I  ft 
reported  net  income  of  $177  million  il 
nearly  triple  its  year-earliei-  ligun  >r 
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the  same  basis.  And  it  booked  third- 
quarter  revenues  of  $786  million,  com- 
pared with  $2;i0  million  in  the  same  pe- 
riod last  year. 

Telecom's  woes  also  have  implications 
for  Wall  Street.  With  its  booming  capital 
programs,  the  industry  accounts  for  near- 
ly one-third  of  all  securities  in  the  issuing 
pipeline.  Goldman,  Sachs  analyst  Richard 
fC  Straass  recently  cut  his  fourth-quarter 
•amings  estimates  for  several  bellwether 
Dfokers — including  Lehman  Brothers,  by 
12%,  to  $1.20  a  share,  Morgan  Stanley 
Dean  Witter,  by  8%,  to  $1.20  a  share, 
ind  Merrill  Lynch,  by  7%,  to  80(2  a 
ihare — after  citing  declines  in  invest- 
nent  banking  and  trading  revenues  that 
:ould  lead  to  lower  earnings.  Stock  and 
)ond  deals  in  the  five  weeks  through 
vfov.  7,  for  instance,  dropped  about  14% 


in  dollar  terms,  to  $142.7  billion,  accord- 
ing to  Thomson  Financial  Securities 
Data.  "It's  clear  there's  not  enough  time 
to  save  the  fourth  quarter,"  says  Strauss. 
"In  the  current  environment,  deals  just 
aren't  getting  done."  For  2001,  Strauss 
maintains  that  the  major  brokerages  and 
asset-management  firms  will  record  an 
8%  hike  in  earnings. 


After  a  couple  of  years  of  heady  prof- 
it growth,  it's  inevitable  that  the  laws  of 
gravity  would  take  over  eventually.  Cor- 
porate America  is  almost  certain  to  find 
the  climb  more  difficult  next  year.  Semi- 
conductor companies,  for  instance,  have 
responded  to  their  prosperity  by  spend- 
ing heavily  on  new  factories,  which  has 
raised  fears  that  a  glut  of  new  capacity 
vdll  force  companies  to  cut  prices  and 
lower  their  profits.  And  drugmakers 
face  a  number  of  key  patent  expirations 
in  2001.  That  doesn't  mean  the  earn- 
ings party  is  over.  But  it  may  be  time 
to  check  the  medicine  cabinet  to  make 
sure  it's  stocked  with  plenty  of  aspirin. 

By  Dean  Foust  in  Atlanta,  with 
David  Rocks  in  New  York,  Andy  Rein- 
hardt  in  San  Mateo,  and  bureau 
reports 
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BIGGER  PAYROLL  BILL:  NOT  AS  SCARY  AS  IT  SEEMS 


Labor  costs  are  by  far  the  largest 
item  on  the  typical  corporate  in- 
come statement.  On  average, 
compensation  accounts  for  two-thirds 
of  a  company's  expenses,  and  labor 
costs  in  the  third  quarter  grew  4.6% 
from  the  previous  year,  the  fastest 
pace  in  a  decade.  Looking  out  to 
2001,  will  this  behemoth  start  to  beat 
up  on  profits? 

On  the  surface,  the  data 
look  scary.  Even  if  economic 
growth  in  2001  slows  to  3%, 
from  the  expected  5%  for  this 
year,  labor  expenses  should 
bulk  up  further  in  the  coming 
year  for  three  reasons.  First, 
growth  may  not  cool  enough 
to  loosen  up  the  job  markets, 
so  skilled  workers  vdll  still 
command  big  pay  raises.  Sec- 
ond, higher  inflation  this  year, 
thanks  to  pricier  oil,  will 
bump  up  cost-of-living  adjust- 
ments in  2001.  Finally,  fatter  raises 
blow  up  the  cost  of  many  benefits 
such  as  paid  vacations.  Total  wage, 
salary,  and  benefit  compensation  is 
expected  to  rise  an  additional  5%  or 
so  over  the  next  year  (chart).  And 
with  revenues  slowing  along  with  the 
economy,  you'd  think  the  higher  pay- 
roll tab  would  squeeze  corporate 
earnings  like  a  vise  next  year 
TO  THE  RESCUE.  Think  again,  say 
economists.  Productivity  should  come 
to  the  rescue.  As  long  as  workers  in- 
crease their  output  during  each  hour 
worked,  companies  can  handle  bigger 
wage  gains  without  taking  a  hit  on 
profits.  In  the  third  quarter,  for  in- 
stance, productivity  was  up  4.9% 


from  the  year  before.  That  kept  unit 
labor  costs — the  cost  of  producing 
each  unit  of  product — practically  flat. 

But  slower  output  next  year 
means  that  productivity  will  cool  as 
well,  probably  to  3%  or  so,  say  many 
economists.  If  so,  can  unit  costs  re- 
main so  tame?  Stuart  Hoffman,  chief 
economist  at  pnc  Bank  Corp.,  thinks 
so.  He  says  productivity  gains  of  3% 
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are  still  enough  to  offset  most  of  the 
expected  rise  in  labor  costs.  "Labor 
costs  may  cause  a  little  squeeze,  but 
not  a  bear  hug,"  he  says. 

Of  course,  productivity  is  not  surg- 
ing across  all  industries.  Efficiency 
gains  are  largest  at  manufacturers, 
especially  those  making  computers 
and  related  equipment.  Productivity 
increases  are  harder  to  come  by  at 


service  industries,  such  as  retailing, 
entertainment,  and  food  service. 

In  addition  to  better  productivity, 
companies  may  get  relief  next  year 
from  nonlabor  costs.  A  slowdown  in 
Europe  should  curb  demand  for  ma- 
terials. And  a  cooler  U.  S.  economy 
means  the  Federal  Reserve  won't 
raise  short-term  interest  rates  over 
the  next  few  months.  As  a  result, 

Hoffinan  says,  "oil,  commodi- 
ties, interest,  and  maybe  even 
rent  could  all  grow  more 
slowly  next  year.  That  vdll 
offset  labor-cost  gains." 

The  danger,  from  a  corpo- 
rate-cost standpoint,  is  that 
the  U.S.  economy  will  not 
maintain  its  current  soft-land- 
ing pace.  If  growth  picks  up, 
— I         the  job  markets  wall  tighten 

I         further,  lifting  pay  grow^th  far 

above  productivity.  Converse- 
ly, if  demand  slows  too  much, 
revenues  will  plummet  before  compa- 
nies can  adjust  their  cost  structures. 
Either  way,  profits  could  swoon. 

Most  economists,  though,  expect 
the  economy  to  keep  moving  at  a 
steady  pace.  And  as  long  as  produc- 
tivity tools  right  along,  labor  costs 
may  get  brawnier,  but  they  shouldn't 
pummel  profits. 

By  Kathleen  Madigan  in  New  York 
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Next  year,  "labor  costs  may  cause 

a  little  squeeze,  but  not 

a  bear  hug,"  says  one  economist 
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Glossary 


SALES:  Includes  all  sales  and 

other  operating  revenues.  For 

banks,  includes  all  operating 

revenues. 

PROFITS:  Net  income  before 

extraordinary  items.  For  banks, 


profits  are  net  income  after  se- 
curity gains  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 
RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  Nov.  2,  2000,  common- 


stock  price  and  corporate  eari 
ings  from  continuing  operatic 
before  extraordinary  items  for 
most  recent  12-month  period 
EARNINGS  PER  SHARE:  For 
most  recent  12-month  period 
Includes  all  common-stock 
equivalents. 


COMPANY  SYMBOL 


SALES 


PROFITS 
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QUARTER 

FROM 

MONTHS 

FROM 

2000 

1999 
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RETURN  ON 
COMMON 
EQUITY 


12 
MONTI 


3RD  3RD          EQUITY  PRICE- 
QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNI^ 
2000  1999         ENDING          RATIO  PER 
%  %            9-30            11-2  SHAf 


ALL-INDUSTRY  COMPOSITE 


1943837,1       17     5562955,5     16   126179,7      18    375174.7      20 


6.5       6,4 


15,7       27 


1     AEROSPACE  &  DEFENSE 


INDUSTRY  COMPOSITE  35132.6  -2 

BOEING  BA  11877.0  -11 

GENERAL  DYNAMICS  GD  2502.0  13 

GOODRICH  (B.F.)  GR  1378.2  3 

LOCKHEED  MARTIN  LMT  5960.0  -3 

NEWPORT  NEWS  SHIPBUILDING  NNS  493.0  9 

NORTHROP  GRUMMAN  NOC  1731.0  -4 

PRECISION  CASTPARTS  PCP '''  566.4  58 

RAYTHEON  RTN.B  4160.0  1 

UNITED  TECHNOLOGIES  UTX  6466  0  6 

INDUSTRY  COMPOSITE  115436,8  2 


107046,3 

36628.0 
7665.0 
4137.3 

17734.0 
1494.0 
5389.0 
1668.0 

12515,0 

19816  0 

373830.0 


1109.7 

609,0 
294.0 

79,9 
-704.0 

21.0 
150.0 

30.8 
133.0 
496.0 


15 

28 
60 
NM 
NM 
5 
29 
32 
NM 
451 


4291.8 

1647.0 
682.0 
247,7 
-608.0 
66.0 
481.0 
86.1 
308.0 
1382.0 


-6 

0 
0 
140 
NM 
-10 
44 
17 
-28 
76 


3.2 

5.1 
11.8 
5.8 
NM 
4,3 
8.7 
5.4 
3.2 
7.7 


2.7 

3.6 
8.3 
NM 
3.5 
4.4 
6.4 
6.5 
NM 
1.5 


12.6 

19.0 
26.5 
27.1 
-4.9 
34.4 
16.3 
12.4 
3.5 
18.9 


25 

25 
16 
14 
NM 
18 
9 
20 
32 
24 


2.2 

2.6 
4.3 
2.9 
-0.7 
2.7 
8.8 
1.9 
1.1 
2.8 


2376.7 


-27      12290.0 


2.1 


2.9 


21.6 


4.3 


(A)  CARS  &  TRUCKS 

IUhiS 

GROUP  COMPOSITE 

86716.3 

3 

279456.7 

7 

1920.7 

-14 

9380.9 

-7 

2.2 

2.7 

24.5 

6 

5.5 

KM 

FORD  MOTOR  F 

40064.0 

7 

127477.0 

9 

888.0 

-7 

4333.0 

-10 

2.2 

2,6 

33,5 

7 

3.9 

m' 

GENERAL  MOTORS  GM 

42606.0** 

0 

138207.0 

6 

829.0 

-5 

4363.0 

-2 

1.9 

2.0 

18.8 

6 

9.2 

KimM 

•it' 

lUKIlU 
Kill 

hmh 

NAVISTAR  INTERNATIONAL  NAV  '=" 

1913.0 

3 

6445,0 

7 

96,0 

-62 

264.0 

-36 

5.0 

13,7 

28.4 

5 

6.3 

OSHKOSH  TRUCK  OTRKB"' 
PACCAR  PCAR 

358.0 
1775.3 

14 
-22 

1080.2 
6247.5 

15 
-7 

14.6 
93.1 

44 
-36 

41.8 
379.1 

53 
-6 

4.1 
5.2 

3.2 

6.4 

16.1 
24.8 

14 
6 

3.C 
7.1 

(B)  PARTS  &  EQUIPMENT 

Uk 

GROUP  COMPOSITE 

24394.5 

-3 

81227.2 

5 

439.1 

-50 

2702.0 

-15 

1.8 

3.5 

17.5 

7 

2.7 

ttlUl 

AMERICAN  AXLE  &  MFG.  HOLDINGS  AXL 

675.5 

-6 

2331.1 

5 

24.2 

-5 

104.3 

18 

3.6 

3.5 

36.0 

5 

2.e 

IfCOdPt 

AUTOLIV  ALV 

954.8 

9 

3113,0 

12 

38.9 

-10 

149.2 

8 

4.1 

4.9 

11.1 

11 

2.C 

RSI;« 

BORGWARNER  BWA 

618.5 

5 

2049,6 

15 

5.3 

-81 

86.3 

-10 

0.9 

4.6 

11,2 

8 

4.6 

kaniw 

DANA  DCN 

2855.0** 

-9 

9601.0 

-3 

29.0 

-82 

418.0 

-19 

1.0 

5.2 

14.6 

8 

2.7 

numtik 

fcUIUl 

DELPHI  AUTOMOTIVE  SYSTEMS  DPH 

6648.0 

-2 

22230.0 

1 

148.0 

9 

862.0 

6 

2.2 

2.0 

31,6 

8 

2.C 

DURA  AUTOMOTIVE  SYSTEMS  DRRA 

587.1 

1 

1977.5 

29 

10.3 

-9 

38.2 

-2 

1.7 

1.9 

11.3 

3 

2.7 

EATON  ETN 

2191.0 

-2 

6851.0 

11 

93.0 

-49 

369,0 

-6 

4,2 

8,3 

20.6 

9 

8.C 

lillllCOiii 

la'i 

FEDERAL-MOGUL  FMO 

1427.9 

-10 

4664.8 

-5 

-7.6 

NM 

56.2 

-74 

NM 

4.4 

6.6 

2 

1.' 

HAYES  LEMMERZ  INTERNATIONAL  HAZ  "" 

542.8 

0 

1703.2 

9 

6,5 

-51 

37.8 

-5 

1,2 

2,4 

23,4 

6 

l.£ 

LEAR  LEA 

3144.1 

3 

10710.6 

19 

38.6 

-2 

202.3 

23 

1.2 

1.3 

19.5 

6 

4.' 

m 

VISTEON  VC 

WABASH  NATIONAL  WNC 

4404.0 
345.8 

-4 
-8 

14938.0 
1057.4 

3 
-4 

48.0 
5.0 

-69 
-52 

357.0 
21.6 

-44 
-20 

1.1 
1.4 

3.4 
2.8 

12.7 
8.0 

5 
6 

3.' 

nuiiui 

(C)  TIRE  &  RUBBER 

h. 

GROUP  COMPOSITE 

4326.0 

13 

13146.1 

21 

16.8 

-88 

207.1 

-32 

0.4 

3.8 

6.3 

14 

1.2 

•"CUti 

COOPER  TIRE  &  RUBBER  CTB 

843.6 

59 

2652.5 

77 

23.4 

-32 

904 

-13 

2.8 

6.5 

12.7 

7 

1.6 

IU|. 

GOODYEAR  TIRE  &  RUBBER  GT 

3482.4 

6 

10493.6 

12 

-6.6 

NM 

116,7 

-42 

NM 

3.3 

4.5 

19 

l.(j 

th  quar 
te  monl 
d  July  ; 
tor  lati 

SERVIC 

(1)  Third  quarter  ended  Aug,  31.  (2)  Third  quarter  ended  July  31,  (3)  Fourtti  quarter  and  most  recent  nine  months  ended  Sept,  30,  (4)  Fourth  quarter  and  most  recent  nine  months  ended  Aug,  31,  (5)  Fou 
and  most  recent  nine  months  ended  July  31,  (6)  First  quarter  and  most  recent  nine  months  ended  Sept,  30,  (/)  First  quarter  and  most  recent  nine  months  ended  Aug.  31.  (8)  First  quarter  and  most  recent  ni 
ended  July  31,  (9)  Second  quarter  and  most  recent  nme  months  ended  Sept,  30.  (10)  Second  quarter  and  most  recent  nine  months  ended  Aug,  31.(11)  Second  quarter  and  most  recent  nine  montlis  ende 
•Sales  include  excise  taxes,  "Sales  include  other  income,  "•Sales  include  excise  taxes  and  other  income.  tRevenues  from  ma|or  suhsidiaries  not  included  in  consolidated  sales,  tatnings  per  share  are 
12  months,  not  necessarily  tor  end  of  most  recent  fiscal  year;  they  include  all  common  stock  equivalents  but  exclude  extraordinary  items,  NA  -  not  available,  NM  =  not  meaninglul. 
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CHANGE 

FROM 

1999 

% 

MARGINS 

3RD           3RD 

QUARTER     QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE- 
EARNINGS 
RATIO 
11-2 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

COMPANY  SYMBOL 

SALES 

.. 

PROFITS 

3RD          CHANGE 
QUARTER        FROM 
2000           1999 
$  MIL.            % 

9 
MONTHS 
2000 
SMIL 

3RD 

QUARTER 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

BANKS                                                                                                                                                                                                                    1 

KUSTRY  COMPOSITE 

92723.0 

14 

270687.9 

13 

11492.7 

-8 

31786.4 

-15 

12.4 

15.4 

15.6 

17 

2.43 

So  BANKS  -  CAST 

JROUP  COMPOSITE 

28830.9 

12 

86513.2 

14 

3571.5 

-10 

11553.0 

1 

12.4 

15.5 

18.6 

16 

3.31 

lANK  OF  NEW  YORK  BK 

18920*- 

-20 

5549.0 

4 

363.0 

-53 

1057.0 

-25 

19.2 

32.7 

23.4 

31 

1.85 

UNKNORTH  GROUP  BKNG 

392.6" 

8 

1140.1 

9 

60.6 

8 

129.4 

-6 

15.4 

15.4 

13.3 

14 

1.33 

JHASE  MANHAnAN  CMB 

9476.0 

18 

27964.0 

15 

884.0 

-26 

3335.0 

-11 

9.3 

14,8 

17.4 

12 

3.89 

lEETBOSTON  FINANCIAL  FBF 

5534.0 

7 

17435.0 

18 

841.0 

18 

2645.0 

28 

15.2 

13.8 

17.2 

14 

2.79 

MiT  BANK  MTB 

4984 

12 

1450.1 

11 

74,4 

10 

214.2 

7 

14.9 

15,2 

15.1 

15 

3.53 

HELLON  FINANCIAL  MEL 

1486.0" 

3 

4457.0 

-2 

252.0 

9 

752.0 

0 

17.0 

16,1 

25.7 

24 

1.98 

40RGAN  (J.P.)  JPM 

5319.0" 

23 

16073.0 

18 

514.0 

16 

1684,0 

9 

9.7 

10.2 

19.2 

14 

11.67 

no  FINANCIAL  SERVICES  GROUP  PNC 

1901.0 

12 

5698.0 

8 

299.0 

0 

900.0 

-2 

15.7 

17.6 

19.6 

16 

4.13 

STATE  STREET  STT 

1494.0" 

25 

4349.0 

24 

150,0 

19 

448.0 

21 

10.0 

10.5 

22.5 

30 

4.25 

iUMMIT  BANCORP.  SUB 

837.9 

19 

2398.0 

18 

133.5 

43 

388.5 

17 

15.9 

13.3 

16.5 

13 

2.85 

■)  BANKS  -  MIDWEST 

iROUP  COMPOSITE 

27102.3 

14 

77318.1 

9 

3540.1 

-3 

9178.8 

-21 

13.1 

15.4 

14.3 

20 

1.79 

lANK  ONE  ONE 

6919.0 

8 

18747.0 

-5 

581.0 

-37 

1,0 

NM 

8.4 

14.4 

2.1 

NM 

0.35 

AMERICA  CMA 

1040.2" 

23 

3023.0 

23 

191.8 

13 

555.1 

12 

18.4 

20.2 

19.8 

12 

4.51 

1RH  THIRD  BANCORP  FITB 

1096.6 

19 

3170,0 

19 

228.0 

17 

626,5 

14 

20.8 

21.1 

17.2 

33 

1.58 

IRSTAR  FSR 

1780.5 

10 

5174.2 

8 

309.0 

990 

933.5 

54 

17.4 

1.8 

19.4 

16 

1.22 

lUNTINGTON  BANCSHARES  HBAN 

646  1 

2 

1901.7 

3 

50.5 

-52 

252,2 

-18 

7.8 

16,7 

16.2 

10 

1,47 

lYCORP  KEY 

2001.0 

4 

6311.0 

8 

121.0 

-55 

736.0 

-13 

6.0 

14.0 

15.3 

11 

2,27 

lARSHALL  &  ILSLEY  Ml 

691.1 

13 

2025.2 

17 

51.8 

-^3 

232,6 

-12 

7.5 

14.9 

15,0 

16 

2.95 

lATIONAL  CITY  NCC 

2270.2 

13 

6707.1 

9 

330.7 

-7 

994.4 

-6 

14.6 

17.7 

21,9 

10 

2.18 

lORTHERN  TRUST  NTRS 

9237" 

30 

2614.2 

28 

123.3 

18 

359,6 

20 

13.3 

14.7 

20,5 

44 

1,99 

no  KENT  FINANCIAL  OK 

548.6" 

4 

1570.1 

10 

81.7 

38 

195.4 

-5 

14.9 

11.2 

17,6 

14 

1,94 

I.S.  BANCORP  USB 

2547.3 

18 

7362.7 

19 

401,3 

1 

1173,4 

3 

15.8 

18.3 

19,4 

12 

2.07 

ffiLLS  FARGO  WFC 

6638.0" 

22 

18712.0 

17 

1070.0 

11 

3119.0 

12 

16.1 

17.7 

16.3 

19 

2.47 

C)  BANKS  -  SOUTH  A  SOUTHEAST 

iROUP  COMPOSITE 

33317.2 

15 

96800.2 

13 

3892.8 

-14 

9848.3 

-24 

11.7 

15.7 

14.2 

14 

2.51 

MSOUTH  BANCORPORATION  ASO 

813,2 

-16 

2820.3 

1 

-36.3 

NM 

202,6 

-50 

NM 

13.9 

5.1 

41 

0.35 

ANK  OF  AMERICA  BAC 

14910.0 

14 

43379.0 

14 

1829.0 

-15 

6132.0 

3 

12.3 

16,5 

17.5 

10 

4.76 

8&TBBT 

1193.4 

0 

3719.1 

8 

49.3 

-72 

401,0 

-26 

4.1 

14,6 

14,8 

22 

1.46 

OMPASS  BANCSHARES  CBSS 

443.5" 

16 

1278.1 

15 

63.0 

10 

179.8 

7 

14.2 

15.0 

17,7 

9 

1.97 

IRST  TENNESSEE  NATIONAL  FIN 

613.8" 

4 

1750.4 

-1 

65.9 

-5 

160,9 

-12 

10.7 

11.8 

17,3 

14 

1,70 

IRST  UNION  FTU 

6528.0 

24 

18503.0 

15 

852.0 

6 

-507.0 

NM 

13.1 

15.3 

2.4 

NM 

0,30 

I6ERNIA  HIB 

376.9 

16 

1081.4 

15 

53.1 

7 

153.2 

21 

14.1 

15.2 

14.2 

10 

1.25 

ATIONAL  COMMERCE  BANCORPORATION  NCBC  389  4 

21 

1102.7 

13 

-2.5 

NM 

121.5 

-38 

NM 

18.6 

66 

24 

0.89 

OPULAR  BPOP 

681.9 

21 

1937.5 

18 

71.3 

11 

200.6 

5 

10.5 

11,4 

15,8 

15 

1.90 

EGIONS  FINANCIAL  RGBK 

971.4 

12 

2848.7 

14 

127.9 

-2 

399,2 

1 

13.2 

15.1 

16.6 

10 

2.39 

OUTHTRUST  SOTR 

1009.6 

17 

28993 

18 

121.6 

8 

359.6 

10 

12.0 

13,1 

15.5 

11 

2.82 

UNTRUST  BANKS  STI 

2211.4 

13 

6375.1 

11 

326.8 

2 

963.7 

7 

14.8 

16.5 

15.7 

12 

3.91 

YNOVUS  FINANCIAL  SNV 

487.9 

18 

1413.3 

20 

64.7 

12 

187.9 

16 

13.3 

14,1 

19.4 

25 

0.89 

WON  PLANTERS  UPC 

796.4 

12 

2290.2 

9 

101.6 

-7 

305.8 

-2 

12.8 

15,4 

14.5 

12 

2.93 

lACHOVIA  WB 

1890.3 

18 

5402.1 

17 

205.3 

-20 

587.6 

-21 

10.9 

16.1 

14.3 

13 

4.16 

ROUP  COMPOSITE 

3472.6 

22 

10056.3 

26 

488.3 

46 

1206.3 

13 

14.1 

11.7 

16.6 

17 

2.70 

UNCWEST  BWE 

UIFtC  CENTURY  FINANCIAL  BOH 

ROVIDIAN  FINANCIAL  PVN 

391.6 
330.5 
1441.2 

17 

2 

32 

1125.5 

987.8 

4274.0 

14 

2 

52 

56.8 

34.6 

200.7 

54 
61 
33 

160.2 

81.1 

437.8 

29 

-15 

12 

14.5 
10.5 
13.9 

11,0 
6,6 
13,8 

11.0 

9.5 

33.0 

13 

9 

26 

1.67 
1.48 
4.09 

NIONBANCAL  UB 

ONS  BANCORPORATION  ZION 

1 

809,4 

499,8 

16 

23 

2358.7 

1310  3 

16 

10 

131.6 

64,6 

84 
20 

431.5 
95.7 

42 
-37 

16.3 
12.9 

10.2 
13.2 

18.1 
8.1 

6 
36 

3.47 
1.59 

IDUSTRY  COMPOSITE 

26997,8 

9 

~83682.r~ 

^TT" 

1943.0 

80 

6257.4 

27 

7.2 

4.4 

10.8 

24 

1.33 

«  PRODUCTS  &  CHEMICALS  APD  "' 

1449.1 

16 

4202.7 

12 

218.5 

78 

73.6 

-77 

15.1 

9.8 

4.7 

64 

0.57 

WOT  CBT  "' 

374.0 

10 

1023.0 

8 

11.0 

38 

69.0 

38 

2.9 

2.4 

14.0 

16 

1,46 

WMPTON  CK 

ITEC  INDUSTRIES  CYT 

)W  CHEMICAL  DOW 

738.5 
368.1 

5514.0" 

48 
7 
17 

2310.4 

1108.9 

16525.0 

77 

5 

20 

21.6 

27.8 

328.0 

NM 

-21 

2 

92.8 

100.6 

1271.0 

NM 
10 
20 

2.9 
7.6 
5.9 

NM 
10.2 
6.8 

2.2 
24.1 
16.7 

50 
12 
14 

0,17 
3.03 
2.26 

JPONT  OD 

ISTMAN  CHEMICAL  EMN 

KRO  FOE 

ILLER  (H.B.)  FULL  '" 

•:ORGIA  GULF  GGC 

lACE  (W.R.)  GRA 
itEAT  LAKES  CHEMICAL  GLK 
ilRCULES  HPC 
lie  GLOBAL  IGL 

6445.0" 
1387.0" 
359.7 
323.1 
352,7 
394.7 
403.1 
815.0 
483.4 

0 
17 

6 
-3 
65 

6 

8 
-2 
-7 

21952.0 
3920.0 
1086.1 
991.5 
1169.8 
1144.2 
1220.0 
2435.0 
1610.0 

11 
18 
8 
-2 
104 
5 
13 
-1 
-13 

562.0 

97.0 

18.2 

7.4 

7.5 

34,1 

34.5 

750 

1.8 

210 

194 

1 

-39 

-46 

4 

1 

32 

-88 

2053.0 
251.0 
56.7 
34.9 
71.7 
92.9 
103.1 
127.0 
78.3 

24 

151 

4 

18 
221 

13 

-5 
-16 
-44 

8.7 
7.0 
5.1 
2.3 
2.1 
8.6 
8.6 
92 
0.4 

2.8 
2.8 
5.3 
3.6 
6.4 
8.8 
9.1 
69 
2.8 

4.7 
11.2 
31.7 
12,4 
74.7 
887 
14.3 
17.8 
-61.1 

78 
16 
11 
10 
5 
2 
13 
13 
NM 

0.56 
2.60 
1.97 
349 
2.94 
2.02 
2.50 
1  34 
-5.85 

BUSINESS  WEEK  /  NOVEMBER  20. 

CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


MARGINS 


2000 
SMIL. 


2000 
$Mll, 


CHANGE             3RD  CHANGE               9  CHANGE 

FROM  QUARTER  FROM  MONTHS  FROM 

1999             2000  1999             2000  1999 

%               SMIL.  %               SMIL.  % 


RETURN  ON 

COMMON 

3R0  3RD  EQUITY 

QUARTER    QUARTER    12  MONTHS 

2000  1999         ENDING 

%  %  9-30 


INTERNATIONAL  FLAVORS  &  FRAGRANCES  IFF 

339.6 

-7 

1078,3 

~2 

28.9 

-41 

121.6 

LUBRIZOL  \2 

425.0 

-2 

1301.7 

-1 

23.3 

14 

85.1 

LYONDELL  CHEMICAL  LYO 

975.0 

0 

3087.0 

15 

133.0 

NM 

515.0 

POLYONE  POL 

487.8 

53 

1194.5 

27 

0.5 

-96 

29.1 

PRAXAIR  PX 

1275.0 

9 

3770.0 

10 

122.0 

9 

358,0 

ROHM  &  HAAS  ROM 

1677.0" 

6 

5170.0 

41 

84.0 

45 

284,0 

SOLUTIA  SOI 

774.0 

6 

2454.0 

17 

78.0 

28 

133,0 

UNION  CARBIDE  UK 

1637,0 

9 

49280 

14 

290 

-62 

256,0 

3 

-5 

NM 

-68 

9 

79 
-14 

18 


PRICE- 
EARNINGS 
RATIO 
11-2 


12 

MONTI 

EARNI^ 

PER 

SHAF 


8.5 

13,5 

21.6 

11 

1.5 

5.5 

4.7 

15.9 

10 

2.1 

13.6 

NM 

38.8 

4 

3.8 

0.1 

4.0 

4.9 

6 

1.1 

9.6 

9,6 

19.6 

12 

2.9 

5.0 

3.7 

10.2 

17 

1.7 

10,1 

8,3 

800,0 

8 

1.6 

1  8 

5  1 

12,7 

17 

2.5 

ii 

INDUSTRY  C0^ 

/IPOSITE 
HNOLOGIES  ATI 

50965.6 

612.0 

12 

152511.9 

16 

3873.0 

6 

12146.6 

18 

7.6 

8.0 

21.9 

39 

1.3 

ALLEGHENY  TEC 

9 

1875.7 

9 

42,1 

101 

127.1 

30 

6.9 

3.7 

13.2 

12 

1.6 

ANIXTER  INTERNATIONAL  AXE 

955.9 

35 

2606.5 

33 

24,0 

-37 

62.8 

8 

2.5 

5.4 

14.3 

12 

1.9 

GENERAL  ELECTRIC  GE 

32014.0" 

18 

94872,0 

20 

3180.0 

20 

9150.0 

20 

9.9 

9,8 

25.6 

44 

1.2 

HONEYWELL  INTERNATIONAL  HON 

6216.0 

3 

18569.0 

6 

282.0 

-49 

1405.0 

-8 

4.5 

9.2 

14.9 

30 

1.7 

IKON  OFFICE  SOLUTIONS  IKN '^> 

1373.4 

2 

4114.4 

2 

16.8 

NM 

81.6 

NM 

1.2 

NM 

1.8 

18 

0.1 

PALL  PLL  '5' 

344.2 

8 

957.0 

7 

46.1 

-8 

121.7 

220 

13.4 

15.8 

19.3 

18 

1.1 

TENNECO  AUTOMOTIVE  TEN 

870.0 

7 

2700.0 

9 

6.0 

-78 

22.0 

-73 

0.7 

3.3 

-33.3 

NM 

-3.6 

TEXTRON  TXT 

3134.0" 

16 

9593.0 

15 

158.0 

8 

495.0 

9 

5.0 

5.4 

15.6 

11 

4.^ 

TRW  TRW 

4053.7 

-9 

13094,0 

6 

32.0 

-76 

440.8 

80 

0,8 

3.0 

24.1 

8 

5.; 

VALHI  VHI 

308.1 

2 

929.8 

10 

13.0 

59 

58.5 

-19 

4.2 

2.7 

5.5 

43 

0.2 

VIADVVI 

429.0 

9 

1313,8 

11 

44.0 

9 

112.4 

27 

10.3 

10,3 

19.3 

13 

l.E 

WHITMAN  WH 

655.2 

-4 

1886,7 

21 

28,9 

18 

697 

145 

4.4 

3.5 

7.3 

22 

O.f 

a     JQ 

NIER  PRODUCTS 

INDUSTRY  COMPOSITE 

84770.5 

4 

248751.3 

5 

8392.8 

14 

21227.1 

6 

9.9 

9.0 

29.0 

25 

__1.^ 

(A)  APPAREL 

GROUP  COMPOSITE 

9031.6 

5 

24487.6 

7 

602.1 

14 

1355.6 

27 

6.7 

6.1 

16.8 

15 

2.2 

BROWN  SHOE  BWS  I"' 

418.7" 

2 

1169.5 

2 

9.2 

-13 

19.7 

1 

2.2 

2.6 

13.2 

5 

1.? 

JONES  APPAREL  GROUP  JNY 

1191.5 

4 

3180.5 

42 

112.3 

50 

238.4 

48 

9.4 

6.5 

19.1 

14 

2.1 

KELLWOODKWD"" 

469.3 

0 

1580.0 

3 

6.6 

-31 

41  0 

NM 

1,4 

2.0 

15.4 

8 

2.; 

LIZ  CLAIBORNE  LIZ 

879.0 

7 

2350.2 

10 

67.1    • 

1 

145.0 

2 

7,6 

8.1 

23.0 

13 

3.! 

NIKENKE'" 

2636.7 

5 

7071.0 

3 

210.2 

5 

481,6 

15 

8,0 

8.0 

17.8 

20 

2.:    , 

PHILLIPS-VAN  HEUSEN  PVH  <"i 

327.8 

3 

935.1 

0 

6.0 

68 

6,7 

NM 

1.8 

1.1 

9.0 

14 

O.f 

REEBOK  INTERNATIONAL  RBK 

787,8 

-1 

2242.7 

-2 

32.3 

890 

74.7 

190 

4.1 

0.4 

10.3 

22 

l.C 

RUSSELL  RML 

356.9 

3 

891.4 

6 

0.5 

-97 

3,5 

-51 

0.1 

5,8 

0.9 

NM 

0.: 

TIMBERLAND  TBL 

375.2 

21 

760.9 

19 

57.5 

64 

83.2 

83 

15.3 

11,3 

38.2 

21 

2,f 

VFVFC 

1588.6 

8 

4306.4 

3 

100.4 

-3 

261.7 

-3 

6.3 

7.1 

15.8 

9 

3.( 

(B)  APPLIANCES  &  HOME  FURNISHINGS 

GROUP  COMPOSITE                                    15802.7 

9 

49067.4 

12 

615.8 

-4 

2045.0 

6 

3.9 

4.4 

19.7 

20 

1.! 

f 

ARMSTRONG  HOLDINGS  ACK 

835.6 

-1 

2443.8 

0 

72.0 

16 

-3.2 

NM 

8.6 

7.3 

-26.5 

NM 

-4.i 

1 

BED  BATH  &  BEYOND  BBBY  ""' 

597.0 

30 

1634.3 

32 

43.6 

31 

115.3 

35 

7.3 

7.3 

22.7 

51 

0.1 

1 

BEST  BUY  BBY"°' 

3169.2 

18 

10447.5 

23 

76.7 

32 

312.7 

46 

2,4 

2.2 

25.0 

29 

l.i 

I 

CIRCUIT  CITY  GROUP  CO  ""» 

2506.2 

3 

8431.5 

10 

55.3 

-25 

272.6 

16 

2.2 

3.0 

14.7 

9 

1.! 

1 

FURNITURE  BRANDS  INTERNATIONAL  FBN 

499,7 

-3 

1596.8 

2 

23.4 

-15 

84,1 

2 

4.7 

5,4 

20.3 

7 

2.: 

1 

HARMAN  INTERNATIONAL  INDUSTRIES  HAR 

'"    395.0 

11 

1265.3 

10 

7.2 

48 

52,9 

37 

1.8 

1.4 

17.8 

21 

2. 

1 

KIMBALL  INTERNATIONAL  KBALB  '^' 

312.9 

12 

941.2 

12 

10.8 

-6 

35.5 

-19 

3,5 

4,2 

10.1 

13 

1.: 

It 

LA-Z-BOY  LZB  '«' 

498,3 

55 

1506.3 

50 

13.0 

-2 

64.1 

19 

2.6 

4,1 

13.2 

10 

"     1.1 

1 

LEGGEn  &  PLAH  LEG 

1129.6 

14 

3268.8 

16 

68.9 

-11 

219.0 

1 

6.1 

7.8 

16.4 

11 

1. 

1) 

LINENS  'N  THINGS  LIN 

410.4 

20 

1077,0 

22 

18.4 

26 

30.4 

30 

4.5 

4.3 

14.0 

22 

1.' 

1 

MAYTAG  MYG 

1056.4 

-1 

3256,2 

0 

59.5 

-27 

211.1 

-18 

5,6 

7.6 

99.8 

9 

3.: 

ll 

PIER  1  IMPORTS  PIR  '"" 

338.0" 

16 

1017.6 

15 

17.7 

49 

68.6 

30 

5.2 

4.1 

17.6 

16 

O.i 

1 

RADIOSHACK  RSH 

1140.4 

19 

3211,0 

17 

77,1 

29 

222,2 

25 

6.8 

6.2 

51.1 

37 

1. 

1" 

WHIRLPOOL  WHR 

2570.0 

-5 

7746.0 

-1 

67.0 

-37 

301.0 

29 

2.6 

3.9 

24.8 

8 

5. 

t 

WILLIAMS-SONOMA  WSM'<" 

344.0 

30 

1224.1 

27 

5.1 

-27 

58,6 

8 

1.5 

2.6 

18.1 

20 

1. 

1 

(C) BEVERAGES 

GROUP  COMPOSITE 

21494.0 

6 

60583.2 

2 

2525.7 

26 

5602.1 

-2 

11.8 

9.9 

23.1 

45 

1. 

1 

ll 

ANHEUSER-BUSCH  BUD 

3397.8 

5 

9475,2 

5 

514.5 

11 

1342,5 

11 

15.1 

14,3 

40.3 

26 

1. 

feu 

BROWN-FORMAN  BF  B  '»' 

410.4" 

7 

1320,9 

4 

42.6 

11 

149,4 

10 

10.4 

10.0 

21.2 

19 

3. 

COCA-COLA  KO 

5543.0 

8 

15555,0 

5 

1067.0 

36 

1935.0 

22 

19.3 

15.3 

19.2 

80 

0. 

r 

COCA-COLA  ENTERPRISES  CCE 

3868.0 

1 

11189,0 

3 

131.0 

26 

221.0 

187 

3.4 

2.7 

7.3 

40 

0. 

ll 

III 

CONSTELLATION  BRANDS  STZ  '"» 

637.5 

3 

1750.3 

9 

26.1 

24 

59.5 

36 

4.1 

3.4 

16.3 

10 

4. 

»l 

COORS  (ADOLPH) RKY 

603.3 

11 

1681.9 

8 

34.5 

58 

97.7 

22 

5.7 

4.0 

12.0 

22 

2. 

PEPSI  BOTTLING  GROUP  PBG 

2125.0 

4 

5583.0 

5 

123.0 

34 

225.0 

106 

5.8 

4.5 

14.2 

23 

1. 

1 

PEPSICO  PEP 

4909.0 

7 

14028.0 

-4 

587.0 

21 

1572,0 

1 

12.0 

10.5 

29.9 

34 

1. 

U 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

19525.6 

1342.7 

1 

57329.5 

3 

9 

2075.7 

93.0 

8 

5011.7 

6 

10.6 

9.9 

35.9 

30 

1. 

& 

i 

AVON  PRODUCTS  AVP 

7 

4045.7 

5 

292.3 

82 

6,9 

7.1 

NM 

26 

1. 

i 

CLOROX  CLX  1^' 

985.0" 

5 

3172,0 

5 

100.0 

15 

331.0 

108 

10.2 

9.2 

22.7 

26 

1. 

\ 

COLGATE-PALMOLIVE  CL 

2366.5 

2 

6945.0 

3 

275.3 

15 

777.1 

15 

11.6 

10.4 

62.5 

35 

1. 

1 

■ 

1 

J»/5,H1I.S)N.F^\,S  WJ-J  K  /  NOVFMBFR  ?0 

2000 

^ 

; 

COMPANY  SYMBOL                                    SALES 

. 

PROFITS 

MARGINS 

RETURN  ON 
COMMON 

12 

1 

■                                                                            3RD 

CHANGE 

9 

CHANGE 

3R0 

CHANGE 

9 

CHANGE 

3RD 

3RD 

EQUITY 

PRICE- 

MONTHS' 

!     1 

V'                                                                        QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

' 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

ENDING 

RATIO 

PER 

1     i 

$MIL. 

% 

SMIL. 

% 

SMIL 

% 

SMIL. 

% 

% 

% 

9-30 

11-2 

SHARE 

•/  'i 

BWDL                                                                  411.1 

-6 

1193.0 

-6 

-26.2 

NM 

-3.5 

NM 

NM 

7.0 

8.9 

45 

0.27 

ECOLAB  ECL                                                       600.7 

8 

1697.6 

9 

60.3 

10 

151.4 

13 

10.0 

9,9 

26,0 

27 

1.46 

ESTEE  LAUDER  EL '»'                                        1177.7 

8 

3215.7 

8 

94.6 

15 

212.2 

14 

8.0 

7,6 

26.1 

36 

1.25 

i 

GIlLEnE^                                                       2321.0 

-1 

6477.0 

2 

350.0 

-1 

906.0 

-1 

15,1 

15,1 

52.3 

29 

1.18 

I     1 

PROCTER  (.  GAMBLE  PG  ">                              9969.0 

1 

29413.0 

3 

1155.0 

1 

2424.0 

-7 

11,6 

11,6 

27.7 

27 

2.48 

«VLON  REV                                                          351.9 

-22 

1170.5 

-19 

-26.3 

NM 

-78.8 

NM 

NM 

NM 

NM 

NM 

-4.82 

i 

[E)  TOBACCO 

3R0UP  COMPOSITE                                   18916.6 

1 

57283.5 

3 

2573.5 

14 

7212.8 

10 

13.6 

12.1 

41.3 

10 

3.59 

, 

»HILIP  MORRIS  MO            i""iiii             157570 

2 

47770.0 

3 

2319.0 

16 

6499.0 

12 

14,7 

12.9 

56.1 

10 

3.64 

U.  REYNOLDS  TOBACCO  HOLDINGS  R JR        2119  0 

6 

6126.0 

10 

117.0 

6 

304.0 

7 

5.5 

5.5 

5.9 

9 

3.98 

JNIVERSAL  UVV  '^'                                                650.8** 

-17 

2237.3 

14 

25,0 

-15 

83,1 

-6 

3,8 

3.7 

21,7 

8 

3,72 

1        ' 

JST     ST                                                                 389.9 

2 

1 1  50  .^ 

3 

112  5 

6 

326  7 

-  7 

28,9 

3!  3 

249,1 

9 

2,70 

I     1 

NDUSTR 

Y  COMPOSITE                              13678.1 

6 

39425.5 

8 

42.8 

-92 

916.0 

-27 

0.3 

4.1 

7.2 

19 

0.91 

:  1 

A)0LA1 

tS,  METAL  «  PLASTIC 

JRGUP  COMPOSITE                                     4907.9 

-A 

13830.7 

-3 

-342.2 

NM 

-159.9 

NM 

NM 

4.6 

-0.5 

NM 

-0.62 

WUBLL                                                                    961.3 

-3 

2740.1 

-2 

44,5 

20 

49.1 

-42 

4,6 

3.7 

10,6 

16 

2.12 

;R0WN  cork  &  SEAL  CCK                               1954.0 

-9 

5470.0 

-8 

44,0 

-63 

63,0 

-74 

2.3 

5.5 

-0,3 

NM 

-0.05 

IWENS-IILINOIS  01                                          1430.3 

0 

4225.1 

2 

-449,2 

NM 

-302.0 

NM 

NM 

5.4 

-14,8 

NM 

-1.93 

IILGAN  HOLDINGS  SLGN                                    562.3 

-2 

1395.5 

-1 

18.5 

208 

30.0 

30 

3.3 

1.1 

NM 

6 

1.71 

; 

B)  PAPER 

JROUP  COMPOSITE                                     8770.2 

13 

25594.8 

15 

385.0 

35 

1075.9 

68 

4.4 

3.7 

10.3 

14 

1.40 

i 

lEMIS  BMS                                                        529.3 

8 

1555.2 

9 

32.2 

3 

97,2 

19 

6,1 

6,3 

16.3 

11 

2.44 

MIL-WELL  MWL                                                615.6 

25 

1760.1 

28 

6.8 

-61 

33.2 

-30 

1,1 

3,6 

12,7 

5 

0.97 

'<■  : 

'ACKAGING  CORP.  OF  AMERICA  PKG                  468.2 

6 

1397.0 

12 

40.0 

182 

98.5 

905 

8,5 

3,2 

NA 

16 

0,92 

\  i   ' 

'ACTIV  PTV                                                        730.0 

-3 

2185.0 

1 

38.0 

850 

106.0 

89 

5.2 

0,5 

-4,1 

NM 

-0.35 

1 

'OTLATCH  PCH                                                   416.8 

-7 

1284.3 

1 

-6.9 

NM 

-11.8 

NM 

NM 

5,1 

-0,4 

NM 

-0.12 

i      1 

lOCKTENNRKT'"                                             376.0 

5 

1117.4 

11 

6.1 

-50 

-24.5 

NM 

1.6 

3.4 

-4,1 

NM 

-0.46 

EALEO  AIR  SEE                                                 746.9 

4 

2195.0 

5 

54,7 

2 

163.5 

8 

7,3 

7,5 

24,4 

26 

1.86 

MURFIT-STONE  CONTAINER  SSCC                  2233  0 

25 

6290.0 

20 

79.0 

NM 

150,0 

NM 

3,5 

NM 

18,9 

7 

1.97 

ONOCO  PRODUCTS  SON                                    677  5 

9 

2042.5 

14 

38,5 

-15 

129,9 

-5 

5,7 

7,3 

20,4 

10 

1.81 

EMPLE-INLAND  TIN                                         1049.0 

10 

3146.0 

16 

43.0 

-28 

160.0 

19 

4.1 

6.3 

11.8 

10 

4.14 

VESTVACO  W  «'                                                 928.0 

33 

2632.3 

30 

53.6 

53 

173.9 

99 

5.8 

5.0 

8.6 

14 

1.97 

L    1 

COUNT  &  FASHION  RETAILING 

'JDUSTRY  COMPOSITE                          161647.1 

13 

493465.6 

14 

4204.8 

-1 

16111.7 

9 

2.6 

2.9 

16.3 

28 

1.20 

LBERTO-CULVER  ACV  "'                                    594.5 

14 

1721.4 

14 

28.1 

13 

76.4 

13 

4.7 

4.8 

16.2 

18 

1.83 

MAZ0N.COM  AMZN                                          637.9 

79 

1789.6 

86 

-240.5 

NM 

-866.1 

NM 

NM 

NM 

NM 

NM 

-3.45 

MES  DEPARTMENT  STORES  AMES  ""            872  0** 

1 

2979.9 

17 

-22.1 

NM 

44.9 

NM 

NM 

NM 

2,9 

8 

0.54 

NNTAYLOR  STORES  ANN""                           306  3" 

16 

880.4 

13 

13.4 

0 

40.6 

2 

4,4 

5.0 

11,4 

17 

1.98 

1  ,1 

UTOZONEAZO""                                            1492.6 

7 

3476.2 

8 

105.2 

7 

211.5 

9 

7,0 

7.1 

27,0 

14 

2.00 

ARNES&  NOBLE  BKS""                                 924.3 

27 

3143.2 

27 

-8.6 

NM 

90.7 

-29 

NM 

3.2 

11.7 

15 

1.30 

J'S  WHOLESALE  CLUB  BJ"'I                          1202.2 

16 

3523,5 

19 

31,2 

21 

97.0 

25 

2,6 

2.5 

20,5 

21 

1.60 

ORDERS  GROUP  BGP""                                699.7 

11 

2473.8 

13 

-1,6 

NM 

96,0 

20 

NM 

NM 

11.8 

12 

1.18 

RADLEESBRAD""                                           364.2** 

-2 

1153.0 

3 

4,5 

22 

-1,2 

NM 

12 

1,0 

-320 

NM 

-0.88 

URLINGTON  COAT  FACTORY  8CF  "'                 415.7 

11 

1628.6 

17 

-13.5 

NM 

28.2 

38 

NM 

NM 

9.7 

12 

1.26 

DW  COMPUTER  CENTERS  CDWC                   1 028. 1 

51 

2835.4 

56 

44,9 

72 

120,3 

76 

4,4 

3,8 

25.8 

37 

1.66 

HARMING  SHOPPESCHRS""                         428.2 

37 

1157.9 

37 

26.4 

19 

43.9 

146 

6,2 

7,1 

11.0 

13 

0.49 

ONSOLIDATED  STORES  CNS<"'                        708.5 

10 

3278.7 

10 

9.3 

10 

142.9 

21 

1,3 

1-3 

10,4 

10 

1,13 

OSTCO  WHOLESALE  COST  ''»                        10589.2** 

20 

25220.8 

18 

200.2 

31 

502.1 

22 

1,9 

1.7 

15,4 

27 

1,35 

SKAUTOCAQl'"                                                374.8 

24 

1059.6 

29 

-1.5 

NM 

-1.9 

NM 

NM 

4.2 

7,0 

10 

0.34 

ILLARD'SDDS'"'                                           1843.4** 

-2 

6520.8 

-1 

9.4 

-74 

81.4 

-54 

0.5 

1.9 

4.2 

9 

1.17 

OLLAR  GENERAL  DG  1"'                                1017.4 

U 

3192.2 

16 

39.3 

-6 

174.3 

12 

3.9 

4.5 

238 

23 

0.68 

DLUR  TREE  STORES  DLTR                               377.3 

26 

1088.9 

29 

21.9 

37 

57.3 

27 

5.8 

5.3 

24.9 

38 

1.05 

kMILY  DOLLAR  STORES  FDO  '"'                         789.8 

14 

2419.1 

14 

30.3 

12 

135,4 

23 

3.8 

3,9 

21.6 

20 

1  00 

i 

•DERATED  DEPARTMENT  STORES  FD  ""       4065.0" 

1 

14070.0 

11 

63.0 

-54 

600.0 

-6 

1.6 

3.4 

11.5 

10 

3.32 

WTSTAR  FTS                                                    592.7 

26 

1621.8 

17 

24.6 

37 

42,8 

-5 

4,2 

3,8 

20,6 

13 

2.97 

tfGPS""                                                     2947.7 

20 

9538.6 

23 

183.9 

-6 

833.2 

17 

6,2 

8.0 

45,9 

21 

1.30 

OME  DEPOT  HD  ""                                      12618,0 

21 

32905.0 

24 

838.0 

23 

2045,0 

29 

6,6 

6.5 

18,9 

38 

1.12 

i 

OMEBASEHBI""                                            407.1 

-10 

1100.0 

-2 

1.4 

-86 

-4.1 

NM 

0.4 

2.2 

-0.1 

NM 

-0.01 

' 

ISIGHT  ENTERPRISES  NSIT                            540.3 

36 

1495.7 

36 

16,2 

72 

42.2 

75 

3.0 

2,4 

21,0 

26 

1.24 

ITIMATE  BRANDS  IBI""                              1149.8 

13 

3963.8 

16 

99.8 

12 

446.5 

20 

8.7 

8.7 

109.4 

24 

0.96 

WART  KM""                                                     8998.0 

3 

28297.0 

4 

-448.0 

NM 

-14.0 

NM 

NM 

1,6 

0.1 

NM 

-0.04 

i 

JHL'S  KSS  ""                                                    1255.4 

34 

4091.5 

30 

64.3 

42 

237.5 

33 

5.1 

4,8 

15.4 

64 

0.87 

1 

MITEDLTD""                                                     2263.0 

0 

7658.0 

0 

77,6 

35 

457,0 

29 

3.4 

2,5 

23,7 

25 

1.09 

IWE'SLOW""                                                  5264.3 

19 

13520.6 

19 

279.6 

21 

615.7 

36 

5.3 

5.2 

15.2 

23 

2.03 

; 

AY  DEPARTMENT  STORES  MAY  ""               3131.0** 

2 

10815.0 

3 

135.0 

-12 

768,0 

2 

4.3 

5.0 

26.2 

11 

2  59 

[ 

ICHAELS  STORES  MIKE""                             438.4 

22 

1582.8 

23 

5.7 

NM 

62.0 

75 

1.3 

0.0 

9.5 

13 

2.21 

:ilMAN  MARCUS  GROUP  NMG.A  <«                  592.4** 

7 

2177.0 

13 

10.1 

353 

96.6 

37 

1.7 

0.4 

16.2 

14 

2.75 

i 

jjj^^ 
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CORPORATE  SCOREBOARD  ■■ 
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COMPANY  SYMBOL 

SALES 

PROFITS 

3RD          CHANGE 
QUARTER        FROM 
2000           1999 
SMIL,            % 

9 

MONTHS 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

MARGINS 

3R0            3RD 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE- 
EARNINGS 
RATIO 
U-2 

3R0 

QUARTER 

2000 

$Mll. 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

$MIL. 

CHANGE 

FROM 

1999 

% 

M0^ 

EARf 
P 
SH 

ll 

NORDSTROM  JWN  <"> 

1482. 5** 

1 

4224.4 

6 

45,4 

-36 

144.7 

-14 

3.1 

4.8 

15.5 

13 

~T 

[ 

OFFICE  DEPOT  OOP 

2820.7 

9 

8514.8 

13 

50,6 

NM 

217.6 

25 

1,8 

NM 

17.0 

9 

0.! 

OFFICEMAX  OMX"" 

1078.8 

11 

3814.0 

12 

-24,1 

NM 

-3.2 

NM 

NM 

0.3 

-3.8 

NM 

-0.: 

'l  ■ 

1 

PAYLESS  CASHWAYS  PCSH  "' 

391.8 

-20 

1160,7 

-16 

2,4 

37 

-1,7 

NM 

0,6 

0,3 

-2.4 

NM 

-0. 

1 

PAYIESS  SHOESOURCE  PSS  "" 

816.9 

6 

2129,4 

5 

48.8 

-5 

93,2 

-8 

6,0 

6,7 

342 

13 

4. 

! 

PC  CONNECTION  PCCC 

397.1 

41 

1081,5 

46 

10.3 

70 

26,0 

72 

2,6 

2.1 

25.3 

21 

1.: 

PENNEY  (J.C.)  JCP  I'" 

7425.0 

2 

24987.0 

3 

23.0 

-41 

-107.0 

NM 

0,3 

0.5 

0.0 

NM 

0. 

PEP  BOYS-MANNY,  MOE  &  JACK  PBY  "  " 

633.9 

0 

1803.7 

0 

3.4 

-83 

-3,0 

NM 

0,5 

3.2 

1.1 

30 

0. 

' 

PETSMARTPETM"" 

538.6 

-5 

1642.6 

-4 

-3.0 

NM 

-8,1 

NM 

NM 

0.4 

-13.5 

NM 

-0. 

1 

ROSS  STORES  ROST"'i 

657,0 

7 

1985.0 

11 

35.9 

-7 

119,5 

1 

5,5 

6.3 

36.0 

9 

1. 

1 

SAKSSKS"" 

1386.8" 

1 

4921.8 

2 

-5.8 

NM 

148.5 

-3 

NM 

1.4 

7.9 

8 

1. 

1, 

SEARS,  ROEBUCK  S 

9627.0 

5 

28676.0 

4 

278.0 

18 

901.0 

26 

2,9 

2.6 

25.5 

7 

4. 

■  1  ' 

SHOPKO  STORES  SKO<"' 

822.9 

23 

2834.3 

33 

5.2 

-11 

55.2 

14 

0.6 

0.9 

9.0 

3 

2. 

SPIEGEL  SPGLA 

757.6 

7 

2278.4 

9 

13.5 

221 

59.5 

458 

1.8 

06 

17.4 

7 

1. 

SPORTS  AUTHORITY  TSA"" 

389.6 

1 

1167.3 

-3 

6.7 

198 

-157.6 

NM 

1.7 

0.6 

NM 

NM 

-5. 

STAPLES  SPLS"" 

2201.3 

20 

7387.9 

23 

42.6 

-19 

206.1 

18 

1.9 

2.9 

16.3 

24 

0. 

TALBOTSTLB"" 

356.6** 

17 

1089.9 

17 

14.6 

289 

62.6 

100 

4.1 

1.2 

17.4 

33 

2. 

TARGET  TGT"" 

8251.0" 

7 

26927.0 

8 

257.0 

13 

1018.0 

17 

3.1 

3.0 

20.9 

21 

1. 

TIFFANY  TIF"" 

372.0** 

21 

1275.0 

25 

39.2 

70 

154.2 

67 

10.5 

7.5 

21,7 

37 

1. 

1 

TJX  TJX"" 

2258,2 

7 

6893.2 

9 

114,0 

-2 

381,6 

5 

5.1 

5.5 

53,0 

16 

1. 

i 

TOYS 'R' us  TOY"" 

1994.0 

-10 

9340.0 

0 

3.0 

-75 

453.0 

34 

0.2 

0.5 

13.6 

9 

1. 

VALUE  CITY  DEPARTMENT  STORES  VCD  ""      532.1 

42 

1513.7 

31 

0,1 

-98 

20.4 

-6 

0.0 

1.1 

8.0 

9 

0. 

VENATOR  GROUP  2"" 

1041.0 

-2 

3476.0 

0 

9,0 

NM 

84.0 

NM 

0.9 

NM 

8.0 

21 

0, 

WAL-MART  STORES  WMT"" 

46112.0 

20 

140491,0 

23 

1596,0 

28 

4839.0 

23 

3.5 

3.3 

21.8 

35 

1. 

2ALE  ZLC  '« 

373.8 

15 

1471,0 

25 

11,6 

36 

106.1 

35 

3.1 

2.6 

14.3 

10 

3. 

2212;- 

mmmssmm^s^ymsms 

L™™ 

mi 

INDUSTRY  COMPOSITE 

65047.1 

29 

175628.7 

28 

6148.9 

78 

20279.1 

113 

9.5 

6.9 

13.0 

41 

1. 

(A)  ELECTRICAL  PRODUCTS 

GROUP  COMPOSITE 

5129.4 

4 

14893.2 

6 

411.5 

-2 

1208.8 

4 

8.0 

8.6 

20.4 

13 

2. 

■ 

AMERICAN  POWER  CONVERSION  APCC 

395.0 

11 

1070,1 

13 

45,0 

-28 

127.2 

-9 

11.4 

17.5 

18.5 

14 

0. 

COOPER  INDUSTRIES  CBE 

1145.8 

17 

3352.9 

17 

91.4 

8 

268.2 

8 

8,0 

8.6 

19.6 

10 

'i 

■■  'i 

HUBBELLHUe  B 

360,8 

~3 

1078.0 

-3 

33.0 

-8 

109,9 

-7 

9,1 

9.6 

16.8 

11 

'1 

NATIONAL  SERVICE  INDUSTRIES  NSI  "» 

695,7 

12 

1946.2 

14 

34.4 

-21 

75.5 

-23 

4,9 

7.0 

14.9 

8 

'1 

ROCKWELL  INTERNATIONAL  ROK  »' 

1887,0 

-2 

5478.0 

2 

145.0 

-5 

479.0 

8 

7,7 

7.9 

23.8 

12 

3| 

SPX  SPW 

645.1 

-4 

1968.0 

-1 

62.7 

42 

149,0 

28 

9.7 

6.6 

21.5 

28 

4 

(B)  ELECTRONICS 

GROUP  COMPOSITE 

16277.2 

6 

41819.2 

14 

81.4 

-76 

1568.2 

107 

0.5 

2.2 

2.4 

NM 

0. 

AVAYA  AV  13' 

2016.0 

-16 

NA 

NA 

-543.0 

NM 

NA 

NA 

NM 

5.4 

NM 

NM 

-1, 

HARRIS  HRS '6' 

460.4 

15 

1428.0 

9 

-34.8 

NM 

-32.7 

NM 

NM 

2.3 

-1.6 

NM 

-°l 

HUGHES  ELECTRONICS  GMH 

1688.5 

4 

5228.6 

35 

-104.3 

NM 

-295.1 

NM 

NM 

NM 

-6.7 

NM 

-of 

i  i 

L-3  COMMUNICATIONS  HOLDINGS  LLL 

514.4 

35 

1352.4 

39 

24.1 

39 

51.5 

45 

4.7 

4.5 

11,3 

32 

'1 

i| 

LITTON  INDUSTRIES  LIT '« 

1469,4 

19 

4217.4 

17 

69.8 

NM 

168.4 

130 

4.7 

NM 

14,8 

11 

'1 

'■ 

MOTOROLA  MOT 

9493.0 

15 

27516.0 

15 

531.0 

366 

1183.0 

108 

5.6 

1.4 

7.4 

35 

°l 

QUALCOMM  QCOM  "' 

635,4 

-40 

2076.7 

-31 

138.7 

2 

493.1 

224 

21,8 

12.8 

12.2 

74 

of 

(C)  INSTRUMENTS 

GROUP  COMPOSITE 

7379.5 

25 

20889.1 

25 

588.6 

54 

1706.9 

83 

8.0 

6.5 

14.8 

38 

1, 

AGILENT  TECHNOLOGIES  A  <2' 

2670,0 

28 

7401.0 

26 

155.0 

15 

452.0 

23 

5.8 

6.5 

12.2 

35 

1 

ALPINE  GROUP  AGI 

505.9 

-3 

1550.6 

0 

-3.0 

NM 

-0.3 

NM 

NM 

0.9 

NA 

NA 

1 

BECKMAN  COULTER  BEG 

457,8 

4 

1361.6 

5 

29,1 

19 

82.5 

23 

6,4 

5.5 

39.7 

17 

'1 

DANAHER  DHR 

986.8 

26 

2745,4 

17 

83,6 

35 

236,4 

26 

8.5 

7.9 

16,8 

29 

'1 

KLA-TENCORKLAC»' 

534,6 

96 

1429,7 

99 

105,8 

168 

270,9 

214 

19,8 

14.5 

17,8 

20 

1 

■ 

PE  BIOSYSTEMS  GROUP  PEB  «) 

363.6 

24 

1123,5 

16 

49,1 

65 

161.8 

25 

13.5 

10.2 

22,0 

NM 

0 

PERKINELMERPKI 

431.9 

11 

1232,9 

32 

2,1 

NM 

49.4 

NM 

0.5 

NM 

11,6 

75 

1 

TERADYNE  TER 

848.0 

71 

2255,1 

82 

153,5 

145 

400.2 

244 

18.1 

12,6 

27,5 

12 

2 

THERMO  ELECTRON  TMO 

581.0 

-7 

1789,4 

-1 

13,5 

-57 

64.0 

NM 

2.3 

5.0 

3.1 

64 

0 

(D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

GROUP  COMPOSITE                                 36261.0 

49 

98027.2 

41 

5067.3 

119 

15795.1 

138 

14.0 

9.6 

15.9 

38 

1 

^ 

ACT  MFG.  ACTM 

368.5 

105 

850,6 

76 

8,2 

NM 

21,4 

NM 

2.2 

NM 

13.0 

20 

1 

ADVANCED  MICRO  DEVICES  AMD 

1206.5 

82 

3469,0 

84 

431.5 

NM 

828,0 

NM 

35.8 

NM 

30.8 

9 

2 

ALTERA  ALTR 

395.4 

84 

1008,9 

68 

118.0 

112 

291,4 

90 

29.8 

25.8 

26.1 

38 

0 

AMKOR  TECHNOLOGY  AMKR 

648.6 

29 

1750,4 

28 

45,2 

73 

113.3 

100 

7.0 

5.2 

10.5 

29 

0 

AMPHENOL  APH 

354.7 

38 

990,3 

34 

28,8 

149 

75,3 

149 

8,1 

4.5 

NM 

31 

2 

ANALOG  DEVICES  ADI  '2> 

700.7 

85 

1771,9 

74 

192.2 

262 

407.3 

229 

27.4 

14.4 

23.3 

47 

1 

ATMELATML 

530.4 

56 

1438,3 

53 

76.5 

342 

179.7 

264 

14.4 

5.1 

11.9 

32 

0 

AVX  AVX '»' 

695,3 

87 

1796,9 

74 

155.2 

498 

347.5 

580 

22,5 

7.0 

35.4 

13 

2 

BENCHMARK  ELECTRONICS  6ME 

459.5 

100 

1215,3 

125 

6.2 

.367 

11.8 

1 

1,4 

0.6 

3,3 

60 

0 

BROADCOM  BRCM 

319.2 

129 

755,9 

110 

■19.4 

NM 

75.2 

90 

NM 

17.6 

4.9 

NM 

0 

CONEXANT  SYSTEMS  CNXT  <" 

561.4 

24 

1593.6 

39 

-57.1 

NM 

-242.8 

NM 

NM 

8.4 

-6.6 

NM 

^C 
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PEOPLE 
GO! 


PeopleSoft  Professional  Services  Automation 

Now,  for  the  first  time,  you  can  manage  every  single  part  of  your 
consulting  business  -  from  recruitment  to  retention,  pipelines  to 
resource  scheduling,  time  and  expense  to  client  billing  -  all  from  a  web 
browser.  PeopleSoft  8  Professional  Services  Automation  is  a  global 
enterprise  solution  that  runs  purely  on  the  internet.  Meaning  you  can 
manage  worldwide  operations  from  one  location.  And  you  can  provide 
employees,  customers  and  sub-contractors  instant  web  access  to  critical 
information  anytime,  anywhere.  Now  your  consultants  can  log  in  their  hours 
right  away  from  Buenos  Aires  -  or  any  PC  on  earth,  for  that  matter.  To  turn 
your  people  into  profits  with  PeopleSoft  PSA,  call  1-888-773-8277. 


Globa 


Comprehensive 


Mobile 


CUSTOMERS  •  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet." 


'Ww.peoplesoft.com/psa 
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COMPANY  SYMBOL 

SALES 

PROFITS 

3RD          CHANGE 
QUARTER        FROM 
2000           1999 
S  MIL.            % 

9 

MONIHS 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

3RD            3R0 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE- 
EARNINGS 
RATIO 
11-2 

1 

MON 
EARN 

sS5 

:tRD 

QUARTER 
2000 
SMIL. 

CHANGE 

FROM 

1999 

% 

9 

MONIHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

CYPRESS  SEMICONDUCTOR  CY 

356.2 

83 

921.1 

75 

97.2 

318 

207.1 

479 

27.3 

11.9 

26.0 

20 

1.; 

FAIRCHILD  SEMICONDUCTOR  INTL.  FCS 

476.0 

42 

1314.4 

NA 

69.7 

NM 

179.4 

NA 

14.6 

NM 

NA 

11 

2. 

INTEL  INTC 

8731.0 

19 

25024.0 

18 

2509.0 

72 

8342.0 

60 

28.7 

19.9 

27.7 

31 

1. 

JABIL  CIRCUIT  JBL  '"1 

1065.1 

77 

2868.5 

65 

47.1 

133 

119.2 

84 

4.4 

3.3 

11-5 

75 

0. 

JDS  UNIPHASE  JDSU  i«' 

786.5 

242 

1705.1 

335 

-1016.6 

NM 

-1676.3 

NM 

NM 

NM 

-7.5 

NM 

-2. 

KEMET  KtM  ™ 

364.0 

96 

951.3 

93 

96.3 

947 

214.6 

NM 

26.4 

4.9 

36.7 

10 

2    ! 

LSI  LOGIC  LSI 

727.6 

35 

1987.1 

32 

18.1 

-55 

174.9 

166 

2,5 

9.6 

11.3 

40 

0. 

MANUFACTURERS  SERVICES  MSV 

424.4 

92 

1119.7 

73 

2.6 

88 

-6.4 

NM 

0.6 

06 

13,8 

NM 

-1. 

MICRON  TECHNOLOGY  MU'"' 

2570.2 

138 

5751.9 

94 

726.7 

NM 

1162.9 

NM 

28.3 

NM 

23.4 

14 

2. 

MOLEX  MOLX  '^' 

625.9 

27 

1808.1 

33 

64.5 

42 

187.4 

33 

10.3 

9.3 

14.0 

45 

1. 

NATIONAL  SEMICONDUCTOR  NSM  <'> 

640.8 

33 

1785.0 

22 

144.2 

206 

625.9 

NM 

22.5 

9.8 

39.2 

7 

3. 

ON  SEMICONDUCTOR  ONNN 

543.2 

NA 

1580.5 

NA 

29.9 

NA 

70.9 

NA 

5,5 

NA 

NA 

NA 

SANMINA  SANM  "' 

1272.0 

91 

3451.9 

63 

97.1 

119 

161.1 

36 

7.6 

6.7 

11.6 

85 

1. 

SCI  SYSTEMS  SCI  '«' 

2028.0 

22 

6551.2 

29 

50.5 

24 

157.2 

36 

2.5 

2.4 

14.5 

32 

i; 

SOLECTRON  SLR  '*' 

4736.2 

75 

11635.7 

51 

171.0 

65 

399.2 

39 

3.6 

3.8 

13.2 

57 

0. 

TEXAS  INSTRUMENTS  TXN 

3160.0 

26 

8851.0 

24 

679.0 

69 

2425.0 

141 

21,5 

16.0 

22.9 

29 

1. 

VIASYSTEMS  GROUP  VG 

406.5 

28 

1149.4 

22 

9.5 

NM 

-118.4 

NM 

2.3 

NM 

NM 

NA 

VISHAY  INTERTECHNOLOGY  VSH 

669.8 

51 

1821  4 

41 

171.1 

565 

377.2 

707 

25,5 

58 

25,3 

10 

3. 

XILINX  XLNX  1^' 

437  4 

83 

1108  8 

75 

114,1 

104 

684.2 

366 

26  1 

23,4 

39,2 

32 

2. 

fTB              iiiiiBiiiiHii 
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m. 
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INDUSTRY  COMPOSITE 

103872.5 

7 

301437.5 

7 

2907.4 

36 

8460.3 

17 

2.8 

2.2 

20.2 

22 

1. 

(A)  FOOD  DISTRIBUTION 

GROUP  COMPOSITE 

16037.2 

16 

50348.2 

15 

178.3 

16 

556.8 

21 

1.1 

1.1 

15.1 

28 

1. 

FLEMING  FLM 

3279.8 

1 

11112.3 

1 

-45.6 

NM 

-84.8 

NM 

NM 

NM 

-16,9 

NM 

-2 

INTERNATIONAL  MULTIFOODS  IMC  ""' 

585.4 

3 

1790.6 

3 

5.3 

4 

16.9 

1 

0.9 

0.9 

9.8 

13 

1. 

PERFORMANCE  FOOD  GROUP  PFGC 

693.1 

30 

1927.5 

28 

8.3 

15 

18.9 

42 

1.2 

1.4 

12.0 

25 

1. 

SPARTAN  STORES  SPTN  '^> 

784.9* 

9 

2333.9 

15 

9.0 

75 

16.3 

71 

1.1 

0.7 

9.5 

4 

1 

SUPERVALU  SVU  '"» 

5333.8 

29 

17829.1 

31 

57.3 

26 

199.3 

20 

1.1 

1.1 

13.8 

8 

1 

SYSCO  SYY  '^' 

5360.2 

15 

15354.9 

13 

144.0 

36 

390.0 

32 

2.7 

2.3 

27.9 

34 

1 

(B)  FOOD  PROCESSING 

GROUP  COMPOSITE 

47386.5 

5 

126455.1 

6 

2005.2 

15 

5889.3 

17 

4.2 

3.9 

24.5 

20 

1. 

AGRIBRANOS  INTERNATIONAL  AGX  <"' 

302.9 

-1 

892.2 

-4 

10.7 

-8 

31.1 

-5 

3.5 

3.8 

11.4 

10 

4 

ARCHER  DANIELS  MIDLAND  ADM  <°> 

4634.8 

1 

NA 

NA 

109.4 

201 

272.0 

201 

2.4 

0.8 

6.1 

19 

0 

CAMPBELL  SOUP  CPB  <=' 

1189.0 

-8 

4499.0 

-3 

59.0 

-25 

479.0 

4 

5.0 

6.1 

521.2 

18 

1 

CHIOUITA  BRANDS  INTERNATIONAL  CQB 

465.8 

-18 

1725.3 

-11 

-51.9 

NM 

-6.1 

NM 

NM 

NM 

-19.6 

NM 

-1 

CONAGRA  FOODS  CAG  "' 

6801.6 

3 

18990.9 

4 

146.1 

44 

270.0 

105 

2.1 

1.5 

11.8 

23 

0 

CORN  PRODUCTS  INTERNATIONAL  CPO 

479.3 

8 

1397.5 

9 

12.6 

-44 

35.5 

-41 

2.6 

5.1 

5.3 

18 

1 

DEAN  FOODS  DF  "> 

1054.3 

5 

3051.6 

2 

26.4 

-5 

111 

50 

2.5 

28 

15,5 

12 

2 

DEL  MONTE  FOODS  DLM  '«' 

310.8 

-7 

983.8 

-10 

6.4 

-7 

109.7 

173 

2.1 

2.1 

774.9 

2 

2 

DOLE  FOOD  DOL 

1436.9 

2 

3894.1 

-1 

-7.4 

NM 

74.2 

-4 

NM 

NM 

7.7 

15 

0 

DREYER'S  GRAND  ICE  CREAM  DRYR 

345.0 

7 

909.3 

6 

11.0 

26 

26.2 

92 

3.2 

2.7 

22.8 

39 

0 

EARTHGRAINS  EGR  '^> 

603.2 

29 

1680.3 

24 

8.9 

-43 

27.4 

-3 

1.5 

3.3 

7.0 

20 

1 

FLOWERS  INDUSTRIES  FLO 

1023.0 

4 

3317.5 

3 

13.0 

NM 

35.2 

NM 

1.3 

NM 

10.0 

29 

0 

GENERAL  MILLS  CIS  ''' 

1674.9 

6 

4984.3 

7 

158.9 

0 

421.1 

4 

9.5 

10,1 

NM 

20 

2 

J 

HEINZ  (H.J.)  HNZ  * 

2153.5 

-1 

7036.4 

2 

200.6 

-3 

469.0 

99 

9.3 

9.5 

55.4 

17 

2 

I 

HERSHEY  FOODS  HSY 

1196.8 

12 

3026.1 

6 

107.4 

23 

218.6 

-40 

9.0 

8.2 

28.8 

24 

2 

i 

HORMEL  FOODS  MRL<^' 

886.0 

8 

2669.0 

11 

29.1 

-1 

109.2 

5 

3.3 

3.6 

19.9 

15 

1 

IBP  IBP 

4154.3 

9 

12201.8 

15 

83.9 

-24 

177.2 

-25 

2.0 

2.9 

13.5 

8 

2 

1 

INTERSTATE  BAKERIES  I6C  "> 

819.7 

1 

2722.0 

2 

26.9 

-19 

55.1 

-41 

3.3 

4.1 

14.5 

12 

'\ 

KEEBLER  FOODS  KBL 

642.2 

4 

2111.6 

3 

41.0 

27 

121.9 

181 

6.4 

5.2 

32.2 

21 

m 

KELLOGG  K 

1845.7 

-1 

5398.7 

0 

181.9 

NM 

494.5 

108 

9.9 

NM 

65.5 

18 

m 

Mccormick  mkc  "' 

495.9 

4 

1444.0 

4 

31.3 

23 

79.9 

62 

6.3 

5.3 

38.5 

17 

m 

NABISCO  GROUP  HOLDINGS  NGM 

2253.0 

10 

6580.0 

11 

78.0 

-33 

236.0 

8 

3.5 

5.7 

9.7 

24 

m 

NABISCO  HOLDINGS  NA 

2253.0 

10 

6580.0 

11 

78.0 

-33 

236.0 

8 

3.5 

5.7 

9.4 

44 

m 

QUAKER  OATS  OAT 

1475.1 

7 

4045.1 

7 

159.2 

16 

312.1 

-21 

10.8 

9.9 

132.8 

31 

2| 

RALSTON  PURINA  RAL ''' 

675.9 

-1 

2035.0 

1 

83.5 

-32 

301.4 

-1 

12.4 

17.9 

1126 

17 

1 

T 

SARA  LEE  SLE  '»' 

4455.0 

5 

13093.0 

3 

238.0 

-1 

780.0 

5 

5.3 

6.7 

111.4 

17 

1 

SEABOARD  SE6 

364.5 

14 

1112.3 

26 

3.7 

NM 

19.0 

NM 

1.0 

NM 

3.1 

16 

11 

SMITHFIELD  FOODS  SFD '»' 

1421.3 

24 

4199.3 

32 

44.6 

543 

90.5 

2 

3.1 

0.6 

12.1 

14 

2 

SUIZA  FOODS  SZA 

1439.9 

33 

4268.4 

27 

31.2 

2 

85.3 

2 

2.2 

2.8 

19.6 

12 

-' 

WRIGLEY  (WM.)  JR.  WWY 

533.3 

5 

1606.8 

6 

83.8 

8 

250.6 

7 

15.7 

15.3 

28.9 

28 

: 

(C)  FOOD  RETAIUNG 

GROUP  COMPOSITE 

40448.9 

6 

124634.2 

5 

723.9 

206 

2014.2 

15 

1.8 

0.6 

14.0 

25 

'. 

1 

ALBERTSON'S  ABS"" 

9213.0 

-2 

28126.0 

1 

194.0 

NM 

637.0 

187 

2.1 

NM 

13.2 

13 

1 

DELHAIZE  AMERICA  OZA 

3054.2 

18 

8185.7 

9 

-10.6 

NM 

114.0 

43 

NM 

2.8 

9.0 

13 

II 

GREAT  ATLANTIC  &  PACIFIC  TEA  GAP  ""' 

2439.5 

7 

8060.5 

3 

-5.4 

NM 

7,2 

NM 

NM 

0.2 

3.4 

13 

n 

KROGER  KR"" 

11017.0 

7 

36587.0 

5 

218.1 

293 

570.0 

8 

2.0 

0.5 

25.5 

28 

fll 

PENN  TRAFFIC  PNFT  "" 

629.7 

NA 

1848.0 

NA 

23.6 

NA 

74.5 

NA 

NM 

NA 

32.4 

NM 

# 

RUDOICK  ROK  <3> 

672.2 

-3 

2017.4 

2 

12,0 

-8 

37.6 

-1 

1.8 

1.9 

10.7 

12 

J 
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Deutsche  Banc  Alex  Brown  identities  the  US  mvestmem  banking  activities  of  DB  Alex  Brown  LLC  (formerlv  BT  Alex  Brown  Incorporated)  and  Deutsche  Bank  Securities  Inc.,  which  are  subsidiaries  of 
Deutsche  Bank  AG    t  Trademark  application  pending 


Deutsche  Banc  Alex.  Brown 


Fueling  the  success  of  our  clients 
makes  us  a  winning  team 

Deutsche  Bank  has  again  been  voted  the  #1  Investment  Bank  for  Capital  Raising 


EUROMONEY    GLOBAL    F  IN  A  (M  C  I  N  G    POLL 


2000 


in  this  poll  of  treasurers  and  financial  officers  at  corporations,  financial  institutions,  state  agencies  and 
supranational  organizations,  respondents  were  asked  to  nonninate  banks  providing  the  best  service  in 
capital  raising  and  liability  managennent. 

#1  Overall  Capital  Raising 


Capital  Raising 

■  #1  International  Equity  Offerings 

■  #1  Euro-Straights 

■  #1  Euro  Floating  Rate  Notes 

■  #1  Private  Placements  and  Structured  Notes 

■  #1  EMTN  (Arrangers  &  Dealers) 

■  #1  ECP  (Arrangers  &  Dealers) 

■  #1  Raising  Capital  in  Europe 

■  #2  Using  the  Internet  to  Raise  Capital 

■  #2  Raising  Capital  in  the  Emerging  Markets 


Liability  Management 

■  #2  Overall  Risk  Management 

■  #1  Credit  Derivatives  -  Service 

■  #1  Exotic  Options  -  Euro 

■  #1  FX  Spot  &  Forw/ards  -  Euro 

■  #1  Forward  Rate  Agreements  ■  Euro 

■  #1  Short-term  OTC  Interest  Rate  Swaps 
(Euro  &  Yen) 

■  #1  Providing  Fair  Value  on  Instruments 
Previously  Sold 

■  #2  Credit  Derivatives  -  Pricing  &  Ideas 

■  #2  FX  Spot  &  Forwards  (USD  &  Yen) 


When  business  needs  capital,  Deutsche  Bank  comes 
through. 

Whether  it's  equities,  fixed  income  or  tools  for  managing 
risk,  clients  get  the  financing  they  need,  in  a  package  that 
grabs  investors'  attention. 

That's  why  we've  been  voted  the  #1  Investment  Bank  for 
Capital  Raising  -  for  the  second  year  in  a  row. 

We've  always  believed  that  if  we  put  our  customers  first, 
we  would  come  out  on  top  in  global  investment  banking. 
Global  performance  in  raising  capital  -  another  reason  why 
Deutsche  Bank  is  leading  to  results. 


GLOBAL   PERFORMANCE 

leading  to  results' 


Deutsche  Bank 
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COMPANY  SYMBOL 


SALES 


PROFITS 


MARaiNS 


3R0  CHANGE  9  CHANGE             3R0  CHANGE  9  CHANGE 

QUARTER  ERGM  MONTHS  FROM  QUARTER  FROM  MONTHS  FROM 

2000             1999  2000            1999             2000  1999  2000           1999 

SMIL              %  $MIL            %              $MIL.           %  (MIL.           % 


RETURN  ON 
COMMON 
EQUITY         PRICE- 


ll 

monI 


3R0  3RD 

QUARTER  QUARTER  12  MONTHS  EARNINGS  EARhl 

2000  1999  ENDING  RATIO  PU 

%  %  9-30  11-2  SH| 


SAFEWAY  SWY 
7-ELEVEN  SE 
WEIS  MARKETS  WMK 
WINN-DIXIE  STORES  WIN' 


7457.2 

2539.3** 
48'Sq 

■■i.in  'I 


21961.5 
7133.3 

1514  fi 

'■i::rio  .' 


16  270.0  21 

16  40.9  9 

?  19  1  0 

/  9,4  5  7 


792.8 

94.1 
586 

21'2  8 


19 

38 

2 

NM 


3.6 
1.6 

3  9 

0,3 


3.5 
1,7 

3  9 


22,1  25  2,| 

388,7  11  1. 

84  19  1 

l.i 


INDUSTRY  COMPOSITE 

163402.4 

33 

455771.5 

40 

11347.0 

96 

29984.2 

152 

6.9 

4.7 

18.7 

19          3. 

(A)  COAL,  OIL  &  CAS 

GROUP  COMPOSITE 

153372.4 

34 

427500.1 

43 

10682.2 

94 

28629.6 

156 

7.0 

4.8 

21.1 

16          3. 

AMERADA  HESS  AHC 

2833.0 

57 

8308.0 

74 

257,0 

63 

683.0 

122 

9,1 

8.8 

23.0 

7            9, 

ANAOARKO  PETROLEUM  APC 

956.1 

430 

1509,1 

216 

248,4 

NM 

367,9 

NM 

26,0 

11.9 

26.4 

25            2. 

APACHE  APA 

624.6 

83 

1559.8 

108 

206,2 

183 

467,8 

353 

33,0 

21,4 

21  1 

12            4. 

ARCH  COAL  ACI 

355.8 

-6 

1048.4 

-12 

-5,2 

NM 

-22.4 

NM 

NM 

NM 

NM 

NM          -9. 

ASHLAND  ASH  "1 

2167.0 

14 

6132.0 

17 

97.0 

-16 

252.0 

-17 

4.5 

6,0 

14.9 

8            4 

BURLINGTON  RESOURCES  BR 

696.0 

27 

1968.0 

37 

200.0 

228 

371.0 

336 

28.7 

11.2 

8.7 

27            1 

CHEVRON  CHV 

12962.0* 

30 

37267,0 

50 

1531.0 

163 

3691.0 

193 

11.8 

5.8 

23.8 

12            5 

COASTAL  CGP 

3156.3 

53 

9155,0 

62 

144.8 

42 

446.1 

35 

4.6 

5.0 

14,6 

27            2 

CONOCO  COC.B 

10697.0** 

43 

28894.0 

52 

497,0 

123 

1352.0 

222 

4.6 

3.0 

34.3 

11            2 

CONSOL  ENERGY  CNX  i^' 

504.4** 

-9 

1558.9 

-6 

4,1 

-62 

63.9 

26 

0.8 

1.9 

42.5 

14            1 

CROWN  CENTRAL  PETROLEUM  CNP  B 

478.9 

33 

1381.5 

59 

-5.5 

NM 

0,2 

NM 

NM 

NM 

3.0 

NM          -0 

DEVON  ENERGY  DVN 

714,8'* 

90 

1903.2 

154 

164,9 

226 

423,4 

NM 

23,1 

13.4 

21.2 

14            3 

EOG  RESOURCES  EOG 

389,7 

74 

956.6 

67 

116,5 

-77 

235,5 

-56 

29,9 

NM 

23.4 

19            2 

EXXON  MOBIL  XOM 

58852.0** 

20 

168889.0 

29 

4490.0 

105 

12500,0 

122 

7,6 

4.5 

20.2 

21            4 

KERR-McGEE  KMG 

1089.3 

45 

2959.6 

56 

264.6 

171 

559,7 

NM 

24,3 

13.0 

28.4 

9            6 

MITCHELL  ENERGY  &  DEVELOPMENT  MND 

'"t     402.8 

77 

999.1 

78 

55.4 

107 

132,4 

NM 

13.8 

11.8 

34,3 

14            3 

MURPHY  OIL  MUR 

933.6 

47 

2540,6 

83 

85.6 

67 

217.2 

261 

9.2 

8.1 

24,5 

9            6 

OCCIDENTAL  PETROLEUM  OXY 

3805,0 

80 

9441,0 

85 

402.0 

219 

1238.0 

NM 

10.6 

6,0 

41,1 

4            4 

PENNZOIL-aUAKER  STATE  PZL 

798.7 

5 

2437.3 

10 

6.9 

NM 

1,5 

NM 

0,9 

NM 

-34.6 

NM          -4 

PHILLIPS  PETROLEUM  P 

5200,0 

37 

15400.0 

62 

426.0 

93 

1118,0 

211 

8.2 

5,8 

26.9 

11           5 

SUNOCO  SUN 

3741.0'* 

41 

10562.0 

52 

-25.0 

NM 

257,0 

336 

NM 

0,5 

18.7 

9            3 

TESORO  PETROLEUM  TSO 

1394,4 

56 

3666.7 

72 

25.0 

9 

48,9 

-12 

1.8 

2,6 

2,9 

30            0 

TEXACO  TX 

13359,0* 

38 

35599.0 

46 

798.0 

106 

1997,0 

132 

5.0 

4,0 

18,6 

14            4 

TOSCO  IDS 

6876,5 

78 

17101,4 

68 

145.5 

28 

365,4 

61 

2.1 

3,0 

25,1 

8            3 

ULTRAMAR  DIAMOND  SHAMROCK  UDS 

4516,7 

18 

12155.9 

22 

127.6 

52 

325,2 

119 

2.8 

2,2 

21,4 

7            4 

UNOCAL  UCL 

2391,0** 

57 

6520.0 

58 

176.0 

450 

550,0 

NM 

7.4 

2,1 

25.5 

14            2 

USX-MARATHON  GROUP  MRO 

9228,0 

43 

25937.0 

55 

121.0 

-47 

742,0 

54 

1.3 

3,6 

17.3 

9            2 

VALERO  ENERGY  VLO 

4248.8 

97 

10549.9 

98 

127.4 

464 

245,8 

NM 

3.0 

1.0 

19.5 

8           4 

(B)  PETROLEUM  SERVICES 

GROUP  COMPOSITE 

10030.0 

19 

28271.4 

12 

664.8 

139 

1354.6 

91 

6.6 

3.3 

5.1 

85          0 

BAKER  HUGHES  BHI 

1273,6 

14 

3605,3 

5 

66,7 

302 

146,0 

9 

5.2 

1.5 

2.1 

NM             0 

BJ  SERVICES  BJS  '^i 

438,5** 

40 

1200.6 

43 

42,3 

777 

97,5 

NM 

9,6 

1.5 

10.5 

39            1 

COOPER  CAMERON  CAM 

347,9 

-7 

1032.4 

-10 

8,3 

-48 

37,2 

4 

2,4 

4.3 

5.3 

72            0 

HALLIBURTON  HAL 

3024,0** 

2 

8751,0 

-6 

130,0 

242 

209,0 

43 

4,3 

1.3 

6,2 

59            0 

NABORS  INDUSTRIES  NBR 

344,5 

142 

914.9 

117 

38,6 

713 

80,6 

303 

11.2 

3.3 

5,1 

88            C 

NOBLE  AFFILIATES  NBL 

357,4 

48 

928,0 

46 

57,2 

107 

121.0 

333 

16.0 

11.4 

19,9 

15            2 

R&B  FALCON  FLC 

301,7 

41 

721.1 

5 

27.3 

NM 

-41.1 

NM 

9.0 

NM 

-11.1 

NM           -0 

SCHLUMBERGER  SLB 

2447,3 

17 

6923,0 

11 

204,6 

85 

496.7 

83 

8.4 

5.3 

6.8 

82            0 

SMITH  INTERNATIONAL  SI  1 

718,5 

49 

2001,1 

58 

20.5 

-56 

46.8 

-7 

2.9 

9.7 

6.9 

69             1 

TRANSOCEAN  SEDCO  FOREX  RIG 

314,5 

90 

914,6 

77 

47.9 

50 

116.3 

65 

15,2 

19.2 

3.2 

NM            C 

WEATHERFORD  INTERNATIONAL  WFT 

462,2 

43 

1279,4 

47 

21.5 

612 

44,7 

413 

4,7 

0.9 

3.8 

79            C 

12     HEALTH  CARE 

1                                                                             ^i^lHI 

INDUSTRY  COMPOSITE 

129225.2 

13 

380170.5 

12 

10312.2 

71 

29616.7 

27 

8.0 

5.3 

23.6 

41          1 

\\ 

(A)  DRUG  DISTRIBUnON 

GROUP  COMPOSITE 

46551.3 

15 

136580.2 

16 

-255.4 

NM 

-14.1 

NM 

NM 

0.9 

2.5 

NM          0 

!L 

AMERISOURCE  HEALTH  AAS  »' 

3031,7 

18 

8805,6 

19 

28.0 

154 

77,4 

46 

0,9 

0.4 

36.1 

21             1 

BERGEN  BRUNSWIG  BBC  '3> 

5945,6 

9 

17013,9 

12 

-545,3 

NM 

-495,7 

NM 

NM 

NM 

-37.9 

NM       -; 

lou 

BINDLEY  WESTERN  INDUSTRIES  BOY 

2305,3 

7 

7226,8 

17 

17.4 

104 

15,7 

44 

0,8 

0,4 

6.9 

50            C 

«s 

CARDINAL  HEALTH  CAH  '« 

8734,6** 

29 

24422,0 

23 

173.2 

42 

557.4 

52 

2,0 

1.8 

17.3 

36            i 

w 

CAREMARK  RX  CMX 

1089,4 

34 

3226,4 

35 

26.9 

93 

69.2 

90 

2,5 

1.7 

NM 

31            ( 
30          ; 

1  k 

CVS  CVS 

4916.4 

14 

14598,7 

13 

158.7 

31 

536.5 

20 

3,2 

2.8 

18.6 

i,n 

D&K  HEALTHCARE  RESOURCES  DKWD  '^' 

350.9 

8 

1148,5 

51 

1.5 

-4 

6.4 

16 

0,4 

0,5 

17.4 

8            1 

tin 

LONGS  DRUG  STORES  LOG  <"' 

991.1 

12 

2998,5 

12 

17.2 

5 

53.1 

-5 

1,7 

1.9 

9.8 

13        ; 

w 

McKESSON  HBOC  MCK  "" 

9874.8** 

10 

28908,4 

12 

61,9 

26 

37.3 

-26 

0,6 

0.6 

5.4 

48           ( 

lb 

OMNICARE  OCR 

491.3 

4 

1464,8 

7 

13.5 

3 

38.6 

-17 

2.8 

2.9 

4.7 

31            C 

RITE  AID  RAD  "<» 

3439.5 

7 

10382,9 

5 

425.0 

NM 

1559,0 

NM 

NM 

NM 

NM 

NM           -"/ 

WALGREEN  WAG  '*' 

5380.8 

18 

16383,7 

19 

216.6 

35 

649,1 

25 

4,0 

3.5 

19,3 

58           ( 

■ 
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for  call  centers 

SURVIVAL   MEANS    ATTRACTING    ATTENTION   TO   WHAT'S    CRITICAL 


n  your  call  center,  every  second  counts.  And  immediate 
iccess   to    time-sensitive   information    is   crucial. 
JackWeb*  is  the  answer.  BackWeb  not  only  delivers 
lata,  but  gets  it  noticed —  from  product  updates  and 
)romotions  to  the  latest  changes  in  market  conditions. 
Jack  Web's  patented  Polite"  Push  seamlessly  downloads 
•  :ven  large  files,  while  its  Flash  technology  animates  urgent 


news  on  your  reps'  screens,  without  interrupting  their  cru- 
cial call  center  applications.  Increase  your  call  center's 
effectiveness    and    efficiency,    and    boost   customer 
satisfaction  with  BackWeb.  For  a  white  paper  detailing 
how  Back  Web's  e-Accelerator  can  raise  your  call  center 
productivity,  visit:  www.backwcb.com/accclcrator3.html 
or  call  us  at  1-800-863-0100. 


What  Pushes  e-business 


mong  the  many  companies  using  BackWeb:   Verizon  Wireless,  Compaq,  Fidelity  Investments,  Hewlett-Packard,  Robertson  Stephens 
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COMPANY  SYMBOL 

SALES 

PROFITS 

3RD          CHANGE 
QUARTER        FROM 
2000           1999 
$MIL             % 

9 

MONTHS 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

3RD            3RD 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE-       MOI 

EARNINGS    EARI 

RATIO          P 

11-2         SH 

3R0 

QUARTER 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

$MIL. 

CHANGE 

FROM 

1999 

% 

(B)  MiUGS  «  RESEARCH 

GROUP  COMPOSITE                                   40588.3 

14 

6 

118038.8 

12 

7567.2 

137 

21279.3 

42 

18.6 

9.0 

33.1 

40           1. 

ABBOTT  LABORATORIES  ABT                            3317.9 

10041.2 

3 

654,4 

40 

2032,6 

14 

19,7 

14.9 

32,9 

31             1, 

ALLERGAN  AGN                                                   396.7 

11 

1206.4 

14 

54,6 

16 

150,0 

16 

13.8 

13.1 

26,7 

55            1, 

AMERICAN  HOME  PRODUCTS  AHP                  3677.3 

15 

10207.6 

16 

762,1 

NM 

2920,8 

NM 

20,7 

NM 

57,4 

23            2 

' ' 

AMGEN  AMGN                                                        949.5 

12 

2678.0 

11 

358,9 

20 

927,7 

14 

37,8 

35.4 

30,6 

56            1 

BRISTOL-MYERS  SQUIBB  BMY                         4563.0 

9 

13432.0 

9 

893,0 

10 

3027,0 

7 

196 

23.6 

47,7 

29            2 

GENENTECH  DNA                                             419.5" 

31 

1175.1 

18 

4,5 

NM 

-35,6 

NM 

1,1 

NM 

-3,7 

NM           -0 

LILLY  (ELI)  LLY                                               2811.9 

9 

7884.5 

10 

778,8 

6 

2290,5 

30 

27,7 

28.3 

55,8 

32             2 

MERCK  MRK                                                    10567.5 

29 

28895.9 

22 

1835,9 

19 

5057,3 

17 

17,4 

18.8 

52,1 

32             2 

1 

PFIZER  PFE                                                       7205.0 

7 

21468.0 

8 

1361,0 

23 

2306,0 

-34 

18,9 

16.4 

21,8 

70            0 

PHARMACIA  PHA                                           4286.0 

15 

13608.0 

12 

2730 

40 

751.0 

-28 

6,4 

5.2 

6.8 

85            0 

SCHERING-PLOUGH  SGP                                   2394.0 

7 

7442.0 

8 

591,0 

14 

1852.0 

15 

24,7 

23,2 

42,0 

33            1 

(C)  HEALTHCARE  SERVICES 

GROUP  COMPOSITE                                   28770.3 

11 

85052.1 

9 

935.5 

32 

2154.8 

6 

3.3 

2.7 

7.7 

44          0. 

BEVERLY  ENTERPRISES  BEV                             665.3 

4 

1966.6 

3 

-22,5 

NM 

-7,7 

NM 

NM 

1,2 

-6,4 

NM          -0 

COMMUNITY  HEALTH  SYSTEMS  CYH                 342.4 

28 

968.2 

22 

1,3 

NM 

2,4 

NM 

0,4 

NM 

-2,1 

NM          -0 

COVENTRY  HEALTH  CARE  CVTY                         647  6 

22 

1886,2 

19 

15,4 

41 

40,4 

42 

2,4 

2,1 

10,5 

21            0 

EXPRESS  SCRIPTS  ESRX                                1736  5 

60 

4865.4 

63 

24,8 

41 

-28,0 

NM 

1,4 

1,6 

13,7 

31            2 

FOUNDATION  HEALTH  SYSTEMS  FHS              2287.8 

6 

6716.8 

3 

44,6 

27 

117,4 

6 

2,0 

1,6 

15,3 

16             1 

HCA-THE  HEALTHCARE  CO.  HCA                     4093.0 

5 

12497.0 

-2 

174,0 

26 

198,0 

-65 

4,3 

3,5 

5,3 

78            0 

HEALTH  MANAGEMENT  ASSOCIATES  HMA  "'    407.9 

14 

1207,7 

15 

39,1 

20 

133,4 

12 

9,6 

9,1 

16,3 

28            0 

1 

HEALTHSOUTH  HRC                                        1060.5 

7 

3118,1 

2 

71,0 

NM 

201,6 

-8 

6,7 

NM 

1,8 

78            0 

HUMANA  HUM                                                     2616.0 

2 

7954,0 

6 

23,0 

5 

63,0 

85 

0,9 

0,9 

-26,7 

NM           -2 

LABORATORY  CORP  OF  AMERICA  HOLDINGS  LH    488. 1 

14 

1433.3 

12 

32,8 

91 

91,2 

78 

6.7 

4,0 

6,9 

49            2 

MANOR  CARE  HCR                                           604.5 

13 

1755,7 

10 

20,4 

-39 

16,2 

-85 

3,4 

6,2 

-15,1 

NM           -1 

OXFORD  HEALTH  PLANS  OXHP                        1038.1" 

-1 

3073,2 

-3 

88,2 

122 

178,0 

241 

8,5 

3,8 

126,3 

7            4 

QUEST  DIAGNOSTICS  DGX                                    850.2 

38 

2584,8 

86 

28,7 

NM 

76,7 

481 

3,4 

NM 

6,3 

73            1 

QUORUM  HEALTH  GROUP  QHGi  »'                    454.0 

5 

1352,6 

3 

-52,2 

NM 

-19,9 

NM 

NM 

2.5 

-1,2 

NM          -0 

TENET  HEALTHCARE  THC  '^'                             2893.0 

1 

8654,0 

0 

154,0 

20 

231,0 

101 

5,3 

4,5 

8,5 

32            1 

TRIAD  HOSPITALS  TRIM                                      301.3 

-6 

915,4 

-11 

-1,0 

NM 

8,1 

NM 

NM 

0,6 

-7,6 

NM          -1 

UNITEDHEALTH  GROUP  UNH                            5369.0" 

10 

15688,0 

8 

182,0 

26 

526,0 

28 

3,4 

2,9 

18,7 

26            4 

UNIVERSAL  HEALTH  SERVICES  UHS                 551.8" 

15 

1627,6 

7 

22.3 

107 

74.3 

16 

4,0 

2,2 

12.8 

28           2 

WELLPOINT  HEALTH  NETWORKS  WLP              2353.3" 

24 

6787,4 

23 

89,5 

17 

252.8 

16 

3,8 

4,0 

22.4 

22            5 

(D)  MEDICAL  PRODUCTS 

GROUP  COMPOSITE                                  13315.3 

5 

40499.5 

8 

2065.0 

17 

6196.7 

26 

15.5 

14.0 

24.8 

33          1 

BAUSCH  &  LOMB  BOL                                      440.9 

-1 

1300,6 

1 

14,7 

-65 

88,5 

4 

3,3 

9,3 

10.0 

21            1 

BAXTER  INTERNATIONAL  BAX                          1687.0 

6 

4964,0 

8 

231,0 

17 

468,0 

-15 

13.7 

12,4 

24,3 

34            2 

BOSTON  SCIENTIFIC  BSX                                      652  0 

-6 

2026,0 

-5 

85,0 

55 

313.0 

19 

13,0 

8,0 

21,7 

16            1 

GUIDANT  GOT                                                     600.8 

6 

1899,9 

7 

122,8 

16 

365.9 

47 

20,4 

18,6 

45,9 

36            1 

JOHNSON  &  JOHNSON  JNJ                                  7204  0 

5 

22031,0 

7 

1264,0 

14 

3909,0 

15 

17,5 

16,1 

25,2 

27            3 

MEDTRONIC  MDT'«                                          1309.9" 

16 

4001,0 

20 

289,0 

15 

874.5 

131 

22,1 

22,3 

24,0 

60            C 

OWENS  &  MINOR  OMI                                           872,3 

7 

2600.0 

12 

8.5 

19 

23.3 

22 

1.0 

0.9 

15.8 

16            C 

STRYKER  SYK                                                  548.4 

10 

1677.0 

9 

50.0 

NM 

154,5 

NM 

9.1 

0.0 

25.0 

49           C 

CEl                      .^^ 

EAL  ESTATE 

INDUSTRY  COMPOSITE                            21529.7 

7' 

61008.6 

9 

1367.6 

3 

3668.3 

5 

6.4 

6.6 

16.4 

10          2 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE                                    12649.5 

3 

36892.3 

5829,0 

8 

878.4 

-5 

2361.6 

0 

6.9 

7.5 

20.4 

10          2 

AMERICAN  STANDARD  ASD                                1961.0 

4 

7 

89,0 

14 

257,0 

16 

4,5 

4,2 

NM 

11 

JOHNS  MANVILLE  JM                                          540.2 

-5 

1611,4 

-1 

46,3 

-37 

136,3 

-29 

8.6 

12,9 

21.9 

7 

LAFARGE  LAP                                                          892.3 

2 

2074,1 

6 

127,3 

-8 

198,5 

0 

14,3 

15.9 

15,6 

5            • 

LENNOX  INTERNATIONAL  LI  1                             857.6 

28 

2468,1 

41 

12,4 

-55 

50.4 

-12 

1.4 

4.1 

8,9 

8            1 

MARTIN  MARIEHA  MATERIALS  MLM                380.3 

7 

1018,9 

10 

42,1 

-4 

91,5 

-2 

11,1 

12,4 

14,6 

15        ; 

PPG  INDUSTRIES  PPG                                      2078.0 

6 

6375,0 

12 

150,0 

52 

494.0 

22 

7,2 

5.1 

20.9 

12        : 

RPM  RPM  "'                                                       552.8 

12 

1511,0 

12 

28,9 

297 

42.2 

-14 

5,2 

1,5 

9,6 

15            ( 

SHERWIN-WILLIAMS  SHW                              1411.9 

5 

4063,1 

5 

106,7 

-4 

263.5 

6 

7,6 

8,3 

18,0 

11 

SOUTHDOWN  SOW                                           358.0" 

-1 

992,1 

5 

58,4 

13 

153.8 

-3 

16,3 

18,6 

21,5 

13            ! 

TECUMSEH  PRODUCTS  TECUA                           348.8 

-14 

1291,4 

-8 

13,8 

-55 

51.3 

-54 

4,0 

7,5 

8,2 

10 

USG  USG                                                                 895.0 

-6 

2772,0 

4 

65,0 

44 

264,0 

-14 

7,3 

12,2 

38,2 

2 

VALSPARVAL'»                                                 385.1 

-3 

1101,5 

8 

25,5 

-1 

62.3 

7 

6.6 

6.5 

20,6 

14 

VULCAN  MATERIALS  VMC                                   681.2 

4 

1861,3 

6 

86,0 

0 

185,3 

6 

12.6 

13,1 

17,2 

17          ; 

WATSCO  WSO                                                     360.6 

3 

1017.8 

6 

11.9 

1 

27,6 

7 

3.3 

3.4 

9.9 

9 

YORK  INTERNATIONAL  YRK                               946.7 

-2 

2905.6 

5 

15.3 

304 

84.0 

34 

1.6 

0.4 

12.7 

10 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE                                     8880.2 

13 

6 

24116.3 

11 

489.2 

22 

1306.6 

15 

5.5 

5.1 

12.2 

11       ; 

CB  RICHARD  ELLIS  SERVICES  CBG                     326.5 

906,3 

11 

7,0 

50 

12,5 

100 

2,1 

1,5 

14.1 

9 

CENTEX  CTX™                                                 1600.7" 

12 

4748,1 

9 

59,1 

10 

177,3 

-8 

3,7 

4.6 

16,4 

9 

CHAMPION  ENTERPRISES  CMB                         452.7 

-28 

1489,4 

-22 

-4,0 

NM 

0.2 

NM 

NM 

NM 

1.3 

25           ( 
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in  partnership  with 

IBM  Corporation 

FEBRUARY   7-9,   2001 
RANCHO   BERNARDO   INN 
SAN   DIEGO,   CALIFORNIA 


Define  the  Future 


The  technological  advances  of  the  past  few  decades  have  fundamen- 
tally transformed  business  and,  with  it,  the  qualities  necessary  for 
effective  leadership.  Breakthrough:  A  CEO  Retreat  will  examine  the 
changing  face  of  leadership  through  themed  discussions  between 
top  executives  and  an  all-star  faculty  of  renowned  technologists, 
scientists,  and  creative  thinkers. 

Presented  by  BusinessWeek  and  Jim  Taylor,  Ph.D.  in  partnership  with 
IBM  Corporation,  Breakthrough  will  be  held  February  7-9,  2001,  at 
the  Rancho  Bernardo  Inn  just  outside  of  San  Diego,  California. 
Featuring  an  intensive,  intimate  environment  designed  to  encourage 
attendee  participation,  this  invitation-only  event  is  designed  to  challenge 
long-held  assumptions  and  define  the  new  rules  of  the  leadership  game. 

Please  consider  joining  the  elite  group  of  forward -thinking  CEOs  that 
assists  us  in  this  effort. 

If  you  have  already  received  your  exclusive  invitation,  please  return 
your  reservation  as  soon  as  possible.  If  you  have  not  received  an 
invitation  but  believe  you  should  be  included,  please  contact 
Ms.  Marsha  Green,  BusinessWeek,  at  212-512-3113. 


FOR  MORE  INFORMATION  ABOUT 
SPONSORSHIP  OPPORTUNITIES 


contact  Ms.  Kim  Harrell,  Manager,  Sponsorship  Sales 

telephone:  212-512-2358 

e-mail:  kim_harrell@businessweek.com 


t 


SUSAN NE 
D.  LYONS 

Chief  Marketing 
Officer,  Charles  Schwab 
a  Co.,  Inc. 


JONATHAN 
NELSON 

CEO  and  Chairman 
of  the  Board, 
Organic,  Inc. 


WILL  RODGERS 

Principal, 
SHR  Perceptual 
Management 


6INNI  ROMETTY 

General  Manager, 
Strategy,  IBM 
Global  Services, 
IBM  Corporation 


GEOFFREY 
S.L.  SHAW 

President,  CEO, 
Chairman,  and 
Co-founder, 
Global  Commerce 
Systems 


STEPHEN  G.  VETTER 

President. 

Eureka 
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EOUITY  OFFICE  PROPERTIES  TRUST  EOP 

658.2 

33 

1648.7 

13 

115.6 

18 

355.4 

20 

17.5 

19.7 

6.1 

18           1 

KAUFMAN  &  BROAD  HOME  KBH  <" 

981.0 

-7 

2686.8 

3 

44.6 

17 

136.6 

65 

4,6 

3.6 

29  3 

7            4 

LENNARLtN'" 

1376.2" 

68 

2984.8 

39 

61.0 

34 

119.7 

6 

4.4 

5.5 

16.1 

U            2 

NVR  NVR 

617.7*' 

14 

1687.2 

12 

43.9 

45 

111.7 

32 

7.1 

5.6 

51.2 

8          12 

PULTE  PHM 

1053.9" 

8 

2812.3 

13 

60.9 

28 

132.8 

22 

5.8 

4.9 

17.8 

7            4 

RYLANO  GROUP  RYL 

628.3 

24 

1582.1 

12 

22.8 

26 

50.7 

11 

3.6 

3.6 

16.8 

7            5 

STANDARD  PACIFIC  SPF 

302.8 

2 

819.6 

0 

25.2 

56 

59.1 

28 

8.3 

5.4 

19.8 

7            2 

TOLL  BROTHERS  10L<'' 

464.5" 

15 

1199.6 

17 

37,2 

24 

87.6 

26 

8.0 

7.4 

17.5 

10            3 

WEBB  (DEL)  WBB  <6i 

417.7** 

2 

1552.5 

24 

16.5 

20 

63.2 

26 

3.9 

3.4 

17.0 

6           4 
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INDUSTRY  COMPOSITE 

39953.1 

16 

110432.8 

13 

2591.1 

-1 

6233.8 

7 

6.5 

7.5 

7.8 

26          1. 

(A)  EATING  PLACES 

GROUP  COMPOSITE 

10029.3 

5 

29614.7 

5 

793.8 

-13 

2319.0 

-7 

7.9 

9.5 

23.9 

20           1 

BRINKER  INTERNATIONAL  EAT '«' 

589.3 

15 

1717.2 

14 

35.2 

30 

100.5 

35 

6.0 

5,3 

16.5 

21            1 

CBRL  GROUP  CBRL'=' 

470.9 

10 

1350.1 

14 

23.7 

93 

44.5 

1 

5.0 

2,9 

7.1 

18           1 

CKE  RESTAURANTS  CKR '"' 

438.5 

-6 

1498.3 

0 

-13.9 

NM 

-78.2 

NM 

NM 

2,2 

-14.3 

NM           -1 

DARDEN  RESTAURANTS  DRI  "' 

1018.2 

10 

2941.8 

9 

56.9 

20 

161.9 

18 

5.6 

5.1 

19,2 

15            1 

MCDONALD'S  MCD 

3749.0 

9 

10653.4 

8 

548.5 

1 

1525.3 

4 

14.6 

15,7 

22,4 

22            1 

OUTBACK  STEAKHOUSE  OSI 

485.1 

18 

1431.5 

17 

35.4 

10 

109.4 

17 

7.3 

7.9 

17.9 

15            1 

SODEXHO  MARRIOn  SERVICES  SDH  '"' 

1042.7 

0 

3446.7 

5 

0.4 

NM 

35.4 

33 

0.0 

NM 

NM 

19            1 

TRICON  GLOBAL  RESTAURANTS  YUM 

1658.0 

-8 

4911.0 

-11 

59.0 

-70 

285.0 

-41 

3.6 

10.9 

NM 

11            2 

WENDY'S  INTERNATIONAL  WEN 

577.5 

9 

1664.6 

8 

48.6 

9 

135.2 

7 

8.4 

8.4 

16.8 

16            1 

(B)  ENTERTAINMENT 

GROUP  COMPOSITE 

12154.8 

51 

30732.0 

39 

287.8 

60 

-1.5 

NM 

2.4 

2.2 

0.4 

NM          0 

AMC  ENTERTAINMENT  AEN  "i 

333.3 

0 

883.1 

3 

-10.4 

NM 

-52.4 

NM 

NM 

NM 

NM 

NM           -2 

BLOCKBUSTER  BBI 

1193.8 

7 

3619.3 

11 

-19.3 

NM 

-51.3 

NM 

NM 

NM 

-1.0 

NM          -0 

HARRAH'S  ENTERTAINMENT  HET 

953.4 

17 

2615.2 

15 

72.0 

-4 

149.9 

-6 

7.6 

9.2 

14.9 

16            1 

MANOALAY  RESORT  GROUP  MBG  <"'  t 

647.4 

25 

1805.3 

34 

38.1 

61 

81.5 

47 

5.9 

4.6 

10.7 

15            1 

METRO-GOLDWYN-MAYER  MGM 

315.4 

5 

955.5 

24 

27.1 

162 

38.6 

NM 

8.6 

3.5 

2.3 

75            0 

MGM  MIRAGE  MGG 

1081.7 

170 

2149.1 

123 

72.1 

472 

98.2 

78 

6.7 

3.1 

5.9 

33            1 

PARK  PLACE  ENTERTAINMENT  PRE 

1279.0 

52 

3758.0 

62 

67.0 

97 

150.0 

24 

5.2 

4.1 

4.4 

24            0 

TRUMP  HOTELS  &  CASINO  RESORTS  DJT 

388.9 

1 

1045.1 

-2 

7.8 

NM 

-21.8 

NM 

2.0 

NM 

-43.0 

NM          -2 

VIACOM  VIA  B 

5962.0 

79 

13900.3 

___J0__ 

33.4 

-70 

-394.2 

NM 

0.6 

3.3 

-0.5 

NM           -0 

(C)  HOTEL  &  MOTEL 

GROUP  COMPOSITE 

5356.4 

23 

15965.4 

12 

283.3 

1 

837.4 

7 

5.3 

5.2 

12.4 

18          1 

CRESTLINE  CAPITAL  CU 

1072.4 

11 

3255.4 

8 

8.3 

-21 

29.4 

-1 

0.8 

1.1 

9.8 

9            2 

HILTON  HOTELS  HLT 

867.0 

74 

2576.0 

10 

62.0 

-14 

208.0 

9 

7.2 

14.5 

16.5 

13            0 

MARRIOn  INTERNATIONAL  MAR 

2303.0 

15 

6861.0 

16 

110.0 

15 

330.0 

6 

4.8 

4.8 

13.9 

24            1 

STARWOOD  HOTELS  &  RESORTS  WWIDE.  HOT 

1114.0 

NA 

3273.0 

NA 

103.0 

NA 

270.0 

NA 

9.2 

NA 

9.8 

16            1 

(D)  OTHER  LEISURE 

GROUP  COMPOSITE 

12412.5 

1 

34120.7 

4 

1226.2 

-1 

3078.8 

16 

9.9 

10.0 

19.3 

15           1 

AMERICAN  GREETINGS  AM  <"» 

493.7 

3 

1704.8 

11 

-35.5 

NM 

54.6 

29 

NM 

NM 

9.4 

U             1 

BRUNSWICK  BC 

939.1 

9 

2936.3 

10 

17.7 

-15 

159.9 

15 

1.9 

2.4 

3.8 

40            C 

CARNIVAL  CCL"' 

1228.2 

6 

2928.2 

8 

396.2 

-5 

771.7 

-1 

32.3 

35.7 

17.7 

14             1 

EASTMAN  KODAK  EK 

3590.0 

0 

10434.0 

1 

418.0 

78 

1213.0 

32 

11.6 

6.6 

41.2 

9            i 

FLEETWOOD  ENTERPRISES  FLE '«' 

711.2 

-26 

2457,3 

-9 

-19.9 

NM 

7.4 

-90 

NM 

2.8 

6.8 

12            1 

HARLEYDAVIDSON  HDI 

714.1" 

15 

2150.2 

20 

83.0 

27 

253.9 

32 

11.6 

10.5 

24.3 

45            1 

HASBRO  MAS 

1072.6 

-2 

2624.5 

-1 

13.8 

-84 

35.5 

-73 

1.3 

7.8 

5.2 

23            C 

MAHEL  MAT 

1583.8 

0 

3094.8 

1 

103.7 

-53 

65.1 

NM 

6.5 

14.0 

3.6 

NM            C 

MUSICLAND  STORES  MLG 

389.4 

1 

1207.7 

3 

0.1 

-91 

3.8 

6 

0.0 

0.2 

61.8 

4            1 

POLARIS  INDUSTRIES  PI  1 

397.0 

2 

1010.7 

6 

29.3 

7 

55.2 

7 

7,4 

7.0 

47.3 

11           ; 

POLAROID  PRD 

458.2 

-1 

1349,4 

2 

18.4 

NM 

43.6 

NM 

4,0 

NM 

188 

6             I 

ROYAL  CARIBBEAN  CRUISES  RCL 

835.2 

14 

2223,7 

13 

201,5 

19 

415,3 

20 

24  1 

23,1 

13,1 

9             2 

Ea                                                                                 1 

INDUSTRY  COMPOSITE 

61926.7 

11 

182370.5 

12 

5045.4 

36 

13283.2 

74 

8.1 

6.7 

18.9 

21           2 

(A)  GENERAL  MANUFACTURING 

GROUP  COMPOSITE 

19580.1 

9 

57979.8 

10 

1425.5 

21 

3796.5 

101 

46 

7.3 

7.3 

6.5 

6.9 

17.2 

35.7 

27           2 

18        ; 

AVERY  DENNISON  AVY 

1001.7 

4 

2960.4 

5 

73.0 

11 

216,0 

CARLISLE  CSL 

444.4 

11 

1357.8 

12 

28.2 

14 

85.6 

15 

6.3 

6.2 

19.8 

12        ; 

CORNING  GLW 

1944.0" 

55 

5121.4 

51 

253.6 

79 

479.7 

31 

13.0 

11.3 

8.0 

99            ( 

ENERGiZER  HOLDINGS  ENR  <^' 

478.0 

-1 

1240.7 

-4 

36.6 

-40 

75.5 

28 

7.7 

12.6 

25.5 

13 

EXIDE  EX  ™ 

494.2 

-11 

1460.7 

-10 

-14.5 

NM 

151.2 

NM 

NM 

0.8 

NM 

NM 

FLOWSERVE  FLS 

412.1 

62 

996.6 

25 

-10.9 

NM 

13.6 

43 

NM 

1.9 

0.7 

NM            ( 

FORTUNE  BRANDS  FO 

1319.6 

6 

4013.4 

7 

73.3 

52 

235.0 

NM 

5.6 

3.9 

12.7 

14          ; 

HARSCO  HSC 

532.8** 

26 

1439.0 

14 

22.3 

-15 

70.7 

9 

4.2 

6.2 

14.8 

8            i 

HILLENBRAND  INDUSTRIES  MB  "> 

492.0 

2 

1509.0 

-1 

34.0 

48 

106.0 

3 

6.9 

4.8 

15.4 

23        ; 

JOHNSON  CONTROLS  JCI  '^' 

4088.7 

-3 

12836.3 

5 

151.2 

16 

373.4 

10 

3.7 

3.1 

20.7 

12            ! 

MINNESOTA  MINING  &  MFG.  MMM 

4252.0 

6 

12528.0 

8 

499.0 

9 

1456.0 

10 

11.7 

11.5 

29.5 

20            ' 

106  BUSINESS  WEEK  /  NOVEMBER  20,  2000 


ne  day  you  wake  up  and  realize  that  your  e-commerce  site  is,  well,  all  your  commerce. 

Have  you  heard  of  Kintana? 


mhas. 

lety  percent  of  Cisco  orders  are  processed  through  a  critical  e-commerce 
plication  called  Cisco  Connection  Online.  It  brings  together  over  400  content 
i/elopers,  700,000  data  files,  and  175  applications  to  generate  $55  million 
revenue  every  day.  Needless  to  say,  as  CCO  goes,  so  goes  Cisco. 

CO  osked  Kintana  for  help  in  technology  chain  automation  for  this 
:ommerce  side  of  their  business.  By  providing  secure,  systemized  processes 
ih  increased  visibility,  self-service  reviews  and  approvals,  and  automated 
ployment  of  newf  site  features,  we  have  delivered  in  spades.  Revenues  through 
0  have  quadrupled  from  $4  billion  to  $17  billion  a  year,  while  the  team 
juired  to  manage  the  site  has  decreased  by  25%. 

ieve  it  or  not,  results  like  these  can  be  achieved  almost  overnight.  We  con 
cally  accelerate  the  speed  at  which  your  business  can  evolve.  Do  it  in  Kintana  time. 


>?■' 


KINTANA 


Mark  Tonnesen,  Vice  Piesident  Information  Technology 

Cisco  Systems 
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NEWELL  RUBBERMAID  NWL 
PARKER  HANNIFIN  PM  '°> 
TELEFLEX  TFX 
TOWER  AUTOMOTIVE  TWR 

1686.7 

1477,4 
420.4 
536.2 

5 

19 
11 
0 

4949.1 

4351,2 
1313.5 
1902.6 

5 
15 
10 
22 

123.0           69 

125,0            70 

21.7             14 

10.0          -58 

327.2 

344.7 

77.9 

86.4 

NM 

42 

15 

2 

7.3          4.5 
8,5          5.9 
5.2          5.0 
1.9          4.4 

17.0 

17,5 
16.0 
14.4 

13 

11 
13 
5 

1.^ 

3.; 
2.; 
2.: 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 
BLACK  &  DECKER  BDK 
KENNAMETAL  KMT '«' 
NACCO  INDUSTRIES  NC 
SNAP-ON  SNA 
STANLEY  WORKS  SWK 
TEREX  TEX 


3955.6 

1133.2 
450.7 
691.9 
520.3* 
684,4 
475.1 


12121.7 

3297.2 
1407.5 
2062.4 
1650.0 
2082.6 
1622.1 


230.4 

86.3 
9.9 
8.9 
26.9 
48.7 
49.7 


7 
15 

0 

27 

-37 

-3 

66 


652.9 

229.5 
43.5 
31.7 
104.9 
147.5 
95.8 


21 

24 
58 
-12 
5 
39 
11 


5.8 

7.6 
2.2 

1.3 

5.2 

7.1 

10.5 


5.6 

6.8 
2.2 

1.1 
9.1 
7.3 
6.0 


23.3 

44.8 
6.7 
8.7 
16.1 
27.3 
40.9 


(C)  SPECIAL  MACHINERY 

GROUP  COMPOSITE           33594.5  16  97896.4  15  3839.8  78  9127.6  90  11.4  7.4  20.8  19  2. 

AGCOAG                       '  ■"""■ ""'■P'"'"  513  5  _io  1677.0  -8  2.4  -68  -4.2  NM  0.5  1.3  -A.l  NM  -0 

APPLIED  MATERIALS  AMAT «'  2732.0  83  6644.2  91  603.8  143  1399.8  207  22.1  16.6  27.3  26  1 

CATERPILLAR  CAT  4779.0  1  15061.0  3  216.0  -1  789,0  12  4.5  4,6  18.5  12  2. 

CUMMINS  ENGINE  CUM  1572.0  -A  4989.0  4  25.0  -53  128.0  -5  1.6  3.3  10.5  9  4. 

DEERE  DE'^'  3632.1**  20  9761.1  9  172,4  150  414.4  54  4.7  2,3  8.8  23  1. 

DONALDSON  DCI '"  301,2  18  845.7  18  18.4  -1  53.2  8  6.1  7.3  25.1  15  1 

DOVER  DOV  1390,5  21  4021.0  26  144,5  19  398.5  40  10.4  10.6  22.4  17  2, 

FMCFMC  919.2  -11  2845.7  -8  56.5  -12  127.3  -22  6.1  6.2  23,5  13  5 

ILLINOIS  TOOL  WORKS  ITW  2472,3  6  7454,7  9  264,1  13  756.5  14  10.7  10.0  17.7  18  3 

INGERSOLL-RAND  IR  2255.9  22  6418.4  11  130.7  -2  440.1  7  5.8  7.2  18.4  10  3, 

in  INDUSTRIES  ITT  1172,7  6  3602,2  6  64,9  19  186.4  16  5.5  4.9  22,6  11  2 

JLG  INDUSTRIES  JLG '"  339.7  32  838.2  42  26.0  16  47.3  -7  7.7  8.7  18.7  10  1 

LAM  RESEARCH  LRCX '«'  432,0  79  1132.6  87  66.1  168  209.5  883  15.3  10.2  34.8  11  1 

McDERMOTT  INTERNATIONAL  MDR  391.0  -34  1470.0  -26  5,6  55  3.4  NM  1.4  0.6  -2.5  NM  -0 

MILACRON  MZ  394,0  0  1195.4  1  18.5  7  50.3  5  4,7  4,4  15,3  8  2, 

NOVELLUS  SYSTEMS  NVLS  359.1  132  959.2  139  86.3  292  218.5  401  23.7  14.1  15.9  21  1 

PENTAIRPNR  715.9  18  2204.8  39  12.7  -57  83,2  38  1,8  4,9  12.1  11  2, 

TIMKENTKR  632.2  5  2011.3  8  7.7  -38  45.0  9  1.2  2.1  6.5  13  1, 

TOROTTC"'  345.2**  6  1067.2  6  16.4  59  44.3  26  4.8  3.2  13.6  10  3 

TYCO  INTERNATIONAL  TYC »'  7805.4  25  22293.1  29  1910.1  145  3728.7  217  24.5  12.5  29.4  22  2, 

UNOVAUNA  439.5  -13  1404.5  -6  -7.3  NM  8.5  -48  NM  1.9  3.0  12  0. 


(D)  TEXTILES 

GROUP  COMPOSITE 
BURLINGTON  INDUSTRIES  BUR  ' 
COLLINS  &  AIKMAN  CKC 
INTERFACE  IFSIA 
MOHAWK  INDUSTRIES  MHK 
PILLOWTEX  PTX 
SHAW  INDUSTRIES  SHX 
SPRINGS  INDUSTRIES  SMI 
UNIFI  UFI  '^' 
WESTPOINT  STEVENS  WXS 


16     METALS  &  MINING 


4796.5 

427.2 
423.0 
336.7 
838.5 
357.4 
1035.9 
574.8 
315.2 
487.8 


14372.6 

1249.2 
1465.0 

953.6 
2456.4 
1044.5 
3091.8 
1741.1 

973.3 
1397.7 


-450.2 

-523.7 
-3.7 
9.8 
42.1 
-16.3 
0.7 
18.1 
2.9 
19.8 


NM 

NM 
NM 
86 
-7 
NM 
NM 
1 
-13 
-48 


-293.8 

-521.7 

14.4 

8.0 

123.3 

-32.1 

83.5 

57.6 

27.4 

-54.4 


NM 

NM 
NM 
-53 
5 
NM 
-54 
24 
46 
NM 


NM 

NM 
NM 
2.9 
5.0 
NM 
0.1 
3.1 
0.9 
4.1 


3.5 

0.9 
NM 
1.7 
5,6 
NM 
6.6 
3.2 
1.1 
7.6 


-6.3 

NM 
NM 
3,9 

22.4 
-35.6 

16.4 
9.8 
6.3 
NM 


NM 

NM 
24 
32 
7 
NM 
19 
5 
14 
NM 


INDUSTRY  COMPOSITE 

21489.1 

22 

62889.5 

23 

417.9 

72 

1405.1 

33 

1.9 

1.4 

6.0 

25 

0.  1  ' 

(A)  ALUMINUM 

GROUP  COMPOSITE 

7445.3 

44 

19897.9 

30 

333.9 

83 

1102.4 

61 

4.5 

3.5 

13.5 

15 

1. 

ALCOA  AA 

6298.0 

55 

16398.0 

36 

368,0 

42 

1100.0 

53 

5,8 

6.4 

13.1 

15 

', 

KAISER  ALUMINUM  KLU 

537.1 

3 

1645.3 

8 

-16.8 

NM 

5.9 

NM 

NM 

NM 

50.6 

9 

"fa 

MAXXAM  MXM 

610.2 

4 

1854.6 

8 

-17.3 

NM 

-3.5 

NM 

NM 

NM 

41.0 

11 

■ 

(B)  STEEL 

GROUP  COMPOSITE 

9274.4 

8 

29114.3 

15 

-2.0 

NM 

66.2 

-48 

NM 

NM 

0.7 

NM 

0. 

AK  STEEL  HOLDING  AKS 

1116.1 

6 

3482.0 

9 

41.3 

NM 

116,9 

51 

3.7 

0.2 

8.4 

10 

0 

BETHLEHEM  STEEL  BS 

960.6 

0 

3126,7 

8 

-34.8 

NM 

-0.2 

NM 

NM 

NM 

-6.4 

NM 

-0 

COMMERCIAL  METALS  CMC '"' 

710.2 

25 

2049,0 

20 

12.7 

-24 

36.0 

0 

1.8 

2,9 

11.0 

8 

3 

LTV  LTV 

1169.0 

19 

3773.0 

26 

-80.0 

NM 

-368.0 

NM 

NM 

NM 

37.5 

NM 

-4 

NATIONAL  STEEL  NS 

666.7 

-8 

2246.9 

8 

-62.5 

NM 

-62.2 

NM 

NM 

NM 

9,1 

NM 

1 

NUCOR  NUE 

1163.1 

13 

3576.7 

23 

67.8 

-1 

231.1 

57 

5.8 

6.6 

15.4 

9 

3 

RYERSON  TULL  RT 

695.6 

1 

2242.7 

7 

-3.6 

NM 

6.2 

NM 

NM 

1.4 

0.3 

98 

0 

TEXAS  INDUSTRIES  TXI  "' 

365.2" 

17 

1042.4 

21 

25.7 

57 

68.4 

24 

7.0 

5.3 

11,0 

7 

3 

USX-U.S.  STEEL  GROUP  X 

1430.0 

7 

4588.0 

19 

19.0 

NM 

118.0 

594 

1,3 

NM 

7,0 

9 

1 

WALTER  INDUSTRIES  WLT  "' 

513.8 

12 

1476.3 

8 

0.0 

NM 

-125.2 

NM 

0.0 

2.6 

-59.8 

NM 

-2 

WORTHINGTON  INDUSTRIES  WOR  "> 

484.2 

5 

1510.6 

9 

12.5 

-49 

57.6 

20 

2.6 

5.2 

12.3 

10 

° 
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You'i^  thinking,  "I  want  to 
open^iootlier  location,  but 
■'"  "  rd  tlie  overhead.'' 


n  your 
re  on-line  with 


BlackRock 


isors 


PNC 
Mortgage 


PNC 

Real  Estate 

Finance 


PNC 
Bank 


i  ou're  not  on  the  Internet,  you're  not  doing  all  the  business  you  can. 

iSites  makes  it  easy,  with  automatic  search  engine  registration, 

line  credit  card  processing,  and  round-the-clock  hosting.  For  more 

)'  rmation  about  PNC  iSites,  call  1-888-PNC-7030,  or  visit  www.pnc.com. 

"The  PNC  Financial  Services  Group,  Inc. 
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1^1 

COMPANY  SYMBOL 

SALES 

PROFITS 

3RD         CHANGE 
QUARTER        FROM 
2000           1999 
$MIL.            % 

9 

MONTHS 

2000 

$MIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

3R0           3RD 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE- 
EARNINGS 
RATIO 
11-2 

12 

MONTHS 

EARNING 

PER 

SHARE 

3RD 

QUARTER 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

{MIL 

CHANGE 

FROM 

1999 

% 

(C)  OTHER  METALS 

GROUP  COMPOSITE 

4769.3 

25 

13877.3 

31 

86.0 

-10 

236.5 

-A 

1.8 

2.5 

2.4 

85 

0.21 

BELDEN  BWC 

306.3 

31 

825.5 

47 

14.8 

28 

36.6 

36 

4.8 

4.9 

18,5 

13 

2.05 

I, 

ENGELHARD  EC 

1374.4'* 

35 

3937.3 

20 

51.3 

1 

169.2 

15 

3.7 

5.0 

24.3 

12 

1.71 

FREEPORT-McMORAN  COPPER  &  GOLD  FOX 

473,8 

0 

1338.8 

-2 

0.2 

NM 

9.7 

-89 

0,0 

7.5 

NM 

69 

0.11 

GENERAL  CABLE  BGC 

666.7 

-2 

2140.5 

55 

-24.3 

NM 

-37.6 

NM 

NM 

2.6 

-35.6 

NM 

-1.23 

NEWMONT  MINING  NEM 

362.0 

10 

1075.9 

11 

-18.7 

NM 

-28.4 

NM 

NM 

NM 

1.3 

NM 

0.11 

i 

DUN  OLN 

S92  8 

11 

1133.3 

16 

23.4 

800 

66.0 

843 

6.0 

0.7 

21.9 

11 

1.66 

' 

1 

PHELPS  DODGE  P[) 

IMS  .4 

61 

3426.0 

63 

39.3 

155 

20.9 

NM 

3.3 

2.1 

-6.1 

NM 

-2.64 

INDUSTRY  COMPOSITE                          184623.1 

21 

541621.2 

20_ 

16790.9 

18 

51730.2 

13 

9.1 

9.3 

17.9 

21 

2.63 

(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE                                 116936.7 

27 

341339.1 

25 

11928.9 

24 

37168.2 

27 

10.2 

10.5 

22.8 

20 

2.78 

AMERICAN  EXPRESS  AXP 

5981.0 

13 

17608.0 

13 

737.0 

14 

2133.0 

14 

12.3 

12.2 

26.1 

29 

2.01 

ASSOCIATES  FIRST  CAPITAL  AFS 

3519.6 

16 

9962.0 

11 

442.4 

14 

1222.1 

13 

12.6 

12.7 

14.7 

17 

2.24 

BEAR  STEARNS  BSC '" 

2416.0 

1 

7607.7 

22 

181.4 

-6 

578.0 

-7 

7.5 

8.0 

NA 

NA 

NA 

BLOCK  (H&R)  HRB  '«' 

320.6 

164 

2441.1 

52 

-51.7 

NM 

282.0 

9 

NM 

NM 

25.5 

15 

2.37 

CAPITAL  ONE  FINANCIAL  COP 

1428.2 

38 

3846.0 

34 

122.1 

28 

341.4 

29 

8.6 

9.2 

24.7 

30 

2.10 

CIT  GROUP  CIT 

1550.8 

133 

4551.9 

139 

156.2 

61 

451.5 

58 

10.1 

14.6 

9.5 

8 

2.21 

CITIGROUP  C 

25074.0 

25 

72477.0 

19 

3088.0 

27 

9683.0 

31 

12.3 

12.1 

24.5 

20 

2.69 

CONCORD  EFS  CEFT 

318.7 

38 

876.1 

41 

44.1 

17 

128.4 

90 

13.8 

16.2 

21.1 

56 

0.75 

COUNTRYWIDE  CREDIT  INDUSTRIES  CCR  '""     99 1 .8 

26 

2605.6 

28 

91.0 

-15 

274.3 

-12 

9.2 

13.5 

12.0 

12 

3.23 

DUN&BRADSTREETDNB 

334.9 

0 

1039.2 

0 

7.1 

-67 

55.2 

-9 

2.1 

6.4 

NM 

NA 

NA 

' 

E*TRADE  GROUP  EGRP  "' 

536.6 

103 

1610.7 

120 

47.7 

NM 

23.9 

NM 

8.9 

NM 

1.0 

NM 

0.06 

EDWARDS  (A.G.)  AGE  '"» 

709.9 

12 

2337.5 

24 

77.0 

-6 

285.1 

17 

10.9 

12.9 

24.7 

11 

4.51 

EQUIFAX  EFX 

517.9 

17 

1467.2 

12 

64.3 

11 

159.6 

4 

12.4 

13.1 

83,4 

22 

1.62 

FANNIE  MAE  FNM 

11204.0 

19 

32167.8 

19 

1122.8 

13 

3249.4 

13 

10.0 

10.5 

24.9 

18 

4.12 

FIDELITY  NATIONAL  FINANCIAL  FNF 

790.1 

131 

1925.4 

84 

37.6 

102 

70.8 

14 

4.8 

5.4 

7.7 

16 

1.53 

FIRST  AMERICAN  FAF 

750.3*' 

-3 

2172.4 

-5 

24.4 

-13 

50.4 

-45 

3.3 

3.6 

6.1 

29 

0.74 

FRANKLIN  RESOURCES  BEN  '^> 

593.1** 

3 

1774.5 

5 

140.8 

6 

424.6 

19 

23.7 

23.1 

19.0 

18 

2.28 

FREDDIE  MAC  FRE 

7652.0 

22 

21905.0 

24 

642.0 

16 

1876.0 

15 

8.4 

8.9 

22.9 

17 

3.28 

1 

GOLDMAN  SACHS  GROUP  GS  <" 

8851.0 

37 

25011.0 

34 

824.0 

29 

2466.0 

24 

9.3 

9.9 

25.1 

16 

6.31 

t 

HELLER  FINANCIAL  HF 

517.0 

27 

1485.0 

30 

72.0 

22 

218.0 

25 

13.9 

14.5 

14.0 

10 

3.09 

HOUSEHOLD  INTERNATIONAL  HI 

3087.2 

27 

8688.0 

25 

451.2 

13 

1208.0 

15 

14.6 

16,5 

21.7 

15 

3.44I 

LANDAMERICA  FINANCIAL  GROUP  LFG 

452.4 

-12 

1325.6 

-14 

7.8 

-15 

23.5 

-43 

1.7 

1.8 

5,1 

15 

1.981 

LEGG  MASON  LM  «' 

375.8 

22 

987.6 

20 

37.2 

23 

110.4 

24 

9.9 

9.8 

19.6 

24 

2.16| 

LEHMAN  BROTHERS  HOLDINGS  LEH  "> 

7359.0 

54 

20034.0 

40 

457.0 

58 

1376.0 

66 

6.2 

6.1 

23.7 

10 

6.05 

MARSH  &  McLENNAN  MMC 

2535.0 

14 

7681.0 

13 

282.0 

26 

895.0 

32 

11.1 

10.0 

20.3 

40 

3.2E 

MERRILL  LYNCH  MER 

10853.0 

28 

33209.0 

28 

885.0 

53 

2907.0 

53 

8.2 

6.8 

23.7 

17 

4.0E 

METRIS  MXT 

374.5 

56 

1067.5 

78 

48.4 

55 

150.0 

84 

12.9 

13.0 

31.9 

17 

2.02 

MORGAN  STANLEY  DEAN  WITTER  MWD  '" 

11711.0 

36 

34969.0 

34 

1246.0 

28 

4248.0 

35 

10.6 

11.2 

32.2 

16 

5.11 

PAINEWEBBER  GROUP  PWJ 

2445.2** 

31 

7166.8 

25 

135.8 

-2 

439.6 

-5 

5.6 

7.4 

18.8 

20 

3.5C 

PRICE  (T.  ROWE)  ASSOCIATES  TROW 

303.7** 

17 

920.7 

23 

69.2 

11 

213.6 

26 

22.8 

23.9 

29.5 

21 

2.2c 

SCHWAB  (CHARLES)  SCH 

1322.5" 

30 

4452.7 

39 

142.3 

-1 

579.4 

22 

10.8 

14.2 

19.7 

66 

0.5; 

STILWELL  FINANCIAL  SV  t 

609.5 

96 

1717.6 

108 

170.1 

106 

510.5 

138 

27.9 

26.6 

58.5 

18 

2.5? 

TO  WATERHOUSE  GROUP  TWE  <2> 

345.6** 

42 

1215.9 

72 

34.5 

31 

168.1 

120 

10.0 

10.9 

8.6 

36 

0.5C 

USA  EDUCATION  SLM 

1104.9 

35 

•      3032.6 

31 

92.2 

-24 

366.4 

2 

8.3 

14.8 

42.6 

18 

3.0E 

(B)  INSURANCE 

GROUP  COMPOSITE 

58446.7 

10 

173830.6 

11 

3949.2 

11 

11677.0 

-13 

6.8 

6.7 

10.9 

28 

2.3C 

AETNA  AET 

8132.0** 

15 

24168.9 

29 

177.4 

-9 

533.2 

-8 

2.2 

2.8 

5.9 

14 

4.65 

AFLAC  AFL 

2475.0 

13 

7232.0 

15 

163.0 

13 

521.0 

11 

6.6 

6.6 

15.0 

31 

2.2! 

ALLSTATE  ALL 

7445.0 

14 

21914.0 

10 

644.0 

31 

1664.0 

-27 

8,7 

7.5 

13.0 

14 

2.7! 

AMERICAN  GENERAL  AGC 

2793.0" 

4 

8265.0 

3 

319.0 

9 

698.0 

-20 

11,4 

11.0 

13.7 

21 

3.7: 

AMERICAN  INTERNATIONAL  GROUP  AIG 

11141.0 

16 

33456.7 

13 

1385.6 

9 

4138.8 

11 

12,4 

13,2 

15.7 

41 

2.3; 

AMERICAN  NATIONAL  INSURANCE  ANAT 

473.6 

10 

1407.3 

0 

38.4 

-16 

142.2 

-28 

8.1 

10,7 

6.9 

8 

7.9: 

AON  AOC 

1785.0 

1 

5414.0 

4 

139.0 

1 

391,0 

15 

7.8 

7,8 

13,0 

22 

1.5' 

BERKLEY  (W.R.)  BKLY 

446.0 

4 

1301.2 

4 

7.1 

NM 

18,1 

168 

1.6 

NM 

-3,7 

NM 

-0.8< 

CIGNA  CI 

5026.0** 

7 

14888.0 

7 

278.0 

NM 

710,0 

74 

5,5 

NM 

18,3 

19 

5,9t 

CINCINNATI  FINANCIAL  CINF 

599.8 

11 

1749.9 

8 

5.6 

-90 

159.6 

-23 

0.9 

10.6 

4.2 

30 

1.2( 

CONSECO  CNC 

1955.3 

3 

6126.4 

4 

-427,1 

NM 

-754,3 

NM 

NM 

8.2 

-20.3 

NM 

-2.5: 

EVEREST  RE  GROUP  RE 

370.6 

8 

1062.1 

10 

47.7 

22 

135.0 

14 

12.9 

11.5 

11.9 

15 

3.7 

HARTFORD  FINANCIAL  SERVICES  GROUP  HIG 

3791.0 

10 

10804.0 

7 

250.0 

34 

701.0 

10 

6.6 

5.4 

14.7 

18 

4.1( 

JEFFERSON-PILOT  J  P 

806.9** 

27 

2430.3 

25 

129.2 

11 

398.3 

10 

16.0 

18.2 

18.0 

14 

4.8 

JOHN  HANCOCK  FINANCIAL  SERVICES  JHF 

1696.4** 

-5 

5481.4 

-3 

184.3 

310 

618.4 

30 

10.9 

2.5 

7.1 

22 

1.3' 

LIBERTY  FINANCIAL  L 

314,3** 

5 

960.2 

5 

12.0 

-51 

65.8 

-13 

3.8 

8.2 

6.9 

21 

1.8 

LINCOLN  NATIONAL  LNC 

1714.5'* 

4 

5078.0 

2 

138.6 

5 

472.5 

11 

8,1 

8.1 

11.2 

19 

2.6 

MERCURY  GENERAL  MCY 

342.0 

7 

1016.5 

6 

27.4 

-I 

83.4 

17 

8,0 

87 

12.3 

17 

2.1 

NATIONWIDE  FINANCIAL  SERVICES  NFS 

801.3" 

12 

2374.7 

16 

116.7 

1  3 

325,7 

16 

14,6 

14,4 

16  1 

15 

3.2 

OHIO  CASUALTY  OCAS 

445.1 

3 

1294.5 

-10 

14.6 

NM 

-68.7 

NM 

3.3 

NM 

-6.3 

NM 

-1.0 

1 
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COMPANY  SYMBOL                                     SALES 

PROFITS 

3RD          CHANGE 
QUARTER        FROM 
2000           1999 
$  MIL            % 

9 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

MAROINS 

3RD           3R0 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE- 

EARNINGS 

RATIO 

11-2 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

3RD 

QUARTER 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

OLD  REPUBLIC  INTERNATIONAL  ORI                  517.8 
PROGRESSIVE  PGR                                            1752.0 

0 

11 

1513.2 

5006,3 

-5 

11 

80.0 
588 

101 
-21 

204.8 

-1.9 

15 

NM 

15.5 

7.7 

4.7 

11.4 

0,1 

12 

NM 

2.11 
0.03 

3,4 

PROTECTIVE  LIFE  PL                                        431.2 

13 

1313,5 

14 

34.0 

-9 

116.3 

4 

7.9 

9.8 

17,1 

10 

2.41 

REINSURANCE  GROUP  OF  AMERICA  RGA           402  4 

23 

1223,8 

4 

31,4 

NM 

76.7 

128 

7,8 

NM 

12,3 

19 

1.95 

SAFECO  SAFC                                                    1797.8** 
TRANSATLANTIC  HOLDINGS  TRH                        495.8 

2 

10 

5434.3 
1426.0 

5 
8 

45.5 
53.4 

183 

48 

104.4 

-50 

2,5 
10.8 

0.9 
8.0 

3.5 
9.9 

21 

18 

1.17 

5.11 

i 

160.7 

-5 

i 

1 

UNITRIN  UNIT                                                     496.1 

0 

1488.4 

10 

-4.3 

NM 

63.1 

-55 

NM 

10.4 

7.4 

18 

1.74 

(C)  SAVINGS  &  LOAN 

GROUP  COMPOSITE                                      9239.6 

17 

26451.5 

16 

912.8 

-13 

2885.0 

-5 

9.9 

13.4 

15.3 

14 

2.41 

ASTORIA  FINANCIAL  ASFC                                  396.3** 
BANK  UNITED  BNKU«'                                    389.1** 
CHARTER  ONE  FINANCIAL  CF                              677.3** 

0 
4 
11 

1183.6 
1109.1 
1938.5 

1 

29 

7 

53.7 
36,6 
109,6 

-20 
8 
5 

165.0 
103.1 
324,6 

-6 

25 

3 

13.5 

17,0 

16.0 
14.6 

9 
15 

4,41 
3.80 
1.57  jj 

t 

9.4 
16,2 

9,0 

17,1 

14.8 

14 

DIME  BANCORP  DME                                          496.6** 

1 

1576.6 

7 

-16,5 

NM 

83.2 

-54 

NM 

12,5 

9.2 

19 

1.30  1 

GOLDEN  STATE  BANCORP  GSB                          1170.5** 

16 

3376,6 

11 

88,5 

8 

258.2 

9 

7.6 

8,0 

17.8 

11 

2,43  1 

GOLDEN  WEST  FINANCIAL  GDW                        1055.8** 

44 

2814,2 

28 

137,4 

16 

396.6 

10 

13.0 

16,1 

15.6 

16 

3,21  1 

GREENPOINT  FINANCIAL  GPT                             408  8** 
SOVEREIGN  BANCORP  SVRN                               649.3*  * 

10 
44 

1179,8 
1688,3 

8 
34 

67,0 
-15,9 

9 
NM 

190,2 
-37.7 

21 
NM 

16,4 

16,6 
12,4 

12.0 
-0.4 

11 
NM 

2,70  L 
0,02  1 

NM 

WASHINGTON  MUTUAL  WM                              3995.9** 

17 

11584,8 

16 

452.5 

-A 

1401.7 

3 

11.3 

13.7 

19.9 

13 

3.39  1 

18     OFFICE  EQUIPMENT  &  COMPUTERS 

INDUSTRY  COMPOSITE                          132506.6 

15 

385015.5 

12 

9046.2 

0 

33631.3 

19 

6.8 

7.8 

17.2 

55 

0.98 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE                                    11219.8 

14 

32738.4 

15 

483.2 

-1 

1283.5 

-3 

4.3 

4.9 

22.0 

13 

2.13 

DELUXE  DLX                                                           404.9 

-3 

1216,1 

-2 

49,4 

1 

128.6 

-11 

12,2 

11,8 

50.7 

9 

2.57 

DIEBOLD  DBD                                                      480.0 

53 

1266.6 

42 

34,9 

7 

102.0 

9 

7.3 

10,4 

15.4 

14 

1.93 

HON  INDUSTRIES  HNI                                       532.1 

12 

1517.2 

15 

34,2 

19 

82.2 

31 

6.4 

6,0 

18,9 

14 

1,78 

MILLER  (HERMAN)  MLHR  "'                               526.5 

11 

1527.6 

15 

36,0 

2 

107.5 

3 

6.8 

7.4 

48.7 

15 

1,77 

NCR  NCR                                                           1464.0 
PITNEY  BOWES  PBI                                           U21.3 

-A 
3 

4167.0 
3384.3 

-6 

54,0 

2 
-13 

88.0 
478.9 

-14 
-1 

3.7 
14.4 

3.5 
17.1 

19.2 
48.7 

13 
12 

3,33 
2,50 

4 

161,4 

! 

STANDARD  REGISTER  SR                                  303.9 

-7 

939,2 
2841,6 

-5 
29 
25 

8,4 
53,7 
40,8 

-44 
41 
39 

16.8 
160.3 
115.1 

-61 
13 
23 

2.8 
5.4 
0.8 

4.6 
4.6 
0,7 

5.3 
12.8 
13,5 

12 
13 

16 

1,06 
1,36 
2,67 

STEELCASE  SCS  '""                                         985.5 

18 

TECH  DATA  TECD""                                        4997.0 

24 

14701,0 

WALLACE  COMPUTER  SERVICES  WCS  '='           404.7 

5 

1177,6 

3 

10,4 

-46 

4.0 

-93 

2.6 

5,1 

4,1 

25 

0,55 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE                                   77777.2 

13 

224280.4 

9 

5523.1 

41 

15137.6 

6 

7.1 

5.7 

21.6 

47 

1.22 

APPLE  COMPUTER  AAPL  «'                               1 870.0 

40 

5640,0 

27 

170,0 

53 

603,0 

34 

9.1 

8,3 

19,5 

10 

2,18 

COMPAQ  COMPUTER  CPQ                               1 1 200.0 
DELL  COMPUTER  DELL""                              7670.0 

22 

30840.0 

10 
29 

550.0 
603.0 

293 
19 

1262,0 
1564,0 

432 

14 

4.9 

7.9 

1,5 
8,3 

12,2 
28.7 

35 
47 

0.91 
0,68 

25 

21751.0 

EMC  EMC                                                                  2283.0 

34 

6251.5 

29 

458.2 

55 

1219,2 

52 

20.1 

17.3 

19.0 

NM 

0,64 

GATEWAY  GTW                                                  2530.1 

16 

7009,9 

13 

152,6 

35 

410,3 

36 

6,0 

5.2 

21.0 

31 

1,62 

HEWLEH-PACKARD  HWP  '^i                          11818.0 

15 

35519,0 

15 

1029.0 

48 

2639.0 

13 

8.7 

6.7 

23.3 

27 

1,64 

1 

INTERNATIONAL  BUSINESS  MACHINES  IBM  21781  0 

IOMEGA  lOM                                                        320.5 

3 
-10 

62780,0 

-1 

1963.0 
55.4 

11 
NM 

5423.0 
147,6 

-4 
NM 

9.0 
17.3 

8.3 
NM 

39.6 
35.9 

25 
8 

4.09 
0.62 

969,0 

-11 

il 

LEXMARK  INTERNATIONAL  GROUP  LXK             926  6 

10 

2711,3 

11 
10 

66.1 
-14,0 

-14 
NM 

230,4 

5 

7.1 
NM 

9,1 
NM 

44.3 
10.3 

19 
33 

2.44 
0.27 

MAXTOR  MXTR                                                    619.3 

5 

1977,7 

26,8 

NM 

MICRON  ELECTRONICS  MUEI '"'                        500.0 

50 

1203,3 

16 

23,1 

68 

26,9 

8 

4.6 

4,1 

8.2 

19 

0.43 

PALM  palm"'                                                       401.0 

127 

1023,5 

115 

17.3 

79 

40,7 

76 

4.3 

5.5 

5.1 

NM 

0.09 

QUANTUM  DLT  &  STORAGE  SYSTEMS  DSS  '^'    361.8 

1 

1093,2 

1 

44.3 

110 

110,5 

-15 

12.2 

5,9 

29.0 

15 

1.01 

QUANTUM  HARD  DISK  DRIVE  GROUP  HOD  '"     823.7 

7 

2589,2 

6 

-8,7 

NM 

24.8 

NM 

NM 

NM 

4.8 

36 

0.36 

SEAGATE  TECHNOLOGY  SEG '^'                       1748.0 

4 

4869,0 

-5 

75,0 

NM 

441.0 

-60 

4.3 

0,1 

10.0 

47 

1.58 

SILICON  GRAPHICS  SGI  '^'                                  426.3 

-27 

1524,1 

-25 

-49,0 

NM 

-674.7 

NM 

NM 

NM 

NM 

NM 

-3.58 

STORAGE  TECHNOLOGY  STK                               486,6 

-15 

1458,8 
14067.0 

-16 
46 

6.3 
510.0 

NM 
88 

-32,6 
1738,0 

NM 
87 

1,3 
10,1 

NM 
8,6 

-6,5 
25,2 

NM 
89 

-0.58 
1.23 

SUN  MICROSYSTEMS  SUNW  '«'                       5045.0 

60 

SYMBOL  TECHNOLOGIES  SBL                           373.2 

27 

1034,7 

25 

40.5 

31 

108,4 

31 

10,8 

10,5 

16,4 

45 

0,98 

UNISYS  UIS                                                      1690.9 

-9 

4956.7 

-11 

42.9 

-71 

205,7 

-46 

2,5 

8.1 

16,1 

12 

1.12 

WESTERN  DIGITAL  WDC  '^'                               440.2 

8 

1430,7 

-20 

-44.8 

NM 

-111,3 

NM 

NM 

NM 

NM 

NM 

-1.56 
-0.03 

XEROX  XRX                                                       4462.0 

-4 

13581.0 

-2 

-167.0 

NM 

-265.0 

NM 

NM 

7.3 

-0.1 

NM 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE                                   43509.7 

17 

127996.7 

17 

3039.8 

-34 

17210.2 

35 

7.0 

12.5 

14.2 

66 

0.79 

ADOBE  SYSTEMS  ADBE  <"                                  328,9 

26 

911,2 

24 

78.3 

37 

208,6 

49 

23,8 

21.9 

45.4 

33 

2.43 

AFFILIATED  COMPUTER  SERVICES  ACS  '»'         478.6 

7 

1517.5 

14 

30,6 

22 

88,4 

23 

6,4 

5.6 

15.4 

26 

2.17 

AMERICA  ONLINE  AOL  ™'                                    1975.0 

34 

5751.0 

40 

345,0 

91 

1116,0 

49 

17,5 

12.3 

21,2 

NM 

0.54 

AMERICAN  MANAGEMENT  SYSTEMS  AMSY      322.8 

0 

951.9 

4 

-4,2 

NM 

27,2 

-29 

NM 

5.6 

13.6 

20 

1.09 

AUTOMATIC  DATA  PROCESSING  AUD  '*'           1586,5' * 

17 

5030.5 

16 

173,4 

19 

668,5 

19 

10,9 

10,8 

18.9 

49 

1.35 

BMC  SOFTWARE  BMCS  '='                                  323.0 

-22 

1172.1 

-3 

-12.5 

NM 

95,5 

-46 

NM 

14,2 

9,1 

33 

0.65 

CADENCE  DESIGN  SYSTEMS  CON                       332,5 

47 

888.6 

8 

13.7 

NM 

7,5 

-U 

4,1 

NM 

1,6 

NM 

0.07 

CISCO  SYSTEMS  CSCO  '^l                                 5720.0 

61 

15010.0 

57 

796.0 

32 

2253.0 

49 

13,9 

17,0 

10,1 

NM 

0,36 

CMGI  CMGI  '=1                                                     377.2 

568 

7689 

428 

-633.7 

NM 

-1247.3 

NM 

NM 

NM 

-23,8 

NM 

-5.26 

COMPUTER  ASSOCIATES  INTERNATIONAL  CA  <^'   1 545  0 

5 

4589.0 

15 

138.0 

-59 

553.0 

53 

8,9 

22,8 

14,2 

20 

1.69 
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;'ve  got  plenty  of  them.  DoveBid  has  sold  well  over  Plus,  with  our  live  webcasts,  we  can  now  reach  more 

I  billion  worth  of  capital  assets  for  hundreds  of  the  buyers  than  ever  before.  So  whatever  capital  assets 

irld's  leading  companies  including  Packard  Bell,  Harris,  you  want  to  buy  or  sell,  come  to  www.dovebid.com. 

jitsu,  Boeing,  Lockheed-Martin  and  DaimlerChrysler.  Because  if  it's  results  you  want,  it's  results  you'll  get. 


>eci<.  website  for  upcoming  webcast  auctions 


AA/v.dovebid.com 


M,  DoveBid.com.  and  the  DoveBid  logo  are  trademarks  of  DoveBid,  Inc.  California  Bond  Number  67BSBAI7624 


DOVEBID 

Business  Auctions  Worldwide 


i 


I 

CORPORATE  SCOREBOARDS 

mn 

^■1 

mi 

mn 

COMPANY  SYMBOL 

SALES 

3RD          CHANGE 
QUARTER        FROM 
2000           1999 
$  MIL,            % 

9 

MONTHS 

2000 

$MIL, 

CHANGE 

FROM 

1999 

% 

MARGINS 

3R0           3R0 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

COMPUTER  SCIEM 

3RD 

QUARTER 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

$MIL, 

CHANGE 

FROM 

1999 

% 

PRICE-       M( 
EARNINGS    EAf 
RATIO 
11-2          S 

CES  CSC '»' 

2498.9 

12 

7537.4 

13 

109.0 

17 

347.8 

16 

4.4 

4.2 

13.7 

26        ; 

COMPUWARE  CPWR  "1 

486.3 

-14 

1582.3 

5 

12.9 

-86 

83.1 

-73 

2.7 

16,2 

16.2 

15          ( 

DST  SYSTEMS  DST 

335.5 

10 

1012.9 

12 

44.8 

32 

148.2 

47 

13.4 

11.1 

12.0 

42 

ELECTRONIC  DATA  SYSTEMS  EDS 

4749,8 

1 

13896,4 

2 

278,7 

76 

821.9 

117 

5.9 

3,4 

17,3 

27 

FIRST  DATA  FDC 

1440.3" 

4 

4197.4 

4 

308,3 

49 

689.7 

27 

21.4 

15.0 

35,3 

16        ; 

FISERV  FISV 

406.2 

15 

1219,0 

18 

44,7 

27 

132.9 

29 

11.0 

10,0 

13.6 

39 

GALILEO  INTERNATIONAL  GLC 

405.9 

6 

1272.0 

7 

37.9 

-30 

128.5 

-34 

9.3 

14.1 

32.8 

12 

GENUITY  GENU 

308.1 

70 

823,9 

63 

-228.9 

NM 

-663,4 

NM 

NM 

NM 

-20.1 

NA 

12  TECHNOLOGIES  ITWO 

319.5 

118 

748.4 

89 

-755.7 

NM 

-1024,8 

NM 

NM 

3.9 

-11.4 

NM          -! 

INGRAM  MICRO  IM 

7558.7 

13 

22650.1 

12 

38,8 

145 

165,9 

59 

0,5 

0,2 

13.0 

11 

MICROSOFT  MSFT '»' 

5800.0 

8 

17260.0 

10 

2581.0 

18 

7375.0 

17 

44.5 

40.7 

21.6 

40 

ORACLE  ORCL  "' 

2261,9 

14 

8085,6 

15 

500.7 

111 

6176.3 

484 

22.1 

11.9 

122.2 

27 

PEOPLESOFT  PSFT 

443.1 

28 

1238.7 

17 

68.7 

NM 

101.5 

NM 

15.5 

NM 

11.0 

NM 

PRICELINE.COM  PCLN 

341,3 

124 

1007.2 

222 

-199.1 

NM 

-224.4 

NM 

NM 

NM 

NM 

NM 

PSINET  PSIX 

352.5 

151 

843,2 

128 

-685.1 

NM 

-1072.0 

NM 

NM 

NM 

-78.2 

NM          ^ 

SABRE  HOLDINGS  TSG 

667.0** 

8 

1974,0 

4 

44.0 

-44 

173,0 

-26 

6,6 

12.6 

39,1 

17 

SIEBEL  SYSTEMS  SE8L 

480.9 

131 

1180.9 

124 

71.0 

161 

157.9 

118 

14.8 

13.1 

10.4 

NM 

SUNGARD  DATA  SYSTEMS  SDS 

413,2 

17 

1199,0 

14 

55.3 

59 

150,5 

498 

13.4 

9.9 

14,4 

32 

3COM  COMS  '■" 

933.8 

-23 

2840.4 

-24 

-63.7 

NM 

267.1 

-5 

NM 

10.6 

10.3 

15 

VERITAS  SOFTWARE  VRTS 

317.2 

73 

837.2 

126 

-148.1 

NM 

-494.8 

NM 

NM 

NM 

-21.5 

NM 

19  mmm 

a  FOREST  PRODUCTS 

INDUSTRY  COMPOSITE 

27965.4 

10 

81621.6 

16 

1292.8 

-7 

4337.0 

26 

4.6 

5.5 

13.6 

15 

(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 

6333.4 

-5 

19458.1 

22 

97.2 

-69 

594.9 

-21 

1.5 

4.6 

14.4 

7 

GEORGIA-PACIFIC  GROUP  GP 

5310.0 

-3 

16144.0 

28 

130.0 

^3 

530.0 

-2 

2.4 

4.2 

17.4 

6 

LOUISIANA-PACIFIC  LPX 

652.4 

-18 

2207.4 

2 

-40.9 

NM 

37.8 

-79 

NM 

8.7 

5.4 

12 

JJNIVERSAL  FORE! 

5T  PRODUCTS  UFPI 

371.0 

-4 

1106.7 

-3 

8.1 

-15 

27.1 

-2 

2.2 

2.5 

13.0 

9 

(B)  PAPER 

GROUP  COMPOS 

ITE 

21632.0 

15 

62163.5 

14 

1195.5 

10 

3742.1 

39 

5.5 

5.7 

13.4 

17 

j 

BOISE  CASCADE  BCC 

1921.2 

7 

5793.8 

14 

84,6 

72 

155.2 

25 

4.4 

2.7 

13.8 

8 

BOWATER  BOW 
FORT  JAMES  FJ 

628.0 
1796,2 

23 
3 

1715.2 
5229.4 

7 

50.0 

NM 
11 

100.9 
317.6 

73 

-9 

8.0 
5.8 

NM 

5.4 

7.0 
30.5 

23 

2 

104.8 

22 

INTERNATIONAL  PAPER  IP 

7800.0 

24 

21000,0 

15 

175.0 

21 

689.0 

479 

2.2 

2.3 

6.1 

20 

KIMBERLY-CLARK  KMB 

3529.5 

7 

10381.2 

8 

440,4 

-8 

1344.9 

8 

12.5 

14.5 

31.5 

20 

MEAD  MEA 

1150.1 

17 

3161.6 

11 

58.3 

15 

147.6 

25 

5.1 

5.2 

9.7 

12 

WEYERHAEUSER  WY 
WILLAMEHE  INDUSTRIES  WLL 

3690.0 
1116.9 

18 

11516,0 

30 
12 

199,0 
83.4 

-16 
2 

728.0 
258.9 

45 
46 

5.4 
7.5 

7.6 
7.5 

11.8 
14.8 

11 

3 

3366.3 

11 

20     niBLtSltlNC  &  BROADCASTING 

INDUSTRY  COMPOSITE 

22885.4 

20 

63288.5 

19 

2211.9 

60 

4671.0 

-6 

9.7 

8.3 

9.9 

39 

(A)  BROADCASTING 

GROUP  COMPOSITE 

5458.9 

65 

14246.4 

61 

1169.9 

NM 

2067.5 

138 

21.4 

4.2 

6.8 

33 

CHARTER  COMMUNICATIONS  CHTR 

839.0 

NA 

2355.3 

NA 

-210,0 

NA 

-587,6 

NA 

NM 

NA 

NA 

NA 

CLEAR  CHANNEL  COMMUNICATIONS  CCU 

1576.7 

98 

3325.1 

86 

448.9 

NM 

440.8 

363 

28.5 

0.2 

4.3 

55 

COX  COMMUNICATIONS  COX 

902.2 

53 

2561.0 

60 

838,1 

NM 

1996.9 

160 

92.9 

2.0 

20.3 

12 

INFINITY  BROADCASTING  INF 

1026.0 

66 

2789.0 

65 

111.0 

0 

283.0 

9 

10.8 

17.9 

2.6 

87 

USA  NETWORKS  I 

JSAI 

1115.0 

41 

3215.9 

40 

-18.2 

NM 

-65.6 

NM 

NM 

NM 

-2.4 

NM 

(B)  PUBUSHim 

GROUP  COMPOS 

i 

ITE 

17426.5 

12 

49042.1 

12 

1042.0 

-26 

2603.5 

-42 

6.0 

9.0 

14.1 

42 

BELO  (A.H.)  BLC 
DOW  JONES  OJ 

390.4 
529.4 

13 

7 

1167.1 
1730.1 

12 

17.5 

6 
NM 

65.2 
155.3 

-40 
-27 

4.5 
NM 

4.8 
20.7 

9.9 
40.0 

17 

18 

-33.9 

24 

GANNEHGCI 

1599,3 

24 

4453.9 

18 

208,3 

5 

677.0 

7 

13.0 

15.3 

20.5 

16 

HARCOURT  GENERAL  H  «> 

871.2 

26 

1684.4 

15 

173.5 

42 

99.9 

98 

19.9 

17.6 

22.0 

24 

HOUGHTON  MIFFLIN  HTN 

476,5 

4 

825,8 

8 

95,3 

5 

71.2 

15 

20.0 

19.7 

13.7 

20 

KNIGHT-RIDDER  KRI 

812,9 

4 

2473.1 

5 

76.1 

0 

333.2 

48 

9.4 

9.7 

26.6 

11 

McGRAW-HILL  MHP 

1391.7 

6 

3213.4 

9 

217,7 

14 

383.2 

26 

15.6 

14,5 

26.7 

25 

NEW  YORK  TIMES  NYT 

787.3 

8 

2515.8 

12 

75.0 

25 

259.8 

27 

9.5 

8.2 

27.2 

18 

PRIMEDIA  PRM 

401,6 

-5 

1231.6 

-2 

-43,0 

NM 

-89.5 

NM 

NM 

NM 

NM 

NM 

READER'S  DIGEST  ASSOCIATION  RDA  <^> 

559.7 

8 

1750.2 

6 

30.0 

5 

78.4 

18 

5,4 

5,5 

36.6 

23 

SCHOUSTICSCHL"! 

362,1 

98 

1070.8 

36 

-10.6 

NM 

23,1 

NM 

NM 

NM 

15,2 

23 

SCRIPPS  (E.W.)  SSP 

409.6 

10 

1259.7 

10 

35.4 

42 

115.2 

15 

8.6 

6.7 

13.0 

29 

TIME  WARNER  TWX 

6873,0 

2 

20517,0 

6 

88.0 

-77 

62.0 

-94 

1.3 

5.7 

9.2 

NM 

TRIBUNE  TRB 

1359.4 

89 

3408.5 

61 

79.2 

-20 

270.7 

-79 

5.8 

13.9 

6.4 

27 

WASHINGTON  POST  WPG 

602.5 

12 

1740.8 

8 

33.5 

-35 

98.8 

-40 

5.6 

9.6 

11.4 

33 

21     SERVICE  INDUSTRIES 

INDUSTRY  COM 

(A)  CONSTRUC 

GROUP  COMPOS 

l»OSITE 

98737.1 

44 

252100.2 

35 

1970.6 

1 

5426.0 

-5 

2.0 

2.8 

7.9 

42         ■ 

TION  A  ENGINEERING 

>iTE                                     8472.0 

11 

23291.9 

9 

178.7 

34 

492.3 

97 

2.1 

1.7 

9.6 

°     1 

EMCOR  GROUP  EMCG 

921.6 

14 

2529.9 

24 

11.5 

33 

25.6 

59 

1.2 

1.1 

17.8 

-i-E 
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If  the  answer  isn't  10,  you  need  to  find  out  about  Hummingbird's  platform 
independent  software  solutions.  Visit  www.hummingbird.com/scale6  or  call  1-877-FLY-HUMM. 
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CORPORATE  SCOREBOA 

COMPANY  SYMBOL 

RIII^H 

^^^ 

^^ 

^^^ 

^^ 

^^ 

^^ 

^^ 

^^ 

^^ 

nil  ■■■ 

^^^^^B 

^^^B 

^^^^B 

^^^ 

BBBI 

BBBI 

HHHH 

IHHI 

H 

SALES 

PROFITS 

3RD         CHANGE 
QUARTER        FROM 
2000           1999 
$MIL.            % 

9 

MONTHS 

2000 

$MIL, 

CHANGE 

FROM 

1999 

% 

IWARQINS 

3RD           3RD 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE- 
EARNINGS 
RATIO 
11-2 

1 

MOK 

EARN 

PE 

3RD 

QUARTER 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

$MIL. 

CHANGE 

FROM 

1999 

% 

FLUOR  FLR  <2l 

2902.7 

-5 

8458.9 

-U 

33.3 

-34 

1366 

382 

1.1 

1.6 

12.9 

13 

2. 

FOSTER  WHEELER  >  WC 

1008.4 

7 

2835.4 

1 

10.1 

NM 

27,2 

NM 

1.0 

NM 

-30.6 

NM 

2. 

GRANITE  CONSTRUCTION  GVA 

441.8 

6 

1001.9 

4 

24.9 

19 

43.1 

12 

5.6 

5.0 

15.8 

12 

2. 

JACOBS  ENGINEERING  GROUP  JEC  <3> 

870.2 

13 

2609.9 

13 

19,6 

13 

56.8 

13 

2.2 

2.3 

10.3 

22 

1. 

MASTEC  MTZ 

382.3 

27 

952.7 

28 

25.1 

46 

57.9 

72 

6.6 

5.7 

14.2 

21 

1. 

QUANTA  SERVICES  PWR 

487.8 

79 

1245.1 

110 

40,7 

112 

91.3 

233 

8.3 

7.1 

11.4 

22 

1. 

URSURS'2> 

558.5 

30 

1606.8 

89 

14.2 

37 

33.9 

47 

2.5 

2.4 

16.5 

6 

2. 

1 

WASHINGTON  GROUP  INTERNATIONAL  WNG 

'"  898.8 

51 

2051.3 

29 

-0.7 

NM 

20.0 

-43 

NM 

2.1 

8.0 

16 

0. 

11 

(B)  INDUSTRIAL  DISTRIBUTION 

GROUP  COMPOSITE 

57674.4 

79 

134850.1 

58 

951.1 

39 

2411.2 

34 

1.6 

2.1 

11.7 

33 

1.: 

AIRGAS  ARG  ''' 

410.1 

6 

1225.2 

7 

10.4 

-45 

20.7 

-43 

2.5 

4.9 

6.3 

16 

0. 

APPLIED  INDUSTRIAL  TECHNOLOGIES  AIT  <°>     420  9 

9 

1239.3 

6 

7.2 

23 

26.2 

7 

1.7 

1.5 

10.8 

11 

1. 

ARROW  ELECTRONICS  ARW 

3337.1 

40 

9268.2 

36 

101.9 

177 

249,0 

211 

3.1 

1.5 

16.6 

11 

2. 

AUOIOVOX  VOXX  1" 

470.3 

59 

1192.1 

59 

10.0 

55 

22.2 

40 

2.1 

2.2 

10.3 

9 

1. 

AVNET  AVT  1^' 

2957.2 

79 

8372.3 

71 

75,6 

241 

183.4 

19 

2.6 

1,3 

9.6 

12 

2. 

BELL  MICROPRODUCTS  BELM 

511.0 

80 

1259.7 

71 

4.8 

104 

12.0 

88 

0.9 

0,8 

12.0 

29 

0. 

BRIGHTPOINTCELL 

511,1 

13 

1437.5 

18 

8.7 

208 

24.4 

NM 

1.7 

0,6 

18.6 

11 

0. 

CELLSTARCLST'" 

629.8 

12 

1781.0 

8 

-13.3 

NM 

-43.6 

NM 

NM 

2.7 

-9.1 

NM 

-0. 

CRANE  CR 

363.2 

-5 

1134.9 

-5 

21.4 

17 

96.9 

12 

5.9 

4,8 

19.2 

15 

1. 

DYNEGY  DYN 

8366.1 

82 

19434.9 

80 

235.0 

364 

394,6 

270 

2.8 

1.1 

15.7 

37 

1. 

ENRON  ENE 

30007.0 

154 

60038.0 

106 

292.0 

1 

919.0 

20 

1,0 

2,5 

11.3 

59 

1. 

GENUINE  PARTS  GPC 

2159.9 

4 

6373.4 

6 

91.7 

1 

280.1 

4 

4.2 

4.4 

17.5 

9 

2. 

GETTY  PETROLEUM  MARKETING  GPM  "" 

310.8 

59 

846,5 

65 

-7.2 

NM 

-3.6 

NM 

NM 

0.0 

-6.0 

NM 

-0. 

GRAINGER  (W.W.)  GWW 

1241.7 

6 

3678.9 

8 

48.1 

5 

145.0 

-5 

3.9 

3.9 

11.6 

18 

1. 

HUGHES  SUPPLY  HUG"" 

874.1 

13 

2427,5 

16 

22.3 

7 

48.1 

7 

2,6 

2.7 

12.3 

6 

2. 

PIONEER-STANDARD  ELECTRONICS  PIOS  '^ 

714.8 

13 

2065,0 

17 

11.7 

14 

33.3 

21 

1,6 

1.6 

12.5 

10 

1. 

PSS  WORLD  MEDICAL  PSSI  ra' 

444,9 

-1 

1358,8 

5 

2.5 

-83 

-7.6 

NM 

0.6 

3.2 

0.7 

50 

0. 

RELIANCE  STEEL  &  ALUMINUM  RS 

443.7 

17 

1315.4 

16 

15.8 

7 

48.7 

15 

3.6 

3.9 

14.8 

10 

2. 

SCHEIN  (HENRY)  HSIC 

603.0 

4 

1725,0 

3 

16.2 

41 

44,0 

27 

2.7 

2.0 

10.8 

18 

1. 

U.S.  OFFICE  PRODUCTS  OFIS  "' 

545.8 

-13 

1777.2 

-9 

-45.1 

NM 

-193.0 

NM 

NM 

NM 

-98  3 

NM 

-5. 

UNITED  STATIONERS  USTR 

999.0 

14 

2907,3 

16 

26.4 

19 

73,1 

25 

2,6 

2.5 

20,7 

11 

2. 

WESCO  INTERNATIONAL  WCC 

974.7 

8 

2887.3 

13 

14.6 

7 

36.6 

30 

1.5 

1.5 

36.4 

9 

0. 

WORLD  FUEL  SERVICES  INT '9' 

378.1 

26 

1104.6 

57 

0.2 

NM 

1.7 

-58 

0.1 

NM 

2.4 

30 

0. 

(C)  POLLUTION  CONTROL 

GROUP  COMPOSITE 

922.4 

3 

2622.5 

13 

61.9 

-5 

182.4 

3 

6.7 

7.3 

12.6 

8.6 

11 

5 

'-I 

IT  GROUP  ITX 

383.3 

-3 

1048.3 

10 

6.9 

-44 

18.0 

-33 

1.8 

3,1 

o| 

REPUBLIC  SERVICES  RSG 

539.1 

8 

1574.2 

15 

55.0 

5 

164.4 

9 

10.2 

10.5 

13.3 

11 

1. 

(D)  PRINTING  &  ADVERTISING 

GROUP  COMPOSITE 

4991.8 

12 

14648.5 

14 

283.3 

35 

891.2 

22 

5.7 

4.7 

24.5 

27 

1. 

BANTA  BN 

404.6 

22 

1079,3 

15 

19.2 

10 

41.8 

7 

4.8 

5,3 

16.4 

10 

2. 

DONNELLEY  (R.R.)  DNY 

1433.0 

2 

4164,8 

7 

92.3 

8 

195.3 

6 

6,4 

6,1 

27.7 

9 

'1 

INTERPUBLIC  GROUP  IPG 

1320.4 

15 

3936,8 

15 

61.9 

-9 

236.0 

-11 

4.7 

5.9 

16,7 

41 

l| 

OMNICOM  GROUP  OMC 

1452.5 

20 

4351.8 

20 

85.7 

22 

356.6 

47 

5.9 

5.8 

34.4 

34 

J 

TRUE  NORTH  COMMUNICATIONS  TNO 

381.2 

7 

1115.8 

10 

24.2 

NM 

61.4 

NM 

6.3 

NM 

24.6 

18 

2. 

(E)  OTHER  SERVICES 

GROUP  COMPOSITE 

26676.6 

13 

76687.1 

18 

495.7 

-42 

1448.9 

-48 

1.9 

3.6 

0.6 

NM 

16 

°-| 

ABM  INDUSTRIES  ABM  '^' 

461.9'* 

12 

13305 

11 

12.4 

12 

29.9 

13 

2.7 

2.7 

14.2 

1 

ACNIELSEN  ART 

390.9 

2 

1166,7 

4 

17.0 

-27 

32.0 

-36 

4,3 

6.1 

10.8 

24 

0 

r 

ADMINISTAFF  ASF 

962.0 

71 

2582,0 

67 

7.4 

69 

7.7 

101 

0.8 

0,8 

14.2 

70 

0 

AUTONATION  AN 

5338,1 

-2 

15907.8 

5 

93.1 

1 

254.4 

3 

1.7 

1.7 

-0.7 

NM 

-0 

CARMAX  GROUP  KMX '"» 

673.6 

26 

1803,5 

29 

16.3 

403 

28.5 

NM 

2.4 

0.6 

6.7 

9 

0 

CASEY'S  GENERAL  STORES  CASY  '»' 

530.0* 

36 

1380,6 

40 

15.7 

7 

27.9 

-6 

3.0 

3.8 

12.5 

16 

0 

CDI  CDI 

441.6 

8 

1300.4 

8 

11.2 

-16 

35.9 

-4 

2.5 

3.3 

14.6 

6 

2 

CENDANT  CO 

1225.0 

13 

3490,0 

-15 

214.0 

2 

515.0 

-59 

17.5 

14.8 

-38.2 

NM 

-1 

CINTAS  CTAS '" 

522.0 

14 

1500,7 

11 

50.8 

18 

152.7 

51 

9.7 

9.4 

18.4 

40 

1 

CONVERGYS  CVG 

544.5 

21 

1580  0 

24 

50.4 

27 

140.5 

34 

9.3 

8.8 

16.4 

43 

1, 

GROUP  1  AUTOMOTIVE  GPI 

955.0 

36 

2745,0 

51 

11.6 

10 

32.6 

26 

1.2 

1.5 

15.7 

5 

1 

KELLY  SERVICES  KELYA 

1154.5 

6 

3341,3 

5 

26.0 

4 

63.9 

5 

2.3 

2.3 

14.6 

9 

2 

LITHIA  MOTORS  LAD 

443.1 

24 

1256.5 

41 

7.5 

29 

18.7 

39 

1.7 

1,6 

15.3 

7 

1 

MANPOWER  MAN 

2820.9 

8 

8103,3 

14 

54.1 

11 

117.7 

16 

1,9 

1.9 

24.6 

16 

2, 

MARCHFIRST  MRCH 

369.4 

200 

976.9 

181 

-436.7 

NM 

-928.5 

NM 

NM 

7.3 

-14.0 

NM 

-6, 

PAYCHEX  PAYX '" 

397.7 

21 

1196.3 

27 

58.6 

36 

159.8 

36 

14.7 

13.1 

33.2 

NM 

0 

QUINTILES  TRANSNATIONAL  QTRN 

412.3 

2 

1249,5 

7 

10.5 

50 

21,2 

72 

2.5 

5,2 

-0.7 

39 

0 

REGIS  RGIS  '«' 

310.8 

17 

901.8 

16 

12.7 

1 

38.9 

52 

4,1 

4.7 

17.2 

13 

1 

RENT-A-CENTERRCII 

405.0 

16 

1189,7 

14 

23,9 

53 

79.4 

91 

5,9 

4.5 

33  7 

10 

2 

ROBERT  HALF  INTERNATIONAL  RHI 

689.6 

30 

1993.4 

32 

48.0 

39 

138.3 

33 

7.0 

6.5 

24.6 

33 

0 

SERVICEMASTER  SVM 

1586.3 

0 

4559,1 

8 

47,5 

-29 

155.9 

30 

3.0 

4.2 

17.4 

14 

0 

SONIC  AUTOMOTIVE  SAH 

1594.9 

83 

4607.6 

111 

22.1 

75 

61.9 

111 

1.4 

1.4 

18,1 

5 

1 

SPHERION  SFN 

936.7 

-2 

2842.0 

33 

24.4 

83 

76.8 

60 

2.6 

1.4 

8.5 

8 

1 

. 
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Telecom  ads  exaggerate.  Telecom  users  don't.  They're  tough  to  please.  So  when  they  say  "not  bad,"  we  know  they  mean 
"great  job."  After  all,  with  Global  One's  wealth  of  experience  in  global  telecommunications,  great  customer  service  comes 
naturally.  With  a  single  point  of  contact  around  the  clock  -  and  service  guarantees  that  have 
real  teeth  -  that's  actually  "pretty  good."  For  more  information,  call  877-460-4141  or  visit  us  at 
www.globalone.net. 


Global 
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A  Member  of  the  France  Telecom  Group 
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COMPANY  SYMBOL 
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PROFITS 

3R0          CHANGE 
QUARTER       FROM 
2000           1999 
$MIL            % 

9 

MONTHS 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

MARGINS 

3RD            3RD 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

9-30 

PRICE- 
EARNINGS 
RATIO 
11-2 

MO 
EAI 

SI 

3RD 

QUARTER 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

STAFF  LEASING  STFF 

783.6 

15 

2294.8 

15 

0.7 

-90 

-1.0 

NM 

0.1 

0.9 

4.7 

23 

""c 

UNITED  AUTO  GROUP  UAG 

1331.2 

23 

3646.1 

20 

11.2 

24 

27.9 

31 

0.8 

0.8 

7.9 

7 

1 

UNITED  RENTALS  URI 

869.0 

28 

2167.9 

39 

75.4 

34 

140.0 

42 

8,8 

8,4 

12.9 

10 

1 

VOLT  INFORMATION  SCIENCES  VOL  «' 

537.2 

-4 

1573.5 

-1 

9.8 

28 

21.2 

33 

1.8 

1.4 

13.5 

10 

* 

22  ^^^HMWUNICATIONS 

1 

INDUSTRY  COMPOSITE 

91287.0 

12 

235821.4 

12 

9340.2 

29 

28582.8 

40 

10.2 

9.7 

10.4 

24 

_1 

(A)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

52038.5 

14 

121833.7 

15 

2200.6 

-12 

8097.7 

36 

4.2 

6.0 

4.5 

35 

0 

1   ' 

ADC  TELECOMMUNICATIONS  ADCT '« 

891,0 

67 

2265.5 

49 

18.5 

175 

799,9 

NM 

2.1 

1,3 

29.4 

21 

1 

AT&TT 

16975.0 

4 

49097.0 

6 

1316.0 

-19 

4805,0 

12 

7.8 

10.0 

5.4 

12 

1 

AT&T  WIRELESS  GROUP  AWE 

2799.0 

37 

7474,0 

36 

21.0 

17 

247,0 

461 

0,8 

0,9 

-0,3 

NA 

CENTURYTEL  CTL 

482.6 

15 

1318.7 

5 

67.2 

4 

174.4 

-3 

13.9 

15.4 

12.1 

22 

1 

LEVEL  3  COMMUNICATIONS  LVLT 

341.0 

154 

752,0 

120 

-361.0 

NM 

-903,0 

NM 

NM 

NM 

-21,9 

NM 

-z 

LUCENT  TECHNOLOGIES  LU  ''> 

9359.0 

NA 

NA 

NA 

208.0 

NA 

NA 

NA 

2.2 

NA 

7,4 

42 

Q 

McLEODUSA  MCLD 

366.6 

52 

986,7 

53 

-127.7 

NM 

-311.9 

NM 

NM 

NM 

-14,6 

NM 

-C 

NEXTEL  COMMUNICATIONS  NXTL 

1416.0 

59 

3755,0 

60 

-184.0 

NM 

-704.0 

NM 

NM 

NM 

-59.6 

NM 

-1 

PRIMUS  TELECOMMUNICATIONS  GROUP  PRTL    30 1  1 

20 

889,2 

57 

-56,4 

NM 

-150.4 

NM 

NM 

NM 

NM 

NM 

-4 

SCIENTIFIC-ATLANTA  SFA  '^' 

597.2 

71 

1590.6 

55 

113.3 

349 

210.5 

125 

19.0 

7.2 

18,8 

48 

1 

SPRINT  FON  GROUP  FON 

4403.0 

2 

13234.0 

5 

384,0 

-8 

1194.0 

-9 

8,7 

9,7 

13,3 

12 

1 

SPRINT  PCS  GROUP  PCS 

1673.0 

98 

4310.0 

97 

-390.0 

NM 

-1356.0 

NM 

NM 

NM 

-86.2 

NM 

-2 

TELEPHONE  &  DATA  SYSTEMS  TDS 

568.3 

11 

1622.8 

11 

75,1 

42 

139.2 

-54 

13,2 

10,4 

3,4 

41 

TELLABS  TLAB 

870.6 

46 

2310.8 

44 

210,4 

49 

493.2 

35 

24,2 

23.7 

27,5 

32 

1 

U' 

U.S.  CELLULAR  USM 

414.2 

11 

1171.9 

11 

95,1 

67 

199.0 

-29 

23,0 

15.3 

10,0 

27 

I 

WILLIAMS  COMMUNICATIONS  GROUP  WCC 

533.8 

7 

1582.3 

6 

-149.9 

NM 

-250.1 

NM 

NM 

NM 

-16.2 

NM 

-C 

WORLDCOM  WCOM 

10047.0 

12 

29483.0 

11 

951.0 

-12 

3511.0 

32 

9.5 

12.0 

8.5 

11 

1 

(B)  TELEPHONE  COMPANIES 

' 

GROUP  COMPOSITE 

39248.5 

10 

113987.7 

10 

7139.6 

47 

20485.1 

42 

18.2 

13.6 

27.9 

19 

2 

ALLTEL  AT 

1803.2 

8 

5223.2 

8 

484.0 

222 

1703.6 

210 

26.8 

9.0 

38.7 

10 

{ 

M 

BELLSOUTH  BLS 

6903.0 

7 

20142.0 

9 

1036.0 

4 

3101.0 

29 

15,0 

15.5 

25.2 

21 

§■ 

BROADWING  BRW 

531.3 

108 

1492,5 

102 

-23.4 

NM 

-108,5 

NM 

NM 

9.8 

-7.4 

NM 

-C 

1 

SBC  COMMUNICATIONS  SBC 

13454.0 

7 

39237,0 

7 

2999.0 

164 

6672.0 

38 

22.3 

9.0 

29.6 

23 

|: 

VERIZON  COMMUNICATIONS  VZ 

16557,0 

13 

WKM 

47893.0 

12 

2644.0 

4 

9117.0 

39 

16.0 

17.3 

28.5 

15 

■ 

-f 

INDUSTRY  COMPOSITE 

64875.5 

7 

188271.4 

1 

9 

3002.1 

-4 

8773.1 

15 

4.6 

5.1 

13.7 

17 

f 

(A)  AIRLINES 

GROUP  COMPOSITE 

26678.7 

11 

76523.1 

11 

928.7 

-27 

2986.1 

-24 

3.5 

5.3 

15.1 

12 

2 

ALASKA  AIR  GROUP  ALK 

602.3 

2 

1644.8 

4 

15,9 

-71 

15,5 

-87 

2,6 

9.3 

3.7 

22 

1 

1 

AMERICA  WEST  HOLDINGS  AWA 

590.5 

7 

1771.4 

8 

1.3 

-94 

49.4 

-45 

0.2 

4.0 

10.9 

5 

f   n 

AMR  AMR 

5256.0 

12 

14844,0 

12 

322.0 

51 

732,0 

64 

6.1 

4.5 

13.3 

6 

AMTRAN  AMTR 

347.3 

15 

1002.2 

16 

3,0 

-78 

6.9 

-85 

0.9 

4.5 

4.7 

20 

C 

L4£ 

CONTINENTAL  AIRLINES  GAL 

2622.0 

16 

7470,0 

15 

137.0 

32 

304.0 

-5 

5.2 

4.6 

30.2 

7 

'i 

DELTA  AIR  LINES  DAL  '^i 

4345.0 

13 

12726,0 

13 

233,0 

-32 

910,0 

-2 

5.4 

9,0 

25.4 

5 

c 

NORTHWEST  AIRLINES  NWAC 

3178,0 

12 

8675,0 

12 

207.0 

15 

325.0 

20 

6.5 

6.3 

288.9 

7 

SOUTHWEST  AIRLINES  LUV 

1478.8 

20 

4182,2 

18 

184.3 

45 

470.6 

24 

12.5 

10.3 

17.6 

27 

1 

TRANS  WORLD  AIRLINES  TWA 

972,7 

11  - 

2736.6 

9 

-34.8 

NM 

-102.3 

NM 

NM 

NM 

NM 

NM 

-! 

UAL  UAL 

4905.0 

1 

14559.0 

7 

-110.0 

NM 

340.0 

-69 

NM 

7.4 

7.4 

11 

us  AIRWAYS  GROUP  U 

2381.0 

13 

6912.0 

7 

-30.0 

NM 

-65.0 

NM 

NM 

NM 

NM 

NM 

--- 

*_ 

(B)  RAILROADS 

GROUP  COMPOSITE 

8941.0 

-6 

26484.0 

0 

673.0 

44 

1709.0 

5 

7.5 

4.9 

8.2 

15 

1 

BURLINGTON  NORTHERN  SANTA  FE  BNI 

2315.0 

-1 

6788.0 

1 

259.0 

-26 

725.0 

-12 

11.2 

14.9 

14.0 

11 

2 

CSX  CSX 

2039.0 

-27 

6144.0 

-21 

59.0 

NM 

132.0 

124 

2.9 

NM 

1.8 

52 

C 

' 

NORFOLK  SOUTHERN  NSC 

1517.0" 

1 

4590,0 

23 

99.0 

421 

167.0 

-20 

6.5 

1.3 

3.4 

28 

C 

UNION  PACIFIC  UNP 

3070.0 

6 

8962.0 

7 

256.0 

17 

685.0 

27 

8.3 

7.5 

10,8 

13 

_J 

(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

16530.5 

6 

47847.7 

10 

550.3 

-15 

1471.5 

-4 

3.3 

4.1 

11.0 

17 

1 

AIRBORNE  FREIGHT  ABF 

804,5 

2 

2428,0 

4 

-5,5 

NM 

26.1 

-65 

NM 

2.8 

4,9 

12 

c 

In 

ANC  RENTAL  ANCX 

1005.7 

-2 

2726.9 

1 

51.0 

177 

42.0 

71 

5,1 

1.8 

0.5 

58 

c 

if] 

m 

AVIS  GROUP  HOLDINGS  AVI 

1130,3 

1 

3239.8 

39 

48,4 

23 

105,4 

29 

4.3 

3.5 

14,3 

10 

BUDGET  GROUP  6D 

707.9 

2 

1919,4 

8 

11.3 

-62 

-8.8 

NM 

1,6 

4.3 

-17.3 

NM 

-i 

com 

CNF  CNF 

1534.9 

9 

4526,9 

12 

27.7 

-37 

113,0 

-16 

1.8 

3.1 

15,4 

9 

2 

«iri 

DOLLAR  THRIFTY  AUTOMOTIVE  GROUP  DTG      322  9 

8 

844.1 

10 

36,0 

19 

72.0 

37 

11.1 

10.1 

19.0 

5 

call 

FEDEX  FDX  "1 

4778.7 

11 

14145.6 

10 

168,7 

6 

526,8 

15 

3.5 

3.7 

14.1 

20 

2 

FRITZ  FRTZ  "' 

413,0 

5 

1207.5 

14 

5.8 

-2 

8.2 

94 

1.4 

1.5 

6.2 

17 

C 

1 

GATX  GMT  t 

347,6 

18 

953.0 

6 

37,6 

3 

107,6 

7 

10.8 

12.3 

15.9 

15 

2 

HERTZ  HR2 

1437.8 

7 

3862,3 

9 

142.8 

3 

302.8 

10 

9.9 

10.3 

20.3 

10 

3 

HUB  GROUP  HUBG 

354,8 

6 

1027,7 

7 

1,6 

-51 

3,5 

-54 

0,4 

1.0 

5,0 

9 

C 

^ 
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We  can  show  you  things  no  one  else  can. 

What  if  you  could  access  accurate  information  on  virtually  every  building  in  every  major  U.S.  market?  With  CoStar 
Group's  suite  of  Internet  products,  you  will.  In  fact,  you'll  find  hard-to-get  details  like  comparable  sales,  buildings  for 
sale,  income  and  expense  data,  cap  rates,  lease  expirations  and  loan  terms.  Plus  four  times  the  amount  of  for-lease 
space  offered  by  our  closest  competitor.  All  enhanced  by  photographs,  floorplans  and  aerials.  Our  research  team  drives 
2  million  miles  each  year  to  bring  you  this  information  -  conducting  on-site  building  inspections,  examining  over  60 
million  public  records,  and  regularly  interviewing  1  million  tenants,  owners  and  brokers.  With  our  resources  at  your 
command,  you'll  develop  a  thorough  understanding  of  the  marketplace.  You'll  identify  more  opportunities.  And  you'll 
win  more  business.  To  learn  more  about  CoStar  Property;"  CoStar  Tenant;"  CoStar  COMPS*  and  CoStar  Exchange'," 
call  1-877-6C0STAR  or  visit  www.costargroup.com. 


CoStar 

assm 


EVERY  BUILDING.  EVERY  DETAIL. 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


MARQINS 


3RD  CHANGE                 9  CHANGE            3RD  CHANGE  9  CHANGE 

QUARTER           FROM  MONTHS  FROM  QUARTER  FROM  MONTHS  FROM 

2000             1999                2000  1999              2000           1999  2000           1999 

SMIL.              %  $MIL  %               $Mll            %  $MIL.            % 


RETURN  ON 
COMMON 
EQUITY         PRICE- 


3R0  3R0          EQUITY         PRICE-  MCl 

QUARTER  QUARTER  12  MONTHS  EARNINGS  EAF| 

2000  1999         ENDING          RATIO 

%  %            9-30            11-2  S| 


1  3107.6 

26  2148.7 

6  3979.6 

-21  1730.8 


5 

28 

10 

-20 


7.S  -68 

18.5  31 

12.1  -66 

-13.2  NM 


17.0 
62.6 
61.6 
41.6 


-68 

36 
-8 


0.7 

2,5 
0.9 
NM 


2.3 

2.4 
2.8 
6.6 


0.0 

23.6 

5.5 

8.1 


Ef^'^'^n^I^ 


INDUSTRY  COMPOSITE 


133159.8 


47      316105.8 


36      8951.9 


-5      20065.7 


6.7       10.4 


(A)  ELECTRIC,  WATER  &  COGENERATION 


12.2 


67 
35 
17 
12 


PinSTON  PZB  1055.3 

ROBINSON  (C.H.)  WORLDWIDE  CHRW  747  6 

RYDER  SYSTEM  R  1338.8 

TRINITY  INDUSTRIES  TRN  ™  550.7 

(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE  12725.3  10  37416.5  12  850.1  18  2606.5  342  6.7  6.2  26.4  23 

AMERICAN  FREIGHTWAYS  AFWY  364.0  20  1046.1  22  20.5  42  52,5  53  5.6  4.7  19,3  8 

ARKANSAS  BEST  ABFS  488.5  8  1403.5  11  23.3  45  54.2  57  4.8  3.6  26.6  6 

CONSOLIDATED  FREIGHTWAYS  CFWY  592.9  -5  1772.6  0  1,3  -72  -1,6  NM  0.2  0.8  -5,0  NM 

HUNT  (J.B.)  TRANSPORT  SERVICES  JBHT  509.4  -3  1626.5  9  9.1  84  25.2  -4  1.8  0.9  7.6  15 

LANDSTAR  SYSTEM  LSTR  534,6  52  1220.2  21  U.5  -5  29.3  -3  2.2  3.4  45,8  10 

ROADWAY  EXPRESS  ROAD  698,9  7  2083.5  11  10.8  12  31.1  23  1,6  1,5  16.4  8 

SWIFT  TRANSPORTATION  SWFT  320.6  15  928.7  20  15.3  -18  42.5  -12  4,8  6,7  14,9  15 

UNITED  PARCEL  SERVICE  UPS  7367,0  10  21871.0  12  702.0  22  2210.0  895  9.5  8.6  31.0  25 

USFREIGHTWAYS  USFC  526.0  9  1856.1  14  24.3  -18  74.2  1  3.9  5.2  17.6  7 

WERNER  ENTERPRISES  WERN  304.6  13  903.2  17  12.3  -28  35.5  -25  4.0  6.3  9.2  14 

YELLOW  YELL  918.9  7  2705.2  15  19.6  23  53.5  59  2.1  1.8  15.9  7 


17 


GROUP  COMPOSITE                                 115148.1 

43 

270512.5 

34 

8432.9 

-7 

17618.4 

0 

7.3 

11.3 

12.3 

17 

AES  AES 

1761,0 

108 

4775,0 

125 

134.0 

131 

427,0 

268 

7.6 

6.8 

13.9 

48 

ALLEGHENY  ENERGY  AYE 

1058,5 

43 

2790,6 

35 

77.4 

1 

237.7 

-2 

7.3 

10,3 

16.9 

16 

ALLETE  ALE 

323,5 

5 

973,1 

15 

35.0 

1 

129,6 

126 

10.8 

11,2 

15,5 

11 

ALLIANT  ENERGY  LNT 

658,4 

10 

1851,8 

14 

261.2 

257 

326,2 

108 

39.7 

12,2 

16,7 

6 

AMEREN  AEE 

1195,4 

0 

2961,1 

6 

259.2 

2 

440,4 

10 

21.7 

21,2 

13,8 

13 

AMERICAN  ELECTRIC  POWER  AEP 

3921,0 

11 

10134,0 

8 

403.0 

0 

524,0 

-33 

10.3 

11.4 

7,7 

19 

AMERICAN  WATER  WORKS  AWK 

364,1 

3 

1018,3 

7 

50.7 

-4 

123,0 

16 

13.9 

14.9 

9,2 

16 

AVISTA  AVA 

2864.3 

-23 

5599.7 

-12 

34.5 

25 

23.6 

-58 

1.2 

0.7 

-5.4 

NM 

-( 

BLACK  HILLS  BKH 

453,2 

106 

1038.2 

81 

16.3 

68 

33.4 

26 

3.6 

4.4 

19.7 

16 

CALPINECPN  t 

671.7 

183 

1256.1 

122 

147.1 

243 

216.9 

231 

21.9 

18.1 

23.7 

50 

1 

CINERGY  CIN 

2299.8 

29 

5652.4 

27 

94,9 

-23 

311,1 

0 

4.1 

6.9 

14.7 

12 

CMS  ENERGY  CMS 

2395.0 

63 

5821.0 

34 

56.0 

-33 

218.0 

-17 

2.3 

5.7 

10.1 

13 

CONECTIV  CIV 

1551.5 

44 

3749.3 

33 

94,7 

274 

155.8 

35 

6.1 

2.3 

14.1 

10 

1 

CONSOLIDATED  EDISON  ED 

2820.8 

20 

7181.3 

28 

283,3 

-17 

546.9 

-7 

10.0 

14.5 

12.2 

11 

CONSTELLATION  ENERGY  GROUP  CEG 

981.6 

-3 

2842.2 

0 

150,8 

8 

269.1 

-9 

15,4 

13,8 

9.9 

21 

1 

CP&L  ENERGY  GPL 

1084.2 

6 

2853.6 

12 

297,1 

102 

489.8 

63 

27,4 

14.4 

16.4 

11 

DOMINION  RESOURCES  D 

2351.0 

41 

6479.0 

52 

256,0 

9 

326.0 

37 

10.9 

14.1 

5.5 

36 

1 

DPL  DPL 

355.5 

7 

1056.9 

5 

53.2 

-1 

119.1 

-27 

15.0 

16.2 

19.2 

25 

1 

DUKE  ENERGY  DUK 

15691.0 

135 

33907,0 

118 

770.0 

75 

1492.0 

-12 

4,9 

6.6 

13.7 

24 

EDISON  INTERNATIONAL  EIX 

3653.2 

24 

9125,7 

27 

364.7 

38 

621.7 

14 

10,0 

8.9 

14,9 

11 

ENERGY  EAST  EAS 

651.1 

14 

1907,5 

10 

33.4 

-29 

183.4 

-4 

5,1 

8,3 

15,1 

11 

1 

ENTERGY  ETR 

3431.6 

12 

7380,8 

5 

306.7 

4 

660.9 

14 

8,9 

9.7 

9.2 

13 

EXELON  EXC 

1629.0 

-6 

4366.0 

4 

239.0 

2 

526.0 

7 

14,7 

13,5 

44,3 

16 

FIRSTENERGY  FE 

1891.6 

9 

5201,7 

11 

212.4 

4 

523.4 

4 

11.2 

11.8 

12,6 

10 

FLORIDA  PROGRESS  FPC 

1313.9 

19 

3357,5 

16 

150.6 

9 

337.8 

20 

11.5 

12.4 

16,9 

14 

FPL  GROUP  FPL 

2087.0 

10 

5225,0 

6 

317.0 

8 

649.0 

10 

15.2 

15.5 

13.8 

14 

I 

GPU  GPU 

1455.3 

2 

3912,1 

16 

105.2 

-30 

29.5 

-93 

7.2 

10.5 

3.0 

41 

C 

HAWAIIAN  ELECTRIC  INDUSTRIES  HE 

445.9 

14 

1260.9 

13 

22.6 

2 

71.6 

7 

5.1 

5.6 

11.3 

11 

KANSAS  CITY  POWER  &  LIGHT  KLT 

324.4 

8 

742.7 

5 

81,6 

118 

108.9 

46 

25.2 

12.5 

12,3 

14 

1 

LG&E  ENERGY  LGE 

681.9 

-21 

1913.6 

-8 

85,7 

-2 

126.9 

-35 

12.6 

10.1 

17.9 

19 

1 

NIAGARA  MOHAWK  HOLDINGS  NMK 

1099,6 

6 

3339.7 

9 

10,6 

NM 

22.1 

-35 

1.0 

NM 

-0.7 

NM 

c 

NORTHWESTERN  NOR 

1613.6 

114 

4582.2 

147 

9.3 

30 

30.0 

17 

0.6 

1.0 

13.8 

12 

1 

NRG  ENERGY  NRG 

624.8 

257 

1469.8 

418 

88.6 

221 

140.9 

386 

14.2 

16,2 

12.4 

26 

1 

NSTAR  NST 

730.8 

41 

2026.6 

60 

66.4 

-3 

136.3 

10 

9.1 

13.2 

11.2 

15 

2 

OGE  ENERGY  OGE 

1008.0 

32 

2318.4 

47 

107.3 

19 

139.8 

1 

10.6 

11.8 

15.2 

11 

1 

PG&E  PCG 

7504.0 

21 

18150,0 

13 

244.0 

24 

772.0 

38 

3.3 

3.2 

3.2 

44 

C 

PINNACLE  WEST  CAPITAL  PNW 

1607,4 

80 

2852,0 

52 

116.0 

-8 

260.0 

16 

7,2 

14,0 

13,3 

12 

3 

POTOMAC  ELECTRIC  POWER  POM 

835,7 

-3 

2018.0 

2 

120.8 

-22 

188.5 

-26 

14.5 

17,9 

9.8 

15 

1 

PPL  PPL 

1458,0 

5 

4168,0 

21 

142,0 

-15 

389.0 

7 

9,7 

12,0 

26,5 

12 

'- 

PUBLIC  SERVICE  CO.  OF  NEW  MEXICO  PNM 

499,5 

47 

1149,8 

31 

46.9 

119 

86.9 

39 

9,4 

6.3 

11.6 

11 

2 

PUBLIC  SERVICE  ENTERPRISE  GROUP  PEG 

1525.0 

5 

4970.0 

3 

144.0 

-35 

560,0 

-6 

9,4 

13.9 

16.7 

13 

3 

PUGET  SOUND  ENERGY  PSD 

979.0 

138 

2165.3 

52 

19.0 

-24 

124.6 

0 

1.9 

6.1 

12.4 

12 

7 

RELIANT  ENERGY  REI 

9522.7 

92 

19521.3 

74 

389,1 

-77 

738.7 

-53 

4.1 

34.2 

15.6 

14 

;■ 

RGS  ENERGY  GROUP  RGS 

314.3 

12 

1010,9 

15 

14.1 

-17 

71.7 

4 

4.5 

6.0 

12.1 

U 

2 

SCANA  SCG 

816.0 

46 

2300,0 

49 

61.0 

12 

168.0 

26 

7.5 

12.4 

10,3 

13 

; 

SOUTHERN  SO 

7479.0 

100 

13247,0 

48 

614,0 

0 

1201.0 

4 

8.2 

16.5 

14.8 

14 

'- 

SOUTHERN  ENERGY  SOE  t 

4281.0 

524 

5473,0 

220 

91,0 

-41 

272.0 

8 

2.1 

22.3 

13.8 

NA 
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No  one  has  ever  run  a  successful  business  by  being 
uninformed.  In  fact,  making  critical  decisions  based 
solely  on  impulse  wastes  time,  resources  and  effort. 
With  Information  Builders'  business  intelligence  and 
integration  software  solutions  your  decisions  can  be 
based  on  something  far  more  valuable-pertinent 
information  that  is  available  on  demand  to  employees, 
customers  and  partners-everyone  who  impacts  your 
success.  That's  the  power  of  i-business,  it  puts  the 
intelligence  in  e-business  and  provides  companies 
like  Merrill  Lynch,  General  Motors  and  Sony  with  an 
intelligent  real  time  view  of  their  overall  business. 
Only  Information  Builders  offers  that  kind  of 
knowledge.  So  you  can  seize  the  moment,  act 
intelligently  and  perform  like  never  before. 


Information 
Builders 


www.informationbuilders.com/i-business 
1.800.969.iNFO 


©2000  Information  Builders.  Inc.  All  trademarks,  registered  marks  and 
service  marks  are  the  property  of  their  respective  owners.  All  rights  reserved. 


CORPORATE  SCORE 

COMPANY  SYMBOL 

BOARD  ■■ 

SALES 

PROFITS 

3RD         CHANGE 
QUARTER        FROM 
2000           1999 
$  MIL,            % 

9 

MONTHS 

2000 

$Mll 

CHANGE 

FROM 

1999 

% 

MARQINS 

3RD           3RD 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
9-30 

PRICE - 

EARNINGS 

RATIO 

11-2 

12 

MONTH 

EARNIN 

PER 

SHARi 

3RD 

QUARTER 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

9 

MONTHS 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

TECO  ENERGY  IE 

614.7 

11 

1698.7 

14 

82.0           47 

193,0 

22 

13.3 

10.1 

16.5 

15 

i.8e 

TXU  TXU 

5834,0 

32 

15202.0 

20 

337.0             -7 

764,0 

17 

5.8 

8.2 

13,9 

9 

4.oe 

UNICOM  UCM 

2220.0 

7 

5686.0 

7 

168,0          -40 

512.0 

-1 

7.6 

13.5 

15.4 

NA 

3.1S 

UNISOURCE  ENERGY  UNS 

342,8 

28 

757.5 

22 

17.2           -67 

28.1 

-44 

5.0 

19.3 

10.4 

14 

1.07 

WISCONSIN  ENERGY  WEC 

850.8 

44 

2233.8 

32 

44.9          -35 

126.2 

-27 

5.3 

11.7 

7.8 

14 

1.3E 

WPS  RESOURCES  WPS 

458.6 

83 

1232.2 

54 

13.6             -7 

56.8 

14 

3.0 

5.8 

12.2 

13 

2.5C 

XCEL  ENERGY  XEL 

2562.5 

41 

6606.3 

31 

92.6          -56 

389.0 

-8 

3,6 

11.5 

9.0 

16 

1.64 

(B)  GAS,  OIL  &  TRANSMISSION 

GROUP  COMPOSITE  18011.7  76  45593.3 

COLUMBIA  ENERGY  GROUP  CG  382  5  14  18315 

EL  PASO  ENERGY  EPG  6987.0  114  14320.0 

EQUITABLE  RESOURCES  EQT  344,2  78  10617 

KEYSPAN  KSE  947.1  76  3211.3 

KINDER  MORGAN  KMI  749.1  51  1779  4 

MDU  RESOURCES  GROUP  MDU  530.8  41  1265.8 

NICORGAS  301.0  32  1308.7 

NISOURCENI  1005.5  45  2996.1 

ONEOKOKE  1754.8  265  3970.4 

SEMPRA  ENERGY  SRE  1810.0  48  4739.0 

VECTRENVVC  317.9  38  940.8 

WILLIAMS  WMB  2881.8  31  8168.6 


47 

-9 
76 
32 
57 
31 
37 
22 
33 
180 
19 
24 
33 


519.1 

19,5 

144.0 
19,1 
14,6 
26,6 
40.0 

-62,7 
54.0 
10.1 

117.0 
15.7 

121.1 


60 

-5 

213 

234 

62 

352 

37 

NM 

80 

461 

5 

-5 

331 


2447.3 

245.8 
455.0 

74.5 
240,2 

97.5 

74.5 

6.7 

161.1 

98,2 
353.0 

46.6 
594.2 


95 

13 
NM 
74 
37 

131 
25 

-92 
20 
37 
18 

-33 

468 


2.9 

5.1 
2.1 
5.6 
1.5 
3.6 
7.5 
NM 
5.4 
0.6 
6.5 
4.9 
4.2 


3.2 

6.1 
1.4 
3.0 
1.7 
1.2 
7.7 
8.7 
4.3 
0,4 
9,1 
7,1 
1.3 


11.5 

19,7 
7.8 
15.1 
10.8 
12.2 
13,1 
5,8 
13.9 
NA 
18.1 
5.9 
NA 


21 

NA 
63 
19 
16 
21 
17 
37 
17 
NA 
10 
21 
29 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


a 


A&PlOc 

Abbott  Laboratories  12h 

ABM  Industries  21  e 

ACNielsen21e 

ACT  Mfg.  9d 

ADC  Telecomm.  22a 

Administatf21e 

Adobe  Systems  18c 

Advanced  Micro  9d 

AES  24a 

Aetna  17b 

Affiliated  Computer  Svcs,  18c 

AFLAC  17b 

AGC015C 

Agilent  Technologies  9c 

Agribrands  International  10b 

Air  Products  &  Chemicals  4 

Airborne  Freight  23c 

Airgas21b 

AK  Steel  Holding  16b 

Alaska  Air  Group  23a 

Alberto-Culver  8 

Albertson's  10c 

Alcoa  16a 

Allegheny  Energy  24a 

Allegheny  Tech.  5 

Allergan  12b 

Allete24a 

Alliant  Energy  24a 

Allstate  17b 

Alltel  22b 

Alpine  Group  9c 

Altera  9d 

Amazon.com  8 

AMC  Entertainment  14b 

Amerada  Hess  11a 

Ameren  24a 

America  Online  18c 

America  West  Holdings  23a 

American  Axle  &  Mfg,  2b 

American  Electric  24a 

American  Express  17a 

American  Freightways  23d 

American  General  17b 

American  Greetings  14d 

American  Home  12b 

American  Intl.  Group  17b 

Amencan  Management  Sys.  18c 

American  National  17b 

American  Power  9a 


American  Standard  13a 

American  Water  Wort(s  24a 

AmeriSource  Health  12a 

Ames  Dept,  Stores  8 

Amgen12b 

Amkor  Technology  9d 

Amphenol  9d 

AMR  23a 

AmSouth  Bancorporation  3c 

Amtran  23a 

Anadarko  Petroleum  11a 

Analog  Devices  9d 

ANC  Rental  23c 

Anheuser-Busch  6c 

Anixter  International  5 

AnnTaylor  Stores  8 

Aon  t7b 

Apache  11a 

Apple  Computer  18b 

Applied  Industrial  Tech,  21b 

Applied  Materials  15c 

Arch  Coal  11a 

Archer  Daniels  10b 

Arkansas  Best  23d 

Armstrong  Holdings  6b 

ArrovK  Electronics  21b 

Ashland  11a 

Associates  First  Capital  17a 

Astoria  Financial  17c 

AT&T  22a 

AT&T  Wireless  22a 

Atmel  9d 

Audiovox21b 

Autoliv  2b 

Automatic  Data  18c 

AutoNation  21  e 

AutoZone  8 

Avaya  9b 

Avery  Dennison  15a 

Avis  Group  23c 

Avista  24a 

Avnet21b 

Avon  Products  6d 

AVX9d 


Baker  Hughes  lib 
Ball  7a 
BancWest  3d 
Bank  of  America  3c 
Bank  of  New  York  3a 
Bank  One  3b 


Bank  United  17c 

Banknorth  Group  3a 

Banta21d 

Barnes  &  Noble  8 

Bausch&Lomb12d 

Baxter  International  1 2d 

BB&T3C 

Bear  Stearns  17a 

Beckman  Coulter  9c 

Bed  Bath  &  Beyond  6b 

Belden16c 

Bell  Microproducts  21b 

BellSouth  22b 

Belo  (A,H.)  20b 

Bemis  7b 

Benchmark  Electronics  9d 

Bergen  Brunswig  12a 

Berkley  (W,R.)  17b 

Best  Buy  6b 

Bethlehem  Steel  1 6b 

Beverly  Enterprises  1 2c 

Bindley  Western  Inds,  12a 

BJ Services  lib 

BJ's  Wholesale  Club  8 

Black  &  Decker  15b 

Black  Hills  24a 

Block  (H&R)  17a 

Blockbuster  14b 

BMC  Software  18c 

Boeing  1 

Boise  Cascade  19b 

Borders  Group  8 

BorgWarner  2b 

Boston  Scientific  1 2d 

Bowater19b 

Bradlees  8 

Brlghtpoint21b 

Brinker  International  14a 

Bristol-Myers  Squibb  12b 

Broadcom  9d 

Broadwing  22b 

Brown  Shoe  6a 

Brown-Forman  8c 

Brunswick  14d 

Budget  Group  23c 

Burlington  Coat  Factory  8 

Burlington  Industries  15d 

Burlington  Northern  Santa  Fe  23b 

Burlington  Resources  11a 


Cabot  4 


Cadence  Design  Systems  18c 

Calpine  24a 

Campbell  Soup  10b 

Capital  One  Financial  17a 

Cardinal  Health  12a 

Caremark  Rx  12a 

Carlisle  15a 

CarMax  Group  21e 

Carnival  t4d 

Casey's  General  Stores  21e 

Caterpillar  15c 

CB  Richard  Ellis  Svcs,  13b 

CBRL  Group  14a 

CDI21e 

CDW  Computer  Centers  8 

CellStar21b 

Cendant  21 e 

Centex  13b 

CenturyTel  22a 

Champion  Enterprises  13b 

Charming  Shoppes  8 

Charter  Communications  20a 

Charter  One  Financial  17c 

Chase  Manhattan  3a 

Chevron  11a 

Chiquita  Brands  Intl.  IQb 

Cigna  17b 

Cincinnati  Financial  17b 

CINergy24a 

Clntas21e 

Circuit  City  Group  6b 

Cisco  Systems  18c 

CIT  Group  17a 

Citigroup  17a 

CKE  Restaurants  14a 

Clear  Channel  Communs.  20a 

Clorox  6d 

CMGI  18c 

CMS  Energy  24a 

CNF  23c 

Coastal  11a 

Coca-Cola  6c 

Coca-Cola  Enterprises  6c 

Colgate-Palmolive  6d 

Collins  &Aikman15d 

Columbia  Energy  Group  24b 

Comerica  3b 

Commercial  Metals  16b 

Community  Health  Sys.  12c 

Compaq  Computer  18b 

Compass  Bancshares  3c 

Computer  Associates  18c 


Computer  Sciences  18c 

CompuwareISc 

ConAgra  Foods  10b 

Concord  EFS  17a 

Conectiv  24a 

Conexant  Systems  9d 

Conoco  11a 

Conseco  17b 

Consol  Energy  11a 

Consolidated  Edison  24a 

Cons.  Freightways  23d 

Consolidated  Stores  8 

Constellation  Brands  6c 

Constellation  Energy  24a 

Continental  Airlines  23a 

Convergys21e 

Cooper  Cameron  lib 

Cooper  Industries  9a 

Cooper  Tire  &  Rubber  2c 

Coors  (Adolph)  6c 

Corn  Products  Intl.  10b 

Corning  15a 

Costco  Wholesale  8 

Countrywide  Credit  1 7a 

CoventryHealth  Care  12c 

Cox  Communications  20a 

CP&L  Energy  24a 

Crane  21b 

Crestline  Capital  14c 

Crompton  4 

Crown  Central  Petroleum  11a 

Crown  Cork  &  Seal  7a 

CSKAuto8 

CSX  23b 

Cummins  Engine  15c 

CVS  12a 

Cypress  Semiconductor  9d 

Cytec  Industries  4 


D&K  Healthcare  Resources  12a 

Dana  2b 

Danaher  9c 

Darden  Restaurants  14a 

Dean  Foods  10b 

Deere  15c 

Del  Monte  Foods  10b 

Delhaize  America  10c 

Dell  Computer  18b 

Delphi  Automotive  2b 

Delta  Air  Lines  23a 

Deluxe!  8a 


Devon  Energy  11a 

Dialed 

Diebold  18a 

Dillard's  8 

Dime  Bancorp  17c 

Dole  Food  10b 

Dollar  General  8 

Dollar  Thrifty  Automotive  23c 

Dollar  Tree  Stores  8 

Dominion  Resources  24a 

Donaldson  15c 

Donnelley  (R.R.)21d 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

DPL24a 

Dreyer's  Grand  Ice  Cream  10b 

DST  Systems  18c 

Duke  Energy  24a 

Dun&Bradstreet17a 

DuPont4 

Dura  Automotive  Systems  2b 

Dynegy  21b 

E*Trade  Group  1 7a 

Earthgrains  10b 

Eastman  Chemical  4 

Eastman  Kodak  14d 

Eaton  2b 

Ecolab  6d 

Edison  International  24a 

Edwards  (A.G.)  17a 

El  Paso  Energy  24b 

Electronic  Data  Systems  18c 

EMC  18b 

Emcor  Group  21a 

Energizer  Holdings  15a 

Energy  East  24a 

Engelhard  16c 

Enron  21b 

Entergy  24a 

EOG  Resources  11a 

Equifax  17a 

Equitable  Resources  24b 

Equity  Office  Properties  13b 

Estee  Lauder  6d 

Everest  Re  Group  17b 

Exelon  24a 

Exide15a 

Express  Scripts  12c 

ExxonMobil  11a 


Fairchild  Semiconductor  9d 
Family  Dollar  Stores  8 
Fannie  Mae  17a 
Federal-Mogul  2b 
Federated  Dept.  Stores  8 
FedEx  23c 
Ferro  4 

FidelityNationalFinl.  17a 
Fifth  Third  Bancorp  3b 
First  American  17a 
First  Data  18c 
First  Tennessee  Natl.  3c 
First  Union  3c 
Firstar  3b 
FirstEnergy  24a 
FIserv  18c 

FleetBoston  Financial  3a 
Fleetwood  Ents.  14d 
Fleming  10a 
Florida  Progress  24a 
Flowers  Industries  10b 
Flowserve  tSa 
Fluor  21a 
FMC  15c 
Footstar  8 
Ford  Motor  2a 
Fort  James  19b 
Fortune  Brands  15a 
Foster  Wheeler  21a 
Foundation  Health  12c 
FPL  Group  24a 
Franklin  Resources  17a 
Freddie  Mac  17a 
Freeport-McMoRanC&G16c 
Fritz  23c 
Fuller  (H.B.)  4 
Furniture  Brands  Sb 

a  ■    mm 

Galileo  Intl.  IBc 
Gannett  20b 
Gap  8 

Gateway  18b 
cm  23c 
Genentech  12b 
General  Cable  16c 
General  Dynamics  1 
General  Electric  5 
General  Mills  10b 
General  Motors  2a 
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WHAT'S  YOUR  TECHNOLOGY  FORGETTING? 


APRfSmA 


MANAGE  WHAT  MATTERS 


If  everything  in  your  life  stops  when  there's  a  problem  with  your 
IT  infrastructure,  then  you  need  intelligent  technology  that  helps 
you  monitor  and  manage  the  things  that  matter.  Because  your  infrastructure 
should  know  what's  important  to  your  business  and  your  world. 
And  that's  exactly  what  Aprisma  develops  and  delivers-solutions  as 
dependable  as  you.  877.437.0291  www.aprisma.com 
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ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  Identifies  the  Scoreboard  category  under  which  It  Is  listed 


Genuine  Parts  21b 
Genuity  18c 
Georgia  Gulf  4 
Georgia-Pacific  Group  19a 
Getty  Petroleum  21b 
Gillette  6d 

Golden  State  Bancorp  17c 
Golden  West  17c 
Goldman  Sachs  Group  17a 
Goodrich  (B.F)  1 
Goodyear  Tire  &  Rubber  2c 
GPU  24a 
Grace(W.R.)4 
Grainger  (WW)  21b 
Granite  Construction  21a 
Great  A&P  10c 
Great  Lakes  Chemical  4 
GreenPoint  Financial  17c 
Group  1  Automotive  21  e 
Guldant12d 

a 

Halliburton  lib 

Harcourt  General  20b 

Harley-Davidson  14d 

Harman  International  6b 

Harrah's  Entertainment  14b 

Harris  9b 

HarscolSa 

Hartford  Financial  Services  17b 

Hasbro  14d 

Hawaiian  Electric  24a 

Hayes  Lemmer?  Intl.  2b 

HCA-The  Healthcare  Co.  12c 

Health  Management  Assocs.  12c 

Healthsouth  12c 

Heinz  (HJ.)  10b 

Heller  Financial  17a 

Hercules  4 

Hershey  Foods  10b 

Hertz  23c 

Hewlett-Packard  18b 

HIbernIa  3c 

Hillenbrand  15a 

Hilton  Hotels  14c 

Home  Depot  8 

HomeBase  8 

HON  Industries  18a 

Honeywell  Intl.  5 

Hormel  Foods  10b 

Houghton  Mifflin  20b 

Household  Intl.  17a 

Hub  Group  23c 

Hubbell  9a 

Hughes  Electronics  9b 

Hughes  Supply  21b 

Humana  12c 

Hunt  (J.B.)  23d 

Huntington  Bancshares  3b 

m 

i2  Technologies  18c 
IBti/l  t8b 
IBP  10b 

IKON  Office  Solutions  5 
Illinois  Tool  Worlis  15c 
IMC  Global  4 
Infinity  Broadcasting  20a 
Ingersoll-Rand  15c 
Ingram  Micro  18c 
Insight  Enterprises  8 
Intel  9d 
Interface  15d 
International  Flavors  4 
Intl.  Multifoods  10a 
International  Paper  19b 
Interpublic  Group  21d 
Interstate  Bakeries  10b 
Intimate  Brands  8 
Iomega  18b 


IT  Group  21c 
ITT  Industries  15c 


Jabil  Circuit  9d 
Jacobs  Engineering  21a 
JOS  Uniphase  9d 
Jefferson-Pilot  17b 
JLG  Industries  15c 
John  Hancock  Financial  17b 
Johns  Manville  13a 
Johnson  &  Johnson  12d 
Johnson  Controls  15a 
Jones  Apparel  Group  6a 

a 

Kaiser  Aluminum  16a 
Kansas  City  Power  &  Light  24a 
Kaufmans  Broad  Home  13b 
Keebler  Foods  10b 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21e 
KEMET9d 
Kennametal15b 
Kerr-McGeella 
KeyCorp  3b 
KeySpan  24b 
Kimball  Intl.  6b 
Kimberly-Clark  19b 
Kinder  Morgan  24b 
KLA-Tencor  9c 
Kmart  8 

Knight-Ridder20h 
Kohl's  8 
Kroger  10c 

a  J 

L-3  Communications  9b 

Laboratoiy  Corp,  of  America  1 2c 

Lafarge13a 

Lam  [Research  15c 

LandAmerica  Financial  17a 

Landstar  System  23d 

La-Z-Boy6b 

Lear  2b 

Legg  Mason  17a 

LeggettS  Piatt  6h 

Lehman  Brothers  Holdings  17a 

Lennar13b 

Lennox  International  13a 

Level  3  Commons.  22a 

Lexmark  International  18b 

LG&E  Energy  24a 

Liberty  Financial  17b 

Lilly  (Ell)  12b 

Limited  8 

Lincoln  National  17b 

Linens  'n  Things  6b 

LIthIa  Motors  21e 

Litton  Industries  9b 

Liz  Claiborne  8a 

Lockheed  Martin  1 

Longs  Drug  Stores  12a 

Louisiana-Pacific  19a 

Lowe's  8 

LSI  Logic  9d 

LTV  16b 

Lubrlzol  4 

Lucent  Technologies  22a 

Lyondell  4 


Mattel  14d 

Maxtor  18b 

Maxxam  16a 

May  Department  Stores  8 

Maytag  6b 

McCormicklOb 

McDermottlntL15c 

McDonald's  14a 

McGraw-Hill  20b 

McKesson  HBOC  12a 

McLeodUSA22a 

MDU  Resources  Group  24b 

Mead  19b 

Medtronic  12d 

Mellon  Financial  3a 

Merck  12b 

Mercury  General  17b 

Merrill  Lynch  17a 

Metris17a 

Metro-Goldwyn-Mayer  14b 

MGM  Mirage  14b 

Michaels  Stores  8 

Micron  Electronics  18b 

Micron  Technology  9d 

Microsoft  18c 

Milacron  15c 

Miller  (Herman)  18a 

Minnesota  Mining  15a 

Mitchell  Energy  11a 

Mohawk  Industries  15d 

Molex  9d 

Morgan  (J.P)  3a 

Morgan  Stanley  Dean  Witter  1 7a 

Motorola  9b 

Murphy  Oil  11a 

Musicland  Stores  14d 


ON  Semiconductor  9d 
Oneok  24b 
Oracle  18c 
Oshkosh  Truck  2a 
Outback  Steakhouse  14a 
Owens  &  Minor  1 2d 
Owens-Illinois  7a 
Oxford  Health  Plans  12c 


M&TBank3a 
Mail-Well  7b 
Mandalay  Resort  14b 
Manor  Care  12c 
Manpower 21e 
Manufacturers  Services  9d 
m3rchFIRST21e 
Marriott  Intl.  14c 
Marsh  &  McLennan  17a 
Marshall  &llsley  3b 
Martin  Marietta  Materials  13a 
MasTec21a 


Nabisco  Group  10b 
Nabisco  Holdings  10b 
Nabors  Industries  lib 
Nacco  Industries  15b 
National  City  3b 
National  Commerce  3c 
National  Semicond.  9d 
National  Service  9a 
National  Steel  16b 
Nationwide  Financial  Svcs.  1 7b 
Navistar  International  2a 
NCR  18a 

Nelman  Marcus  Group  8 
New  York  Times  20b 
Newell  Rubbermaid  15a 
Newmont  Mining  16c 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
Niagara  Mohawk  24a 
Nicer  24b 
Nike  6a 
NiSource  24b 
Noble  Affiliates  lib 
Nordstrom  8 
Norfolk  Southern  23b 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Northwestern  24a 
Novellus  Systems  15c 
NRG  Energy  24a 
NSTAR  24a 
Nucor16b 
NVR  13b 


Occidental  Pet.  11a 
Office  Depot  8 
OfficeMax  8 
OGE  Energy  24a 
■Ohio  Casualty  17b 
Old  Kent  Financial  3b 
Old  Republic  Intl.  17b 
Olin  16c 
Omnicarel2a 
Omnicom  Group  21d 


Paccar  2a 

Pacific  Century  Fin.  3d 

Packaging  Corp.  America  7b 

Pactiv  7b 

PaineWebber  Group  17a 

Pall  5 

Palm  18b 

Park  Place  Entertainment  14b 

Parker  Hannifin  15a 

Paychex21e 

Payless  Cashways  8 

Payless  ShoeSource  8 

PC  Connection  8 

PE  Biosystems  9c 

Penn  Traffic  10c 

Penney  (J.C.)  8 

Pennzoil-Quaker  State  11a 

PentairlSc 

PeopleSoftISc 

Pep  Boys  8 

Pepsi  Bottling  Group  6c 

PepsiCo  6c 

Performance  Food  10a 

Pert(inElmer9c 

Petsmart  8 

Pfizer  12b 

PG&E  24a 

Pharmacia  12b 

Phelps  Dodge  16c 

Philip  Morris  6e 

Phillips  Petroleum  11a 

Phillips-Van  Heusen  6a 

Pier  1  Imports  6b 

Pillowtex15d 

Pinnacle  West  24a 

Pioneer-Standard  21b 

Pitney  Bowes  18a 

Pittston  23c 

PNC  Financial  Svcs.  3a 

Polaris  Industries  14d 

Polaroid  14d 

PolyOne  4 

Popular  3c 

Potlatch  7b 

Potomac  Electric  24a 

PPG  Industries  13a 

PPL  24a 

Praxair  4 

Precision  Castparts  1 

Price  (T.Rowe)  17a 

Priceline.com  18c 

Primedia  20b 

PRIMUS  Telecom.  22a 

Procter  &  Gamble  6d 

Progressive  17b 

Protective  Life  17b 

Providian  Financial  3d 

PS  Co.  of  New  Mexico  24a 

PSINet  18c 

PSS  World  Medical  21b 

Public  Service  Ent.  24a 

Puget  Sound  Energy  24a 

PultelSb 

El 

Quaker  Oats  lOb 
Qualcomm  9b 
Quanta  Services  21a 
Quantum  DLT&StorageSys.  18b 
Quantum  Hard  Disk  Drive  18b 
Quest  Diagnostics  12c 
Quintlles  Transnational  2te 
Quorum  Health  Group  12c 


R&B  Falcon  lib 

RJ.  Reynolds  Tobacco  6e 

RadloShack  6b 

Ralston  Purina  10b 

Raytheon  1 

Reader's  Digest  20b 

Reebok  International  6a 

Regions  Financial  3c 

Regis  21  e 

Reinsurance  Group  17b 

Reliance  Steel  &  Alum.  21b 

Reliant  Energy  24a 

Rent-A-Center21e 

Republic  Services  21c 

Revlon  6d 

RGS  Energy  Group  24a 

Rite  Aid  12a 

Roadway  Express  23d 

Robert  Half  International  21  e 

Robinson  (C.H.)  23c 

Rock-Tenn  7b 

Rockwell  International  9a 

Rohm  &  Haas  4 

Ross  Stores  8 

Royal  Caribbean  Cruises  14d 

RPM13a 

Roddick  10c 

Russell  8a 

Ryder  System  23c 

RyersonTulllOb 

Ryland  Group  13b 

B 

Sabre  Holdings  18c 
Safeco  17b 
Safeway  10c 
Saks  8 
Sanmina  9d 
Sara  Lee  1  Ob 

SBC  Communications  22b 
Scana  24a 
Schein  (Henry)  21b 
Schering-Plough  12b 
Schlumbergerllb 
Scholastic  20b 
Schwab  (Charles)  17a 
SCI  Systems  9d 
Scientific-Atlanta  22a 
Scripps  (E.W.)  20b 
Seaboard  10b 
Seagate  Technology  18b 
Sealed  Air  7b 
Sears,  Roebuck  8 
Sempra  Energy  24b 
ServiceMaster  21  e 
7-Eleven  10c 
Shaw  Industries  t5d 
Sherwin-Williams  13a 
ShopKo  Stores  8 
Slebel  Systems  18c 
Sllgan  Holdings  7a 
Silicon  Graphics  18b 
Smith  International  lib 
Smithfleld  Foods  10b 
Smurfit-Stone  Container  7b 
Snap-on  15b 
Sodexho  Marriott  14a 
Solectron  9d 
Solutia  4 

Sonic  Automotive  21e 
Sonoco  Products  7b 
Southdown  133 
Southern  24a 
Southern  Energy  24a 
SouthTrust  3c 
Southwest  Airlines  23a 
Sovereign  Bancorp! 7c 
Spartan  Stores  10a 
Spherion  21  e 
Spiegel  8 
Sports  Authority  8 
Springs  Industries  15d 
Sprint  FON  Group  22a 
Sprint  PCS  Group  22a 


SPX9a 

Staff  Leasing  21e 
Standard  Pacific  13b 
Standard  Register  18a 
Stanley  Works  15b 
Staples  8 

Stan/vood  Hotels  &  Resorts  14c 
State  Street  3a 
Steelcase18a 
Stilwell  Financial  17a 
Storage  Technology  18b 
Stryker12d 
Suiza  Foods  10b 
Summit  Bancorp.  3a 
Sun  Microsystems  18b 
SunGard  Data  Systems  18c 
Sunoco  11a 
SunTrust  Banks  3c 
Supervalu  10a 
Swift  Transportation  23d 
Symbol  Technologies  18b 
Synovus  Financial  3c 
Sysco  10a 

TalbotsO 

Target  8 

TO  Waterhouse  Group  17a 

Tech  Data  18a 

Teco  Energy  24a 

Tecumseh  Products  13a 

Teleflex15a 

Telephone  &  Data  Sys.  22a 

Tellabs  22a 

Temple-Inland  7b 

Tenet  Healthcare  12e 

Tenneco  Automotive  5 

Teradyne  9c 

Terex15b 

Tesoro  Petroleum  11a 

Texaco  11a 

Texas  Industries  16b 

Texas  Instruments  9d 

Textron  5 

Thermo  Electron  9c 

3Com  18c 

3M15a 

Tiffany  8 

Timberland  6a 

Time  Warner  20b 

Timken15c 

TJX  8 

Toll  Brothers  13b 

ToroISc 

Tosco  11a 

Tower  Automotive  15a 

Toys  'R'  Us  8 

Trans  World  Airiines  23a 

Transatlantic  Holdings  17b 

Transocean  Sedco  Forex  1 1  b 

Triad  Hospitals  12c 

Tribune  20b 

Tricon  Global  Restaurants  14a 

Trinity  Industries  23c 

True  North  Communs,21d 

Trump  Hotels  14b 

TRW  5 

TXU24a 

Tyco  Intl.  15c 

a 

U.S.  Bancorp  3b 

U.S.  Cellular  22a 

U.S.  Office  Products  21b 

UAL  23a 

Ultramar  Diamond  Shamrock  11a 

Unicom  24a 

Unifi15d 

Union  Carbide  4 

Union  Pacific  23b 

Union  Planters  3c 

UnionBanCal  3d 

Unisource  Energy  24a 

Unisys  18b 


United  Auto  Group  21e 

United  Parcel  Service  23d 

United  Rentals  21  e 

United  Stationers  21b 

United  Technologies  1 

UnitedHealth  Group  12c 

Unitrin  17b 

Universal  6e 

Universal  Forest  Products  19; 

Universal  Health  12c 

Unocal  11a 

UnovaISc 

URS21a 

US  Airways  Group  23a 

USA  Education  17a 

USA  Networt(s  20a 

USFreightways  23d 

USG13a 

UST6e 

USX-Marathonlla 

USX-U.S.  Steel  16b 

Em 

Valero  Energy  11a 

Valhi  5 

Valspar13a 

Value  City  8 

Vectren  24b 

Venator  Group  8 

Veritas  Software  18c 

Verizon  Communications  22b| 

VF6a 

Viacom  14b 

Viad5 

Viasystems  Group  9d 

Vishaylntertechnology9d 

Visteon  2b 

Volt  Info.  Sciences  21  e 

Vulcan  Materials  13a 


Wabash  National  2b 
Wachovia  3c 
Walgreen  12a 
Wallace  Computer  18a 
Wal-Mart  Stores  8 
Walter  Industries  16b 
Washington  Group  Intl.  21a 
Washington  Mutual  17c 
Washington  Post  20b 
Watsco13a 
Weathertord  Intl.  lib 
Webb  (Del)  13b 
Weis  Markets  10c 
WellPoint  Health  12c 
Wells  Fargo  3b 
Wendy's  Intl.  14a 
Werner  Enterprises  23d 
WESCO  International  21b 
Western  Digital  18b 
WestPoInt  Stevens  15d 
Westvaco  7b 
Weyerhaeuser  19b 
Whirlpool  6b 
Whitman  5 

Willamette  Industries  19b 
Williams  24b 

Williams  Communications  22 
Williams-Sonoma  6b 
Winn-Dixie  Stores  10c 
Wisconsin  Energy  24a 
Worid  Fuel  Services  21b 
WorldCom  22a 
Worthington  Inds.  16b 
WPS  Resources  24a 
Wrigley(Wm.)Jr10b 

Xcel  Energy  24a 

Xerox  18b 

XllinxOd 

Yellow  23d 

York  Intl.  13a 

ZaIeS 

ZIons  Bancorporation  3d 
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E  LABOR  MARKET 


WORKERS  OF  THE 
VORLD:  WELCOME 


iployers  and  even  unions 
!  pushing  for  easier  entry 
i  permanent-resident 
tus  for  immigrants 

llaced  with  a  tight-as-a-drum  labor 
.market,  Bob  Keesler,  director  of 
hotel  operations  at  the  plush  Broad- 
moor resort  in  Colorado  Springs, 
>.,  has  recruited  college  kids  from  as 
iway  as  Croatia  and  Poland  to  work 
I'aiters,  front-desk  clerks,  and  spa  as- 
iints.  The  stafif  also  includes  Jamaican 
iekeepers  and  stewards.  In  all,  im- 


migrants make  up  more  than  a  fifth  of 
the  Broadmoor's  1,600-person  workforce. 
Without  them,  says  Keesler,  "we  might 
have  had  to  turn  away  business." 

The  welcome  mat  is  out  at  Texas  In- 
struments Inc.,  too.  The  Dallas  semi- 
conductor maker  employs  more  than 
1,000  foreign-born  product  designers, 
quality-control  engineers,  and  other  spe- 
ciahsts  in  the  U.S.  And  with  over  1,000 
job  openings,  Ti  execs  breathed  a  sigh  of 
relief  on  Oct.  17  when  President  Clinton 
signed  into  law  a  dramatic  increase  in 
the  number  of  H-IB  visas  for  highly 
skilled  foreigners.  "To  stay  on  the  cut- 
ting edge,  we  need  access  to  the  best 


and  brightest  around  the  world,"  says  Tl 
senior  counsel  Rodney  Malpert. 

All  across  America,  immigrants  ac- 
count for  a  growing  proportion  of  work- 
ers, from  cooks  and  parking-lot  atten- 
dants to  computer  programmers  and 
physicists.  A  just-released  study  by  the 
independent  National  Research  Council 
estimates  that  17%  of  America's  highly 
skilled  tech  professionals  are  foreign- 
born.  In  all,  immigrants  represented 
11.7%  of  the  civihan  workforce  in  1999, 
up  from  10.8%  in  1995. 

But  it  may  not  be  enough.  Corporate 
America  argues  that  more  immigrants 
of  all  types  are  urgently  needed.  The 
ink  is  barely  dry  on  the  H-IB  law,  and 
already  pressure  is  growing  to  liberalize 
laws  that  limit  the  number  of  perma- 
nent-resident visas  and  to  grant 
amnesty  to  more  illegals.  Corporations 
also  are  seeking  new  rules  that  would 
make  it  easier  for  them  to  bring  for- 
eign execs  to  the  U.  S.  for,  say,  one-year 
stints.  With  a  powerful  coalition  pressing 
for  change,  immigration  will  be  a  hot 
issue  in  the  next  Congress. 

The  end-of-session  battle  over  even  a 


m. 
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modest  amnesty  hints  at  the  {wtential  po- 
litical fireworks  to  come.  A  key  reason 
Congress  will  have  to  hold  a  rare  lame- 
duck  session  stalling  on  Nov.  14  is  the 
standoff  between  Republican  leaders  and 
the  President  over  an  immigration  mea- 
sure tacked  onto  a  bill  to  fund  the  Com- 
merce, State,  and  Justice  Depts.  The  pro- 
vision would  allow  hundreds  of  thousands 
of  illegals  who  have  lived  in  the  U.  S.  for 
years  to  remain  here  permanently.  It 
would  also  let  certain  Central  Americans 
who  came  to  the  U.S.  as  refugees  gain 
permanent-resident  status.  Republicans 
say  amnesty  v\dll  only  encourage  more  il- 
legal immigration,  but  fearful  of  offending 
Hispanic  voters,  they  offered  a  more  lim- 
ited measure.  The  President  scoffed  at 
the  GOP  terms  and  said  he  will  veto  the 
spending  bill  if  Republicans  don't  agree  to 
a  broader  amnesty. 

But  as  record  numbers  of  newcomers 
continue  to  pour 
in  and  America's 
reliance  on  immi- 
grant labor — legal 
and  illegal — 

grows,  some  econ- 
omists warn  of  a 
downside.  Studies 
show  that  wages 
among  the  lowest- 
paid  woikers  are 
depressed  by  the 
fresh  supply  of 
foreigners  willing 
to  work  long 
hours  for  little  pay.  Even  among  highly 
skilled  tech  professionals,  wages  could 
suffer  because  of  the  higher  H-IB  cap. 
If  the  economy  slumps,  the  debate  over 
whether  to  ease  entry  could  fizzle  fast. 
Moreover,  in  a  recession,  foreign  work- 
ers could  suffer  if  the  country's  mood 
once  again  turns  against  them  and  law- 
makers cut  the  social  safety  net  on 
which  they  depend. 

For  now,  such  concerns  seem  distant 
as  immigration  explodes.  A  recent  study 
by  the  independent  New  York-based 
Century  Foundation  reports  that  legal 
immigration  from  1991-2000  will  exceed 
9.1  million  people,  more  than  in  any  oth- 
er decade  in  U.  S.  history.  By  2015,  pre- 
dicts Jeffrey  S.  Passel,  a  demographer 
at  the  Urban  Institute,  immigrants  will 
represent  14%  of  the  workforce. 

In  contrast  to  the  anti-immigrant  cli- 
mate that  prevailed  during  the  1996 
Presidential  election,  Washington  is  hold- 
ing the  door  open.  The  just-enacted  im- 
migration law  hikes  the  annual  cap  on 
temporary  H-IB  visas  for  skilled  pro- 
fessionals to  195,000  for  three  years,  up 
from  115,000  in  the  year  ended  Sept. 
30.  And  the  ease  vdth  which  the  in- 


THE  EBB  AND  FLOW  OF 

A  CENTURY 

OF  IMMIGRATION 

1901-1910  O  O  millinn 

Largely  unregulated     "■'»  "»•'"«" 

wave  of  immigration 


5.7  million 


1911-1920 

WW  I ;  Congress 

enacts  literacy  requirements;  bars 

many  Asian  Immigrants 


1921-1930  M  1  inilliAii 

Congress  establishes   ^■*  "•""W" 
national-origins  quotas  that  favor 
northern  European 

^^■^^    530,000  million 

Depression;  start  of  WWII 


1941-1950 

End  of  WWII; 

refugees  from  a  ravaged  Europe 


1  million 


2.5  million 


1951-1960 

Peace  and  pros- 
perity; Congress  drops  annual  quo- 
tas for  all  countries,  opening  the 
door  to  nationalities  previously  barred 


1961-1970 

Racial  criteria 
eliminated  entirely 


3.3  million 


1971-1980 

Cap  on  legal 

immigration  raised  annually 


4.5  million 


1981-1990  7  9  milliAn 

Inflow  of  refugees        '■»'  ""'""" 
from  Central  American  civil  wars; 
amnesty  for  3  million  illegals;  ceil- 
ing on  legal  immigration  raised  to 
700,000  annually 

1991-2000  Q 1  niillion* 

Booming  economy;    **•'  '""■•«»" 

Congress  twice  raises  cap  on  visas 
for  skilled  foreign  workers;  impact 
of  '86  amnesty  and  hike  in  legal 
immigration  continues 


'Estimate. 


DATA:  IMMIGRATION  REFORM  BY 
I  ALEXANDER  ALEINIKOFF,  BUSINESS  WEEK 


I  ill  rail  I  is  .s-/ 
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crease  was  enacted  has  embold  to 
business,  unions,  and  interest  grou]  iti 
push  for  an  immigration  overhaul,    i  ; 

What's  fueling  this  rethinking  o  n 
migration?  In  the  midst  of  a  recorc  i? 
3.9%  jobless  rate  and  a  still-pow  "a 
economy,  employers  increasingly     iv 
immigrants  as  a  critical  safety  v  r 
But  even  if  the  economy  cools,  the     ■ 
will  probably  need  to  absorb  immign 
at  a  steady  clip  as  baby  boomers  i", 
and  the  birthrate  stagnates.  "Gro\\'i 
the  labor  force  will  come  to  a  stan* 
in  10  years  and  start  declining  ji 
then  if  we  don't  allow  immigran 
come  to  the  degree  we  do  today,"  | 
Mark  M.  Zandi,  chief  economist  at 
omy.com  Inc.  in  West  Chester,  Pa, 
A  GROWING  CONSTITUENCY.  The 
ing    political    clout    of   key    min 
groups,  chiefly  Latinos  and  Asians, 
want  to  keep  U.  S.  doors  open,  als 
make  it  tough  to  reverse  course, 
tween  ethnic-interest  groups  an 
Business,  you  will  not  see  subst: 
cuts  in  immigration  so  long  as  then 
severe  downturn  in  the  economy," 
Georgetown  University  law  prof( 
T.  Alexander  Aleinikoff,  author  o: 
Century  Foundation  report. 

Adding  to  the  drumbeat:  Even 
leaders  are  calling  for  amnesty  for  al 
timated  6  mUlion  illegal  immigrantsj 
living  in  the  U.  S.  and  repeal  of  sani 
on  employers  who  hire  them.  The 
CIO,  which  had  long  viewed  immii 
a  threat,  has  changed  its  tune.  Thi 
son:  Immigrants  are  a  growing  labo: 
stituency.  "A  lot  of  labor's  success  i  >i 
ganizing  in  the  past  five  years  has  e 
among  immigrants,"  says  Eliseo  Me  w 
executive  vice-president  for  the  Se  c 
Employees  International  Union,  v  e 
represents  janitors  and  health-care  \  1* 
ers.  Medina  estimates  that  immig  it 
account  for  as  much  as  30%  of  the  !■  j) 
1.4  million  members. 

Increasingly,  the  new  foreign  ret  t 
are  turning  up  in  places  far  from  i> 
York,  Los  Angeles,  and  other  tradit  \i 
gateway  cities.  In  Omaha,  the  U    3. 
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Food  &  Commercial  Workers  Union  is 
trying  to  organize  4,000  meatpackers, 
the  majority  of  whom  are  Latino  immi- 
grants. The  Sheet  Metal  Workers  union 
has  caps  emblazoned  with  the  Spanish  or 
Vietnamese  equivalents  of  "Proud  to  Be 
Union"  for  recruitment  drives  at 
plants  in  California,  Minnesota, 
North  Carolina,  and  Texas. 

Labor  backs  the  Democratic 
proposal  to  let  hundreds  of 
thousands  of  illegal  immigrants 
who  have  lived  and  worked  in 
the  U.S.  for  many  years  gain 
permanent  residency.  That 
amnesty,  coupled  with  the  H- 
IB  legislation,  could  prove  to 
be  the  first  step  in  a  broad  re- 
vamping of  U.  S.  immigration 
policy.  The  key  elements  of  the 
coming  debate: 

■  Expansion  of  legal  immigra- 
timi.  Some  employers  want  to  increase 
the  annual  140,000  cap  on  permanent 
visas  for  skilled  workers — ^green  cards — 
or  at  least  earmark  a  specific  number 
for  certain  high-tech  specialists.  "There's 
an  argument  to  be  made  that  140,000  is 
not  going  to  cut  it — just  look  at  the  de- 
mographics," says  Sandy  Boyd,  assis- 
tant vice-president  for  human-resource 


policy  at  the  National  Association  of 
Manufacturers  (nam). 

Meanwhile,  a  coalition  representing 
restaurant,  hotel,  and  other  companies  is 
drafting  a  proposal  for  new  permanent 
and  temporary  visas  for  lower-skilled 


stints    and    to    move    teams   of  t| 
among  clients  in  different  countries! 
other    idea    gaining    support:    lef 
spouses  of  foreigners  with  visas 
here  if  their  home  country  lets 
can  trailing  spouses  work.  "Our  eco^ 
is  becoming  global,  but  oi 
migration  policy  doesn't  rl 
that,"    argues    Ali    Clevel 
manager  for  labor  policy 
U.  S.  Chamber  of  Commerl 
■  Amnesty  for  illegal  ir, 
grants  coupled  with  an  e\ 
employer  sanctions.  One 
a    rolling   registry   date  ■ 


HIGH-TECH  EXPLOSION 


Skilled  foreign  labor,  su 
as  these  Indian  softwar< 
workers,  is  in  huge  dem  it- 


workers.  "We  need  workers,  too,"  ar- 
gues John  Gay,  senior  director  for  gov- 
ernment affairs  at  the  American  Hotel 
&  Motel  Assn.  "The  travel  and  tourism 
industry  is  booming." 
■  New  rules  that  ease  executive  transfers. 
Business  will  press  for  a  relaxation  of 
curbs  to  make  it  easier  for  companies  to 
post  foreign  execs  in  the  U.  S.  for  short 


would  grant  permanent  residenc 
illegal  immigrants  annually,  base 
the  year  of  their  arrival.  That  v  nl 
avoid  having  to  go  back  to  Con  fs 
periodically  for  amnesties.  Curr<  tl; 
only  illegal  immigrants  who  can 
the  U.S.  before  1972  may  appl;  fc 
permanent  status. 
■  Reform  of  the  Immigration  &  I  ti 


We  are  proud  of  the  diversity  of 

our  client  list.  It  actually  extends  beyond 
the  human,  if  you  take  into  account  Roholics, 
an  exhibition  we're  sponsoring  at  The  Tech 
Museum  of  Innovation  in  San  Jose.  It  is  born 
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zatinn  Scivicp.  In  1998,  only  77,517  of 
140,000  green  cards  reserved  for 
led  foreign  nationals  were  issued  be- 
se  of  horrific  backlogs  in  processing 
lications.  Immigration  experts  say 
jmpetence  isn't  the  only  factor, 
■onic  underfunding  and  congressional 
romanagement  have  also  taken  a  toll 
the  INS.  Boyd  of  nam  predicts  that 


■TECH  OPPORTUNITY 


)or  sees  workers,  such  as 
nigrant  meatpackers, 
ipe  for  unionization 

INS  will  supplant  the  Intor- 

Revenue  Service  as  Public 

»my  No.  1   on  Capitol  Hill 

t  year. 

Tie  H-IB  bill  took  baby  steps 

ard  cutting  red  tape.  It  al- 

8  the  INS  to  allocate  unused 

en-card  slots  to  applicants 

n  countries  such  as  India  and 

na  that  have  already  used  up  their 

tas.  But  INS  critics  insist  the  agency 

it  focus  more  resources  and  attention 

jervice. 

Vould  modernizing  America's  creaky 

ligration  system  and  easing  entry 

more  foreign-born  workers  benefit 

U.S.?  Most  economists  say,  on  bal- 

i,  yes — especially  in  view  of  Ameri- 


ca's shrinking  native-born  labor  force. 
An  open-door  policy  could  stoke  U.S. 
growth,  since  so  many  highly  skilled 
newcomers  become  entrepreneurs.  Im- 
migration "is  a  huge  win  for  the  U.  S.," 
argues  Australian  native  PhiUip  Mer- 
rick, founder  and  CEO  of  software  start- 
up webMethods  Inc.  in  Fairfax,  Va. 
But  there  are  losers,  too.  A   1997 


study  by  the  independent  National  Re- 
search Council  found  that  immigration 
depressed  wages  for  low-skilled  native 
Americans  by  5%.  "Right  now,  it's  hard 
to  see  that  because  real  wages  are 
growing.  But  if  we  have  a  recession, 
the  unskilled  will  pay  the  price,"  says 
George  J.  Borjas,  a  professor  of  public 
policy  at  Harvard's  Kennedy  School  of 


Government.  And  with  hundreds  of 
thousands  more  H-IB  visa-holders 
flocking  to  the  U.  S. — more  than  half 
of  whom  stay  on  permanently — even 
high-  paid  engineers  and  programmers 
could  take  a  pay  hit  if  the  economy 
skids. 

The  cost  of  providing  social  services, 
such  as  hospitals  and  schools,  to  new- 
comers and  their  families  is 
mounting.  And  the  squeeze  is 
being  felt  well  beyond  the  big 
immigration  states  of  California, 
Florida,  Illinois,  New  Jersey, 
New  York,  and  Texas. 

That's  because  of  the  rapid 
influx  of  immigrants  in  states 
stretching  across  the  middle  of 
the  country,  from  Oregon  to 
North  Carolina.  Between  1960 
and  1990,  about  a  third  of  new 
immigrants  settled  in  California. 
But  in  the  '90s,  only  22%  did. 
The  remaining  11%  went  to  the 
heartland  states,  says  the  Ur- 
ban Institute's  Passell. 

For  now,  the  costs  associated  vdth 
increased  immigration  seem  manage- 
able. State  coffers  are  flush,  jobs  are 
plentiful,  and  Americans  are  in  a  wel- 
coming frame  of  mind.  That's  why  Cor- 
porate America  and  Big  Labor  are  seiz- 
ing the  moment. 

By  Amy  Borrus  in  Washington 


of  a  firm-wide  endeavor  to  bring  understanding 
to  the  revolution  that  is  changing  our  world;  and 
to  inspire  young  minds  who  will  one  day  carry 
it  further.  A  new  horizon,  a  new  playing  field. 
The  same  intelligence,  the  same  fervor. 
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AIRCRAFT 


TAXI!  GET  ME  TO  NEBRASKA 


A  New  Plane  Borrows 
From  an  Old  War  Horse 

De  Havilland's  Mosquito  was  perhaps 
the  most  versatile  plane  of  World  War  II, 
instrumental  in  defending  Britain  against 
Nazi  bombers  and  buzz  bombs.  Soon, 
some  of  its  innovations — including  a 
fuselage  split  down  the  center  for  ease 
of  manufacture — may  be  revived  for 
Farnborough-Aircraft.com's  Fl  air  taxi. 


F1 
AIR  TAXI 

MOSOUITO 
FIGHTER-BOMBER 

LENGTH  FT. 

35.1 

41.2 

WINGSPAN  FT. 

40.7 

54.2 

ENGINE  POWER  HP 

850 

1  480  X  2 

CRUISE  SPEED  MPH 

378 

340 

RATE  OF  CLIMB  FT./MIN. 

3,000 

2.500 

CEILING  FT. 

35,000 

37,000 

USEFUL  PAYLOAD  LBS. 

1,918 

8,000 

TYPICAL  RANGE  MILES 

975 

1,650 

*>-fed>-g 


CONSTRUCTION 


Plastic 
composite 


Wood 
composite 


Richard  Nobel  gets  his  kicks  from 
Uving  on  the  edge.  Ever  since  he 
was  6  years  old,  in  1952,  he  has 
dreamed  of  setting  a  new  speed 
record  for  cars.  "The  bug  wouldn't  leave 
me,"  he  says.  So  in  1974,  he  decided  "it 
was  time  to  have  a  go"  and  chucked 
his  job  as  a  salesman.  In  1977,  Nobel 
trashed  his  first  jet-powered  car.  But 
in  1983,  he  streaked  across  Nevada's 
Black  Rock  Desert  in  his  new  Thrust  2 
car  and  set  a  world  record:  633.5  mph. 
The  Scotsman  wasn't  content,  though. 
For  an  encore,  he  wanted  to  break  the 
sound  barrier  on  land.  In  the  fall  of 
1997,  Nobel's  team  returned  to  Black 
Rock.  Deeming  himself  too  old  to  pilot 
the  new  Thrustssc  (for  supersonic  car), 
Nobel  turned  the  wheel  over  to  Captain 
Andrew  Green,  a  Royal  Air  Force  fight- 
er pilot.  On  Oct.  15,  Green  fired  up  the 
car's  two  Rolls-Royce  jets  and,  riding 
the  equivalent  of  110,000  horsepower, 


zoomed  across  the  desert.  On  his  first 
run,  Green  hit  759.3  mph — and  766.6 
mph  on  the  second.  Both  runs  broke 
the  sound  barrier,  and  the  official  record 
of  763  mph  still  stands. 
SHOESTRING.  Then  came  a  fateful  en- 
counter. To  pay  off  some  outstanding 
bills  from  the  project,  Nobel  took  to 
the  lecture  circuit,  talking  about  how 
the  Thrustssc  team  was  organized  to 
innovate  on  a  shoestring  budget.  Early 
in  1998,  he  was  invited  to  a  meeting  of 
Dell  Computer  Corp.'s  European  man- 
agers. Afterward,  Nobel  was  hobnob- 
bing with  several  execs,  including  Chair- 
man Michael  S.  Dell.  When  asked  what 
he  was  going  to  do  next,  Nobel  said  he 
was  working  on  an  idea  for  a  new  busi- 
ness jet.  That  led  to  a  discussion  about 
Dell's  mounting  frustration  with  airline 
service.  "They  told  me  they  had  tried 
using  business  jets,  but  those  jets  were 
just  as  hopeless  because  they  used  the 


THE  Fl'S  DESIGN 
DRAWS  HEAVILY  Of 
THE  BRITISH 
MOSQUITO  (INSET) 


same  crowded  airports  as  the  big 
recalls  Nobel.  "That's  how  it  start  .' 

"It"  is  an  air-taxi  service  that  v 
use  small  airports,  an  Internet-!  K 
reservation  service,  the  global  pos  o 
ing  system  (gps),  and  the  latest  cc  ] 
electronics.  Combined,  the  resull  v 
be  a  small  plane  that's  as  safe  i  : 
airliner  and  more  comfortable  tha  t 
day's  executive  jet.  And  travelers  ^ 
summon  it,  like  a  taxi  cab,  to  a  n<  'i 
airport  and  fly  straight  to  the  loc?  li 
port  closest  to  their  destination. 

Nobel  hatched  the  scheme  after  I 
tie  homework  had  unearthed  son^  » 
founding  facts:  There  are  2,071  air  I 
in  Europe  and  5,736  in  North  Am 
Only  3%  are  used  by  large  comm 
jets,  and  business  jets  are  restric 
just  15%.  So  passengers  often  b 
through  crowded  hubs  to  get  to 
real  destinations.  Furthermore 
scheduled  flights  of  less  than  1,(KK) 
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Mgilent  Technologies,  Inc.  2000 


e.fl*^5  made  real. 


Very  nice.  But  can  it  download  a  jpeg? 
With  innovative  FBAR  filter  technology, 
Agilent  helps  make  the  next  generation  in 
miniature  wireless  communication  devices 
possible.  So  you  can  do  more  with  less. 
Imagine  videoconferencing,  email,  family 
photos  and  Internet  right  there  on  your 
wrist.  Not  to  mention  the  time  of  day. 


Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 
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the  average  speed  is  I^2.'j 
mph  or  less.  Thus,  a  plane 
that  could  land  at  small  air- 
ports and  fly  at  350  mph 
would  not  only  avoid  big-air- 
poil  congestion  but  also  pro- 
vide quicker  service. 

To  create  such  a  plane — a 
roomy  five-seat  prop-jet 
dubbed  the  Fl — Nobel  tapped 
engineers  who  had  worked  on  the  su- 
personic car,  including  William  Brooks, 
head  designer  of  ultralight  planes  at 
Pegasus  Aviation  in  Marlborough,  Wilt- 
shire. Brooks  had  helped  part-time  with 
the  ThiTJstssc  but  left  Pegasus  to  work 
full-time  on  the  Fl.  As  chief  engineer, 
Nobel  lured  Nigel  Bamber  from 
Britain's  Defense  Evaluation  &  Re- 
search Agency.  At  dera,  Bamber  was  in 
charge  of  analyzing  how  well  aircraft 
withstand  the  stresses  of  flight.  Togeth- 
er with  a  handful  of  other  engineers, 
this  team  set  up  shop  in  1998  as  Farn- 
borough-Aircraft.com  Ltd.  in  a  building 
on  the  airstrip  in  Farnborough,  Hamp- 
shire, home  of  the  annual  Farnborough 
International  Air  Show. 

To  help  the  startup  make  good  on  its 
scheme,  Dell  is  furnishing  high-end  com- 


Richard  Nobel's  Fl  air  taxi  will  let 
business  travelers  avoid  big  jets 
and  crowded  airports — for  about 
the  cost  of  a  first-class  ticket 


puters — and  18  other  companies  are  pro- 
viding goods  and  services  to  minimize 
Nobel's  costs.  For  example,  materials 
for  the  plane  come  from  Cytec  Fiberite 
Ltd.  in  Wrexham,  England,  and  Obo- 
Werke  &  Co.  in  Stadthagen,  Germany. 
Another  booster  is  Unisys  Corp.,  which 
processes  50%  of  world  air  reserva- 
tions— and  hosts  Farnborough- Aircraft's 
Web  site.  The  Blue  BeU  (Pa.)  company 
is  developing  a  new  reservation  system, 
and  it  will  include  the  specific  ability  to 
handle  the  type  of  on-call  air  service 
that  Nobel  envisions  on  the  Internet. 
"This  is  out-of-the-box  thinking — a 
whole  new  approach  to  airline  conges- 
tion," says  Dennis  Christ,  general  man- 
ager of  Unisys  Global  Transportation. 
"I  think  [Nobel]  has  a  real  market — 
and  a  small-business  aircraft  that  could 


take  a  lot  of  the  market 
existing  business  planes, 

Charles  M.  Stancil  ai 
A  transportation  expe 
Georgia  Institute  of  Tec! 
ogy's  Research  Institut 
says:  "What  this  kind  o: 
ternet-based  system  b; 
is  a  utility  that  has  neve: 
fore  existed  in  transp 
tion."  Business  people  will  no  lo 
have  to  travel  at  airlines'  convenii 
often  wasting  a  day  going  to  and 
hubs.  "For  business,  this  would  be 
ly  good  stuff,"  Stancil  says. 
LOW  ALTITUDE.  Much  of  America's 
Coast  is  already  "vdred"  for  an  air] 
type  of  service,  Stancil  adds,  with 
network  that  can  guide  takeoffs 
landings  at  airports  v^dthout  control 
ers — and  monitor  flights  over  hun 
of  miles.  "It  was  demonstrated  d 
the  Atlanta  Olympics,"  he  notes, 
managed  all  low-altitude  traffic  in  n 
Atlanta  region  using  GPS  technolc 
When  Georgia  Tech  dug  into  the 
nomics  of  a  regional  air-taxi  serKe 
Stancil  notes,  "it  turned  out  to  be  vc 
competitive  with  first-class  tickets 
NASA  is  promoting  further  deployi 


GEHINS  LOTS  OF  THRUST-FROM  THE  NET 


s 


itting  motionless, 

the  Thrustssc  (for 

supersonic  car)  looks 
like  a  sleek  jet  fighter 
with  its  wings  clipped 
off.  In  fact,  that's  roughly 
what  it  is:  a  plane  de- 
signed to  hug  the 
ground.  Its  two  monster 
engines  are  Rolls-Royce 
turbojets  designed  for 
the  Phantom  fighter 
Each  produced  25,000 
pounds  of  thrust  when 
the  car  set  the  current 
land-speed  record  in  Oc- 
tober, 1997—763  mph. 
That  wasn't  much  of  a 
strain.  The  car  was  de- 
signed to  reach  850  mph, 
or  more  than  100  mph 
past  the  sound  barrier  on 
the  Nevada  desert. 

When  Andrew  Green,  a  Royal  Air 
Force  fighter  pilot,  strapped  himself 
in  the  driver's  seat  between  the  en- 
gines, he  was  at  the  wheel  of  the  ulti 
mate  hot  rod — a  dragster  that  can 
jump  from  a  standing  start  to  100 


SPEED  DEMONS:  Green  (ii/d  Nobel's  sk  person  Ic  jet  car  holds 
the  world  record,  set  in  1997  on  Nevada's  desert  flats 


mph  in  only  4  seconds.  Within  16  sec- 
onds. Green  was  rocketing  across  the 
Black  Rock  Desert  floor  at  600  mph. 
After  just  30  seconds,  the  car  ap- 
proached top  speed — and  had  traveled 
five  miles  from  the  start  line.  Green 
made  some  two  dozen  attempts,  start- 


ing in  early  September, 
before  breaking  the  soui 
barrier  on  Oct.  13,  then 
setting  the  new  record  ( 
Oct.  15. 

These  and  other  rich 
details  of  the  Thrustssc 
are  chronicled  at 
www.thrustssc.com.  The 
site  also  describes  the 
nonhierarchical  organiza 
tion  that  leader  Richard 
Nobel  considers  essenti;: 
to  the  success  of  ventui-i 
projects.  This  site  is  the 
model  for  Nobel's  latest 
startup,  Farnborough 
traft.com.  The  new  com- 
pany will  rely  almost  e: 
clusively  on  Web  site 
visitors  to  generate  its  f 
nances.  And  like  the 
ThiTistssc  Web  site,  which  contains 
blow-by-blow  updates  that  Nobel  an 
other  crew  members  posted  for  the 
200-odd  companies  that  lent  suppoi-t 
the  Famborough  Web  site  will  pro- 
vide regulai-  news  on  the  Fl's  progrc; 
By  Otis  Port  in  Neiv  Yo 
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of  GPS  systems  to  aid  pilots  of  small 
planes.  As  the  inft-justixicture  for  all*  taxis 
spreads,  Farnborough-Aircraft  will  face 
some  stiff  competition.  Indeed,  Bell  He- 
licopter Textron,  a  division  of  Textron 
Inc.,  has  a  nine-passenger  tilt-rotor 
aircraft,  called  the  Bell/Augusta  609,  that 
is  scheduled 
to  make  its 
maiden  flight 
next  summer.  It 
has  two  turbo-prop  en- 
gines that  swiv- 
el. Pointing 
up,  the  609's 
oversize  propellers  en 
able  it  to  land  like  a 
helicopter.  With  the  engines  rotated  for- 
ward, the  plane  cruises  at  300  mph.  Bell 
says  it  has  already  booked  80  ordei"s — vs. 
two  for  Farnborough — including  a  pair 
for  a  planned  air-taxi  service  in  Europe. 

The  first  problem  Farnborough-Air- 
craft faced  when  it  opened  its  doors 
was  money.  To  build  three  prototypes 
for  test  flights  starting  in  2002 — and 
leading  to  airworthiness  certification  as 
early  as  2004 — Nobel  figures  he  will 
need  around  .$25  million. 

He  didn't  even  try  to  get  the  money 
from  venture  bankers.  He  knew  from 


past  experience  with  the  Thrustssc  that 
they  weren't  interested  in  such  long- 
term  gambles.  But  the  experience  with 
three  cars  has  honed  a  business  model 
that  skimps  along  on  a  day-by-day  basis. 
To  create  the  ssc,  he  en- 
listed 200-odd  corpo- 
rate sponsors,  which 
picked   up   most   of 
the     project's     $4.1 
million  tab,  but  indi- 
viduals    chipped     in 
some  20%. 
When  No- 
bel didn't 


The  new  prop  jet 
would  seat  five  and  fly 
at  350  mph  between 
small  airfields,  using  GPS 


have  the  cash  to  buy  the  250,000  gallons 
of  jet  fuel  needed  for  a  big  cargo  plane 
to  ferry  the  60-foot-long,  10-ton  car  to 
Nevada,  he  issued  an  appeal  on 
www.thrustssc.com.  Racing  buffs  and 


ion 


Web  site  regulars  bought  all  25( 
gallons  of  fuel.  For  the  way  he  expl 
the  Internet,  Nobel  won  praise 
William  E.  Fulmer,  a  senior  fello 
Harvard  Business  School,  in  his 
Shaping  the  Adaptive  Organiza 
published  last  March. 

Because  of  the  response  to  his  jet 
message,  Nobel  plans  to  rely  on  th< 
ternet  to  raise  almost  100%  of  his 
requirements.  Since  October,  1999,  a  r[ 
shares  were  first  offered  on  the 
site,  310  people  have  expressed  ii 
est — and  110  have  actually  coughe 
money.  "The  usual  investment  is  a 
$6,000,"  says  Nobel,  "and  m 
raised  close  to  $1.5  million.' 
prices  will  increase  as  Farr 
ough  passes  major  milestone 
early  investors  will  reap  bi 
payoffs.  Nobel  expects  to 
hand-to-mouth  for  the  next 
years.  "We'll  probably  never 
more  than  six  weeks'  wor 
capital,"  he  says. 

The  second  big  problem,  ; 
funding,  is  wing  design.  Getting  a 
prop  jet  in  and  out  of  small  airj 
takes  a  special  wing.  One  that  perfi 
efficiently  at  high  speeds  and  altit 
can  be  a  bear  during  landings  and 
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That's  why  most  jets  land  "hot" — at 
speed — which  means  long  runways, 
nter  (Gordon  M.  Robinson.  As  a  re- 
!    at  Southampton   University, 
n  pioneered  an  evolutionary  ap- 
1  wing  design,  using  so-called 
algorithms.  Combined  with  ad- 
ed  optimization  techniques,  genetic 
rithms  breed  progressively  better 
liy  combining  solutions  to  indi- 
icifications  in  myriad  ways — of- 
iiig  up  with  results  that  human 
H  IS  might  never  have  considered. 
n  Robinson  mentioned  all  this  to  No- 
-Robinson  had  also  worked  on  the 
istssc — he  was  promptly  invited  to 
)  down  from  his  ivory  tower  "and  do 
for  real,"  as  he  tells  it.  Adds  Nobel: 
had  wasted  months  going  in  the 
ig  direction.  That  changed  when  Gor- 
joined  us" — in  January,  1999. 
mulations  of  Robinson's  wing  design 
ate  that  it  generates  lots  of  lift  dur- 
landings,  enabling  the  Fl  to  swoop 
small  airfields.  And  after  takeoff, 
)lane  can  climb  rapidly  to  avoid  flying 
over  nearby  houses,  reaching  25,000 
in  just  8  minutes,  compared  with  14 
ites  or  more  for  rival  business  planes 
as  the  Socata  tbm  700.  The  wing  de- 
is  now  undergoing  wind-tunnel  tests. 


Robinson  also  triggered  a  change  in 
fuselage  design,  improving  its  ease  of 
manufacture.  Here,  his  model  was  the 
World  War  II  Mosquito  fighter-bomber, 
designed  by  de  Havilland  Aircraft  Co. 
and  made  of  wood.  That  was  partly  to 
reduce  dependence  on  scarce  aluminum 
but  also  to  ramp  up  output  rapidly— 
by  farming  out  the  production  of  the 
fuselage  and  wings  to  local  homebuilders 
and  boatbuilders.  Now,  Farnborough 
hopes  to  do  the  same  with  its  fiber-re- 
inforced composite  airframe. 

The  plan  worked  for  de  Havilland. 
Between  1940  and  1945,  it  assembled 
nearly  8,000  "Mossies,"  which  flew  faster 
and  much  farther  than  the  original  Spit- 
fire. They  also  flew  higher  than  any  oth- 
er plane  in  the  early  years  of  the  war. 
Mossies  shot  down  hundreds  of  Hitler's 
buzz-bombs  and  night  bombers. 
SPLICED.  When  Robinson  picked  the 
brains  of  two  retired  de  Havilland  en- 
gineers, he  learned  another  trick:  The 
Mossie's  fuselage  was  built  in  two 
halves,  split  vertically  down  the  center. 
That  way,  the  cockpit  instruments,  ca- 
bles, wires,  and  ducts  could  be  easily 
installed  before  the  halves  were  spliced 
together.  "That  was  very  clever,"  says 
Robinson.  "Normally,  fitting  out  all  the 


internal  systems  takes  a  lot  of  time," 
because  technicians  have  to  crawl 
around  in  very  cramped  spaces. 

If  everything  comes  together  as 
planned,  Nobel  boasts,  the  Fl  will  be  a 
$1.9  million  "pilot's  plane" — easy  to  fly, 
rugged,  and  very  fuel-efficient.  Indeed, 
he  expects  some  airline  pilots  to  give  up 
their  big-jet  wings  and  buy  Fls,  just  as 
many  taxicabs  are  operated  by  owner- 
drivers.  Nobel  calculates  the  Fl's  total 
operating  costs  at  roughly  $400  per  hour 
over  1,000  hours  of  flight  time  a  year.  If 
an  owner-pilot  charged  $2  per  mile  and 
the  plane  averaged  345  mph,  it  would 
bring  in  revenues  of  $690,000 — for  a 
profit  of  $283,000,  or  double  the  salary 
of  many  airline  pilots.  "I  may  fly  one 
myself  when  I  retire,"  says  Nobel,  who 
is  an  accomplished  pilot. 

The  airlines  think  the  solution  to  air- 
port congestion  is  bigger  planes  and 
bigger  airports,  sniffs  Nobel.  "That's 
precisely  what  passengers  don't  want," 
he  asserts.  "We're  coming  the  other 
way,  offering  point-to-point  service  that 
you  schedule  at  your  convenience."  He's 
confident  the  concept  will  turn  air  trav- 
el on  its  ear — and  validate  the  Fl's  nick- 
name: the  hub-buster. 

By  Otis  Port  in  New  York 
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i)evelopments  to  Watch 


TED  BY  NEIL  GROSS 


R  HEAVY  HIHERS, 
S  A  WHOLE 
WBALL 


lAJoK   LEAGUE   BASERALI., 

le  run  records  have  been 
ig  faster  than  a  towering 
k  McGwire  clout  in  the 
few  years.  So  are  base- 
j  livelier  than  they  used 
e?  The  answer  is  yes,  ac- 
ling  to  researchers  at  the 


AT  BAT:  University  of 

More  bounce    Rhode   Island 
to  tlie  ounce     who  looked  at 

donated  major 

league  balls  from  1963,  1970, 
1989,  1995,  and  2000. 

A  team  of  six  engineers, 
chemists,  and  textile  re- 
searchers first  discovered  that 
the  two  more  recent  balls 
jumped  higher  than  their  old- 
er counterparts.  Taking  the 
balls  apart  to  find  out  why, 
they  noted  that  the  cork  and 
rubber  core  of  the  newer  balls 
contained  more  rubber  than 
the  earlier  ones,  making  the 
new  cores  30%  bouncier.  In 
addition,  some  of  the  yarn 
wound  around  the  newer 
cores  was  synthetic  instead  of 
the  traditional  wool,  possibly 
adding  to  the  balls'  bounce. 
The  conclusion:  While  other 
factors,  like  stronger  hitters, 
may  be  contributing  to  the 
home  run  barrage,  a  juicier 
ball  "is  part  of  the  answer  to 
the  mystery,"  says  Dennis  C. 
Milliard,  co-director  of  the  uni- 
versity's Forensic  Science 
Partnership.  Johi  Carey 


EM  CELLS 
EM  DAMAGE 


DENCE    IS   ACCUMULATING 

our  own  bodies  may  hold 

antidote  for  a  variety  of 
rological  maladies,  includ- 
spinal-cord  injuiy,  stroke, 
tiple  sclerosis,  and  Lou 
rig's  disease.  At  the  re- 
;  Society  of  Neuroscience 
ual  meeting  in  New  Or- 
is, researchers  reported 
arkable  success  in  using 
precursor  cells  housed  in 
e  marrow,  known  as  stem 
3,  to  restore  function  to 
nals  suffering  from  paral- 

and  brain  damage  caused 
neurological  disease.  Al- 
igh  these  therapies  have 
to  be  tried  in  humans,  re- 
rchers  predicted  that  in 

next  few  years  there 
d  be  early-phase  clinical 
lies  of  neuronal  stem  cells, 
tern  cells  are  undifferen- 
ed  cells  that,  based  on 


genetic  signals,  give  rise  to  a 
whole  range  of  tissues,  from 
skin  to  heart  to  nerves.  Re- 
searchers from  Johns  Hop- 
kins Medical  Institute  re- 
ported that  they  injected 
stem  cells  into  the  spinal  flu- 
id of  mice  and  rats  paralyzed 
by  a  virus  that  attacks  the 
nerves  controlling  movement. 
The  paralysis  resembles  that 
caused  by  Lou  Gehrig's  dis- 
ease. Eight  weeks  later,  50% 
of  the  rodents  regained  at 
least  some  movement  in 
their  hind  limbs,  and  a  post- 
mortem analysis  found  that 
the  transplanted  cells  had 
migrated  to  the  area  of  dam- 
age in  the  spinal  cord. 

Other  studies  corroborat- 
ed such  migrations.  Scientists 
at  the  University  of  Pennsyl- 
vania and  Harvard  Universi- 
ty who  injected  stem  cells 
into  mice  with  brain  injuries 
observed  significant  improve- 
ment— regardless  of  where  in 
the  brain  the  cells  were 
injected.        Catherine  Amst 


FUSION:  RESEARCH  IS  REALLY  HEATING  UP. . . 

CALL  IT  BEER-CAN  FUSION.  RESEARCHERS  AT  LOS  ALAMOS 

National  Laboratory  and  the  U.  S.  Air  Force  Research 
Lab  in  Albuquerque  are  brewing  a  way  to  unleash  fu- 
sion energy  in  a  cylinder  about  the  size  of  a  can  of  suds. 
The  scheme,  called  magnetized  target  fusion  (MTF),  was 
outlined  at  an  October  physics  meeting  in  Quebec  City. 

Duplicating  the  sun's  source  of  energy  has  long  been 
a  dream,  but  getting  atoms  to  fuse  here  on  earth  is  in- 
credibly difficult.  The  hydrogen  ions  used  as  fuel  repel 
one  another  vigorously.  The  sun  overcomes  this  repul- 
sion with  its  massive  gravity,  which  creates  a  soup  of 
gas-like  plasma  so  dense  that  ion  collisions  are  in- 
evitable. But  without  the  sun's  gi'avity,  a  lot  more  heat 
is  needed.  Large  experimental  fusion  reactors  called 
tokamaks  heat  ion  plasma  to  100  million  degrees  Cel- 
sius— six  times  as  hot  as  the  sun's  core — inside  a  com- 
plex magnetic  field. 

In  contrast,  MTF  could  make  do  with  a  pulsed,  sun- 
like environment.  A  hot  plasma  gets  injected  into  a 
cylinder,  which  instantly  compresses  the  plasma  to  an 
immense  density.  With  this  technique,  asserts  Richard 
E.  Siemon,  fusion  program  manager  at  Los  Alamos, 
MTF  prototypes  will  cost  "millions,  not  billions."  The 
MTF  team  thinks  it  could  have  a  prototype  by  2020,  at 
a  cost  of  $800  million.  Peg  Fang 


.  ■  .WITH  A  LIHLE  HELP  FROM  LASERS 

THE  PROGNOSIS  FOR  FUSION  POWER  PLANTS  IS  ALSO 

looking  up.  Researchers  at  the  University  of  Rochester 
scored  a  70%  increase  in  fusion  reactions  with  their 
Omega  laser,  which   bombards  a  small  fuel  pellet  with  60 
powerful  beams.  The  idea  is  to  smack  the  pellet  from  all 
angles,  squishing  it  to  the  point  where  some  atoms  fuse. 
However,  if  the  intensities  of  all  60  beams  aren't  per- 
fectly uniform,  there  will  be  minute  weak  spots  that  al- 
low the  pellet  to  bulge  instead  of  shrink.  As  a  partial 
fix,  the  beams  have  been  outfitted  with  the  equivalent 
of  Polaroid  sunglasses — special  crystals  that  polarize  the 
laser  light.  This  smooths  out  irregularities  within  indi- 
vidual beams  and  produces  the  higher  reaction  rate.  The 
National  Ignition  Facility  at  Lawrence  Livermore  Na- 
tional Laboratory  is  building  a  192-beam  setup  to  fill  the 
remaining  weak-spot  gaps  between  the  beams.  Otis  Port, 
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AT  STARWOOD.  _^ 

THE  GEO  IS  IN  THE  DETAILS  ^ 


Hands-on  hotelier  Barry 
Sternlicht's  attention  to  the 
little  things  is  starting 
to  pay  off  big 

Barry  S.  Sternlicht  doesn't  hold 
back.  If  he's  got  an  opinion — and 
when  it  comes  to  his  hotels,  he  al- 
most always  does — someone  is  go- 
ing to  hear  about  it.  A  quick  walk 
through  the  Sheraton  Stamford  with 
the  chairman  and  CEO  of  Starwood  Ho- 
tels &  Resorts  Worldwide  Inc.  goes  like 
this:  First,  Sternlicht  cringes  over  an 
old  hallway  carpet  and  jokingly  com- 
pares the  coffee  shop  to  a  Denny's 
where  "you're  all  things  to  all  people, 


but  nobody  wants  to  eat  there."  Both 
are,  of  course,  due  to  change.  Then  he 
gushes  over  the  "Ralph  Lauren  look" 
of  the  revamped  rooms,  complete  with 
pinstriped  bed  covers,  velvet  drapes, 
even  "accent  walls"  papered  in  jewel 
tones.  What  Sternlicht  didn't  design 
himself,  he  at  least  approved  early  on. 
"The  whole  room  has  an  elegant,  re- 
fined feel,"  he  says. 

The  former  real-estate  dealmaker 
lives  for  these  kinds  of  details.  Since 
he  began  acquiring  some  of  the  best- 
known  names  in  the  hotel  industry  four 
years  ago,  Sternlicht  has  looked  at  more 
carpet  swatches  and  paint  samples  than 
any  ceo  should  care  to.  Although  he 
runs  one  of  the  world's  largest  hotel 
chains — 742  establishments  in  80  coun- 


tries— and  counts  Sheraton,  Westi 
Regis,  and  W  among  his  brands,  S 
licht  lavishes  attention  on  even  the 
mundane  matters.  At  W,  he  sket 
out  everything  from  hotel  facad( 
bathroom  sinks. 
"REAL  DISTINCTION."  Sternlicht,  ar 
ateur  painter,  says  that  emphasi 
achieving  the  right  look  and  feel  is 
cial  to  his  strategy.  "I'm  not  har 
art;  I'm  investing  in  design,"  he 
"This  stuff  matters,  especially  if  it' 
ing  to  be  replicated  1  (),()()()  times." 
idea  is  to  create  an  image  and  ex 
ence  that  customers  are  willing  tc 
more  for.  "Barry's  thesis  was  th; 
could  create  real  brand  distin 
through  the  quality  of  material  amji 
sign — and  he  was  right,"  says  Pr 
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Kleisner,  who  left  Starwood  last  year 
to  become  chairman  and  cva)  of  the 
Wyndham  International  Inc.  hotel  chain, 
where  he's  proudly  imitating  Stemlicht's 
"visually  serene"  style. 

Indeed,  Sternlicht  is  inspiring  more 
respect  than  jibes  these  days.  He  used 
to  be  derided  as  an  inept  manager,  bet- 
ter suited  for  the  job  of  head  designer 
than  CEO.  Rivals  ridiculed  him,  investors 
were  wary  of  him,  and  some  employees 
openly  grumbled  about  him.  Several 
high-profile  departures,  hefty  debt,  and 
seemingly  whimsical  innovations  didn't 
help.  The  company's  stock  sank  from  a 
high  of  $60.38  three  years  ago  to  $20  in 
March  of  this  year.  Sternlicht's  alleged 
weak  leadership  wasn't  solely  to  blame; 
Starwood  also  lost  its  favorable  tax  sta- 
tus at  a  time  when  few  investors  were 
that  enthusiastic  about  hotels  anyway. 
MORE  DISCIPLINE.  Sternlicht  took  the 
criticism  seriously.  He  appointed  Shera- 
ton veteran  Robert  F.  Cotter  as  chief 
operating  ofBcer  nine  months  ago.  Cotter 
has  already  brought  more  credibility  and 
discipline  to  the  top  management.  Says 
Sternlicht:  "Everything  we  were  deficient 
in  was  a  fastball  through  the  middle  for 
Bob."  Meanwhile,  Stemhcht  has  sold  off 
more  than  $7  billion  in 
noncore  assets  to  reduce 
debt.  Starwood  also 
plans  to  sell  its  Ciga 
group,  a  collection  of  25 
European  luxury  hotels 
that  could  go  for  as  much 
as  $1.7  billion. 

All  of  that  seems  to  be 
paying  off.  Starwood  is 
pushing  ahead  of  its  rivals 
in  earnings  and   market 
share.    It  just   posted 
record  results  for  the  third 
quarter,  with   operating  income 
jumping  26%  from  the  year  earlier, 
to  $274  million  on  sales  of  $1.1  bil- 
lion.  That's  the   fourth   straight 
quarter  in  which  Starwood  has  led 
rivals  Marriott  International  Inc. 
and  Hilton  Hotels  Corp.  in  North 
American  revenue  per  available 
room.  The  result:  Starwood's  $31 
stock  price  now  commands  multi- 
ples near  or  above  its  competitors. 
"In  investors'  minds,  they've  shed 
the  image  of  being  a  dysfunctional 
mess,  although  there's  still  room 
to  improve,"  says  Michael  J.  Reit- 
brock,  an  analyst  at  Salomon 
Smith  Barney. 

And  as  Sternhcht  nears  40,  the 
ambitious,  impatient,  and  supreme- 
ly self-confident  hotelier  is  matur- 
ing into  the  role  of  CFA).  He  still 
wears  his  baseball  cap  backward  at 


A  SWATCH  TOO  FAR? 


"I'm  investing  in 
design. . . .  This  stuff  matters,  especially  if  it'i 
going  to  be  replicated  10,000  times" 


home,  and  he's  not  about  to  give  up  the 
self-deprecating  jokes.  But  he's  becom- 
ing a  leader  who  can  delegate,  share 
credit,  and  admit  mistakes — the  first  of 
which,  he  says,  was  not  trusting  his 
managers  with  some  of  the  details. 
Those  close  to  him  say  StemUcht  is  also 
less  cavalier  these  days.  "Barry  used 
to  feel  he  could  tell  everyone  anything 
and  it  would  be  taken  in  the  right  vein," 
says  wife  Mimi. 

Meanwhile,  his  much-maligned  obses- 
sion with  design  is  looking  smart.  Stern- 
licht came  up  vdth  the  Heavenly  Bed 
concept  (all-white,  down-filled  covers 
and  pillows)  for  Westin,  which  has 
helped  push  up  the  chain's  rate  from 
$135  to  almost  $160  per  night.  Guests 
like  the  beds  so  much,  they're  taking 
home  four  a  day,  at  up  to  $2,700  each. 
The  $750  million  Sheraton  renovation 
has  reinvigorated  a  tired  brand 
and  boosted  occupancy  rates  to 
78.2%  last  quarter  from  74.8%  the 


BARRY  S. 
STERNLICHT 

BORN  Nov.  27,  1960, 
Lake  Success,  N.Y. 

EDUCATION  BA,  law  and 

society,  Brown  University, 
1982;  MBA,  Harvard,  1986 

CURRENT  JOB  Chairman  and  CEO, 
Starwood  Hotels  &  Resorts  Worldwide 
Inc. 

FIRST  JOB  Booz  Allen  analyst,  1982-83: 
"I  found  it  odd  that  a  kid  out  of  college 
could  tell  companies  what  to  do." 

FIRST  LOVE  Painting 

SELF-IMAGE  Considers  himself  an  eclec- 
tic thinker:  "I'm  more  of  a  spaghetti 
head  than  a  box  head.  Life  is  more  like  a 
bowl  of  spaghetti  to  me." 

STARWOOD  HIGH  Launched  W  Hotels  in 
December,  1998,  a  modern  boutique 
brand.  The  chain  has  13  hotels,  with 
eight  more  to  open  by  2002. 

STARWOOD  LOW  Abrasive  personality 
blamed  for  several  high-profile  departures 

FAMILY  Wife,  Mimi:  three  children 


year  before.  And  W  Hotels,  a  hip 
tique  brand  launched  by  Stemlichi 
years  ago,  is  widely  regarded  as  o 
the  industry's  most  successful  lai 
es.  His  involvement  was  total.  Thi 
Fatino,  vice-president  of  W  design, 
she  even  debated  her  boss  over 
tones.  "You  immediately  sense  his 
sion  and  intuitiveness,"  she  says. 
was  an  industry  full  of  bad  poly 
bedspreads,  and  Barry  changed  th 

Sternlicht  honed  his  artistic  sen; 
ties  at  an  early  age.  Growing  i 
Stamford,  Conn.,  as  the  second  of 
boys,  he  says  he  inherited  his  mo 
love  of  painting  and  gardening.  He 
ied  art  in  high  school  and  earned 
eral  arts  degree  at  Brown  Univerj 
where  he  volunteered  at  a  psych 
hospital.  After  a  few  years  of  entr 
el  corporate  jobs,  Sternlicht  head^ 
Harvard  Business  School,  and 
there  to  real  estate.  Sternlicht  gc 
big  break  in  the  hotel  business  jus 
way  a  brash  entrepreneur  might 
battled  Hilton  to  take  over  itt  Co: 
late  1997  for  $14.6  billion.  That  foil 
his  nearly  $1.8  billion  purchase  of  "^ 
in  Hotels  &  Resorts.  Suddenly,  a 
who  had  made  his  fortune  flipping 
estate  was  heading  a  behemoth. 

His  inexperience  soon  sho 
Armed  with  razor-sharp  intellij 
and  unwavering  faith  in  his  own  , 
ment,  Sternlicht  quickly  earned  a 
utation  as  a  controlling  taskmast( 
June,  1998,  Sternlicht  hired  his 
friend,  Richard  D.  Nanula,  from 
Disney  Co.  to  be  Starwood's  CEO 
duo  clashed,  and  less  than  a  year 
Nanula  left.  In  article  after  ar 
Sternlicht  was  depicted  as  abr^ 
egocentric,  in  over  his  head.  Sens 
to  his  image  and  worried  about  co 
ny  morale,  he  recalls  the  period 
low  point  in  my  life." 

Sternlicht  is  mostly  over  that 
Critics  still  question  whether  stu( 
paint  samples  is  a  good  use  of  a 
time.  And  chances  are  Sternlicht 
be  back  to  look  at  that  new  carp 
the  Stamford  Sheraton.  But  he  sa, 
has  learned  that  "when  you'i'o  cuo, 
aging  your  image  is  important." 
nothing  helps  a  cioo's  image  like 
ning  a  company  that's  on  an  upswl 
By  Diane  F] 
hi.  Stai 
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"A  business  takes  off 
llKC   3,   rOCKCt.  Now  there  needs  to  be  a  plan  to 

capture  that  energy 

and  nnake  sure  owners  and  employees 
rewarded  Itt  the   lOUg  rUU." 


Jeanne  Gonyer  &  C.  Allen  Robinson 
AXA  Advisors 


I 


are 


"A  siarl-up  becomes  truly  successful 
when  ihe  people  who  built  the 
business  start  to  see  long-term 
rewards.  It's  our  job  to  help  make  it 
happen.  That  could  mean  an  estate 
plan,  deferred  compensation  for  the 
owners... or  a  401(k)  for  employees." 
AXA  Advisors  helps  entrepreneurs 
create  a  financial  plan  thai  may  help 
turn  business  success  into  a  truly 
rewarding  financial  future.  "After  all, 
it's  not  just  about  making  it... it's 
about  making  it  last."  Reach  one  of 
us  at  l(888)AXA-lNFO  (292-4636) 
or  visit  www.axa-advisors.com. 
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BRANDS 


ZAGAT  ZIGS 
OYER  TO  THE  NET 

The  restaurant  guides  seek  a  global  readership 


For  the  foodies  working  at  Zagat  Sur- 
vey LLC  over  the  years,  sharing  their 
love  of  a  great  meal  with  readers 
meant  more  than  feeding  the  bottom 
line.  Sure,  by  early  this  year,  the  New 
York  guidebook  company  had  grown  to 
40  people  since  lawyers  Tim  and  Nina 
Zagat  began  rating  restaurants  based  on 
the  opinions  of  their  friends  in  1979.  Al- 
though they  had  one  of  the  most  recog- 
nized names  in  leisure  information,  the 
Zagats  had  done  little  to  realize  the  po- 
tential of  their  self-published  brand.  In- 
stead, the  goal  was  to  create  communi- 
ties of  reviewers  around  food  and  fun. 
Advertising  was  generally  limited  to 
word  of  mouth,  and  expansion  was  fund- 
ed from  the  couple's  pocketbook.  With 
money  in  the  bank  and  food  on  the  table, 
the  Zagats  didn't  see  much  need  to  pump 


up  sales.  "We've  had  constant  calls  from 
potential  investors  over  the  past  10 
years,  but  we  weren't  interested,"  says 
Tim,  60,  wiping  barbecue  sauce  off 
his  lips  after  a  catered  soul  food 
lunch  for  employees. 

That's  about  to  change.  In 
June,  1999,  the  couple  went  to 
Japan  to  launch  a  Tokyo  guide 
on  NTT  DoCoMo  Inc.'s  wireless  i- 
mode  service — a  venture  initiated 
by  DoCoMo — and  they  were 
overwhelmed  by  the  popularity 
of  their  guides.  Says  58-year-old 
Nina:  "Suddenly,  we  saw  what  a 
huge  opportunity  we  had  to  grow 
a  lot  faster." 

In  the  months  since,  the  Za- 
gats have  raised  $31  million  in 
outside  capital,  tripled  their  staff 
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MARKETING  WHIZ 

New  CEO  Mcintosh  >; 

sees  "unexploited  potenlial  (/ 1 

in  this  brand"  ; 

to  130,  radically  revamped  their  K*- 
site,  wooed  powerful  partners  lik  ^itd 
hoo!  Inc.  and  American  Express  (  i  r^;, 
distribute  content,  and  upgraded 
nology  to  speed  expansion  to  new 
On  Nov.  1,  they  brought  in  cons 
marketing  whiz  Amy  B.  Mclntos 
to  be  Zagat's  first  CEO. 

Another  first:  This  year,  the  (}p 
will  invest  more  money  than 
make — even  though  book  sales  a 
70%  and  Web  traffic  is  soaring 
goal  is  to  expand  the  franchise 
fonrns  of  leisure,  put  out  guides  in 
100  new  cities  over  the  next  two     u| 
and  distribute  data  across  all 
from  telephones  to  television.  Fc 
Ford  of  General  Atlantic  Partners 
which  led  a  group  of  venture  cs 
ists  that  took  an  undisclosed  sta 
February,  that  means  more  adver 
marketing,  and  management  tale 
well  as  a  public  listing,  to  "broade 
brand's  reach  around  the  world." 

While  the  privately  held  confcrij 
doesn't  disclose  sales — except  to  sa; 
it  sells  650,000  copies  of  the  New 
guide  each  year — it's  clearly  pushin  nv 
a  radical  new  stage  of  developmen 
the  first  three  years,  the  couple  j  3t 
copied  ratings  and  gave  them     ^a 
Then  they  bound  them  into  a  bool  ai  . 
a  profitable  venture  was  bom.  Bu'  '*ii, 
the  creative  mind,  didn't  quit  his  sgJ, 
job  to  do  the  guide  full-time  until  )& 
the  more  practical  Nina  followed    n  . 
years  later.  Business  hummed  alon^  kji  / 
strained  largely  by  a  lack  of  capitj  hi'  ^ 
the  Zagats  didn't  want  anyway.  NijF''*  ' 
Negroponte,  senior  director  of  the  f. 
Lab  at  Massachusetts  Institute  of  , 
nology  and  a  longtime  fan  of  wh 
calls  the  Zagat's  collective  opinion  i ; 
ing  model,  "had  to  beg  th  i 
become  an  investor."  They 
let  him  in  this  year. 
AIR  HOCKEY.   Now,  Mclnti 
charged  with  helping  turn 
into  a  global  force.  As  th 
mer  group  president  of  V  ('.(j 
Communications'    Internet  iif 
Data  Services  Div.,  who  ha: 
senior  roles  at  American  Ex  ii 
Mcintosh  brings  technolog 
marketing  expertise  to  the  j 
always  thought  there  was 
ploited  potential  in  this  brand 
says.  Mcintosh  likens  the  enc 
a  "dot-com  atmosphere" — t 
even  an  air  hockey  table  f( 
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YOU'RE  CHANGING  JOBS 
AND  MUST  DECIDE  HOW 
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ROLLOVER,  SO  YOU: 

]^  Throw  darts  wildly  at  the  stock 
listings  in  the  financial  section. 
How  badly  con  you  do,  right? 


H]  Talk  to  some  guy  who  has  a  friend 
who  has  0  friend  who  knows  about 
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Marketing 


tech  guys — and  says  her  biggest 
lenge  is  "crafting  a  strategic  growth 
that  chooses  the  best  of  the  oppor  t 
ties."  High  on  the  list:  a  markc  i 
scheme  to  build  brand  recognition. 
Of  course,  a  number  of  challe 
still  lie  ahead.  While  the  Zagats  lif 
their  Web  site  boosts  sales  of  the  f 
gundy  books  in  every  market,  di;- 
uting  free  content  over  the  Net  ala 
carries  the  risk  of  cannibalizing  ai' 
line  brand.  Then  there's  the  fact  tha 
a  business  built  on  grassroots  inpl 
each  market,  getting  enough  revie| 
to  hit  100  new  cities  in  two  years 
be  tough.  What's  more,  Zagat  is  hJ 
alone  in  trying  to  tap  the  marke| 

RECIPE  FOR  GROWTH 

Zagat's  plan  for 
extending  its  brand 

NEW  PRODUCTS  Look  for  gui 
to  restaurants  and  new  areas  su 
as  golfing  and  nightlife  in  an 
expanded  list  of  American  citie 
as  well  as  new  footholds  abroad 


NEW  MANAGEMENT  Recently 
hired  CEO  Amy  Mcintosh  brings 
strong  background  in  marketing 
and  the  Internet 


NEW  REACH  Partnerships  with 
NBCi  Broadband,  Ticketmaster 
Online,  wireless  providers,  and 
others  help  Zagat  mine  a  new 
audience 

travel,  entertainment,  and  leisur 
views.  Add  to  that  the  challenge  offcn 
suading  two  passionate  entreprer  ir 
to  let  go  of  key  decisions  in  order  tc  a? 
ter  growth.  "It's  like  their  baby," 
Nathan  P.  Myhrvold,  a  stakeholdei  n 
co-president  of  Intellectual  Veni  '^ 
LLC,  an  investment  company. 

But  the  Zagats  insist  they're  th 
to  move  onto  a  new  stage.  For 
thing,  the  duo  got  several  million  d 
in  the  February  funding.  And  a 
chairs,  they'll  remain  involved 
strategy.  Their  son  Ted,  25,  is  alf 
board  in  business  development  and 
up  with  the  successful  Zagat  Stin 
New  York  City  Nightlife  guide  this 
"We  can  be  more  relaxed  and  moi 
cused,"  says  Ted.  Meanwhile,  the 
of  saucy  ribs  from  Sylvia's  restaur; 
Harlem  reminds  workers  that  th 
gats  don't  intend  to  stray  too  far 
their  roots.  For  Mcintosh,  who  us4 
eat  out  maybe  once  a  week,  the 
riding  goal  at  the  moment  is  "su 
without  weight  gain." 

By  Diane  Brady  in  New  Mii 


^ 
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I  will  do  m^^^^ffdo  my  duty 
to  God  and  my  country  and  to 
^  ley  the  Scout  Law,-  to  help 
other  people  at  all  times,-  to 
-    keep  myself  physically 
strong,  mentally  awake, 
and  morally  strai"^^*-^ 


< 


fc—-^        < 

mt-.. 

T^ 

a 

1 ^^^^Hki  iikii 

www.bsa.scouting.org 
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TIME  FOR  THE  STADIUM  BOOM 
TO  GO  BUST? 

Studies  say  arena  subsidies  are  a  bad  investment 


In  1998,  after  the  Denver  Broncos  won 
the  Super  Bowl,  team  owners  gave 
their  fans  a  choice:  Build  us  a  new 
stadium,  or  watch  the  team  gaUop  off  to 
Houston.  The  Broncos  are  getting  a  new 
stadium — and  three-quarters  of  its  esti- 
mated $400  million  cost  will  be 
paid  for  by  taxpayers. 

Denver  is  not  alone.  Nearly 
50  stadiums  and  arenas  were 
built  for  major  professional 
sports  teams  in  the  1990s — with 
about  70%  of  the  cost  borne  by 
the  public.  Supporters  of  these 
projects  argue  that  the  new  sta- 
diums generate  enough  econom- 
ic growth  to  be  worth  the  cost 
to  the  public.  They  also  produce 
noneconomic  benefits,  such  as  a 
stronger  sense  of  civic  pride. 

Economists  have  long  been 
skeptical  about  these  claims. 
Now,  new  research  shows  that 
subsidies  for  sports  stadiums 
may  actually  be  an  economic 
drag — reducing  per  capita  in- 
come, according  to  one  study  by 
economists  Dennis  C.  Coates  and 
Brad  R.  Humphreys  of  the  Uni- 


versity of  Maryland.  Another  new  paper 
suggests  that  the  intangible  benefits  of 
having  a  "big  league"  team  are  too 
small  to  justify  today's  subsidies. 

These  findings  come  at  a  time  when  a 
large  number  of  cities  across  the  nation 

Big  League,  Big  Bucks 

Publicly  financed  major  league  stadiums 
and  arenas  under  construction 


HOME-FIELD  ADVANTAGE 

Pro  sports  stadiums  built  in  tl 
'90s  were  70%  publicly  funded   <"- 


fj 


CITY 

SPORT 

COST 
MIUIONS 

PUBLIC 
FUNDS 

CINCINNATI 

Baseball 

$334 

91% 

PITTSBURGH 

Baseball 

262 

85 

SAN  ANTONIO 

Basketball 

175 

84 

MILWAUKEE 

Baseball 

394 

77 

DENVER 

Football 

400 

75 

PITTSBURGH 

Football 

252 

70 

SEATTLE 

Football 

360 

70 

HOUSTON 

Football 

367 

69 

DALLAS 

Hockey/basketball 

330 

38 

DETROIT 

Football 

325 

35 

DATA:  STREET  &  SMITH'S  SPORTS  BUSINESS  lOURNAL 


are  confronting  the  stadium  iss 
fact,  50  or  so  are  currently  unde  :o 
struction  (table)  or  in  the  planning  ap 
and  sports  facilities  are  an  imp  a 
part  of  economic  development  strt  ;i 
in  many  areas.  The  latest  cities  to  -a 
pie  with  this  are  Phoenix  and  He  tc 
where  voters  approved  new  sporti  ic 
ities  on  November  7.  Meanwhile,  tl  m 
sibility  of  public  support  for  a  new  ai 
um  for  the  New  York  Yankees'  : 
active  topic  in  New  York  City. 
REAL  VALUE?  The  research  of  (  it 
and  Humphreys  was  triggered  by  ii 
made  in  1995  when  Maryland  lur 
Cleveland  Browns  to  Baltimore, 
who  loves  football,  thought  the 
tions  of  huge  new  tax  revenues  ar 
er  benefits  were  outrageous.  "I 
to  get  some  idea  of  the  real  va 
professional  sports  to  a  city,"  he 
Their  study  examines  all  37  citiel 
had  at  least  one  big-league  fo(f 
baseball,  or  basketball  franchise  ;  ai 
point  between  1969  and  1996.  As  r 
suit,  the  study  includes  cities  th  s 
tracted  new  franchises,  that  lost  "a 
chises,  and  that  built  new  stadiui  f 
existing  teams.  It  also  used  the  te 
statistical  techniques  to  control  f  r 
gional  differences,  such  as  numl  r 
sports  teams  in  an  area. 

Coates  and  Humphreys  conclud  ;h 

these   stadium   projects   actuall  d 

pressed  per  capita  income.  In    ti 

with  baseball  franchises,  for  exs  pi 

constructing  a  new  ballpark  is  foi  i 

reduce  income  by  $10  per  perso  p' 

year  and  building  a  bask  ): 

arena  cuts  income  by  $7  p 

person.  The  disparity,  the;  u 

gest,  is  because  baseball 

play  more  games  and  di 

larger  crowd. 

Bringing  a  new  team  to 
does  have  some  economic 
fit — if  there  is  already  a 
for  it  to  play.  But  if  it  is  i 
sary  to  build  a  new  are 
stadium  for  the  team  wit!  u 
lie  financing,  the  net  va 
usually  negative. 

Why?  For  one  thing,  sul  ti 
for  sports  facilities  mear  li 
taxes  must  rise  or  that  locij[0 
ernments  must  reduce 
spending.  "That's  money  h; 
could've  been  used  to  dre  p 
harbor,  or  for  education,  i  fi 
more  police,"  all  of  which  u 
make  business  more  prodi  ii\ 
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oroduce  more  local  spending  than  a 
um,  Coates  says. 

)ates  adds  that  subsidized  stadiums 
axpayer  money  to  generate  more 
th  for  owners  and  players,  who  do 
tend  to  spend  a  large  portion  of 
income  in  the  local  area.  "Players 
nd  large  don't  live  in  the  cities 
•e  they  play,"  says  Coates.  Mean- 
;,  the  new  facility  siphons  money 
f  from  other  local  establishments. 
n  more  people  fill  the  seats  in  an 
nded  stadium,  fewer  dollars  are 
t  on  other  entertainment,  such  as 
■jet,  bowling,  or  nightlife. 
IT  AINT  SO.  Stadiums  alone  can't 
alizc  a  troubled  neighborhood  or 
d  business  district.  People  often 
it  Jacobs  Field  for  revitalizing 
\\jQwn  Cleveland  and  Camden  Yards 
eviving  Baltimore.  But  both  stadi- 
were  part  of  a  much  larger  strate- 
f  economic  development,  says  Van- 
ilt  University  economist  John  J. 
fried,  a  sports  economics  expert 
has  called  the  Coates  and 
iphreys  study  "a  step  up  from  the 
rs." 

ipporters  of  new  sports  facilities 
argued  that  economists  underesti- 
'.  the  intangible  benefits  of  having  a 
team.  And  certainly  having  a  major 
le  sports  team  gives  towns  such  as 
tn  Bay,  Wis.,  much  more  visibility 
they  would  have  otherwise, 
at  economists  who  have  tried  to 
5ure  the  value  of  such  intangibles 
found  they  are  not  worth  the  cost 
ubsidizing  a  team.  Earlier  this 
,  a  research  team  headed  by  Bruce 
lohnson,  of  Centre  College  in 
dlle,  Ky.,  used  community  surveys 
ace  a  dollar  value  on  the  civic  pride 
enjoyment  generated  by  the  Pitts- 
;h  Penguins,  the  city's  financially 
bled  hockey  team.  The  economics 
1  asked  Pittsburgh  residents  how 
1  they  would  pay  to  keep  the  fran- 
;  in  town. 

leir  finding:  Keeping  the  Penguins 
worth  about  $66  million  to  the  res- 
ts of  Pittsburgh,  far  less  than  the 
miUion  or  more  a  new  arena  would 
.  On  the  basis  of  this  study  and 
■  earlier  work  on  stadium  projects  in 
tucky,  Johnson  and  his  colleagues 
luded  that  public  subsidies  for 
ts  facilities  can't  be  justified. 

i  lese  studies  give  powerful  ammuni- 
to  opponents  of  pubhc  financing  for 

V  sports  facilities.  In  the  end,  there 
it  be  only  one  reasonable  communi- 
esponse  to  a  team's  demand  for  a 
stadium:  Tell  the  ovmer,  "Build  it 

I' -self" 
y  Charles  J.  Whalen  in  New  York 
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WALL  STREET 


THE  STREET'S 
PUNISHING  PAY  STUBS 

As  markets  tighten,  investment  banks  choke  on  rich  salaries 


Stock  market  investors  may  not 
be  making  much  money  this  year, 
but  investment  bankers  certainly 
are.  Wall  Street  is  expected  to 
create  twice  as  many  millionaires  this 
year  as  it  did  in  1999.  Four  thousand 
managing  directors,  directors,  and  vice- 
presidents  of  investment  banks  will  earn 
at  least  that  much  in  2000,  according 
to  compensation  consultant  Johnson  As- 
sociates Inc.  And  100  bankers,  30% 
more  than  last  year,  will  rake  in  over 
$10  million,  putting  them  in  the  super- 
star league  with  the  likes  of  Salomon 
Smith  Barney  telecom  analyst  Jack 
Grubman,  who  earns  in  excess  of  $20 
million  a  year. 

Such  pay  packages  assume  the  good 
times  will  keep  on  rolling.  In  fact.  Wall 
Street  firms  have  a  history  of  agreeing 
to  ultrahigh  salaries  and  hiring  too 
many  employees — only  to  get  into  trou- 
ble when  the  market  goes  down.  Are 
the  banks  doing  it  again?  Trading  vol- 
ume and  securities  underwritings  have 
already  turned  sluggish.  In  recent 
weeks,  Salomon  and  Goldman,  Sachs  & 
Co.  have  reduced  their  earnings  esti- 
mates for  such  investment  banks  as 
Lehman  Brothers  and  Morgan  Stanley 
Dean  Witter.  Says  Judah  Kraushaar,  se- 
curities industry  analyst  at  Merrill 
Lynch  &  Co.:  "If  we  get  to  the  point 
where  revenues  begin  to  go  sideways 
or — God  forbid — contract,  the  industry 
is  going  to  have  a  very  challenging 
time." 

Already,  the  trend  toward  more  mul- 
timillion-dollar packages  is  driving  the 
costs  of  doing  business  up 
sharply  for  many  firms. 
The  ratio  of  compensation 
to  revenues  is  up  to  55% 
at  Salomon  and  52%  at 
Lehman,  vs.  42%  at  Mor- 


Associates  Inc.  estimates  that  broker- 
ages will  have  to  spend  $14.9  bilHon  be- 
tween 2001  and  2005,  vs.  $6.7  billion  in 
the  previous  five  years,  just  to  recruit 
and  train  new  brokers. 

How  have  investment  banks  painted 
themselves  into  this  comer?  Just  a  year 
ago,  they  sweetened  their  compensation 
packages  to  keep  their  best  and  bright- 
est from  rushing  off  to  join  dot-com  and 
venture-capital  firms.  This  year,  the  pres- 
sure is  coming  from  commercial  banks 
and  smaller  investment  banks  trying  to 
poach  talent  when  two  rivals  merge. 
"All  of  the  consolidation  has  worked  in- 
credibly in  our  favor,"  says  Bradley  Jack, 
head  of  global  investment  banking  at 
Lehman,  which  has  hired  about  1,000 
bankers  and  analysts  this  year,  many  of 
them  from  merged  competitors.  "It's 
harder  for  individuals  to  see  that  they're 
having  an  impact  in  a  large  organiza- 
tion." Such  predatory  attitudes,  in  turn, 
are  forcing  merged  banks  to  pay  even 
more  to  keep  their  stars. 
PLAYING  HARD  TO  GET.  And,  bizarre  as 
it  seems.  Wall  Street's  dimmed  prospects 
are  making  it  all  the  more  important  to 
attract,  and  keep,  top  talent.  "Everyone 
wants  to  get  their  people  in  the  chairs 
before  the  music  stops,"  says  Alan  John- 
son, managing  director  at  Johnson  As- 
sociates. "So  there's  a  frenzy." 

Sought-after  stars  are  becoming 
picky.  "In  the  past,  people  just  signed 
up  with  a  firm  if  the  pay  was  right," 
says  Robert  L.  Thornton,  who  took 
eight  weeks  and  met  with  10  Deutsche 
Bank  executives  before  he  decided  to 


WALL  STREETERS  GET  RICHER 


Investment  Bankers' 
2000  Compensation 


POSITION 


BASE  PAY* 

THOUSANDS 


TOTAL  COMPENSATION* 

MILLIONS 


BIZARRELY,  DIMMING  PR 


leave  Lehman  to  head  Deutsche';  Vi 
Coast  tech  mergers  and  acquis  ic 
team.  "People  spend  more  time  (  is 
ering  who  will  be  a  longtime  sur  rti 
Deutsche  Bank  is  Wall  Street's  o 
offender.  It  desperately  wants  ti  H 
major  player  in  North  Americ 
vestment  banking.  To  boost  its  i 
ment-banking  muscle,  it  bought  B  n 
Trust  Alex.  Brown  Inc.  in  1998—  d 
that  failed  to  give  it  the  heft  it  \\  it 
So  the  big  German  bank  is  now  Hi 
out  its  I'anks  by  raiding  other  ma 
vestment  banks.  In  the  past  12  ri  il 
alone,  the  bank  )i 
poached  heavy  hitter 
Salomon,  Lehman  I. 
Morgan,  and  Donj) 
Lufkin  &  Jenrette.  Jd 
has    spared    no    ex 


INCREASE  OVER 
1999 


gan  Stanley.  And  consult-      ^*''*.^'.''.''.''.'".^.''T°". ^.^19 f.l ^.^°:^°^ The  firm  is  keepinjAii 
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on  specifics.  But  in^  si 
compensation  (>xper 


ing  firms  say  investment 

banks  will  have  to  make  niRfPTHR  91  n  17  ^1 

even  bigger  outlays  to  sur-  ..!:...... „. ;.. !:.. the  bank  is  offering 

vive,  as  the  financial-ser-  VICE-PRESIDENT  170  1.3  30  year  guarantees  of 

^ces  industry  consolidate^.  VEsrlMATEOMEoiAN m^:^mm^o<M,i^m. million-dolhir  packa. 

Boston  consultants  Cerulh  mvestment    banker 
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4KING  IT  EVEN  MORE  URGENT  TO  AHRACT-AND  KEEP-TOP  TALENT 


ity  analysts.  Since  it  has  stolen  so 
ly  of  its  rivals'  stars,  "I  don't  think 
re  the  most  popular  firm  on  the 
;et  right  now,"  admits  Alex  Mason, 
ead  of  coqDorate  finance  at  Deutsche 
k.  He  denies  that  Deutsche  has  been 
rpaying  people.  "Average  compen- 
on  packages  have  gone  up — like  ma- 
league  baseball  contracts,"  he  adds, 
'or  small  outfits  that  want  to  morph 

major  players,  it's  cheaper  to  chase 
nt  than  pay  astronomical  premiums 
whole  firms  and  then  see  the  talent 
k.  Bank  of  America,  for  example, 

many  of  Montgomery  Securities' 
executives  when  it  bought  the  firm 
.998.  And  Deutsche  Bank  was  hit 
1  an  exodus  of  top  bankers  after  its 
kers  Trust  deal.  But  the  build-don't- 

strategy  is  still  costly.  "It's  a  never- 
ing  round  of  poker,  where  you  up 

ante  every  time,"  says  Ed  Jones, 
ncial-services  partner  at  kpmg. 
weet  deals  are  trickling  down.  Many 
ks  now  give  stock  options  to  lower- 
•1  employees  and  let  them  invest  in 
bank's  private  funds.  "Typically,  co- 


investing  in  a  merchant-banking  fund 
was  reserved  for  the  firm's  managing 
directors,"  says  John  Rogan,  a  managing 
director  of  Russell  Reynolds  Associates' 
global  banking  practice. 

Not  all  investment  banks  have  joined 
the  compensation  craze.  Robert  Gott- 
leib,  head  of  human  resources  at  Gold- 
man Sachs,  regards  the  latest  rich  pack- 
ages as  irresponsible.  "We  are  not  out 
there  bidding  people  away  by  promising 
them  multiples  of  what  they  have 
earned.  We  just  don't  do  that,"  he  says. 
LESS  HEFTY  HIKES.  And  not  everyone  is 
being  offered  handsome  premiums.  Fi- 
nancial mergers  are  expected  to  throw 
at  least  5,000  WaU  Streeters  out  of  work 
this  year.  With  fewer  places  hiring, 
pay  hikes  for  job-hoppers  are  already 
slowing  down.  Eric  Archer,  president 
of  the  executive  search  practice  at  con- 
sultant Spherion  Corp.,  estimates  that 
bankers  who  several  years  ago  could 
double  or  triple  their  salaries  jumping 
to  a  new  firm  can  expect  increases  of 
only  25%  to  50%  now.  One  exception: 
Tech  bankers  say  they  can  still  double 


their  salaries  by  moving  to  a  rival. 

The  pace  is  slowing,  but  a  25%  leap 
on  top  of  an  already  high  base  is  still  a 
lot  of  dough.  Many  research  analysts 
are  now  taking  home  annual  salaries  in 
the  seven  figures.  "The  rate  of  growth 
in  salaries  will  be  slower  this  year," 
says  Richard  G.  Lipstein,  managing  di- 
rector of  executive  search  firm  Gilbert 
Tweed  Associates  Inc.  "But  the  num- 
bers are  still  staggering." 

That  could  hurt  the  Street  badly.  "In 
most  of  2000,  the  tide  was  moving  with  in- 
vestment banks,"  says  Johnson.  "Now  it 
looks  like  it's  moving  against  them.  If  that 
trend  continues,  2001  is  going  to  be  a  sig- 
nificantly worse  year — and  they  will  get 
absolutely  no  sympathy  fi-om  anyone." 

For  now,  though,  thousands  of  Wall 
Streeters  are  laughing  all  the  way  to 
the  bank.  Until  February,  when  huge 
bonus  payouts  are  traditionally  made, 
at  least  most  will  stand  pat  and  collect 
the  cash — unless,  that  is,  they  get  a 
better  offer  in  the  meantime. 

By  Emily  Thornton  mid  Heather 
TYmmons  in  New  York 
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STOCKS 


INVESTORS  ARE  FINDING 
MIDCAPS  JUST  RIGHT 

As  small  caps  crawl  and  large  caps  totter,  midcaps  look  good 


Iidcap  stocks  have  been  anything 
but  middle-of-the-road  invest- 
ments this  year.  The  Standard  & 
Poor's  MidCap  400  Index  has  leapt  19% 
through  Nov.  7,  pulling  ahead  of  the 
3%  losses  in  the  large-cap  s&p  500- 
stock  index,  and  trouncing  the  tech- 
laden  Nasdaq,  which  has  shed  about 
16%  so  far  this  year. 

While  the  market  correction  this  fall 
may  have  burst  the  bubble  in  Nasdaq 
and  S&P-500  stocks,  it  has  done  little  to 
derail  midcap  companies  like  Polycom 
Inc.,  a  high-tech  communications  outfit, 
biotechs  including  IDEC  Pharmaceuticals 
Corp.,  and  energy  companies  such  as 
Calpine  Corp. — stocks  that  are  regis- 
tering triple-digit  gains  so  far  this  year. 
The  reason  these  meat-and-potato 
companies  keep  chugging  along:  earn- 
ings. The  s&p  MidCap  400  companies 
will  clock  17%  earnings  growth  for  the 
fourth  quarter  and  15%  for  the  first 
quarter  of  2001,  according  to  consensus 
estimates.  That  far  outpaces  fourth-  and 
first-quarter  earnings  estimates  of  about 
11%  for  large  caps,  which  have  been 
prone  to  more  than  the  usual  number  of 
downward  revisions  this  year.  Earnings 
projections  for  just  technology  stocks 
are  also  way  down  to  17%-  from  29%, 
where  they  were  on  Oct.  1.  That's  "one 


hell  of  a  drop,"  says  Charles  L.  Hill,  di- 
rector of  research  at  First  Call  Corp. 

Institutional  investors  in  midcap  com- 
panies say  the  best  thing  about  the  sec- 
tor is  not  what  has  already  happened — 
but  what  could  be  in  store.  For  one 
thing,  they  are  relatively  cheap  com- 
pared with  their  big  brothers.  The  av- 
erage price-earnings  ratio  for  the  s&p 
MidCap  400  is  19.2  vs.  22.6  for  the 
large-cap  S&P  500.  Says  William  C.  Ny- 
gren,  portfolio  manager  of  the  $2  bil- 
lion Oakmark  Fund:  "Their  prices  don't 
reflect  the  great  futures  they  have 
ahead  of  them."  And  with  the  crack  in 
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Nasdaq  stocks,  there's  renewf 
vestor  interest  in  fundame 
rather  than  on  momenta 
vesting  that  was  typical 
the  Nasdaq  was  soar 
But  it's  not  only 
ings     and     valuajkn; 
Most  midcap  c 
nies  are  seasone 

have    more    liqi  lit 

than  small-cap  s  ;k: 
which  are  up  on 
so    far    this    ye; 
measured  by  the 
sell    2000    Index, 
they  can  grow  much 

than    lumbering    larg  ca 

stocks.  Midcap  compani?  ai 

roughly  between  $1.6  billioi  in 
$11  billion  in  market  capitalizatior 
"HOTTEST  CLASS."  Investors  set    t 

be  buying  the  argument  for  m  ra 

growth  stocks.  And  that  should  us 

their  prices  even  higher.  Midcap-g  M — 

mutual    funds    grabbed     $49    1:  ic 

through  September,  upping  assets  i' 

Although  large-cap  growth  func  a 

tracted  $87.1  bilhon  in  new  mon  ; 

increased  assets  in  the  category  bi  m. 

12%.  "Investors  are  moving  to  ta  n\ 
the  hottest  asset  class,"  explains 
J.    Brown,    director    of    resear( 
Boston's  Financial  Research  Corp. 
midcap  growth  is  certainly  hot." 

Fund  companies,  hoping  to  fee  i   " 

vestor  appetite,  have  already  lau  hi 

about  20  new  midcap  funds  this  a 

and  more  are  sure  to  follow.  One  tF'^ 

newest,  Montgomery  Funds'  Mid  C  i  i,,: ; 

PortfoUo,  will  invest  in  none  other  \\i 

health-care,  biotech,  and  high-tech  )r'  ' 

panies.  "There's  still  a  lot  of  oppor  li 

in  these  industries,  despite  the  i  e. 

blowups,"  says  co-manager  Paul  La]  x' 

Peter  I.  Higgins,  manager  of  3  ^t^( 

lion  in  midcap  stocks,  includinj  tl 

Dreyfus  Midcap  Value  Fund,  wh  i 

up  33%  this  year,  holds  30%  o  ih^ 

fund's  assets  in  tech  stocks  and  2  > 

consumer  services,  especially  reta  \ 

expects  his  holdings,  including  <  a 

tum  Corp.,  Lam  Research,  and  ,i 

metric  Technology  to  continue  tc  n 

perform  the  market.  "The  whole  i 

that  there  was  Amazon  and  nothin  >l 

has  been  proven  false,"  Higgins  i> 

"I  think  it's  safe  to  say  that  these  li 

cap  stocks  will  more  than  hold  k 
own,  if  not  outperform." 

The  rally  in  large-cap  stocks  h  i 

eled  the  bull  market.  With  thai  n 

mentum  slowing,  it  looks  like  inv(  ti 

in  midcap  stocks  may  still  be  i  ti 
middle  of  something  big. 

By  Mara  Der  Ho  van  iV 

///  Nciv  '.) 
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''STORAGEAPPS 
MAKES   OUR   BUSINESS 


MODEL  WORK. 


n 


Kevin  Torf,  Chairman  and  Founder 
Tornado  Development  Inc. 


Tornado  Development  started  with  a  hot 
idea  -  provide  a  better  way  to  nnanage  the 
constant  waves  of  information  from  voice 
mail,  e-mail,  pagers  and  faxes.  The  challenge:  how 
to  implement  Tornado  Messenger  so  that  it  works 
seamlessly  with  the  infinite  variety  of  systems, 
servers  and  storage  that  telco,  ASP  and  ISP 
customers  already  were  using. 


With  StorageApps  SANLink'"  storage  appliances 
as  the  foundation  of  its  solution  infrastructure. 
Tornado  hosts  messaging  solutions  for  ASPs,  ISPs 
and  carriers  of  all  sizes  around  the  world.  And  for 
customers  who  prefer  to  buy,  Tornado  provides 
SANLink  as  part  of  a  turnkey  solution.  "StorageApps 
is  a  real  partner.  They  provide  the  technology  we 
need  to  make  our  business  model  work,"  Torf  says. 


That's  why  Tornado  relies  on  the  Proactive  Network 
Storage  Solutions™  portfolio  from  StorageApps. 


"Bottom  line,  what  StorageApps  really  gives  us  is  a 
smarter  way  to  deliver  customer  value." 


"StorageApps  gives  us  something  other  storage 
companies  can't  match:  true  any-to-any  connectivity, " 
explains  Kevin  Torf,  Tornado's  Chairman  and 
Founder.  "And  they  offer  carrier-class  functionality 
at  a  better  price,  as  well. " 


To  find  out  more  about  smarter  solutions  for 
network  storage,  visit  us  at  www.storageapps.com 


•  •  •  • 


StorageApps 

The    Smarter    Approach'^ 
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COIVIMENTARY 

By  Heather  Timmons 

BAD  LOANS?  WHAT  BAD  LOANS? 


Lately,  analysts  who  worry  about 
America's  banking  system  have 
been  watching  the  rise  in  prob- 
lem bank  loans  very  closely.  Such 
loans  are  generally  considered  a 
leading  barometer  of  economic 
health — and  of  the  soundness  of 
banks.  They've  doubled  since  1998, 
indicating  that  companies  are  facing 
growing  problems  in  paying  interest 
on  their  debts. 

Banks  are  quick  to  point  out  that 
the  latest  upswing  is  coming  off  his- 
toric lows.  What  they're  glossing  over, 
though,  is  that  the  situa- 
tion is  far  worse  than  it 
first  seems.  Banks  have 
been  scrambling  to  keep 
assets  out  of  the  nonper- 
forming  category,  using 
stratagems  to  dress  up 
their  figures. 

The  banks  are  reclas- 
sifying loans  that  aren't 
performing  well  and  then 
working  hard  to  shovel 
them  off  their  books. 
During  the  third  quarter, 
First  Union  Corp.  moved 
$719  mOlion  in  commer- 
cial loans  to  "held  for 
sale"  status — a  category 
that  removes  the  loans 
from  the  nonperforming 
column  but  still  leaves 
the  risk  with  the  bank 
until  they're  sold.  Bank  of  America 
Corp.  sold  off  $75  million  of  bad  loans. 
Had  it  not,  its  nonperforming  assets 
would  have  jumped  15%  during  the 
quarter.  And  bankers  say  Bank  One 
Corp.  is  racing  to  unload  loans  it 
made  in  the  health-care,  finance,  and 
entertainment  industries.  Bank  One 
said  in  June  that  it  was  restructuring, 
and  trying  to  shed  unprofitable  busi- 
nesses and  assets. 

Why  the  rush?  Simply,  because 
bank  regulators  such  as  the  Federal 
Deposit  Insurance  Corp.  don't  track 
the  sale  of  bad  loans.  The  FDic  only 
follows  the  credit  quality  of  loans  that 
are  still  held  in  banks'  portfolios.  If 
the  agency  sees  an  uptick  in  bad 
loans,  it  can  force  banks  to  increase 
their  loan  loss  reserves,  which  crimps 
the  amounts  they  can  lend  in  the  fu- 
ture. "It's  possible  that  there  may  be 


more  there  than  meets  the  eye,"  con- 
cedes Ross  Waldrop,  a  senior  financial 
analyst  at  the  FDIC. 

The  frantic  activity  is  effectively 
obscuring  a  real  glut  of  bad  loans.  Al- 
ready this  year,  a  record  amount  of 
them  has  been  sold.  Nearly  $18.5  bil- 
lion in  distressed  bank  debt  was  trad- 
ed in  the  first  three  quarters  of  2000, 
says  Loan  Pricing  Corp.,  a  New  York 
database  outfit,  vs.  $8.9  billion  in  all  of 
'99.  Theodore  L.  Koenig,  CEO  of  Hilco 
Capital  LP,  a  fund  that  buys  dis- 
tressed bank  debt,  says  he  has  looked 


Banks  are  dealing 
with  the  rise  in 
nonperforming  loans 
by  renaming  them 

at  140  deals  in  the  past  90  days,  dou- 
ble the  business  he  saw  at  the  same 
time  last  year  "The  challenge  for  us 
is  to  figure  out  what  deals  not  to  do," 
he  says. 

There's  no  doubt  that  it  makes 
good  business  sense  for  the  banks  to 
dump  questionable  loans.  If  banks 
were  to  hold  on  to  poorly  performing 
loans,  delinquencies  and  charge-offs 
would  certainly  rise,  and  they  would 
need  to  increase  their  loan-loss  re- 


serves— a  drain  on  the  bottom  lin^ 
And  when  they  sell  loans,  they're 
quired  to  account  for  them  at  m 
value,  which  usually  means  takini 
small  writedown.  In  the  long  run, 
though,  it  is  preferable  to  take  a 
time  charge  instead  of  being  seen 
stuffed  vrith  bad  assets.  "We  have| 
taken  substantial  steps  to  shed  oi 
balance  sheet  of  assets  that  don't 
a  high  enough  return,"  says  First 
Union  Chief  Financial  Officer  J 
H.  Hance  Jr.  "At  the  end  of  the 
the  balance  sheet  is  strengthened, 
COSMETICS?  Movini 
loans  off  the  books 
doesn't  necessarily 
mean  they're  bad 
the  strategy  raises 
questions.  "You  hav 
ask  why  a  bank  mo 
loans  over,"  says  Ji: 
Liddy,  a  partner  wit 
kpmg's  assurance  an 
advisory  practice.  "I 
the  bank  is  trying  t(  e-'Jsi 
duce  its  exposure  in 
industry,  that's  good 
But  it  can  also  mear 
that  undervmting  g( 
out  of  control." 

Once  they're  sold 
bank,  the  loans  ai'e  g 
eraUy  bundled  togetl 
insured  by  a  third  pj  y. 
and  then  sold  to  in- 
vestors. This  "secondary"  market 
blossomed  in  the  late  '90s,  in  respAe 
to  institutional  investor  demand.  E 
it  has  never  been  tested  in  a  credi 
crunch.  "There's  a  whole  bunch  of 
charted  territory,"  says  the  FDlc's 
Waldrop. 

The  banks'  balance-sheet  cosme 
are  successfully  obscuring  their  tn 
position.  For  example,  in  a  Nov.  3 
nomics  report,  Goldman,  Sachs  &  ' 
said:  "Fears  about  an  impending  c 
it  crunch  are  overblowrn,"  in  part  1: 
cause  of  banks'  still  historically  lov 
percentages  of  nonperforming  loar 
Banking  analysts,  credit-ratings 
agencies,  and  the  regulators  need 
take  another,  closer  look  at  U.  S. 
banks'  exposure  to  bad  loans.  The^ 
will  probably  hate  what  they  see 


Timmo7is  covers  bmi, 
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NOW  YOU   CAN 
ACCESS  YOUR 
'DB  ACCOUNT 
ON  THE   FLY. 


le  of  your  stocks  just  tiit  its  target  as  the  markets  move.  This  service, 

rice,  but  you're  in  a  meeting.  No  prob-  l<nown  as  NDB's  Mobility^"  makes 

)m.  You  receive  a  real-time  stock  alert  accessing  your  portfolio,  and 

nd  make  the  appropriate  trade.  You  the  entire  market,  as  easy 


3ceive  financial  headlines  at  lunch 
nd  react  accordingly.  You  analyze 
p-to-the-minute  market  movements 
n  intraday  charts  while  waiting  for  the 
levator  and  immediately  adjust  your 
orlfolio.  You  are  a  real-time,  on-the 
0,  financial  wizard,  thanks  to 
IDB's  Mobility.'" 
By  partnering  with 
lether  Systems, 
lational  Discount  Brokers 
3t$  you  buy  and  sell  stocks, 
ptions  and  mutual  funds  in  real  time 


as  pushing  a  button. 
With  NDB's 
Mobility," 


you're  ready  to  trade,  receive 
alerts,  view  financial  headlines  and 
stories,  analyze  market  trends  and 

***• 

-Barron  I< 

more  from  the  car,  the  train,  the  beach, 
you  name  it. 

To  learn  more  about  the 
on-the-go  advantages  of 
NDB's  Mobility,'"  which  include 
sending  and  receiving  e-mail  and 
access  to  over  2200  web  sites,  visit  the 
Wireless  Center  at  ndb.com.  And  the 
next  time  you're  ready  to  take  off,  take 
the  market  with  you. 


Source:  Barron's  3/13/00  "Annual  Survey  o(  Online  Brokers."  Aether  systems  is  not  a  registered  broker  dealer  NDB  has  relationships  with      / 


„  ihird  party  research  and  data  vendors.  Market  Guide  and  StockPoint  are  trademarks  ot  their  respective  companies  System  availability. 


.ide  execution  and  reporting  limes  may  vary  due  to  market  volatility,  volume,  system  performance  and  other  factors.  NDB  does  not 
provide  lax,  legal  or  investment  advice  Security  products  and  services  are  offered  through  NDB.  NDB  is  a  National  Discount  Brokers 
Gioup,  Inc..  company  NDB  is  Member  NASD/SIPC. 
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COMIVIENTARY 

By  Joseph  Weber 

WHAT  TO  DO  WITH  ALL  THAT  %#*  GASH 


With  Microsoft  Corp.'s  stock 
price  sliced  by  41%  in  the  past 
year,  Chairman  William  H. 
Gates  III  has  plenty  of  problems.  But 
he  has  one  headache  many  managers 
might  pine  for:  what  to  do  with  the 
$24.7  billion  in  cash  sitting  on  Mi- 
crosoft's balance  sheet. 

Critics  say  Gates  &  Co.  should  put 
that  trove — a  tally  that  exceeds  the 
company's  last  12  months  of  sales — to 
productive  use.  If  they  can't  step  up 
Microsoft's  already  feverish  investment 
pace,  then  give  the  money  back  to 
shareholders  through  bigger  stock  buy- 
backs,  which  will  drive  up  stock  prices. 
Or,  Old  Economy-ish  as  it  might  seem, 
Microsoft's  managers — usually  stock- 
holders themselves — might  even 
think  about  paying  a  dividend 
"This  is  not  just  their  money.  It 
also  belongs  to  the  outsidi 
shareholders,"  says  Richard 
C.  Green,  a  professor  at 
Carnegie  Mellon  Universi- 
ty and  editor  of  The  Jour- 
nal of  Finance.  "Why  don't 
they  pay  it  out?" 

As  the  economy  slips 
into  lower  gear,  the  same 
question  might  be  asked  of 
plenty  of  other  big  cash- 
generating  outfits.  Mi- 
crosoft's embarrassment  of  riches 
equal  to  just  $4.68  a  share,  or 
about  6.6%  of  its  current  stock 
price,  is  one  of  the  more  modest 
piles,  on  a  per-share  basis.  By 
contrast,  General  Motors  Corp., 
with  $11  billion  in  cash  and  mar- 
ketable securities,  can't  seem  to 
find  uses  for  its  $20.54  per  share, 
a  trove  worth  more  than  one-third 


s&p  500-stock  index  have  built  up 
war  chests  worth  about  $367.9  bil- 
lion, up  15%  from  their  cash  holdings 
a  year  ago.  And  those  greenbacks  sit 
idle  in  Treasury  and  other  easily  liq- 
uidated securities  and  even  bank  ac- 
counts, where  they  earn  far  less  than 
they  could  if  plowed  into  productive 
investments. 

BIG  BUYBACKS.  Finding  worthwhile 
places  to  put  the  lucre  can  be  a  big 
challenge.  Microsoft,  whose  cash 
hoard  has  climbed  nearly  31%  in  the 
past  year,  has  made  more  than  40  in- 
vestments or  deals  since  January, 
and  it  has  given  back  $1.7  billion  in 
stock  buybacks  in  the  last  quarter 
alone.  Last  year  it  pumped  $5  billion 


it 

i 


CASH 

BILLIONS 


CASH/SHARE 
CASH     AS  A  %  OF 
PER  SHARE  SHARE  PRICE 


into  AT&T's  broadband  and  wireles] 
efforts,  and  it  soon  may  drop  $1 
lion  more  into  Rupert  Murdoch's 
Global  Networks  Inc.  operation. 
"Having  cash  allows  you  the  flexil: 
ty  to  invest  in  those  nascent  tech 
nologies,"  says  Microsoft  Treasure 
Brent  Callinicos,  who  adds  that  in 
vestors  haven't  been  clamoring 'foi 
dividend. 

But  skilled  as  Microsoft's  manag 
are  at  finding  places  to  invest,  mil-, 
Uons  of  investors  operating  indepejl 
dently  can  do  a  pretty  good  job,  ti 
Through  them,  dividends  and  sharj 
repurchases  amount  to  "a  realloca 
of  capital  from  companies  that  don 
need  it  to  companies  that  do,"  sayi 
Steven  N.  Kaplan,  a  finance  profear 
at  the  University  of  Chicago.  I 

With  the  economy  slowing,  somt 
prudence  is  smart.  Companie: 
do  have  to  cover  the 
costs  of  customers  wl 
don't  pay  bills,  or  to 
keep,  say,  crucial  re- 
search and  developmc 
efforts  going.  But  ho£ 
ing  can  be  risky.  For 
one  thing,  unwanted 
suitors  often  covet  ca 
to  help  finance  take 
overs.  For  another,  in| 
slack  times  managers  can 
spend  unwisely,  shoring  up 
erations  that  might  be  bett 
curtailed.  "Most  people  wan| 
to  have  more  employees  rai 
than  fire,  whether  it's  in  tb 


GENERAL  MOTORS  $11.0         $20.54  36.0 

''"^ tA i?;.7,° jJ:}, shareholders'  interest  or  noi 

RELIANT  ENERGY  4.3  14.60  37.3  says  Green.  Too  much  cash, 

DELTA  AIR  LINES O R23 30^ adds,  "insulates  manageme 

^  .^^y^  ..V,.  .w  ...v..^  w.o.,.  w..^  .....v.      D/irrAD in 19  H 90  K ^""^  ^^^  disciplines  that  thi 

of  each  share's  current  price.  The        '^.'*'''*''. L". IH?.. E'l nancial  markets  provide." 


long-suffering  shareholders  of 
Sears,  Roebuck  &  Co.  can  take  a 
little  consolation  in  knowing  that 
the  retailer's  cash  register  holds 
$4.2  billion,  or  $12.59  a  share- 
equal  to   nearly  42%  of  each 
share's  current  price.  And  amr 
Corp.'s  $2.3  billion  hoard  works 
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out  to  $15.48  per  share,  or  nearly        .",'*"',^.'.?'' Y.Z ?.:"! —. they  will  make  viith  that  c; 


0.5 


half  its  current  stock  price. 

Based  on  the  most  recent  quar- 
terly reports  available.  Standard 
&  Poor's  Compustat  figures  that 
the  nonfinancial  companies  in  the 
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Lots  of  managers  and  co^ 
panies  have  thrived  in  the 
past  five  years  or  so.  Now, 
they  can't  find  places  to  tur 
the  fruits  of  their  labors  to  I 
still  better  use,  they  shouldj 
trust  their  shareholders  to 
the  job.  The  investments  th 


DATA:  STANDARD  *  POOR'S  COMPUSTAT 
*SHARE  PRICE  AS  OF  11/7/00;  CASH.  LATEST  QUARTERLY  REPORT 


could  go  a  long  way  towardj 
keeping  the  U.  S.  economic 
juggernaut  going. 

With  Jay  Greene  in  Sec 
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Selected  Profiles  of  the  Nation's  Top  Price-Performing  Small-Cap  Companies  as  of  9/1/00 


ADVO,  inc.  •  AD  •  Marketing  Services ; 


N 


Seitel,  inc.  •  SEi  •  Seismic  Data 


Houston,  TX  •  IR  Contact:  Russell  Hoffman  •  713-881-8900 
www.seitel-inc.com 

mM/m  Seitel,  Inc.  Is  a  leading  seismic  data  provider  owning  and  licensing 
SEmn.  ^  P6t3byte  of  seismic  data,  the  largest  data  library  In  North  America, 
to  the  oil  and  gas  Industry.  The  company  also  explores  for  oil  and 
natural  gas  via  Its  wholly-owned  subsidiary,  DDD  Energy.  Seismic 
data  Is  the  primary  tool  used  for  Identifying  oil  and  natural  gas  reserves  in  the 
ground.  The  resurgence  of  oil  and  gas  exploration  has  increased  the  need  for 
Seitel's  seismic  information  and  prospect  development  services. 

Seismic  library  sales  were  in  excess  of  $22  million  In  the  latest  quarter,  a  97% 
Increase  over  first  quarter  2000  levels.  Demand  has  remained  strong  through 
the  third  quarter.  DDD  Energy,  the  wholly  owned  oil  and  gas  exploration  compa- 
ny, recently  reported  a  24%  increase  in  production.  The  company  has  resumed 
Its  share  buyback  program,  which  started  in  fourth  quarter  1999  with  the  pur- 
chase of  500,000  shares  in  the  open  market.  Its  goal  is  to  generate  significant 
cash  flow  from  our  existing  seismic  library  and  through  timed  divestitures  of  oil 
and  gas  properties  while  reinvesting  capital  into  company  stock  repurchases, 
seismic  data  library  acquisition,  oil  and  gas  exploration,  and  reducing  debt. 


GBC  Banl(corp  •  GBCB  •  Banking 


Los  Angeles,  CA  •  IR  Contact:  Amy  Lin  •  213-972-4168 
www.generalbank.com 

GBC  Bancorp  is  the  holding  company  for  General  Bank,  specializing  in  inter- 
national trade  financing,  real  estate  and  construction  lending,  and  is  one  of  the 
very  few  U.S.  small-cap  banks  success- 
fully financing  the  high-tech  sector.  Key  Manager  Statement 

"We  are  servicing  an  expanding 
immigrant  marl<et  tiigiily  motivated 
to  improve  ttieir  financial  condition. 
Our  Asian  networl<  is  well  estab- 
lished and  expanding,  enablmg  us 
to  excel  in  bridging  the  economic 
gap  between  the  U.S.  and  Asian 
countries.  The  Bank's  consistently 
high  level  of  efficiency  allows  us  to 

GBC  Bancorp  ,s  the  most  efficient  bankinB  company  m     ^^^-^^^^^  ^  competitive  edge.  " 
CA,  the  sixtti  most  efficient  in  the  U.S.  (American  Bank- 
er, 6/7/00),  and  nationally  ranked  eighth  best  perform- 
ing publicly  traded  banking  company  based  on  return  ,  •  „  .  „,     /»/,_,>„,„  »  «r/j 
on  average  assets  (American  Banker,  9/6/00).                        "''^^'  **"'  ''™'™^''  *  *'''' 


Qj^  GBC  Bancorp 

Peer 

GBCB 

Banks  Avg. 

2000  R.O.E.  (6  IVIo.)        33.8 

23.6 

5  Year  Average  Annual 

EPS  Growth                  37.2 

28.0 

2000  R.O.A.  (6  Mo.)        2.59 

1.72 

Efficiency  Ratio  (6  Mo.)  32.6 

46.8 

P/E  Ratio  (9/30/00)          9.4 

16.0 

1-800  CONTACTS  •  CTAC  •  Contact  Lenses 


if  T'l]  CONTACTS  I 


Draper,  UT  •  IR  Contact:  Robert  G.  Hunter  •  801-924-9802 
www.contacts.com 

1-800  CONTACTS  Is  changing  the  way  the  world 
buys  contact  lenses.  Through  its  toll-free  tele- 
CONTACTS.COM  phgne  number,  "1-800  CONTACTS"  and  its 
Internet  website,  www.contacts.com,  the  Company  sells  all  of  the  popular  brands 
of  contact  lenses,  including  those  manufactured  by  lohnson  &  Johnson,  CIBA 
Vision,  Wesley  Jessen,  Bausch  &  Lomb,  Ocular  Sciences  and  CooperVision. 
The  Company's  high  volume,  cost-effi- 
cient operations,  supported  by  its  propri- 
etary management  information  systems, 
enable  it  to  offer  consumers  an  attractive 
alternative  for  obtaining  replacement  con- 
tact lenses  in  terms  of  convenience,  price, 
speed  of  delivery  and  customer  service.  As 
a  result  of  its  extensive  inventory,  the 
Company  is  able  to  ship  approximately  90 
percent  of  its  orders  within  24  hours. 


Key  Manager  Statement 

"Since  we  opened,  we've  delivered 
more  than  three  million  orders  to 
more  than  1.5  million  customers. 
Not  only  have  we  changed  the  way 
the  world  buys  contact  lenses, 
we've  done  it  profitably " 

Jonathan  Coon.  President  &  CEO 


Windsor,  CT  •  IR  Contact:  Chris  Hutter  •  860-285-633oi  i8^ 

With  revenue  growth  of  12.9%,  and  E.P.S.  growth  of  22  T 
substantial  44.8%  excluding  a  one-time  charge),  ADVO  ■ 
its  16th  straight  quarter  of  record  performance  in  its  3r^ 


ended  June,  2000.  Over 
this  period,  the  nation's  largest  direct 
mail  advertising  Company  generated 
strong  increases  in  E.P.S. ,  resulting  in  a 
current  trailing  12-month  E.P.S.  figure  of 
$2.25,  versus  $0.78  in  fiscal  1996.  ADVO 
has  strengthened  its  business  via 
increased  strategic  investments  in  pro- 
duction equipment  and  data  systems, 
which  provide  advertisers  with  un- 
matched penetration,  reach,  and  re- 
sponse, as  ADVO's  advertising  reaches  60 
million  households  every  week,  and  90 
million  households  once  per  month. 


Key  Manager  Stateir 

"Our  focus  on  strengthe. 
service    delivery    procei 
enhancing  the  targeting  , 
available  to  our  25,000  ci|)...> 
to  improve  the  effectivenes  '  m 
advertising  investment  hi  leli 
ered  significant  improven  fs  ■ 
our  overall  results,  and  i  i=j 
the  business  to  continue  t  eiu 
real  and  sustainable  reve  i  a, 
earnings  growth. " 

Gary  M.  Mulloy,  Chairmar,  CI 


Energen  Corporation  •  EGN  •  Energy 


ENERGEN 


Birmingham,  AL*  IR  Contact:  Julie  S.  Ryland 
www.energen.com 

Energen  Corpor- 
ation is  a  diversi- 
fied energy  com- 
pany that  offers  investors  the  strength 

and  stability  of  a  mature  natural  gas 

utility  and  the  growth  potential  of  a  rel- 
atively low-risk  oil  and  gas  company 

specializing  in  property  acquisitions 

and  development.  Over  the  last  5  fiscal 

years  (1996-2000),  Energen's  earnings 

per  diluted  share  (EPS)  increased  at  a 

compound  rate  of  more  than  14  percent 

a  year.  Shareholder  return  over  the  same 

period  exceeded  that  of  the  S&P  500, 

totaling  230%  for  a  compound  return  of 

27  percent  a  year. 


800-654-321 


Key  Manager  Statet  rTtii 


'We  at  Energen  are  pleas 

the  track  record  of  our  5-  r-t 

aggressive,  diversified  growl  tr, 

egy    We  also  are  excited  at  f  o 

future  prospects.  Energen's  tin 

gas  utility  provides  an  e  lie 

foundation  as  we  pursue  d  la. 

growth  via  oil  and  gas  acq.  in 

exploitation  and  exploratu  0 

goal  is  unchanged:  to  incre,  Ei 

at  a  compound  growth  rat  i/ 
least  10%  a  year  over  each  r^g 
year  period. " 


Mike  Warren,  Chrmn.,  Pres.  K 


mi] 


Barnes  Group  Inc.  •  B  •  Diversified  IVIanufactur  i  m 


BARr€S  A 

GROUP  INC  /VJlA 


Bristol,  CT  •  IR  Contact:  Phillip  i.  Penn  •  IR@barnesgroupinc 
www.barnesgroupinc.com 

Barnes  Group  Inc.  is  a  diversified  internatioiifn 
ufacturer  of  precision  metal  parts  and  distr  to 
industrial  supplies,  serving  a  wide  range  of  markets  and  customers. 
Group  consists  of  three  businesses  - 

Associated  Spring,  Barnes  Aerospace,       Key  Manager  Stater  nf 
and  Barnes  Distribution  -  with  1999      "Over  the  past  year  we  ha 
sales  of  $622  million.  These  businesses    pleted  three  strategic  acqc  )o 


hold  leadership  positions  in  their  respec- 
tive industries,  and  are  highly  regarded 
for  their  work  quality  and  customer  focus. 
With  an  increasing  global  presence,  ris- 
ing order  backlog,  expanding  product  line 
in  telecommunications  and  electronics, 
and  significant  distribution  scale, 
Barnes  Group  is  well  positioned  for  future 
growth. 


one  in  each  of  our  primaJfii; 
nesses  -  that  have  expan 
annual  revenue  to  a  run 
excess  of  $800  million.  Al  t. 
acquired  businesses  will  e  W' 
our  ability  to  create  shaiflo 
value  over  the  long  term 

Edmund  Nl.  Carpente 
President  &CEO 

I 


The  26-Week  Small-Cap  Review 

Selected  Profiles  of  the  Nation's  Top  Price-Performing  Small-Cap  Companies  as  of  9/1/00 


CORPORATION  •  SYXI  •  Semi  Cond.  /  IC  Circuits  Carpenter  Technology  Corp.  •  CRS  •  Metals  &  Materials 


]  Clara,  CA  •  IR  Contact:  Arnold  Agbayani,  CFO  •  408-982-0700 
www.ixys.net 

r'Y'VT'Q  IXYS  Corporation,  (Nasdaq:SYXI)  designs,  develops, 
L/\  1  k3  manufactures  and  markets  a  broad  range  of  high  per- 
«  power  semiconductors  and  integrated  circuits  targeted  at  worldwide 
al,  telecommunications,  computer  and  medical  markets.  IXYS  continues 
its  scientific  expertise  on  the  development  of  higher  power  products  and 
/iding  added  value  and  efficiency.  The  company's  R&D  effort  spans  a 
inge  of  technologies  from  silicon  devices,  specialized  power  ceramics,  to 
arsenide  (GaAs). 

jcts  are  sold  through  a  worldwide  network  of  direct  sales,  local  inde- 
:  sales  representatives,  and  authorized  stocking  distributors.  IXYS  has 
on  the  market  for  power  semiconductors  that  are  capable  of  processing 
than  500  watts  of  power  The  company  has  a  global  presence,  generaf- 
ut  48%  of  its  sales  in  Europe  and  the  Middle  East,  about  37%  in  North 
1,  and  about  15%  from  Asia.  Its  strategy  for  growth  includes  mcreasmg 
ence  m  targeted  niche  markets  and  strengthenmg  its  technology  by 
;d  R&D  investments  as  well  as  technology  enchanting  acquisitions. 


,A,  Inc.  •  BARZ  •  Information  /  Financial  Services 


Berkeley,  CA«  510-649-4546 
www.barra.com 


BARRA 


BARRA,  Inc.  provides  risk  management 
technology  and  decision  support  tools 
power  investment  professionals  worldwide  to  make  superior  investment 
IS.  Founded  in  1975,  BARRA's  products  and  services  set  the  industry 
d  for  investment  risk  management.  For  investment  professionals  looking 
sure  and  proactively  manage  the  risks  of  their  investment  strategy, 
provides  a  set  of  solutions  that  is  unparalleled. 

A  is  a  unique  global  franchise  that  supports  the  business  critical  portfo- 
enterprise  risk  management  needs  of  more  than  1200  financial  institu- 
ARRA  also  has  a  Ventures  business  that  partners  with  organizations  that 
'erage  its  core  research  and  development  into  new  lines  of  business. 


Wyomissing,  PA 


'  IR  Contact:  Robert  Dickson  •  610-208-2165 
www.cartech.com 

As  the  world  demands  materials  that  are  lighter, 
stronger  and  more  durable.  Carpenter  Technology 
leads  the  way  with  such  high-value  products  as  stainless  steels  and  other  spe- 


CARPENTER 


cialty  metals  including  titanium,  and  engi- 
neered products.  The  company  is  well  posi- 
tioned to  take  advantage  of  industry 
trends,  especially  since  completing  $500 
million  in  improvements  and  additions  to 
its  facilities.  Efforts  to  reduce  costs  and 
improve  productivity  contributed  to  a  44 
percent  increase  in  net  income  for  the 
2000  fiscal  year  ended  June  30,  2000,  as 
Carpenter  earned  $53.3  million  com- 
pared with  $37.1  million  in  the  prior  year 
In  addition,  the  company  launched  sever- 
al e-business  initiatives  in  fiscal  2001. 


Mg      at  c-uuoinc^^ 


Key  Manager  Statement 

"Carpenter  is  positioned  to  benefit 
from  strong  demand  in  targeted  end- 
use  marl<ets,  such  as  aerospace 
engines,  land-based  industrial  gas 
turbines,  orthopedic  devices  and 
electronic  strip  products.  We  are 
focused  on  taking  advantage  of 
those  opportunities  by  managing 
our  production  mix  toward  higher- 
margin  materials. " 

Robert  W.  Cardy,  Chrmn.  &  CEO 


Western  Gas  Resources,  Inc.  •  WGR  •  Natural  Gas 


ik 


Denver,  CO  'IR  Contact:  Ron  Wirth  •  800-933-5603 
www.westerngas.com 

Western  Gas  Resources,  Inc. 


is  an  independent  natural 
gas  gatherer  and  processor 
producer,  transporter  and 
energy  marketer  providing 
a  broad  range  of  services  from  the  well- 
head to  the  sales  delivery  point.  The 
Company  owns  and  operates  18  gas 
gathering,  processing  and  treating  facil- 
ities located  in  major  gas-producing 
basins  in  the  Rocky  Mountain  and  other 
regions  of  the  U.S.  Western  is  the  largest 
gatherer,  transporter,  acreage  holder 
and,  jointly  with  our  partner,  the  largest 
producer  of  coal  bed  methane  (CBM) 
gas  in  the  Powder  River  Basin. 


Key  Manager  Statement 

"Western  is  focused  on  developing 
new  reserves  and  capturing  opportu- 
nities that  benefit  all  business  seg- 
ments. Our  activities  in  the  Powder 
River  Basin  CBM  development  are  a 
prime  example  of  this  approach 
where  we  participate  in  the  produc- 
tion, gathering,  transmission  and 
marketing  sectors.  The  synergy 
between  our  business  segments 
allows  us  to  participate  across  the 
entire  revenue  chain  and  optimize 
the  overall  return  to  the  Company " 

Lanny  Outlaw,  President  &  CEO 


I  Career  Education  Corp.  •  CECO  •  Education 


man  Estates,  IL  •  IR  Contact:  Patrick  K.  Pesch  •  847-585-3899 

www.careered.com 
N  Career 
V  Education  Key  Manager  Statement 


campuses  in  15  states  and  two 
an  provinces,  Career  Education 
ition  is  one  of  the  largest 
rs  of  private,  for-profit,  postsec- 
education  in  North  America.  The 
lyhas  achieved  dramatic  growth 
iternally  and  through  acquisi- 
ie[  revenues  were  $83  million  in 
Id  were  in  excess  of  $290  million 
12-month  period  ended  9/30/00. 


"Our  strategy  of  offering  unique  pro- 
grams coupled  with  our  industry- 
leading  marketing  capability  will 
allow  us  to  reach  $1  billion  in  annual 
revenues  by  2006,  making  us  one  of 
the  largest  quality  providers  of  educa- 
tional services  in  the  world.  We  con- 
tinue to  exceed  our  growth  goals  in 
every  area  of  our  operations. " 

John  M.  Larson,  Chrmn.,  Pres.  &  CEO 


lally,  net  income  was  in  excess 
million  for  the  12-month  period  ended  9/30/00.  While  over  30  percent  of 
npany's  net  revenue  growth  has  been  organic,  the  company  continues  its 
icquisition  strategy. 

I 


3D  Systems  Corp.  •  TDSC  •  Rapid  Manufacturing 


Valencia,  CA  •  IR  Contact:  Mary  Woods  •  661-295-5600  x  2508 
www.3dsystems.com 

3D  Systems,  the  worldwide  leader  m  solid  imaging,  manufactures 
systems  that  help  reduce  product  development  cycles,  cut  costs  and 
get  products  to  market  more  quickly.  The  company's  integrated  hard- 
sYSTEMs  ware,  software  and  materials  convert  digital  designs  into  physical 
models  to  verify   ideas,   collaborate, 
perform  product  testing,  or  create  final 
production  parts.  3D  Systems  is  focused 
on  new  applications  that  promote  finan- 
cial growth,  market  expansion,  and  diversi- 
fication. From  improving  supply  chain 
management  via  its  solid  object  printers 
to  customized  product  manufacturing    provements  in  our  functional  mate- 
using  its  patented  solid  imaging  process,    rials  and  partnerships  with  com- 
3D  Systems  is  at  the  leading  edge  of    plementary  technologies  will  drive 
manufacturing  innovation.  our  business  forward. " 

Brian  Service.  Pres.  i  CEO 


Key  Manager  Statement 

"Our  technology  is  helping  cus- 
tomers reach  their  goals.  We 
expect  our  growth  to  continue  as 
more  manufacturers  realize  the 
benefits  of  solid  imaging.     Im- 
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White  Electronic  Designs  •  WEDC  •  Semicon  /  DataCom  SCP  Pool  Corp.  •  POOL  •  Wholesale,  Durable  G,  dJ 


Phoenix,  AZ  •  IR  Contact:  Hamid  Shokrgozar  •  602-437-1520 
www.whjteedc.com 

White  Electronic  Designs  is  an  important  player  in  the  booming 
semiconductor  and  datacommunications  infrastructure  deployment. 
WEDC's  two  top  clients  are  Lucent  and  Cisco.  The  Company  provides  innovative 


^ 


solutions  for  high  technology  sectors  in 
both  commercial  and  military  markets: 
high-density  memory  products  and 
multi-chip  modules  for  communications 
providers;  and  high-legibility  flat  panel 
AMLCD  displays  for  commercial,  industri- 
al, and  military  markets,  including  the 
in-flight  entertainment  industry.  WEDC's 
products  drive  the  world's  communica- 
tion and  embedded  networking  systems 
in  a  way  that  saves  space  and  power, 
reduces  time-to-market,  improves  per- 
formance, and  extends  product  life. 


Key  Manager  Statement 

"The  major  trend  in  technology 
manufacturing  is  specialization, 
which  plays  directly  into  the  hands 
of  WEDC's  business  model.  We  are 
the  leader  in  this  growing  high-end 
niche  market.  Our  products  are 
building  blocks  in  the  world's  com- 
munications infrastructure,  which 
is  driven  by  ongoing  global  develop- 
ment. " 

Hamid  Shokrgozar,  Chrmn.  &  CEO 


MOOG  •  MOG/A  •  Aerospace/Industrial 


East  Aurora,  NY  •  IR  Contact:  Susan  Johnson  •  716-652-2000 
www.moog.com 


N/IOOO 

As  a  market  leader  in  90%  of  its  busi- 
ness, Moog  sets  the  standard  for  preci- 
sion motion  control  products.  Global 
diversification  as  well  as  technical  super- 
iority in  both  aerospace  and  industrial 
applications  enables  Moog  to  maintain 
its  strong  commitment  to  meeting  expect- 
ations. With  a  stock  price  of  $31.00  (at 
9/28/00),  an  estimated  EPS  (First  Call) 
for  FY  '00  of  $2.82,  and  a  book  value  of 
$25.00,  Moog  offers  a  compelling  story 
for  investors  who  are  looking  for  value. 


Key  Manager  Statement 

"Fiscal  '00  was  the  sixth  straight 
year  of  earnings  growth  for  l\/loog, 
in  spite  of  some  real  'slow  going' 
in  commercial  aircraft  and  com- 
mercial satellites  this  year  and 
last.  All  of  our  markets  are  now 
strengthening,  and,  as  a  result, 
we're  anticipating  a  return  to  the 
double  digit  growth  in  earnings 
per  share  that  characterized  our 
previous  six  years." 

R.T.  Brady,  Chairman  &  CEO 


StockerYale,  Inc.  •  STKR  •  Optical  Components 


/▲ 


Salem,  NH  •  IR  Contact:  Fred  Pilon  •  603-893-8778  x  229 
www.stockeryale.com 


StockerYaie 


StockerYale  is  a  leading  provider  of  optical  communication 


components  and  specialized  illumination  products.  Founded 
in  1951,  the  company  has  repositioned  itself  from  a  manufacturer  of  compasses 


and  watches  for  the  U.S.  armed  forces  to 
a  leading  developer  and  manufacturer  of 
optical  components  used  in  the  building 
of  next  generation  fiber  optic  networks. 
Today,  StockerYale's  optical  components 
consist  of  Phase  Masks  and  specialty 
optical  fibers.  Phase  Masks  are  essential 
m  the  manufacture  of  high  capacity  fiber 
optic  networks.  Specialty  optical  fiber 
')Uch  as  photosensitive  and  erbium- 
doped  is  integrated  into  those  optical 
components  that  assist  in  optimizing  the 
performance  of  optical  networks. 


Key  Manager  Statement 

"StockerYale's  future  initiatives 
call  for  an  accelerated  development 
program  in  our  optical  components 
division.  Our  new  fiber  optic  pre- 
form facility  when  combined  with 
our  fiber  optic  drawing  towers,  will 
allow  us  to  meet  the  unprecedented 
demand  for  application  specific 
optical  fibers  from  the  telecommu- 
nications industry. " 

Marii  W.  Biodgett,  Chrmn.  &  CEO 


Covington,  LA 


504-892-5521  1 


IR  Contact:  Craig  Hubbard 
www.scppool.com 

(^  #*  r|       SCP  Pool  Corporation  is  the  world's  largest  independf 
^^'"       utor  of  swimming  pool  supplies  and  complementary 

SCP  operates  129  service  centers  in  34  states,  the  U.K.  and  France  d 

more  than  52,000  products  to  27,000 

trade  customers. 
SCP  employs  3  long-term  strategies: 

1.  Promotes  growth  of  the  industry  through 
programs  like  www.backyardescape.com. 

2.  Promotes  the  growth  of  trade  customers' 
businesses  through  value  added  sales  pro- 
grams. 3.  Continuously  strives  to  operate 
more  effectively  through  employee  devel- 
opment programs,  technology  investments 
and  constant  re-evaluation  of  methods 
and  processes. 


Key  Manager  Stati 

"We  continue  to  make  pn. 
our  programs  to  increase 
that  SCP  provides  to  its  c.. 
and  suppliers.   We  are  vei  ixa 
about  the  growth   opp{  wn 
ahead  as  our  new  sales  ant  eri 
ing  initiatives  contributt  9 
growth  of  the  swimming  pt  ni 
try  and  our  customers '  busi  s« 


Manuel].  Perez  de  la  #4- 
President 


Dime  Community  Bancshares  •  DCOM  •  Bank  ^^i 


Brooklyn,  NY  •718-782-6200 


BANCSHARES,  INC. 


Dime  Community, 
the  Dime  Saving 
business  in  the  New  York  City  metropoli- 
tan area.  The  Bank's  18  branches  and 
state-of-the-art  call  center  serve  as  the 
collection  points  for  consumer  deposits, 
invested  primarily  in  multi-family  mort- 
gage loans,  also  in  the  New  York  City  metro 
area.  Emphasis  on  low-cost  core  de- 
posits, apartment  house  lending,  and 
active  capital  management  has  resulted 
in  annual  compound  EPS  growth  rate  of 
19%  since  the  Company's  IPO  in  June, 
1996.  Loans  originated  in  fiscal  2000  ex- 
ceeded $495  million,  placing  Dime  Com- 
munity in  a  market  leadership  position. 


through  its  wholly-owned ;  sifcr 
s  Bank  of  Williamsburgh,  n#[^! 


Key  Manager  Stat  m 

"Cash  Return  on  Shan  M 

Equity  during  the  Compan_  lat 
fiscal  year  June  30,  20 
15.2%.    Our  latest  quarts 

dend  of  19  cents  results  ir  mi 

ized    dividends    of   76  :ei 

Business  conditions  in  oui  w 

markets  continue  to  provio  m 

opportunities  in  our  core  m 

lines,   as  non-performin  lot 
remain  at  historical  lows. ' 

Vincent  F.  Palagiano,  Chrn  1 1 


St.  Mary  Land  &  Exploration  Co.  •  MARY  •  Oil/i  s  j| 


Denver,  CO  •  IR  Contact:  Robert  T.  Hanley  •  303-863-43; 
www.stmaryland.com 


HiaBGa 


St.  Mary,  founded  in  1908,  is  engaged  in  the  exploration  ivi 


ment,  acquisition,  and  production  of  natural  gas  and  crude 
wmiaijiL'i  core  areas  in  the  U.S.:  the 


Mid-Continent,  ArkLaTex,  Gulf  Coast/Gulf 
of  Mexico,  Williston  Basin,  and  Permian 
Basin.  The  Company  builds  per  share 
value  through  consistent  growth  in  net 
asset  value  and  cash  flow.  Most  of  its 
budget  consists  of  low  to  medium  risk 
exploration,  development,  and  niche 
acquisitions  in  each  core  area.  The  bal- 
ance is  allocated  to  higher  risk,  large  tar- 
get projects  with  significant  upside 
potential.  At  year  end  1999,  the  Company 
had  oil  and  gas  reserves  of  321  billion 
cubic  feet  of  gas  equivalent  (65%  gas). 


Key  Manager  State 

"St  Mary  is  committed  to 
per  share  value.  With  it 
Balance  Sheet  and  low 
costs,  it  has  provided  shaitio 
an  187o-t-  compounded  reti 
going  public  in  '92.  Over  tl  w; 
years,  the  company  has  to 
reserves  at  an  average  am  1 1 
of  294%.  St.  Mary  will  cot  m 
add  value  at  every  phase  of  bi 
ness  to  remain  an  industry  de 


Mark  H.  Hellerstein.  Pres 


CI 
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Woodward  •  WGOV  •  Energy  Control  Systems 


Rockford,  IL  •  IR  Contact:  Sheryl  Kyweriga  •  815-639-6628 
www.woodward.com 


700DWARD 

ird  provides  high  efficiency,  low- 
in  energy  control  systems  for  OEMs 
I  i  GE,  UTC,  Caterpillar,  Mitsubishi, 
I  lls-Royce.  A  major  driver  for  these 
.  IS  the  escalating  grovrth  in  the 
I  generation  market,  which  is  driving 
d  for  engines  worldwide.  Woodward 
rid  leader  in  supplying  fuel  control 
:s  and  services  for  industrial  and 
engines  and  turbines. 


Key  Manager  Statement 

"Woodward's  strategy  is  to  focus 
resources  on  becoming  the  leading 
global  supplier  of  energy  control 
systems.  By  partnering  with 
Woodward  to  outsource  their 
systems  requirements,  OEMs  can 
focus  on  their  core  competencies  of 
designing  and  building  engines, 
while  decreasing  their  time  to 
market,  resolving  capacity  issues, 
and  reducing  costs. " 

John  Halbrook,  Chrmn.  &  CEO 


erex  Corporation  •  TEX  •  Industrial  Machinery 


Westport,  CT  •  IR  Contact:  Jack  Lascar  •  203-222-5943 
www.terex.com 


EREX  m 


orporation  is  a  $2  billion,  diversi- 
ibal  manufacturer  of  a  broad  range 
ng,  Earthmoving  and  Light  Con- 
)n  equipment  for  the  construction, 
'ucture,  recycling  and  surface  min- 
jstries.  Its  products,  manufactured 
perations  in  the  U.S.,  Australia  and 
are  marketed  in  more  than  60 
es.  Over  65%  of  Terex's  revenues 
lerated  by  product  lines  where  the 
ly  has  either  the  number  one  or  two 
share  position.  Terex,  an  agile  and 
company,  has  grown  at  a  CAGR  of 
/erthe  past  three  years. 


Key  Manager  Statement 

"Our  equipment  provides  cus- 
tomers with  a  better  return  on  their 
invested  capital  than  our  competi- 
tor's equipment  will.  Driven  by  a 
variable  cost  structure,  we  are  able 
to  achieve  lower  manufacturing 
costs  without  sacrificing  quality  or 
design.  At  7.5%  of  revenues,  our 
overhead  cost  structure  is  less  than 
half  of  the  industry  average,  which 
contributes  to  our  very  competitive 
pricing. " 

Ronald  M.  DeFeo,  Chrmn.  &  CEO 


ement  of  thousands  of  geographi- 
ispersed  network  elements  which 
a  multitude  of  disparate  industry 
)ls. 

:cently  announced  the  formation  of 
h  Networks,  a  division  focused  on 
velopment  of  broadband  Ethernet 
ation  and  transport  products. 


Robert  L.  Smialek, 
President  &  CEO 


Brush  Eng.  Mat.  Inc.  •  BW  •  High  Performance  Materials 


Cleveland,  OH  •  IR  Contact:  Mike  Hasychak  •  216-383-6823 
www.BEMinc.com 


BRUSH 

ENGINEERED  MATERIALS 


Brush  Engineered  Materials  Inc.  (BW- 
NYSE),  and  its  subsidiaries,  which  supply 
high  performance  materials  and  is  the  only  fully  integrated  beryllium  producer  in  the 
world,  have  experienced  record  sales  and  double-digit  earnings  growth  in  2000.  This 
grovrth  has  been  driven  by  a  strong  global  market  demand  from  telecommunications, 
computer,  automotive  electronics  and  optical  media  applications. 

The  Company's  engineered  materials  are  found  in  connectors  and  critical  com- 
ponents in  internet  infrastructure  equipment,  cellular  phones  and  base  stations  and 
automotive  electronics.  High  performance  ceramic  packages  for  the  wireless  tele- 
com and  fiberoptic  markets  are  also  growing  rapidly.  Vapor  deposition  targets  for 
magnetic  and  optical  data  storage  is  another  high  growth  application.  These 
unique,  engineered  materials  typically  provide  a  unique  combination  of  benefits 
such  as  outstanding  electrical  and  thermal  conductivity,  yield  strength,  formability 
and  corrosion  resistance,  ultimately  providing  design  flexibility,  superior  reliability, 
longer  life  and  durability  for  these  diverse  applications. 


Family  Room  Entertainment  Co.  •  FMLY  •  Filmed  Ent. 


EFP 


iied  Innovation  •  AINN  •  Telecommunication  Equip. 


Dublin,  OH  •  IR  Contact:  Betty  Thomas  •  614-798-2000 
www.aiinet.com 

M  Applied  Innovation  provides  high-performance  network  monitor- 
ing and  management  solutions  for  the  telecommunications  industry, 
ider  in  the  design,  manufacture  and  deployment  of  state-of-the-art  com- 
itions  management  networks,  Al  products  provide  critical  network  care 
ins  for  nearly  every  major  service  provider  in  the  US.  These  systems  enable 
ization  and  simplification  of  the 

Key  Manager  Statement 
"With  a  strong  balance  sheet  and 
no  debt,  we  are  solidly  positioned  to 
capitalize  on  opportunities  in  the 
rapidly  growing  telecommunica- 
tions industry,  with  emphasis  on 
high-speed  Internet  connectivity. " 


Los  Angeles,  CA  •  IR  Contact:  M.  Dal  Walton,  III  •  323-850-2868 
www.fmlyroom.com 

Family  Room  Entertainment  was  created  to  take  advantage 
of  an  opportunity  in  the  movie/video  segment  of  the  enter- 
tainment industry.  The  company  founders  (Randall  Emmett 
and  George  Furia)  believed  that  they  could  profitably  produce  moderate  cost  films 
that  utilize  top  quality  talent. 

Since  inception,  the  company  has  developed,  produced  and  financed  a  number 
of  motion  pictures  using  this  formula.  The  current  movies  and  associated  talent 
are:  Ticker  (Steven  Seagal);  Good  Advice  (Charlie  Sheen  and  Denise  Richards); 
Camp  Grizzly  (Dan  Haggerty). 

Family  Room  Entertainment  employs  a  business  model  that  minimizes  invest- 
ment risk  and  allows  the  Company  to  attain  breakeven  early  in  the  product  life 
cycle  and  achieve  profitability. 

Family  Room  Entertainment  has  excellent  knowledge  and  depth  in  the  independ- 
ent film  sector.  With  the  entertainment  industry  experiencing  rapid  growth  in  the 
number  of  independently  produced  films  sector  (comprising  over  60%  of  the  entire 
filmed  entertainment  produced  annually),  the  Company  is  positioned  for  success. 


Syncor  •  SCOR  •  Healthcare 


Woodland  Hills,  CA  •  IR  Contact:  Tim  Guttman  •  818-737-4507 
www.syncor.com 

Established  in  1974,  with  1999  revenues  of  $520  million. 
Syncor  is  a  high-technology  health  care  services  company 
that  facilitates  the  effective  and  efficient  use  of  complex  medical  technologies 


>Syncor 


in  addressing  health  care  challenges. 
The  company  is  the  national  leader  in 
preparing  and  delivering  radiopharma- 
ceuticals. Recently,  with  its  investments 
in  supporting  a  broader  array  of  tech- 
nologies, Syncor  is  extending  its  service 
capabilities  into  all  phases  of  disease 
management:  diagnosis,  treatment,  and 
patient  monitoring.  The  expansion  of 
Syncor's  service  offerings,  coupled  with 
its  commitment  to  innovation  and  cus- 
tomer service,  has  led  to  superior  finan- 
cial results. 


Key  Manager  Statement 

"Syncor  has  achieved  its  growth 
goals  by  providing  customers  with 
responsive,  high-quality  services. 
We  achieved  41%  earnings  growth 
over  the  last  three  years  by  expand- 
ing the  scope  of  technologies  that 
we  provide  to  physicians  and  the 
patients  they  serve  in  both  the  U.S. 
and  growing  overseas  markets. " 

Robert  Funari.  President  i  CEO 


FINANCING 

ELDER  CARE, 

BUYING  VALUE 

FUNDS 


Giving  More  Patient 


Palliative  care  offers  comfort 
over  aggressive  medicine 

BY  MARY  C.  HICKEY 

In  her  job  at  a  nursing  home  in  Queens,  N.  Y., 
physician's  assistant  Donna  Zaken  tries  to 
make  dying  as  easy  as  it  can  be  for  patients. 
She  runs  the  Margaret  Tietz  Center  for 
Nursing  Care's  year-old  palliative-care  pro- 
gram, where  she's  part  of  a  team  helping 
terminally  ill  people  for  whom  further  med- 
ical treatment  may  be  futile — and  who  now  need 
comfort  and  peace  of  mind. 

One  of  her  recent  patients  was  a  76-year-old 
man  with  end-stage  Parkinson's  disease.  Although 
he  was  suffering  from  pneumonia,  the  medical 
team — with  the  consent  of  his  family — chose  to 
stop  using  antibiotics  that  were  not  really  helping 
him.  Instead,  he  was  treated  with  acetaminophen 


to  keep  his  fever  down  and  morphine  n  k. 
him  pain-free.  He  died  in  his  sleep — the  ly 
wanted  to  go.  "We  make  sure  the  wishes  if 
ing  patients  are  respected  and  honored,'  lal 
says.  "We  want  them  to  have  a  good  bj. 
whatever  they  define  that  to  be." 

Nearly  three-quarters  of  all  American  lif 
hospitals  and  nursing  homes,  yet  few  of  tl  w 
stitutions  are  prepared  to  offer  patients  t  k 
of  care  they  most  need  at  the  end  of  life.  1  itt 
doctors  routinely  use  strong  medicatio  i 
costly  interventions  such  as  defibrillatc  ; 
respirators  to  keep  the  terminally  ill  \  \% 
on,  often  in  pain  and  discomfort. 

Over  the  past  few  years,  however,  th<  >  i 
been  a  growing  focus  on  palliative  care,  j  m 
disciplinary  approach  that  emi)hasizes  dy  z 
tients'  quality  of  life,  not  the  (juantity  i  ti 
they  have  to  live.  "The  focus  isn't  curi>  oi  rf 
ment  but  rather  comfort  and  compassioi  si 
Dr.  Russell  Portenoy,  chairman  of  the  Pai  M 
icine  &  Palliative  C'are  Dejjt.  at  Beth  i^r 
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od  Death' 


Medical  Center  in  New  York. 
The  National  Hospice  &  Pallia- 
tive Care  Organization  (nhpco)  has 
more  than  3,100  member  programs, 
nearly  double  the  number  it  had  in 
1990.  And  more  are  on  the  way: 
Grants  from  the  Robert  Wood 
Johnson  Foundation,  the  Soros 
Foundation,  and  the  United  Hos- 
pital Fund  are 
helping  to  establish 
palHative-care  pro- 
grams in  communi- 


Health 


ties  across  the  country. 

Thousands  of  physicians  are  be- 
ing trained  in  the  specialty 
through  such  programs  as  the 
American  Medical  Assn.'s  Educa- 
tion for  Physicians  on  End  of  Life 
Care,  which  teaches  how  to  man- 
age pain  and  communicate  with  dy- 
ing patients  and  their  families. 
"Palliative  skills  don't  come  natu- 
rally to  doctors.  They  need  to  learn 
them  just  as  they  need  to  learn  to 
open  a  belly  and  take  out  an  ap- 
pendix," says  Dr.  David  Weissman, 
who  runs  a  train-the-trainer  pro- 
gram at  Medical  College  of  Wiscon- 
sin in  Milwaukee.  The  program  will 
ultimately  help  to  establish  pallia- 
tive-care components  in  150  residen- 
cy programs  across  the  U.  S. 
Hospice,  which  began  to  take  off 
in  the  mid-'70s,  is  the  best-known  type 
of  palliative  care.  But  the  term  has  come 
associated  with  restrictive  conditions  de- 
Dy  Medicare  and  insurance  companies.  Cur- 
,  in  order  for  a  patient  to  receive  hospice 
it  least  one  doctor  must  certify  that  the  pa- 
has  six  months  or  less  to  live  and  has 
1  to  forgo  life-prolonging  treatments  such 
lysis,  chemotheraphy,  and  radiation.  PaUia- 
ire  begins  earlier  in  the  process  and  allows 
is,  etc.,  for  the  sake  of  comfort, 
hough  palliative  care  potentially  translates 
huge  cost  savings  for  the  health-care  sys- 
t  may  be  more  expensive  for  consumers 
Wgh-tech  interventions.  Currently,  insur- 
ompanies  do  not  cover  nonhospice  palliative 
That's  likely  to  change  soon  as  the  pro- 
>  become  more  widespread  and  insurers 
i  the  economies.  The  field  is  also  likely  to 
under  closer  scrutiny  as  health-care  insti- 
s  rush  to  meet  consumer  demand.  At  pre- 
chere  are  few  safeguards  to  help  the  pubhc 
ite  paUiative-care  programs.  The  Joint  Com- 
m  on  Accreditation  of  Healthcare  Organi- 


zations, a  nonprofit  agency  that  ac- 
credits 20,000  health-care  providers, 
monitors  hospice  programs  but  not 
other  palliative-care  services.  Mem- 
bers of  NHPCO  can  follow  a  voluntary 
set  of  standards  for  palliative  care. 

In  assessing  a  program,  you  should 
start  by  understanding  what  compre- 
hensive palliative  care  includes.  An 
important  component  is  pain  manage- 
ment, which  the  medical  establishment 
has  traditionally  downplayed.  But  in  places  such 
as  Baptist  Memorial  Hospital  East  in  Memphis, 
patient  comfort  is  a  top  priority.  Phyllis  Marshall, 
61,  dying  of  liver  cancer,  was  in  terrible  pain 
that  her  doctor  did  not  help  ease.  When  she 
was  transferred  from  a  ward  where  she  had 
been  receiving  radiation  to  the  hospital's  recent- 
ly opened  palliative-care  unit,  a  specially  trained 
staffer  adjusted  her  medications  until  she  was 
^^^^^^^  pain-free.  A  social  worker  visited 
>nr  her  and  her  husband,  Don,  several 

LyCl/f/  times  a  day,  and  a  minister  came 

to  pray  with  them.  Marshall's  hus- 
band and  son  have  been  sleeping  alternate  nights 
in  a  comfortable  bed  in  her  hospital  room,  de- 
termined to  be  with  her  at  the  end.  "This  pro- 
gram has  been  a  blessing,"  says  Don.  "Seeing 
Phyllis  die  is  hard  enough.  Knowing  she's  com- 
fortable and  that  we  can  be  with  her  makes  it 
easier." 

Comprehensive  palliative-care  teams  include 
psychologists,  social  workers,  and  clergy  mem- 
bers who  help  patients  deal  with  depression, 
anxiety,  and  fear,  and  grapple  with  spiritual  is- 
sues. In  model  programs,  patients  are  encouraged 
to  talk  about  their  feelings  for  loved  ones,  re- 
grets, and  the  fences  they  hope  to  mend. 

A  thorough  program  should  also  include  sup- 
port for  members  of  a  dying  person's  family. 
Services  generally  include  psychological  and  spir- 
itual counseling  as  well  as  more  practical  support 
such  as  respite  care  from  aides  who  relieve  the 
caregivers  so  they  can  take  a  break.  The  focus  on 
grieving  relatives  generally  continues  after  the 
patient  dies,  in  the  form  of  bereavement  coun- 
seling. Even  the  best  palliative  care  cannot  take 
away  the  pain  of  loss,  but  it  aims  to  make  it 
more  manageable.  n 


Unlike  those  in 
hospice  care, 
patients  in 
palliative  care 
don't  have  to 
agree  to  forgo 
treatments  such 
as  chemotherapy 
and  dialysis 


Where  to  Go  for  Guidance 

WEB  SITt  (WWW.) 

DESCRIPTION 

AGING  WITH  DIGNITY 

agingwithdignity.org 

Outlines  questions  to  consider  when  writing  an 
advance  directive,  which  spells  out  the  type  of  care 
you  want  if  you're  seriously  ill 

AMERICANS  FOR  BEHER 
CARE  OF  THE  DYING 

abcd-caring.org 

A  source  for  news  about  end-of-life  issues,  such 
as  legislative  initiatives 

LAST  ACTS 

lastacts.org 

A  comprehensive  directory  of  resources  on  end-of-life 
issues  for  professionals  and  the  public 

NATIONAL  HOSPICE  & 
PALLIATIVE  CARE  ORG. 

nhpco.org 

Offers  a  program  locator  to  help  you  find  hospice 
and  palliative-care  services  in  your  area 
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MAKE  YOUR  MARK 
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VI  RTU  ALLY  ANYWHERE.  To  grow,  your  brand  needs  a  whole  new  approach  to  custom-branded  merchandisi 
HALO  Branded  Solutions,™  the  world's  premier  branded  merchandise  company,  combines  28  years  of  expertise  with  leading-edg^ 
Internet  technology  and  innovation.  We  provide  branded  solutions  to  moke  your  mark  on  almost  anything,  in  almost  no  tim( 

Explore  your  branding  possibilities  today.  CLICK  ®  www.halo.com  OR  CALL/*  888. 611. HALC 

HALO  Branded  Solutions  is  a  trademark  ot  HA-LO  Industries,  Inc. 
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ursing  Homes  Don't 
ave  to  Break  You 

ming  now  can  help  preserve  your  savings 


J.EN  HOFFMAN 


No  one  relishes  the  thought  of  Hving  in  a 
nursing  home.  Yet  as  the  average  life 
span  lengthens  and  more  people  become 
frail  or  suffer  from  a  chronic  illness,  the 
more  likely  it  is  that  you,  your  spouse,  a 
parent,  or  another  relative  will  have  to 
pay  for  nursing-home  care  sometime  in 
the  future. 

Last  year  the  U.  S.  General  Accounting  Office 
reported  that  nearly  40%  of  people  age  65  now 
are  likely  to  spend  some  time  in  a  nursing  home. 
About  half  of  them  will  stay  less  than  six 
months,  and  20%  will  spend  five  years  there. 
The  cost  of  such  care  is  expensive  and  rising.  A 
recent  national  survey  of  435  nursing  homes  by 
the  MetLife  Mature  Market  Institute  estimates 
the  average  cost  of  a  year's  stay  in  a  nursing 
home  to  be  $55,000,  or  $153  a  day.  In  major 
metropolitan  areas  like  New  York  City,  the  top 
nursing  homes  charge  more  than  $300  a  day. 
The  big  question,  then,  is  this:  If  you  or  a  fam- 


ily member  needs  a 
nursing   home,   how 
/  will  you  pay  for  it? 

/  The  first  step  is  to 

reckon  with  the  issue 
in  your  financial  plan- 
ning. "Ninety  percent 
of  the  people  I  see 
come  to  me  in  a  cri- 
sis," says  Mary  Moor- 
head,  an  elder-care 
specialist.  "If  they 
came  to  me  several 
years  before,  we  could 
plan  the  money  out, 
maybe  put  some 
aside.  But  if  they 
need  24-hour  care  and 
there's  no  answer  but 
1  a  nursing   home,   we 

I         look  at  how  much  mon- 
ey they  have  and  how 
long  it  will  last." 
MEDICARE  LIMITS.  Begin 
the  planning  by  evaluat- 
ing both   the   potential 
need    for   nursing-home 
care    and    financial    re- 
sources.   If  you   have   a 
chronic  illness  or  a  family  history  of 
severe  medical  problems,  you  should 
definitely  budget  for  a  potential  nurs- 
ing-home stay.  Lee  Slavutin,  a  life  in- 
surance agent  and  consultant  in  New 
York  City,  points  out  that  paying  for 
nursing-home  care  is  not  really  an  is- 
sue for  the  poor  and  the  rich.  Those 
with  few  resources  can  qualify  for 
Medicaid,  a  federal-state  program  that 
pays  for  health  care.  Those  who  are 
wealthy  can  go  it  alone.  It's  the  middle 
group,    who    have    a    net    worth    of 
$500,000  to  $10  million,  who  generally 
have  the  most  need  for  long-term  care 
insurance,  says  Slavutin. 
Medicare,  the  federal  program  most  people 
associate  with  health  care  for  the  elderly,  offers 
very  limited  help.  Usually  it  only  pays  the  nurs- 
ing-home expenses  of  patients  who  have  been 
hospitalized  for  at  least  three  days  and  whose 
doctors  say  they  require  skilled  nursing,  both 
to  manage  their  condition  and  to  provide  services 
(such  as  physical  therapy).  What's  more,  once 
the  patient  is  admitted  to  a  nursing  facility, 
Medicare  pays  fully  for  only  20  days.  The  patient 
must  make  a  daily  co-payment  of  .$97  from  the 
21st  to  the  100th  day,  after  which  the  patient 
pays  the  entire  bill. 

To  calm  fears  about  being  financially  devas- 
tated by  nursing-home  costs,  many  people  are 
buying  long-term  care  insurance.  The  coverage 
usually  offers  a  per-day  rate,  such  as  $100,  for  a 
specific  amount  of  time,  such  as  two  or  five 
years.  Many  policies  also  pay  some  expenses 
for  at-home  care.  The  idea  behind  this  insurance 
is  to  avoid  being  forced  to  "spend  down"  family 
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By  buying  into  a  "life  care" 
community,  you  can  live 
independently  at  first  and  then 
move  up  to  higher  levels  of  care 
at  no  or  little  more  expense 


assets  in  order  to  qualify  for  subsidized  cover- 
age ft'om  Medicaid.  Tiie  AARP's  free  guide,  Long- 
Term  Health  Insurance:  Understanding  Your 
Options,  suggests  that  before  buying  such  in- 
surance, you  take  stock  of  your  net  worth  and 
income  to  determine  how  much  you  can  afford 
for  a  policy  and  how  much  coverage  you'll  need 
to  pay  any  nursing-home  bills. 
If  you  decide  you  need  the  cov- 
erage, ask  your  state  insurance 
department  for  a  list  of  compa- 
nies that  offer  policies  in  your 
state. 

One  other  option  is  a  life  in- 
surance policy  with  an  "acceler- 
ated death  benefit."  That  allows 
you  to  take  the  proceeds  if  you're 
diagnosed  with  a  terminal  illness 
or  one  that  will  require  extended 
care.  The  American  Council  of 
Life  Insurance  says  78%  of  life 
insurers  offer  these  policies,  and  only  13%  of 
them  charge  an  extra  premium  for  the  acceler- 
ated benefit.  The  downside  is  that  if  you  spend 
the  life  insurance  on  nursing-home  bills,  it  will 
not  be  available  to  your  survivors. 
LAST  RESORT.  Another  approach  is  to  buy  into  a 
residential  "life  care"  community  that  offers  in- 
creasing levels  of  care  as  you  age.  You  start  by 
hving  independently  in  your  own  housing  unit, 
but  you're  able  to  move  up  to  higher  levels  of  care 
as  you  need  them  at  no  or  little  more  expense. 
That's  because  you're  making  an  invest- 
ment in  the  community  from  the  out- 
set, not  just  paying  rent.  Alternatively, 
if  you're  at  least  62  and  have  sub- 
stantial equity  in  your  home,  you 
can  get  a  reverse  mortgage 
and  use  the  proceeds  to  pay  for 
long-term  care  expenses  or  in- 
surance premiums.  (For  more 
information,  visit  www.re- 
verse.org,  the  site  of 
the  nonprofit  National 
Center  for  Home  Equity 
Conversion.) 

For  people  without  in- 
surance or  savings,  Med- 


Footing  the  Bills 


WEB  SITE  (WWW.) 

AARP 

aarp.org 

HEALTH  CARE 

FINANCING  ADMINISTRATION 

hcfa.gov 

MEDICARE 

medicare.gov 

NATIONAL  ACADEMY 

OF  ELDER  LAW  AHORNEYS 

naela.org 


INFORMATION 

Provides  information  and  tips  on  long-term 
care  options  as  well  as  Medicaid  basics 

Click  on  "Medicaid"  and  search  by  name 
for  these  documents:  Spousal  Impoverishment 
and  Transfers  of  Assets 

Read  or  order  Medicare  and  You  for  details  on 
Medicare's  nursing  home  coverage 

Offers  help  in  locating  a  legal  expert  in  estate 
and  Medicaid  planning 


icaid  is  the  last  resort.  But  figuring  ou  lov 
qualify  can  be  difficult  because  the  sta  5  h 
wide  latitude  for  setting  their  own  requ  mt 
concerning  the  amount  of  assets  and  i  orr 
nursing-home  resident  and  spouse  may  ta: 
The  Henry  J.  Kaiser  Family  Fou  lat 
which  supports  research  on  Medicaid,  s  b  ( 
in  most  states  the  program  will  pay  pr^ 
home  bills  if  an  individual's  assets  are  1  f  i 
$2,000  and  a  couple's  less  than  .$3,000,  anc  [  a 
tient  uses  all  of  his  or  her  income — ex  pt 
about  $30  a  month  for  personal  needs — 1(  «> 
care.  Certain  assets  are  exempt  from  thi  irn 
home,  its  furnishings,  a  car,  and  sufficie  fa 
to  cover  burial  expenses.  A  patient 
bank  or  brokerage  accounts  will  be  rec  i  • 
use  those  to  pay  for  care  before  qualii  r.. 
Medicaid.  Income  limits  vary  by  stat(  l.i 
your  spouse  enters  a  nursing  home  in  i  )i) 
you  do  not,  you  may  keep  from  $1^  124 
$84,120  in  annual  income,  and  you  may  r  lai 
the  family  home. 

Experts  identify  two  major  challenges  i  p 
ning  for  eventual  Medicaid  assistance  if 
want  to  leave  assets  to  your  heirs,  you  r 
tect  those  assets  from  a  Medicaid  "spen  io 
only  by  transferring  them  to  someone  Isi 
least  three  years  before  you  enter  a  ir. 
home  or,  if  you  set  up  certain  kinds  of  tn  s. 
years  before  admittance. 

Planning  ahead  is  especially  appropri; 

married  couple  with  one  healthy  spouse 

who  is  much  older  or  il 

the  sick  spouse  enters  t 

ing  home,  says  Herb  Im 

an  attorney  for  the  1  :ti 

Senior  Citizens  Law  C  itt 

Los  Angeles,  Medicaid  rill 

termine  eligibihty  by  or 

ering  all  assets  helc  n 

names  of  both  spouses. 

assets,  such  as  money  i  a 

kerage  account,  are  n 

bring  the  healthy  spo' 

come  up  to  the  state-a| 

level,  they  may  not  ha' 

sold.  However,  the  rules 

ing  asset  transfer  are  com; 

vary  from  state  to  state. 

says  that  before  you  take  actioi 

sential  to  get  advice  from  a  lawyer  who 

pert  in  Medicaid  and  estate  planning. 

Be  aware  as  well  that  once  a  nursing- 
tient  and  his  or  her  spouse  have  died,  fed| 
requires  states  to  try  to  reimburse  Me 
recovering  money  from  the  estate.  Thus  v 
parents  bequeath  their  home  to  their  (  ,d 
the  state  may  try  to  sell  it  to  pay  the  d« 
Medicaid  bills.  Other  assets,  such  as  a  jo 
account  or  part  interest  in  a  business  or 
ty,  may  also  be  targeted. 

The  financial  options  listed  here  are  i 
appealing  than  the  possibility  of  havin 
to  a  nursing  home.  But  what  hurts  most 
do  no  planning  at  all  and  have  to  scramb 
a  crisis  hits. 


's 


170  BUSINESS  WEEK  /  NOVEMBER  20,  2000 


due  Funds:  The  Old 
conomy  s  Old  Reliables 

mt  way  to  hedge  and  a  proven  long-term  winner 


INE  TERGESEN 


oes  your  mutual-fund  portfolio  contain  a 
mix  of  the  past  few  years'  winners?  Then 
it's  probably  filled  with  names  such  as 
Janus  Twenty,  Amerindo  Technology,  and 
Munder  NetNet.  But  with  tech,  telecom, 
and  the  whole  Internet  sector — ^the  main- 
stay of  those  funds — on  the  ropes  this 
year,  the  former  superstars  are  bleeding  red  ink. 
That's  why  you  should  consider  long-neglected 
"value"  funds,  which  hunt  for  bargain-priced 
stocks.  Value  players  typically  focus  on  unglam- 
orous  Old  Economy  industries  such  as  banking, 
manufacturing,  energy,  and  utilities.  But  a  new 
breed  seeks  bargains  in  pricier  sectors,  including 
technology,  as  well.  After  six  years  of  spotty 
performance,  value  funds  are  on  the  upswing. 
Since  the  tech-heavy  Nasdaq  index  peaked  on 
Mar.  10,  value  funds  are  up  14.6%,  vs.  a  13.2% 
decline  for  growth  funds,  as  of  Nov.  3. 

Unfortunately,  many  fund  investors  are  mere- 


ly watching  value's  comeback. 
Over  the  past  two  years,  in- 
vestors have  yanked  $128  bil- 
lion out  of  value  funds — or 
about  20%  of  the  assets  in 
value  funds  now.  Between 
viithdrawals  and  portfoKo  loss- 
es, value  funds  now  account 
for  only  13%  of  fund  assets, 
dovm  from  20%  in  1997,  ac- 
cording to  Financial  Research 
Corp.  With  many  investors' 
portfolios  skewed  toward 
growth  funds,  "a  little  rebal- 
ancing would  be  appropriate," 
says  Philip  Edwards,  manag- 
~  ing  director  at  Standard  & 
Poor's,  which,  like  BUSINESS  week,  is  a  division  of 
The  McGraw-Hill  Companies. 

Even  if  technology  snaps  back,  it  makes  sense 
to  own  some  value  funds.  For  one  thing,  value 
and  growth  stocks  don't  move  in  lockstep,  so 
exposure  to  both  styles  provides  a  safety  net 
when  one  is  out  of  favor.  Indeed,  in  October, 
value  funds  offered  investors  refuge  from  a 
falling  market,  gaining  1.5%  even  as  the  average 
domestic  equity  fund  lost  2.7%. 
SHIFTING  DEFINITION.  Moreover,  although  grov^i:h 
stocks  have  dominated  since  1993,  value  investing 
remains  the  better  long-term  performer.  Over 
the  last  70  years,  value  stocks  clocked  a  13.4% 
average  annual  return,  vs.  10.2%  for  growth 
stocks,  according  to  Ibbotson  Associates.  Still,  be- 
cause it's  difficult  to  predict  which  kind  will  do 
better  at  any  one  time,  it's  important  to  invest  in 
both  camps. 

How  much  of  your  portfolio  should  be  in  value 
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Draw  a  line  from  the  applicatiir 


y<«^nm^nr 


1. 


Microsoft  Office  2000 


JBias"^ 


2. 


Adobe  Photosliop  6.0 


3.    ^ 


Unigraphics  Solutions'  Solid  Edge 


Speed  claims  based  on  industry  benchmarlts  For  latest  benchmark  results,  visit  www  amd.com.  €<  2000  Advanced  Micro  Devices,  Inc  AMO,  AMD  Athlon  and  the  AMD  logo  are  tr«  n 


sor  that  can  now  run  it  faster. 


A. 


B. 


AMD^ 


ithion 


AMDi:i 


ithion 


c. 


AMD^ 


ItMori 


atever  applications  you  choose,  run  them  on  a  PC  based  on  the  new,  faster,  1.2  GHz  AMD  Athlon'"  processor. 
.AMD  Athlon  was  the  first  processor  to  break  the  gigahertz  barrier.  And  with  performance-enhancing  cache  memory  and 
'n  faster  speeds,  they're  better  than  ever.  No  wonder  4  of  the  world's  top  5  computer  manufacturers  rely  on  AMD  Athlon 
cessors.  To  see  how  you  can  increase  your  productivity  and  run  applications  faster,  head  straight  for  www.amd.com/faster. 


Solid  Edge  is  a  trademark  of  Unigraphics  Solutions.  Inc.  Other  product  r,ames  used  are  for  identification  purposes  only  and  may  be  trademarks  of  their  r. 


espective  companies. 
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Mutualfunds 


Over  the  past  70 
years,  value 
stocks  have 
posted  an  average 
annual  return  of 
13.4%,  compared 
with  10.2%  for 
growth  stocks 


depends  on  how  much  risk  you  want  to  take. 
Value  funds  appeal  to  conservative  types  be- 
cause they  are  less  volatile  than  funds  that  buy 
growth  stocks,  which  are  prone  to  big  price 
swings.  Even  New  Economy  zealots  should  use 
value  to  temper  the  gyrations  in  tech-heavy 
funds.  "All  of  our  clients,  even  the  most  aggres- 
sive, have  something  in  value,"  says  Ronald 
Roge,  a  financial  advisor  in  Bohemia,  N.  Y. 

Convinced  you  want  to  invest  in  value  funds? 
Be  forewarned:  Fund  managers  don't  all  see 
value  the  same  way.  "Don't  assume  that  be- 
cause something  is  called  a  value  fund 
it's  going  to  be  what  you  expect," 
warns  Chris  Traulsen,  a  senior 
lyst  at  Morningstar. 

When  conceived  in  the  1930s 
value  investing  meant  buying 
stocks  that  sell  for  less  than 
the  value  of  a  company's  tan- 
gible assets,  such  as  its  proper- 
ty, plants,  and  equipment.  Typi- 
cally, this  yields  portfolios  heavy 
in  manufacturing  and  natural-resource 
stocks.  Examples  are  the  Franklin  Large  Cap 
Value  and  Babson  Value  funds. 

Later,  investors  such  as  Warren  Buffett  added 
a  new  twist.  They  recognized  that  intangible  as- 
sets— such  as  famous  brand  names  and  unassail- 
able franchises — that  don't  show  up  on  balance 
sheets  can  have  value,  too.  Buffett  bought  con- 
sumer companies  such  as  Coca-Cola,  which  was 
not  cheap  by  traditional  value  measures.  Gabelli 
Blue  Chip  Value  also  invests  in  this  manner 

The  newest  generation  of  value  investors  em- 
braces the  New  Economy.  They  estimate  future 
cash  flows — a  metric  more  common  to  growth 
managers.  And  if  they  think  something  is  un- 


dervalued, they'll  buy  it-even  if  it's  a  te< 
stock  selling  at  prices  that  would  ma 
tional  value  buyers  cringe.  The  champio^ 
new  approach,  Legg  Mason  Value 
made  plays  on  America  Online,  Dell  Cc 
and  Amazon.com.  Not  only  did  it  blow 
value  peers  but  it  has  beaten  the  Star 
Poor's  500-stock  index  for  nine  straigh  'e 
Some  other  funds  that  take  this  road:  !  a 
American  and  Excelsior  Value  &  Restn  n 
X-RAY  VISION.  Although  most  value  fun 


fall  neatly  into  one  camp,  a  quick  way  t   ig 


Where  the  Value  Is 

FUND                                                                TOTAL 
i      RETURN* 
i  YEAR-TO-DATE 

PRICE- 

TO- 

EARNINGS 

PRICE-    1    COMMENTS 
TO-BOOK  i 
VALUE     i 

EXCELSIOR  VALUE  &                          7.9% 
RESTRUCTURING 

25.7 

5.8    1  Big  bets  on  Qualcomm,  Nokia 

LEGG  MASON  VALUE  TRUST    |     -0.4 

24.7 

6.9    :  Holds  AOL,  Amazon.com,  Gateway 

LONGLEAF  PARTNERS                        9.7 

17.3 

3.1     I  Nothing  in  tech 

MUTUAL  SHARES                        1      10.6 

19.7 

2.8    j  Heavy  in  service,  financial  stocks 

OAKMARK  1                                          4.2 

18.9 

4.0    j  Favors  consumer,  industrial  stocks 

SELECTED  AMERICAN                       8.6 

25.3 

6.1    1  28%  in  tech,  including  IBM,  H-P 

THIRD  AVENUE  VALUE               |      20.8 

27.2 

2.5    i  Small-cap  fund  with  37%  in  tech 

TWEEDY  BROWNE                              9.3 
AMERICAN  VALUE 

21.2 

4.4    j  Big  bets  on  financial  stocks 

VANGUARD  VALUE  INDEX                 5.3 

24.6 

4.0      Tracks  S&P/Barra  Value  Index 

VANGUARD  WINDSOR  II             i      10.4 

24.2 

4.3    ;  Top  picks  are  energy  stocks 

*  Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  through  Nov.  3                                     DATA;  MORNINGSTAR  INC, 

out  where  a  fund  stands  is  to  look 
expensive  and  tech-heavy  it  is  cc   M 
with  its  peers.  Take  tl 
mark  Select  Fund.  A 
16%  in  technology, 
still  looks  cheap,  s 
price-to-eamings  ratic  if 
is  22%  below  that 
cap  value  funds.  It 
to-book-value  ratio 
also  well  below  the 
ry's  average  of  4.1. 
In   contrast,   pbhg 
Value  looks  expensive.  At  29.1  and  5.5, 
and  p-b  ratios  are  above  the  averages  fc 
cap  value  funds  of  25.3  and  5.4.  It's  no 
since  32%  of  the  fund's  assets  are  in  tecloli 
as  opposed  to  14.4%  for  the  category. 

Make  sure  to  check  both  a  fund's  p-e 
ratios.  Since  many  beaten-down  compan 
losses,  ratios  that  take  only  earnings 
count  are  not  always  reliable.  As  a  finafch 
read  a  prospect's  annual  report.  It  coifcin 
snapshot  of  its  holdings  on  a  specific 
well  as  an  overview  of  its  investment  phi 
Which  type  of  value  fund  makes  se  le 
you?  It  depends  on  what  Isi 
in  your  portfolio.  One  wa 
ure  out  what  percent  of  ;  an 
sets  are  in  value  vs.  gi 
to  plug  your  holdings  i 
Portfolio  X-Ray  feature  a  Ho 
ingstar.com  for  a  breakdc  n 

If  you  are  heavily  ske 
ward  growth,  a  tradition 
fund — likely  to  be  one  w 
p-e's — is  the  better  choi 
new  value  funds,  with 
p-e's,  own  a  fair  amount 
stocks  and  may  duplicat 
than  they  help  diversil 
portfolio.  Indeed,  since  tl 
daq  peak,  the  most  ex 
third  of  value  funds  (miju 
by  p-e  and  p-b  ratio; 
trailed  the  cheapest  thi 

New  value  funds  can 
role  in  a  portfolio,  offerin] 
die  ground  between  shoo' 
moon  growth  funds  and 
feeding  value  players.  B 
really  need  to  offset  a  tec 
portfolio,  nothing  does  it 
old-fashioned  value  fund 
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Our  only  limits  are  in  our  imagination 


Viatel's  new  vision  of  communications  doesn't  begin  with  fiber  or  end  at 
today's  network  edge. 

Instead,  we  see  information  that  flows  across  integrated  pan-European,  North 
American,  trans-Atlantic  and  metropolitan  networks,  making  local,  national  and 
regional  boundaries  invisible. 

We  see  technology  that  moves  at  the  speed  of  light  today  and  even  faster  tomorrow. 

We  see  a  world  of  innovation  —  in  pricing  and  delivery  —  that  connects  every 
customer  and  every  destination. 

From  here  to  as  far  as  the  eye  can  see,  one  network,  one  vision. 

No  borders.  No  barriers.  No  limits. 

Viatel  from  anywhere  in  Europe    00800.0064.4444 
Viatel  in  the  US     1 .800.244. 1  798 

www.viatel.com 


(VIATE 


>  2000  Viatel.  Inc 
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G    Tenth    AhHUSl    Foru... 
Chief    Financial     Officer! 

February   Efl-Narch    En   EDDl 
i    Breakersn   Palm    BeachT  FL 

The    Premier    Corporate    Finance    Event 


rom  February^SS^arch  2,  2001,  BusinessWeek  will 
gather  together  America's  top  Chief  Financial  Officers 
in  Palm  Beach,  Florida  for  the  year's  most  prestigious 
corporate  finance  event.  This  private,  invitation- 
only  forum  at  The  Breakers  will  focus  on  the  ways  in 
which  CFOs  can  take  "e.biz"  to  the  next  level,  guiding 
their  companies  toward  utilizing  the  Net's  full 
potential  for^^^^efficiency  and  innovation. 

Conducted  in  a  retreat-like  setting,  the  forum 
encourages  collegial  interaction  so  that  participants 
may  gain  the  well-founded  knowledge  that  is  only 
derived  from  exchanging  ideas,  sharing  experiences, 
and  engaging  in  compelling  discussions.  Topics 
include:  "Finding  an  E-Business  Model  that  Works", 
"Supply-Chain  Management  Comes  of  Age"  and 
"The  Implications  of  Going  Wireless."  The  Annual 
BusinessWeek  Forum  of  Chief  Financial  Officers 
is  an  exclusive  event  reserved  for  today's  elite 
financial  lea  " 


BusinessWeek 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today.  If  yoj 
have  not  received  one,  but  believe  you  should  attend,  please  contact  u 
Simply  call  212.512.6673. 


UARREN    C.     JENSON 
Senior  Vice  President  and  CFO 
Amazon.com  Inc. 


JERRY    II.    KENNELLY 
Senior  Vice  President,  CFO 
and  Secretary 
Inktomi  Corporation 


IN    PARTNERSHIP    WITH 

Zurich    Financial    Services 

SPONSORED  BY 

nilliman    &    Robertsoni    Inc. 

UITH    SUPPORT    FROM 

GetThere 


id.. 

1 


THOMAS    riALONE 

Patrick  J.  McGovern  Professor 

of  Information  Systems 

Sloan  School  of  Management,  MIT 


HEIDI    G.    MILLER 
Chief  Financial  Officer  and  SEVP, 
Strategic  Planning  and  Administration 
priceline.com  Incorporated 


JAMES    A.    PARKE 
Vice  Chairman  and  CFO 
GE  Capital 


BusinessWeek 
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The  Barker  Portfolio 


QUICKEN  FINALLY 
HITS  WEB  SPEED 


\  I 


BY  ROBERT  BARKER 

Its  free  online 
retirement  planner 
is  a  winner-but 
beware  the  pitches 


Quicken's 
401k  Advisor 


WEB  ADDRESS 

www.quicken.com/401kadvisor 

SHORTCUT  AROUND 
PROMO  PAGES 

www.teamvest.com/myadvisor/ 
page.jsp?ID=oa_createlogon 

TOLL-FREE  PHONE 

888  445-4015 

COST  OF  BASIC 
ADVISORY  SERVICE 

Free 

COST  OF  ONGOING 
MONITORING  SERVICE 

$19.95  per  month 

COMPUTER  COMPATIBILITY 

Best  with  Internet  Explorer,  less 
so  with  Netscape  and  with  Macs 

DATA:  QUICKEN,  BUSINESS  WEEK 


Among  the  many  puzzles  perplexing 
me  is  this:  Why  hasn't  Intuit,  the 
pioneer  behind  such  personal-ti 
nance  software  as  Quicken  and  TurboTax, 
created  a  killer  Web  site?  With  6.6  milhon 
monthly  visitors,  Quicken.com  sees  lots  of 
traffic.  But  Chevrolet  also  sells  lots  of  cars. 
For  such  key  tools  as  fund  or  stock  screeners 
and  portfolio  trackers,  you'll  find  sleeker  or 
smarter  stuff  at  sites  including  Yahoo!, 
MSN,  and  Morningstar.com.  ^^ 

At  last,  though,  Quicken.com  has  some-  ~ 
thing  it  can  truly  boast  about.  The  new 
version  of  its  401k  Advisor,  introduced  on 
Nov.  7,  adds  features  already  in  competing  tools 
from  Financial  Engines  and  Momingstar,  while 
buOding  on  a  couple  of  its  own.  These  services  all 
are  designed  to  specify  how  much  money  you 
should  put  in  each  of  your  401(k)'s  investment 
choices,  given  your  financial  goals  and  appetite 
for  risk.  For  that,  Financial  Engines  and  Mom- 
ingstar are  charging  a  minimum  of  $59.80  and 
$31.80,  respectively,  a  year.  Now,  Quicken.com  is 
giving  away  similar  fund-specific  advice. 

You're  right — ^there's  a  catch.  Quicken.com  offers 
this  fi-ee  advice  via  a  partner.  Team  Vest,  which  de- 
veloped the  tool  with  Intuit.  In  return,  the  Char- 
lotte (N.C.)  investment  adviser  hopes 
to  convert  free  users  into  clients 
who  will  pay  at  least  $239  a  year 
for  ongoing  monitoring  of  their 
401(k)  accounts.  That  strikes  me  as 
steep  for  something  easily  done  on 
your  own,  but  Intuit  says  you  can 
exploit  the  basic  401(k)  checkup 
again  and  again  for  free. 

On  each  page  of  the  401k  Advi- 
sor you'll  find  links  to  live  help 
from  one  of  Team  Vest's  licensed  ad- 
visers, a  human  touch  not  offered 
by  rivals.  They're  available  from 
8:30  a.m.  to  10  p.m..  Eastern  time, 
weekdays,  and  9  a.m.  to  7  p.m.  on 
weekends.  You  can  call  them,  or 
they'll  call  you.  Or,  if  your  modem 
is  using  your  only  phone  line,  you 
can  chat  online  via  a  window  on 
your  screen.  I  tried  both  methods 
several  times.  Each  worked  well. 
The  initial  consultation  is  free,  and 
none  of  the  four  advisers  I  "met" 
bugged  me  with  a  hard  sell. 

The  service's  second  unique  edge 
is  its  database  of  1,100  employers' 
401  (k)  plan  investment  choices  and 
contribution-matching  policies.  This 
neatly  eliminates  the  dreary  but 


crucial  task  of  having  to  enter  those  partic 
That  chore,  demanded  by  rival  services,  c; 
time  consuming,  unless  your  company  offer: 
of  these  tools  as  an  employee  benefit.  In  te| 
found  Quicken.com  came  up  with  detaDs  of 
company  plans,  from  Alcoa  to  Ziff-Da 
couldn't  verify  the  database's  accuracy,  a 
tion  one  rival  raised,  but  Team  Vest  clai 
recheck  each  401(k)  plan  quarterly.  You  cai 
use  the  tool  on  other  accounts,  such  as  indr 
retirement  accounts,  and  plan  for  such  bi 
lays  as  college  tuition. 
CHOICES.  It  doesn't  analyze  stock  holdings, 
in  all  I  found  the  service  rendered  reasonab] 
set  allocations  and  fund  choices.  For  a  wi 
moderately  risk-taking  fortysomething  cou 
suggested  60%  equities,  32%  bonds,  and  8% 
It  then  said  precisely  how  many  dollars  or  s 
to  move  and  into  which  funds.  Because  it 
beginning  as  well  as  advanced  investors, 
geeky  financial  points  that  I  was  happy  to  f 
rival  tools'  footnotes  are  absent  here.  Yet 
people,  I  bet,  will  find  the  guidance  and  e 
tional  material  clear  and  sufficient. 

Next  to  retirement  planning  features  at 
Yahoo!,  and  America  Onhne,  Quicken.com  1 
has  a  killer  tool.  Does  it  blow  away  Financij 
gines  and  Morningstar?  No,  not  if  your  err 
er  has  given  you  free  use  of  one  of  these 
each  of  which  is  getting  sharper.  Financia 
gines  just  unveiled  a  friendlier  design  an( 
new  features,  such  as  "scorecards"  rating 
funds.  Momingstar  expects  to  update  its  ( 
Future  tool  in  December  and  January. 

These  rivals  and  more  are  chiefly  inte 
selling  their  services  directly  to  employers.  I 
they  succeed.  Every  401(k)  plan  ought  to  off( 
of  these  tools.  Until  yours  does.  Quicken 
fi*ee  service  is  the  one  worth  using  first. 


lUisiiicssVVockoiiliiK' 


For  barkeronline,  go  to  www.businessweek.com/inv 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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2001 
sable 


The  2001  Mercury  Sable  has  foot  pedals*  that  move 
foiAA/ard  or  backward  at  the  push  of  a  button.  So  they're 
never  too  close  or  too  far  away.  Plus  a  Personal 
Safety  System^*^  that  includes  dual-stage  front 
airbags^  and  energy- absorbing  safety  belts.  How 
else  does  the  Sable  accommodate  you?  Click  or  call. 
www.mercuryvehicles.com  ■    888.566.8888 


/s  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 


Mercury 

LIVE  LIFE 
IN  YOUR 
OWN      LANE 


WRITE  OUTSIDE  THE  MARG. 


Introducing  Morph  ]''  the  new  pen  from  Cross!  It  actually  transforms 
itself  to  provide  unmatched  writing  comfort.  Just  twist  the  dial  at 
the    pen's    center    and    it    expands    or    contracts    for    the    feel    you    want. 


W{]K 

sor  look  www.cross.com 
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Inside  Wall  Street 


TZY  HOTELS— CHEAP 


HE  G.  MARCIAL 

t-Express 
s  shares  may 
the  market. 
)-Five's  liquid 
al  displays 
to  shimmer. 
)lt.  Jude  has 
linearly  O.K. 
s  defibrillator 


Orient-Express  Hotels  (OEH)  is  all  about  lux- 
ury. But  the  shares  of  this  Bermuda  com- 
pany, which  went  public  in  August  on  the 
Big  Board,  are  anything  but  ritzy.  Initially  of- 
fered at  19,  the  stock  is  now  at  20— way  off  its 
September  high  of  26.  The  company  posted  bet- 
ter-than-expected  results  in  its  first  quarter. 

"The  stock  is  a  terrific  buy  because  a  non- 
fundamental  factor  is  pushing  it  down,"  says 
David  Burshtan,  who  runs  Northern  Trust's 
Small  Cap  Growth  Fund.  Casting  a  dark  cloud  is 
Sea  Containers,  which  spun  off  Orient-Express 
but  still  owns  60%  of  the  stock.  Sea  Containers 
plans  to  unload  the  rest  of 
its  17  million  shares  by 
Feb.  5.  This  big  overhang 
of  shares  has  turned  off 
investors,  but  Burshtan 
says  it  creates  a  tempting 
opportunity.  With  Orient- 
Express'  "irreplaceable  as- 
sets" and  yearly  cash-flow 
growth  of  15%,  the  shares 
are  worth  40,  he  adds. 

The  company  operates 
six  Orient-Express  trains  but  derives  95%  of 
earnings  and  revenues  from  its  26  hotels  on  five 
continents.  Orient-Express  hotels  are  leaders  in 
their  markets — such  as  the  Cipriani  in  Venice, 
the  Copacabana  Palace  in  Rio  de  Janeiro,  and  the 
Windsor  Court  in  New  Orleans. 

Analyst  Michael  Rietbrock  of  Salomon  Smith 
Barney,  who  describes  Orient-Express  as  a  "sol- 
id play  in  the  luxury  hotel  ownership  market," 
expects  it  to  earn  $1.55  a  share  in  2001  and 
$1.85  in  2002,  up  from  $1.40  in  2000. 

THREE-FIVE  SYSTEMS 
IS  SET  FOR  A  SHOW 
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oney  manager  Graham  Tanaka  has  scored 
a  feat  in  this  tech-wreck  market:  His  tech- 
heavy  Tanaka  Growth  Fund  is  up  more 
than  15%  this  year  through  Nov.  3,  compared 
with  a  2.5%  loss  for  the  Standard  &  Poor's  500- 
stock  index.  In  1999,  the  fund's  first  full  year  of 
operation,  it  gained  58%, 
vs.  21%  for  the  s&p.  Tana- 
ka's  ace:  He  invests  in 
what  he  calls  the  "enablers 
and  beneficiaries  of  the  dig- 
ital revolution."  This  "pro- 
ductivity-based" bull  mar- 
ket, he  argues,  has  years 
to  go.  One  stock  he  thinks 
will  be  a  big  beneficiary: 
Three-Five  Systems  (tfs), 
a  leader  in  making  liquid 
crystal  display  (lcd)  mod- 
ules for  cellular  phones  and 


TANAKA:  Go  with 
the  digital  players 


handheld  consumer  and  office  electronics  gear. 

"Three-Five  is  the  best  pure  play  in  the 
handheld  LCD  market,"  says  Tanaka.  Its  largest 
customer  is  Motorola  (85%  of  sales),  which  uses 
LCDs  in  its  mobile  handsets.  LCDs  increase  speeds 
and  reduce  costs  in  displays,  says  Tanaka. 

TFS  is  also  developing  liquid-crystal-on-silicon 
microdisplay  technology,  designed  for  such  mar- 
kets as  HDTV,  wireless  Net  appliances,  and  busi- 
ness projectors.  It  is  a  flat  panel  the  size  of  a 
thumbnail.  TFS  has  signed  pacts  with  Nikon, 
Samsung,  and  InFocus  for  products  with  mi- 
crodisplay technology.  "We  expect  microdisplay 
sales  of  $20  million  in  2001,"  says  Tanaka. 

Three-Five  stock  hit  80  in  May  on  excitement 
over  the  microdisplays.  But  later,  worry  over 
Motorola's  delayed  orders  pulled  the  price  down 
to  35.  Tanaka  thinks  the  problem  is  temporary 
and  expects  sales  to  Motorola  to  jump  next  year. 
He  sees  core  LCD  revenues  growing  at  least  50% 
in  2001  and  a  further  30%  to  40%  in  2002  and 
2003.  TFS  should  earn  $1.17  a  share  on  sales  of 
$280  million  in  2001,  and  $1.72  on  $400  million  in 
2002.  The  stock,  now  at  32,  deserves  a  price- 
earnings  ratio  equal  to  its  35%  growth  rate,  says 
Tanaka.  His  two-year  target:  60. 

QUICKENING  THE 
PULSE  AT  ST.  JUDE 

Finally,  St.  Jude  Medical  (STJ)  is  getting  some 
respect.  Although  the  maker  of  cardiovas- 
cular devices  is  No.  1  in  mechanical  heart 
valves  and  No.  2  in  pacemakers,  St.  Jude  hasn't 
quite  commanded  the  lofty  price-earnings  ratios 
investors  have  bestowed  on  its  peers — Boston 
Scientific,  Guidant,  and  Medtronic.  But  the  Food 
&  Drug  Administration  has  come  to  St.  Jude's 
rescue.  It  has  given  swift  and  early  approval  to 
St.  Jude's  Photon  DR,  a  dual-chamber  implantable 
defibrillator  for  the  treat- 
ment of  rapid  heartbeats. 

St.  Jude's  stock,  which 
dropped  to  33  in  May,  has 
been  on  the  rise.  But  ana- 
lysts think  St.  Jude,  now 
at  57,  deserves  an  even 
higher  p-e.  With  the  FDA's 
fast  action,  "we  believe  a 
30  multiple,  in  line  with  the 
average  range  of  the  other 
large-cap  cardiovascular 
companies,  is  reasonable  for  St.  Jude,"  argues 
Matthew  Dodds  of  so  Cowen  Securities.  That 
translates  to  63  a  share.  With  Photon  expected  to 
sell  throughout  2001,  Dodd  says  his  overall  sales 
estimate  of  $1.32  billion  and  earnings  forecast 
of  $2.10  a  share  for  2001  "are  on  the  conservative 
side."  He  rates  St.  Jude  a  "strong  buy." 


BusinessWeek  oiiliiir 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 


A  BREATHTAKING 
RISE 


MAY  8,  '00 
▲  DOLURS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 
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Figures  of  the  Week 


STOCKS 

S&P  500 

Nov.    Apr.    Nov.   Nov.  2-8 

1560 I : 1440 


U.S.  MARKETS 


Nov.  8 


%  change 
Year  to    Last  1 2 
Week      date    months 


GLOBAL  MARKETS 


Nov.  8     Week 


1495 
1430 
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1300 
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1430 


1420 


-1-1409.3 


1400 


COMMENTARY 

The  before-and-after  saga  of  the  Pres- 
idential election  seemed  to  throw  the 
markets  into  limbo  this  week.  Major 
averages  had  their  fits  and  starts  every 
other  day,  but  wound  up  with  neither 
gains  nor  losses:  The  Dow  Jones  in- 
dustrial average  and  the  S&P  500  both 
ended  the  week  flat,  while  the  topsy- 
turvy Nasdaq  tech  stocks  posted  rela- 
tively painless  losses  of  about  3%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems.  Inc. 


S&P  500  1409.3  -0.8  -4.1  2.3 

Dovi/ Jones  Industrials  10,907.1  0.1  -5.1  1.8 

Nasdaq  Composite  3231.7  -3.1  -20.6  2.8 

S&PMJdCap400  522.5  0.4  17.5  25.9 

S&P  SmallCap  600  216.6  0.5  9.5  20.2 

WllshireSOOO  13,152.6  -0.8  ^.8  3.7 

SECTORS 

Business  Week  50*  1125.9  -0.9  -13.5  -1.2 

BusinessWeek  Info  Tech  100**    774.2  -3.3  NA  NA 

S&P/BARRA  Growth  788.3  -1.5  -11.2  -2.2 

S&P/BARRA  Value  635.0  -0.2  4.0  6.5 

S&P  Energy  925.6  -1.6  10.9  14.6 

S&P  Financials  158.6  -0.4  19.2  10.5 

S&P  REIT  81.5  0.3  10.7  9.1 

S&P  Transportation  674.9  0.8  13.1  5.9 

S&P  Utilities  325.4  -1.9  43.2  34.8 

GSTI  Internet  342.7  0.8  -51.9  -35.2 

PSE  Technology  950.9  -1.4  -2.2  32.5 
•Mar.  19,  1999  =  1000 


S&P  Euro  Plus  (U.S.  Dollar)        1374.8  -0.9 

London  (FT-SE 100)  6477.4  0.3 

Paris  (CAC  40)  6336.0  -1.1 

Frankfurt  (DAX)  7008.6  -0.7 

Tokyo  (NIKKEI  225)  15,399.6  5.9 

Hong  Kong  (Hang  Seng)  15,654.1  2.0 

Toronto  (TSE  300)  9552.5  -0.4 

Mexico  City  (IPC)  6376.8  -0.3 

FUNDAMENTALS  Nov.  7       Wk 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos. 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Revision* 

•First  Call  Corp, 

TECHNICAL  INDICATORS 


1.12%  1.1 

)     27.3  27 

23.1  22 

-3.51%  -2.9 


I 


Wi 


Nov.  7      Wk, 


!  UlK 


•Feb.  7,2000  =  1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1441.8  1441., 

56.0%  53. 

0.59  0.6 

2.17  2.11 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 

months  % 


WORST-PERFORMING    Last 

GROUPS  month 


Pollution  Control 
Defense  Electronics 
Specialty  Appar.  Retailers 
Tobacco 
Hardware  &  Tools 


28.4 
24.5 
24.2 
20.8 
18.9 


Defense  Electronics 
Hospital  Management 
Food  Wholesalers 
Natural  Gas 
HMOs 


191.5 
70.8 
63.5 
62.1 
61.3 


Long-Dist.  Telecomms. 
Communications  Equip. 
Instrumentation 
Semiconductors 
Oil  &  Gas  Drilling 


-21.9 
-16.9 
-13.4 
-9.9 
-8.2 


ly 


Long-Dist.  Telecon  ,, 
Metal  &  Glass  Con 
Office  Equip.  &  Su 
Furnishings  &  App 
Steel 


■  MUTUAL  FUNDS 

Week  ending  Nov.  7 
■  S&P500  S  U.S.  Diversified  S  All  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Health  7.6 

Financial  6.3 

Small-cap  Growth  4.6 

Mid-cap  Value  4.6 

Laggards 

Natural  Resources  -4.1 

Japan  -3.9 

Precious  Metals  -2.6 

Latin  America  -1.7 


52-week  total  return 


Leaders 

Health 

Mid-cap  Growth 

Small-cap  Growth 

Mid-cap  Blend 

Laggards 

Precious  Metals 

Japan 

Diversified  Pacific/Asia 

Diversified  Emerging  Mkts. 


86.6 

34.4 
31.4 
26.5 

-22.6 

-14.2 

-9.8 

-2.6 


Weekending  Nov  7 
■  S&P5D0  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


^;     ;     ;    i| 


12       16       20 


Data:  standard  &  Poor's 


Leaders 

Nevis  18.6 

Orbitex  HIth.  &  Biotech.  B  18.0 

PBHG  New  Opportunities  16.6 

WM  Small  Cap  Stock  A  15.7 
Laggards 

Credit  Suisse  Inst.  Jap.  Gr.  -20.3 

ProFunds  Ultrashort  OTC  -14.0 

American  Heritage  A  -10.3 

IPS  New  Frontier  -9.8 


Leaders 

Dresdner  ROM  Biotech.  N  230. 1 

Munder  Fram.  HIthcare.  B  201.7 

Franklin  Biotech.  Disc.  A  174.0 

Orbitex  HIth.  &  Biotech.  B  164.6 
Laggards 

ProFunds  Ultrashort  OTC  -63.8 

Apex  Mid  Cap  Growth  -53.6 

Credit  Suisse  Inst.  Jap.  Gr.  -45.6 

U.S.  Glob.  Inv.  World  Gold  ^3.4 


■  INTEREST  RATES 

m 

KEY  RATES 

Nov.  8 

IkImI 
Week  ag  |!tBi 

MONEY  MARKET  FUNDS 

6.13% 

6.14% 

iBl 
II 

90-DAY  TREASURY  BILLS 

6.39 

6.37 

1-YEAR  TREASURY  BILLS 

6.20 

6.10 

lei 

10-YEAR  TREASURY  NOTES 

5.85 

5.74 

tlutp 

30-YEAR  TREASURY  BONDS 

5.88 

5.78 

30-YEAR  FIXED  MORTGAGEt 

7.79 

7.76 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS  jititt 

Taxable  equivalent  yields  on  AAA-rated,  tax-exemr)'''"'^'' 
bonds,  assuming  a  31%  federal  tax  rate. 

lO-yr.  bond 


GENERAL  OBLIGATIONS 


4.79% 


TAXABLE  EQUIVALENT 


6.94 


INSURED  REVENUE  BONDS 


4.93 


TAXABLE  EQUIVALENT 


7.14 


iwi 


I  THE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  Nov.  14,  8:30  a.m. 
EST>-  Retail  sales  probably  rose  just 
0.1%  in  October,  says  the  median  fore- 
cast of  econonnists  polled  by  Standard  & 
Poor's  MMS,  a  unit  of  The  McGraw-Hill 
Connpanies.  Excluding  vehicle  sales,  pur- 
chases likely  grew  0.3%  last  month.  In 
September,  total  retail  sales  jumped 
0.9%,  while  nonauto  sales  rose  0.7%. 

BUSINESS  INVENTORIES  Wednesday,  Nov.  15, 
8:30  a.m.  est>-  Inventories  held  by  busi- 
nesses likely  grew  0.4%  in  September. 


FOMC  MEETING  Wednesday  Nov.  15,  9a.m. 
EST>-  The  Federal  Reserve  Board's  Open 
Market  Committee  will  meet  to  set  mone- 
tary policy.  The  s&p  mms  economists 
unanimously  project  the  Fed  to  keep  its 
federal  funds  rate  target  at  6.5%. 

INDUSTRIAL  PRODUCTION  Wednesday  Nov. 
15,  9:15  a.m.  lst>-  Output  at  factories, 
mines,  and  utilities  likely  rose  0.2%  in 
October,  the  same  small  gain  posted  in 
September.  The  average  operating  rate 
likely  remained  at  82.2%. 


CONSUMER  PRICE  INDEX  Thursday  I 
8:30  a.m.  est>-  Consumer  price 
goods  and  services  probably  edg 
0.2%  in  October  after  a  0.5%  ji  j^,, 
September,  says  the  s&p  mms  su 
eluding  food  and  energy,  core  pijra 
probably  rose  0.2%  last  month 
0.3%  gain. 

HOUSING  STARTS  Friday  Nov  1 7, 
a.m.  I  SI  ►  Housing  starts  likely 
an  annual  rate  of  1.55  million  i 
ber,  from  1.53  million  in  Septer 
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May 


Daily:  Nov.2-B 


The 

Business 

Week 


5) 


teek  60's  turnout  was  ho-hum  this  week  with  a  loss  of  0.9%.  A  handful  of  stocks  got  socked, 
,  down  20.9%  on  reports  that  business  application  sales  could  stall.  Applied  Materials  and  Xilinx 
double-digits.  Bright  spots  were  Citrix  Systems,  up  10.7%,  after  analysts  upgraded  their  pro- 
jalcomm,  up  12.3%,  which  beat  fiscal  fourth-quarter  earnings  estimates  by  a  penny. 


COMPANY  PERFORMANCE 


%  change 

Since 
Week     3/1/00 


Rank      Company 


%  change 

Since 
Week     3/1/00 


;r 

sms 


-0.3 

7.6 

0.0 

-20.9 


-23.5 

-1.4 

-20.8 

-30.6 


-2.6 

50.2 

ims 

10.7 

-75.7 

inley  Dean  Witter 

-7.6 

-2.9 

7.4 

-45.2 

hnologies 

5.2 

-62.6 

Technology 

-8.3 

5.1 

ystems 

-5.1 

2.6 

-4.7 

-48.2 

hwab 

-0.9 

11.1 

It 

-6.4 

-25.8 

Iter 

-0.4 

-29.5 

7.3 

1.5 

ipliance 

-2.1 

13.1 

2.3 

14.5 

2.1 

-5.3 

26 

Intel 

^.9 

-26.3 

27 

Tribune 

5.2 

2.3 

28 

Xilinx 

-13.5 

-21.9 

29 

Enron 

-1.4 

19.0 

30 

Lexmark  International 

5.0 

-62.6 

31 

Omnicom  Group 

-6.9 

-10.7 

32 

America  Online 

8.3 

-1.2 

33 

Guidant 

5.8 

-18.2 

34 

MBNA 

0.2 

66.2 

35 

Pfizer 

4.3 

42.4 

36 

Solectron 

-5.9 

16.0 

37 

Gateway 

-5.8 

-31.2 

38 

Wells  Fargo 

1.2 

35.3 

39 

General  Dynamics 

-1.7 

63.3 

40 

Texas  Instruments 

-9.5 

-48.5 

41 

Capital  One  Financial 

3.4 

69.7 

42 

General  Electric 

0.2 

24.6 

43 

Kansas  City  Southern  Industries 

7.2 

101.4 

44 

Wal-Mart  Stores 

4.4 

-0.5 

terials 
lational 
\ssociate$ 


13.1 
-15.2 

-2.4 
0.6 
5.3 

12.3 


-58.6 
-52.9 

52.7 
-51.4 

-4.8 
-50.3 


45  Paccar  o.O  -0.7 

46  PE  Biosystems  Group  -3.3  12.2 

47  Merck  1.2  51.4 

48  Adobe  Systems  3.9  59.9 

49  Reliant  Energy  -6.9  90.2 

50  Citigroup  2.7  37.0 


3DUCTI0N  INDEX 


Change  from  last  week: -O.r/i 
Change  from  last  year:  13.3'?' 

RIAL  OUTPUT 

192=100               ^^^   ** 

^^^m^^     The  index  is  a  4-week 

moving  average 


Mar. 
2000 

July             Oct 
2000            200 

0 

index  dipped  slightly  during  the  latest 
culation  of  the  four-week  moving  aver- 
icreased  to  177.5,  from  176.7.  Season- 
utput  levels  of  autos,  electric  power, 
g,  coal,  lumber,  and  rail-freight  traffic 
teel  production  was  down  sharply  and 
were  basically  flat.  For  the  month  of  Oc- 
stood  at  176.8,  down  from  September's 
of  177.7. 

1  of  the  index  components  is  at  www.busmess- 
iction  index  Copyright  2000  by  The  McGraw-Hill 


■  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

SSP  PERSONAL  WEALTH  Real-time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 
MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  on  lino 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessyveek.com. 


WHO  SAI 
SUPPLY  I 
HAS  TO  SLOW 
OWN? 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(D1S)1B,36 

Adidas  14 

Advanced  Micro  Devices  (AMD)  51 

Agilent  Technologies  (A)  EB28 

Albermarle(ALB)EB132 

Alcoa  (AA)  178 

AltaVista  EB28 

Amazon,com(AMZN)51,52, 156, 

171.EB93,EB108,EB112, 

EB124 

American  Express  (AXP)  36, 146 
American  Home  Products  (AHP) 

90 
American  International  Insurance 

56 

American  Pacific  (APFC)  69 
America  Online  (AOL)  26, 171, 

178,E630.EB98 
Ameritrade  (AMTD)  EB98 
AMR  (AMR)  160 
Amway  46 
Anderson  62 
Apple  Computer  (AAPL)  58,  EB28, 

EB42,EB48,EB128 
Applied  Micro  Circuits  (AMCC)  52 
Arbinet  Communications  EB132 
Argus  Systems  Group  EB10 
Arthur  Andersen  69 
Ashford.com  (ASFD)EBl 08 
AT&T(D52,90, 160,EB22, 

EB30,  EB40 

AT&T  Wireless  (AWE)  26,  EB73 
Athlete's  Foot  EB1 08 
Audi  14 
Automatic  Data  Processing  (AUD) 

EB104 
Avant16 


BackflipEBIO 

BankofAmenca(BAC)154, 158 
Bank  One  (ONE)  158 
Barnes  &  Noble  (BKS)EBI  8 
Bear  Stearns  (BSC)EBI  04 
Ben  &  Jerry's  EB28 
Bernstein  (Sanford  C.)  90 
Bertelsmann  14 
BestBuy(BBY)EB112,EB124 
Bidcom  EB58 
BIDV  Securities  57 
Bluefly(BFLY)EB112 
BlueLight.com  (KM)  EB42, 
EB112,EB124 
Blueline  Online  EB58 
Blue  Tooth  EB28 
Boston  Scientific  (BSX)  181 
Broadcom  (BRCM)  52 
Buycom(BUYX)EB108 
Buzzsaw.com  EB58 


Cablevision  Systems  (CVC)  52 
Calpine  156 
CarsDirectcom  EB22 
Caterpillar  (CAT)  EB1 12 
CBS  (VIA)  16 
Cephren  EB58 
Chase  H&Q(CMB)EB1 04 
Ciena  (CIEN)  18 
Circuit  City  (CO  EB42 
Cisco  Systems  (CSCO)  52, 90, 
EB48 

Citigroup  (C)  49, 62 
CitySprintEB12 
ClickSlip  Direct  EB1 24 


CNH  Global  EB1 12 
Coca-Cola  (KO)  171 
Comcast  (CMCSK)EBI  08 
Comeiica  Bank  50 
Commeizbank  59 
Compaq  Computer  (CPQ)  16,  52 
Computech  EB42 
Continental  Airlines  (CAI.A)  52 
Continental  Cablevision  74 
Credit  Suisse  First  Boston  EB30, 
EB128 
Cyrix  51 
CytecFiberite134 


Daewoo  64 

DaimlerChiysler  (DCX)  50, 89 
Damark  International  (DMRK) 

EB124 

DeHavilland  Aircraft  134 
Deere(DE)EB112 
Dell  Computer  (DELL)  90, 134, 

171,EB28 

Deloitte&Touche18,EB78 
Denver  Broncos  150 
Deutsche  Bank  (DBK)  50,  59,  90, 

154,EB30 

Deutsche  Telekom  (DT)EB30 
Digex  (DIGX)  EB30,  EB48 
Digital  Island  EB48 
Donaldson  Lufkin  &  Jenrette  (DU) 

154 

Dovebid  EB78 
Dreyfus  (DNM)  156 
Driscoll-Wolfe  EB73 
DynamexEB12 


Eastman  Chemical  (EMN)EBI  32 
East/West  Capital  EB73 
eBay  (EBAY)  48,  EB48,  EB78, 

EB84,EB132 
Economycom  32 
EpinionsEB128 
Equippcom  EB78 
Ericsson  (ERICY)  58 
eToys(ETYS)EB124 
E*Trade  (EGRP)  EB98 
Excite  (ATHM)  EB40 
Exodus  Communications  (EXDS) 

EB30,  EB48 
Exxon  Mobil  (XOM)  90 


Farnborough-Aircraft.com  134 
Fatbrain  (FATB)  EB28 
FedEx(FDX)EB64,EB124,EB132 
Fiat  (FIA)  64 
Financial  Research  156 
Fingerhut(FD)EB124 
Firefly  Networks  EB42 
First  Call  aF)  90, 156,  EB104 
First  Union  (FTU)  158 
Flextronics  International  (FLEX)  58 
FogdogEBlOO 
Ford  (F)  50,  56,  EB28,  EB93 
Forrester  Research  (FORR)  EB48, 
EB112 

Fort  James  (FJ)EB1 12 
Fox  Spoils  (FOX)  EB1 08 
Frankfurter  Sparkassa  59 
FreeMarkets  EB78 


GE  Capital  (GE)  14 

General  Atlantic  Partners  146 

Geneial  Electnc  (GE)  90,  EB78, 

EB128 

General  Mills  (GIS)EB1 12 
General  Motors  (GM)  50, 64, 160 
Gethol  62 
Gillette  (G)  171 
GlobalCenter  EB48 
Global  Crossing  (GBD()  EB30 
Global  Sports  (GSPT)EB1 08 
Goldman  Sachs  (GS)  90, 154, 

158,EB64 

Gould  McCoy  &Chadick  84 
greenlight.com  EB22 
Guidant(GDT)181 

H 


Hagberg  Consulting  74 
Hallmark  EB128 
Halotron  69 
Hay  Group  84 

Hewlett-Packard  (HWP)  EB28, 
EB48,EB128 
Hiico  Capital  158 
Hilton  Hotels  (HLT)  142 
HITT  Contracting  EB30 
HomeDepot(HD)62,EB18 
Honda  (HMC)  89 

I 


IBM  (IBM)  48,  51, 58, 74, 90, 
171,EB28,EB48,EB93 

IDEC  Pharmaceuticals  (IDPH)  156 
iMark.com  EB78 

ImpulselBuy  Network  (INKr)EB42 
InFocus  ONES)  181 
Integrated  Device  Technology 

(IDTI)  51 
Intel  (INTO  51 
Intellectual  Ventures  146 
Intermedia  Communications 

(ICIX)  EB30 

International  Data  EB48 
Intuit  (INTU)  178 
Israel  Digital  Broadcasting  18 


Jabil  Circuit  58 
Jardine  Fleming  Vietnam  57 
J.C.Penny  (JCP)EBI  24 
JDS  Uniphase  (JDSU)  18,  90 
Jupiter  Media  MetrixEBI  2,  EB20, 
EB42,  EB73,  EB104,  EB124 


Lucent  Technologies  (LU)  52, 
EB28 
M 


Garden.com  (GDEN)  EB20 
Gartner  Group  EB30 
Gateway  (GTW)  90, 171 


Kanematsu  USA  69 

Klein  (Calvin)  EB18 

Kmart(KM)EB42,EB108,EB124 

KomatsuEB112 

Kozmo.com  EB12 

KPMG154, 158 

KrispyKreme(KREM)18 


Lam  Research  156 
Lehman  Brothers  (L£H)  90, 154 
Level  3  Communications  (LVLT) 
EB30 

Liggett  Group  (VGR)  52 
Lightspan  (LSPN)  36 
Loehman'sEBIO 
Lorillard  Tobacco  52 
Los  Angeles  Lakers  14 
Loudcloud  EB28 
Louis  V.  Lepak  Trucking  EB78 
Lowe's  (LOW)  62 


Macroeconomics  Advisers  90 
Major  League  Baseball  EB1 2 
Management  Research  Group  74 
MarketWatch,com(MKTW)EB104 
Marriott  International  (MAR)  142 
Martha  Stewart  Living  (MSO) 

EB42 

MBNA(KRB)EB98 
McGraw-Hill  (MHP)  182 
MediaOne  Group  (T)  52 
Medicine  Online  EB84 
Medtronic  (MDT)  181 
Merck  (MRK)  90 
Memll  Lynch  (MER)  90, 154, 

EB30,EB104 

Metro  Networks  (MTNT)  EB73 
Micron  Technology  (MU)  90 
Microsoft  (MSFT)  26,  52, 160 
M.M.  Warburg  59 
Montgomery  Funds  156 
Morgan  (J.P.)(JPM)  154,  EB104 
Morgan  Stanley  Dean  Witter 

(MWD)90, 154 
Momingstar178 
Motley  Fool  EB1 28 
Motorola  (MOT)  181 
MSN  (MSFT)  178 
Multexlnvestor(MLTX)EB104 
MVPcomEB124 
N 


Napster  14 

National  City  Investment 

Managemnet  74 
National  Semiconductor  (NSM) 

EB48 

National  Steel  Electronics  58 
NBAEB12 
NBC(GE)16 
NetAngels  EB42 
NetBank  (NTBK)  EB98 
NetScalerEB48 
NetScape  (AOL)  36 
Net2Phone  EB22 

Nextel  Communications  (NXTL)  26 
NextLink  Communications  (NXLK) 

EB30 

Nielsen  Norman  Group  EB128 
Nielsen/NetRatings  EB42 
Nikon  181 

Nordstrom  (JWN)EBI  8 
Nortel  Networks  (NT)  52 
Northem  Trust  (NTRS)  181 
Northwest  Airlines  (NWAC)  52 
NH  DoCoMo  (NTT)  146 


Oakmark  Fund  (OAKMX)  156 
OboWerke134 
OnStar  EB73 
Oracle  (ORCL)  EB93 
Orient-Express  Hotels  (OEH)  181 
OshKosh  B'Gosh  (GOSHA)  EB78 


PaineWebber  (PWJ)  EB48 
Palm  (PALM)  EB58 
Parametric  Technology  (PMTC) 

156 

Pegasus  Aviation  134 
Pell  74 
Penske  EB78 
Perot  Systems  EB98 
Personnel  Decisions  International 

74 


Pets.com  (PET)  52,  EB 108 

Pfizer  (PFE)  90 

Philip  Morris  (MO)  52 

Phone.com  (PHCM)  EB73 

Plumtree  EB93 

PMC-Sierra  (PMCS)  52 

PNC  93 

Polo  Ralph  Lauren  (RL)EBI  8 

Polycom  156 

Priceline  (PCtJ^)  48, 49,  EB22 

PnntNationEB128 

Procter  &  Gamble  (PG)  EB93 

Prudential  Secunties  36 


Quadrangle  Group  36 
Quantum  156 
QVC(CMCSK)EB108 
Qwest  Communications  (Q)  EB30, 
EB40 


Rayonier(RRYN)EB132 
Reality  Online  EB42 
RetailExchange.com  EB78 
Reuters  (RTRSY)  EB42 
Rise  Technology  51 
RJ.  Reynolds  (RJR)  52 
Robertson  Stephens  (FBF)  EB48, 
EB108 

Rolls-Royce  134 
Rubric  74 
Ryder  System  (R)EB1 12 

S 


Saks  Fifth  Avenue  (SKS)EBI  8 
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Editorials 


VOTERS'  MESSAGE:  GOVERN  FROM  THE  MIDDL 


There  is  really  only  one  message  the  electorate  sent  to 
Washington  in  this  most  dramatic  Presidential  election: 
America  is  too  divided  on  the  issues  to  provide  a  clear 
mandate  to  either  political  party.  There  is  certainly  no  con- 
sensus for  radical  change,  for  going  either  hard  right  or  hard 
left.  For  politicians,  the  implication  is  clear.  The  only  ex- 
treme from  which  they  should  govern  is  the  extreme  middle 
of  the  road. 

The  43rd  President  of  the  United  States  vdll  be  a  mi- 
nority President  who  won  by  a  narrow  margin.  Given  the 
recount  of  the  Florida  vote  and  the  controversy  around 
the  popular  vote  vs.  the  Electoral  College  count,  his  Presi- 
dency is  bound  to  be  clouded  by  questions  of  legitimacy. 
Congress,  too,  is  weakened  by  the  election  results.  The  Re- 
publicans still  hold  control,  but  their  grasp  is  more  fragile 
than  ever,  with  a  surprising  number  of  Democrats  wanning 
Senate  seats.  Only  10,200  votes  in  Washington  and  Montana 
kept  the  Democrats  from  gaining  control  of  the  Senate  en- 
tirely. Of  the  11  governorships  on  the  ballot,  the  Democrats 
picked  up  a  gain  of  one,  curbing  Republican  momentum  at 
the  state  level.  In  short.  Election  2000  made  the  political  pic- 
ture across  the  nation  more  mixed  and  more  complicated. 
The  lack  of  consensus  in  this  election  raises  the  fundamen- 
tal question  of  not  which  mandate  the  new  President  has  but 
"what  mandate?" 

BLOOD  IN  CONGRESS 

The  danger,  of  course,  is  that  the  vdnner  of  the  2000 
Presidential  election  vdll  attempt  to  push  through  legislation 
favored  by  his  party's  activist  core.  This  will  ahnost  certainly 
lead  to  intense  partisan  bickering  and  governmental  paral- 
ysis. Legislation  pushing  costly  new  entitlement  programs  or 
surplus-threatening  tax  cuts  will  bring  blood  to  the  floor  of 
Congress  and  paralyze  Washington. 

Paralysis  is  the  last  thing  the  country  needs  right  now. 
While  the  Presidential  candidates  spent  the  past  year  noisily 
debating  such  broad  issues  as  partial  privatization  of  Social 
Security  or  massive  tax  cuts,  signs  of  a  slowdown  in  the 
technology  investment  boom  that  powered  the  economy  be- 
gan to  appear.  This  is  new  territory  for  the  New  Economy, 
which  has  been  driven  more  by  capital  investment  and  pro- 
ductivity gains  than  by  the  usual  consumer  spending.  There 
were  many  surprises  on  the  upside  of  this  fast-growth, 
high-tech  economy — and  there  could  easily  be  surprises  on 
the  downside.  There  is  growing  evidence  that  the  U.S. 
high-tech  slowdown  is  putting  pressure  on  Asian  economies 
and  financial  systems. 

Attention  should  be  paid  to  which  policies  are  best  de- 
signed to  deal  with  a  possible  sharp  slowdown  in  invest- 
ment-driven growth.  Traditional  fiscal  policy  may  not  provide 
the  right  tools  to  address  a  high-tech  slowdown.  But  neither 
candidate  addressed  it  during  the  campaign  and  a  divided, 
battling  Washington  may  miss  the  problem  entirely  until  it's 


too  late  and  the  U.  S.  finds  itself  in  another  recession, 
campaign,  like  so  many,  was  a  fantasy  world  wher 
things  economic  were  wonderful  in  the  short  run  and  [ 
lems  only  began  to  emerge  decades  from  now.  Not  so. 
A  divided  electorate  and  a  weak  Presidential  man 
complicate  foreign  policy  as  well.  They  may  tempt  Sac 
Hussein,  for  example,  to  risk  challenging  the  U.  S.  agair 
has  already  used  the  Middle  East  crisis  to  ease  out  o 
box  of  restrictions  placed  on  him  after  the  gulf  war.  Tl 
no  small  matter.  An  invasion  of  Kuwait  or  a  cutoff  in  oi 
ports  from  the  Middle  East  at  this  point  in  the  busi 
cycle  could  send  oil  prices  to  $40  to  $50  a  barrel,  seric 
threatening  the  world  economy. 

HOLDING  THE  CENTER 

Both  parties  have  demonstrated  that  they  know  ho 
govern  from  the  center  if  they  choose  to  do  so.  Whik 
right  has  dominated  the  House  in  recent  years,  Repub 
governors,  including  George  W.  Bush,  have  been  so 
moderate.  And  while  tmions  and  minority  voters  still  pul 
Democratic  Party  strongly  to  the  left,  a  large  number  oi 
mocratic  governors  and  legislators  in  Congress  are  mi 
of-the-road  New  Democrats.  Both  Vice-President  Al 
and  running  mate  Senator  Joseph  Lieberman  (D-Conn 
members  of  the  Democratic  Leadership  Council,  a  dec 
ly  centrist  organization. 

Both  parties  should  focus  on  potential  areas  of  aj 
ment,  not  disagreement.  Right  now,  there  appears 
common  ground  on  legislation  for  a  moderate  patients'  t 
rights  that  allows  people  to  sue  their  health  maintenanc 
ganizations,  but  only  as  a  last  resort.  There  also  seems  ' 
agreement  for  a  healthy  rise  in  federal  spending  for  ec 
tion  that  is  tied  to  fair  standards. 

There  is  a  bipartisan  support  on  these  smaller  is 
But  there  is  a  divided  mandate  for  partially  privat 
Social  Security,  creating  a  huge  new  Medicare  prescri] 
drug  entitlement,  or  radical  changes  in  social  policy.  Tht 
certainly  a  weak  mandate  for  a  $1.6  trillion  tax  cut 
would  erase  the  budget  surplus  and  stop  the  governi 
from  paying  down  its  debt.  A  simple  modest  cut  in  ma 
al  rates  is  the  way  to  go.  It  gives  everyone  a  break  an 
lows  the  government  to  continue  paying  off  its  lous. 

The  truth  of  the  matter  is  that  there  are  few  big- 
crises  facing  the  nation  at  the  moment  that  cry  ou 
radical  action.  Stronger-than-anticipated  growi;h  is  mj 
Social  Security  solvent  for  many  decades  to  come, 
economy  is  not  desperate  for  massive  stimulation.  Im 
the  Federal  Reserve  would  probably  have  to  raise  inti 
rates  in  the  face  of  a  loosening  of  fiscal  policy  of 
magnitude. 

Practicing  the  art  of  the  achievable  makes  both  pol 
and  policy  sense.  It  allows  both  parties  to  govern  fron 
center.  But  they  must  choose  to  do  so. 
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Last  year,  we  saved  our  customers  nearly  700,000  disability  days.  We  also 
helped  them  reduce  claims  by  20%.  And  lower  cost  of  claims  by  10%.  Pretty 
exciting  numbers  for  insurance.  Especially  when  you  consider  the  other 
benefits  these  numbers  can  include:  higher  employee  morale,  lower  turnover 
and  improved  work  quality.  For  us,  insurance  goes  beyond  covering  you  in  case 
of  trouble.  As  part  of  our  unique  LibertyWorks™  process,  we  look  at  your  business 
from  top  to  bottom  and  help  you  reduce  the  likelihood  of  trouble  hitting  in  the  first 
place.  We  call  it  proactive  insurance.  You  may  prefer  "competitive  advantage." 
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Slower  growth  ahead.  Weaker  profits. 

Possibility  of  recession.  Welcome  to 

the  White  House,  Mr.  President. 
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Editor's  Memo 


HONORING  OUR  WER  SITE 


Business  Week  Online,  winner  of  the 
2000  National  Magazine  Award  for  Gen- 
eral Excellence  in  New  Media,  has  been 
honored  again.  BW  Online  is  a  finalist 
in  three  categories  in  the  inaugural  On- 
line Journalism  Awards,  sponsored  by 
the  Online  News  Assn.  and  the  Columbia  Univer- 
sity Graduate  School  of  Journalism.  These  are  the 
categories  in  which  BW  Online  is  a  finalist: 

■  General    Excellence    in 
Online    Journalism.    This 
category    honors    a    site 
that  "successfully  fulfills 
its      editorial      mission, 
effectively     serves     its 
audience,  maximizes  the 
unique    abilities    of    the 
Web  and  represents  the 
highest  journalistic  stan- 
dards." Kudos  go  to  BW 
Online      Editor-in-Chief 
Bob  Arnold  and  his 
entire    team,    who 
produce     original 
material  every  busi- 
ness day — reporting, 
analysis,    commen- 
tary,   video    inter- 
views,     and      live 
events,  as  well  as 
special  channels  for 
technology,  invest- 
ing, global  business, 
small  business,  ca- 
reers,    and     more 
(www.businessweek. 
com). 

■  Breaking  News. 
BUSINESS  WEEK  Singapore  Bureau  Chief  Michael 
Shari  reported  for  BW  Online's  Daily  Briefing  the 
inside  story  of  what  happened  in  a  wild  48  hours  to 
topple  Indonesia  President  B.J.  Habibie  in  October, 
1999,  and  to  elect  in  his  place  Islamic  cleric  Ab- 
durraham  Wahid.  Earlier,  Shari  obtained  a  sum- 
mary document  issued  to  a  Parliament  committee 
of  a  report  on  the  Bank  Bali  scandal — in  which  $80 
million  disappeared  from  the  bank's  books — and 
outlined  how  the  report  might  sink  Habibie's  pres- 
idency. 

■  Creative  Use  of  the  Medium.  Our  business  school 
channel  (www.businessweek.com/bschools/)  utilizes 
all  of  the  interactive  features  of  Business  Week  On- 
line to  provide  a  wealth  of  information  for  the 
MBA  community — from  applicants  and  students  to 
faculty,  grads,  and  recruiters.  It's  anchored  by  our 
biennial  Best  B-Schools  rankings  and  profiles  of 


225  MBA  programs  in  the  U.  S.  and  worldwide. 
Schools  can  be  searched  by  criteria  including  loca- 
tion, concentrations,  average  gmat,  out-of-state  tu- 
ition, and  their  BW  ranking.  They  can  also  be 
compared  side  by  side.  The  site  also  includes  orig- 
inal news,  video  interviews  with  deans,  an  inter- 
active forum,  the  journals  of  23  MBA  students,  an 
MBA  newsletter,  and  a  new  section  focusing  on 
part-time  and  long-distance  MBA  programs. 

The  winners  of  the  2000 
Online  Journalism  Awards 
will  be  announced  at  the 
first  Online  News  Assn. 
conference    at    Columbia 
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University  in  New  York  on  Dec.  1.  We  salute  all 
the  finalists. 

In  another  competition,  two  business  week 
journalists  have  just  received  Front  Page  Awards 
from  the  Newswomen's  Club  of  New  York.  Science 
Editor  Ellen  Licking  was  honored  for  magazine 
commentaries  on  biotechnology  issues.  And  Tech- 
nology Strategies  Editor  Marcia  Stepanek  was 
honored  for  Internet  commentaries  in  her  BW  On- 
line "Privacy  Matters"  column. 

We're  proud  to  deliver  business  week's  out- 
standing journalism,  in  print  and  online,  every 
week.  The  real  winner  is  you,  the  reader. 

Editor-in-Chief 
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You  are  the  person  charged  with  hiring  a  web  hosting  provider. 

If  you  do  It  well,  no  one  will  thank  you.  If  you  do  it  poorly,  everyone  will  blame  you. 

You  are  the  unsung  hero  of  the  Internet  Age.  But  even  heroes  sometimes  need  help. 

Enter  WorldCom.  As  the  leader  of  the  digital  generation,  we  have  the  kind  of  web 
hosting  experience  few  other  companies  can  muster. 

By  teaming  up  Digex  with  our  UUNET  arm,  we're  able  to  offer  you  a  comprehensive 
e-business  solution.*  Not  just  one  of  the  most  reliable  IP  networks  in  the  industry.  Not  just 
data  centers  all  over  the  world.  But  the  far  more  critical,  human  element:  an  all-star  team  of 
web  hosting  experts  that  blue  chip  companies  trust  with  their  mission-critical  applications. 

All  of  which  should  alleviate  any  thoughts  you  have  of  being  fired.  And  replace  them 
with  thoughts  of  being  promoted. 

For  more  details,  visit  us  at  www.wcom.com/generationd. 
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Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 

To  us,  risk  management  means  thinking  the  unthinkable 
to  prevent  risk  turning  into  loss.  As  one  of  the  world's 
leading  insurers  our  financial  strength  and  technical 
expertise  combine  to  make  Allianz  Group  the  partner 
you  can  trust  whenever  and  wherever  you  need  us. 

Allianz.  The  Power  Beside  You. 


Allianz  @ 


Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 
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Trend  Micro. 

n  the  brokerage  and  financial  services 
business,  virus  protection  is  crucial. 
A  virus  attack  could  cripple  a  network, 
taking  the  entire  business  offline  during 
prime  trading  hours. 

That's  why  so  many  leading  institutions 
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bank  on  Trend  Micro.  Our  InterScan 
VirusWall®  protects  against  viruses 
and  malicious  code  at  the  enterprise's 
border — the  Internet  gateway — to 
stop  trouble  before  it  invades.  It's  part 
of  a  comprehensive,  easy-to-manage 
enterprise  virus  solution,  backed  by 
the  industry's  most  responsive  global 
support  team. 

Before  viruses  threaten  your  investment, 
talk  to  Trend  Micro.  We'll  show  you  why 
we're  the  leading  choice  of  enterprises 
that  know  security  best. 

For  a  free  copy  of  our  "Safe  Computing 
Practices"  white  paper  and  a  free 
evaluation  CD  for  Trend  Micro 
antivirus  and  content-security 
solutions,  call  1-800-228-9983 
or  visit  www.trendmlcro.com. 
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EDITED  BY  ROBERT  McNATT 
AFTERLIVES 

AT&T  DEBACLE? 
WHAT  DEBACLE? 

AT&T   LOST  40%   OF  THE 
long-distance     market 
while  Robert  Allen  was 
CEO.  AT&T's  stock  price 
plummeted.  And  some  of 
Allen's     decisions — like 
buying  computer  maker 
NCR — were  disastrous.  But 
three  years  after  leaving  Ma 
Bell,  Allen  is  reentering  the 
technology  world  as  an  in- 
vestor     and      director      at 
WhisperWire,     an     Austin 
(Tex.)  startup. 

The  company  plans  to 
launch  a  hush-hush  telecom- 
mimications-software  product 
that  will  help  companies  with 
sales  and  customer  service. 
While  mum  about  its  exact 
nature,  WhisperWire  CEO  Mike 
Kadyan  brags  about  snagging 
Allen,  who  also  brought  along 
ex-FCC  chief  Reed  Hundt  as 


investor.     "My 
opinion         wasn't 
formed   by   what 
might  have  been 
in    the    press," 
says  Kadyan  of 
Allen's    stormy 
tenure  at  AT&T. 
Instead,  he  says 
he    relied    on    a 
recommendation 
from  his  Dad,  a  re- 
tired AT&T  info-tech 

ALLEN:  Back  to  telecom 

manager,  and  his  awn  positive 
impression  after  meeting 
Allen. 

But  one  analyst  says  of 
Allen's  new  gig:  "The  timing 
is  interesting.  That  he  should 
appear  when  AT&T  is  facing 
so  many  incremental  prob- 
lems. Maybe  now  he  feels 
that  he  is  not  going  to  be  at- 
tached to  the  current  prob- 
lems." Or  blamed  for  the  old 
ones.  Joan  Oleck 


THE  LIST   DESK  RAGE 


Analogous  to  road  rage,  desk 
rage  can  be  the  unsettling  and 
occasionally  dangerous  outcome 
of  office  workers  stressed  by 
long  hours,  excessive  e-mail, 
unrealistic  deadlines,  and  soul- 
less workplaces.  The  effects  can 
range  from  mere  headaches  to 
physical  violence.  And  office 
layouts  don't  help:  12%  of 
workers  surveyed  lamented  that 
they  labor  in  a  small  cubicle 
"like  the  cartoon  character  Dil- 
bert."  What  stressed  workers  ex- 
perienced in  the  workplace: 

WITNESSED  YELLING  OR  OTHER  VERBAL  ABUSE      42% 

YELLED  AT  CO-WORKERS  THEMSELVES  29% 

CRIED  OVER  WORK-RELATED  ISSUES  23% 

SEEN  SOMEONE  PURPOSEL Y  DAMAGE  1 4% 

MACHINES  OR  FURNITURE 

SEEN  PHYSICAL  VIOLENCE  IN  THE  WORKPLACE       10% 

STRUCK  A  CO-WORKER  2% 

DATA:  INTEGRA  REALTY  RESOURCES,  OCTOBER-NOVEMBER  SURVEY  OF  1,305  ADULTS  18  ANO  OVER 


TALK  SHOW  itif  this  election  shows  one  thing,  it's  that 
every  vote  counts — and  counts  again  and  again  and  again.'? 

— Jay  Leno  on  The  Tonight  Show 


ECO  TRENDS 

THE  BIG  MAC  LOOKS 
ALinLEGREEN 

THE      GOLDEN      ARCHES      OF 

McDonald's  are  taking  on  a 
new  hue:  green.  The  fast-food 
chain  is  in  the  final  stage  of 
testing  an  earth-friendly  con- 
tainer for  its  Big 
Mac — the  latest  in  a 
series  of  ecologically 
correct  moves. 

The  new  eco-pack- 
age,  being  tested  at 
120  Chicago  stores,  is 
made  of  recycled  milk 
and  juice  boxes,  starch, 
and  limestone.  Al- 
though the  current  Mc- 
Donald's boxes  use  re- 
cycled paper,  the 
Earth-Shell  is  consid-  McD'S: 
ered  better;  it  uses 
some  nonbiodegradable  ma- 
terials that  would  otherwise 
clog  landfills.  The  new  boxes 
follow  two  other  peace  offer- 
ings to  environmental  Mc- 
Critics.  Earlier  this  year 
McD's  quit  buying  genetically 


modified  potatoes.  Then 
pleased  People  for  the  Ethic 
Treatment  of  Animals  by  o 
dering  its  egg  suppliers 
house  hens  in  bigger  cages 
McD's  says  those  mov< 
were  cost-neutral,  but 
won't  know  about  the  cos 
of  the  new  boxes  until  fu 
ther  tests  are  done.  The  i 


1 


Pleasing  environnientalis\ 


value,  though,  has  been  gre: 
PETA  has  called  a  truce  in  i 
war  on  McDonald's,  while  E 
vironmental  Defense  applau 
the  new  box.  Now  if  McI 
could  only  fix  its  saggii 
stock  price.      Micliael  Am 


MARKETING  MADNESS 

THE  NAME  OF  THIS 
GAME  IS-THE  NAME 

JUST     HOW     FAR     WILL     THE 

licensing  thing  go  at  Eddie 
Bauer?  The  Redmond  (Wash.) 
retailer,  whose  moniker  al- 
ready adorns  Ford  suvs,  a 
line  of  wallpaper,  and  a  few 
other  products,  will  now  put 
its  name  on  computers, 
thanks  to  a  two-year  licensing 
deal  with  Compaq  Computer. 
The  outdoorsy  casual  out- 
fitter has  an  aggressive  strat- 
egy designed  to  maximize 
consumers'  exposure  to  the 
brand.  This  newest  license  is 
for  special-edition  Compaq 
Presario  1400  notebooks, 
whose  prices  start  at  about 
$2,000 — and  sport  a  distinc- 
tive trim.  Having  the  label 
on  a  computer,  says  Don 
Perinchief,  an  Eddie  Bauer 
vice-president,  "says  that  we 
are  modern  and  that  we're  a 


go-anywhere  kind  of  branc 
But  with  apparel  sal 
struggling  this  year,  some  a 
alysts  question  the  prioriti 
of  Eddie  Bauer,  a  division 
catalog  giant  Spiegel.  "Thf 
business  has  been  terrib 
disappointing,"  says  Jan 
Kloppenburg  at   Roberts 


BAUER: 

Compaq 
deal 


Stephens.  "Their  entire  foe 
should  be  unrelentingly 
their  merchandise  assoi 
ment."  Ti'unslation:  Design 
computers  won't  help  s 
more  clothes.   Robert  Bent 
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When  it  comes  to  advanced  digital  document  systems,  iiaving  the  right 
connection  is  everything.  Which  is  why  more  and  more  businesses  are        -^ 
connecting  to  Savin.  "^ 

After  all,  at  Savin  we  not  only  connect  you  to  the  award-winning,  multi- 
functional digital  imaging  systems  today's  networked  offices  require,  we  also 
connect  you  to  smart,  highly-trained  Savin  professionals.  Men  and  women 
dedicated  to  making  Savin  the  fastest,  most  responsive  name  in  the  business.  ■ 
And  who  are  willing  to  do  whatever  it  takes  to  give  you  the  service  and  satisfaction  you  deserve. 

To  find  out  more  about  Savin's  full  line  of  black  &  white  and  full-color  digital  imaging  systems, 
as  well  as  our  unshakable  commitment  to  service,  contact  us  at  1-800-234-1900  or  www.savin.com. 
You'll  be  happy  you  made  the  connection. 


X)  Savin  Corporation 
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WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER'" 

SAVIN  CORPORATION,  333  LUDLOW  ST.,  STAMFORD,  CT  06904 
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HARD  TIMES 

MOVING  OFF  OF 
WELFARE-BYBUS 

hp:kk's  a  new  way  to  (uit 
the  welliu-e  rolls:  Pay  the  wel- 
fare reciiiients  to  move  away. 
That's  the  basis  of  a  Califor- 
nia progi-am  that  gives  those 
on  welfare  up  to  $1,500  to 


JOB  BOUND:  Leaving  Californ 


move  to  locales  with  labor 
shortages. 

More  Opportunity  for  Vi- 
able Employment  (MOVE)  is 
funded  by  federal  welfare 
grants  and  administered  by 
Tulare  County,  an  agricultural 


area  in  central  California 
where  unemployment  aver- 
aged 1G%  this  year.  The  coun- 
ty says  that  since  1998,  move 
has  saved  taxpayers  $3.3  mil- 
lion annually  by  relocating 
about  650  welfare  recipients 
out  of  state.  Marcia  Whittaker, 
human-resources  director  of 
Cheyenne  Mountain  Resort  in 
Colorado  Springs,  Colo.,  had 
'.,:^W"  been  recruiting  from  as 
far  afield  as  Jamaica.  In 
_  October,  through  move, 
-~'  she  interviewed  150  lo- 
'  cals,  and  hired  33.  "We 
could  not  afford  to  relo- 
cate all  of  those  people 
ourselves,"  she  says.  "It's 
a  great  program." 

Three  other  California 
counties  now  have 
similar  programs.  Some 
locals  do  criticize  move, 
saying  that  it  breaks  up 
families.  But  MOVE  Adminis- 
trator Frank  Escobar 
asks:  "Who  suffers  if  we  keep 
people  in  a  place  with  no 
jobs?"     Christopher  Palmeri 


FASHION  FRONT 

THE  ULTIMATE 
SCOOTER  RETURNS 

amid  the  u.s.'s  scooter 
boom,  there's  more  good 
news:  The  Vespa  is  back. 
Those  snappy  scooters  that 
symbolized  Italy's  pop  culture 
in  the  1950s,  and  developed  a 
cult  following  here, 
will  once  again  be  for 
sale  in  the  U.  S. — at 
up  to  $4,000  each. 

Failure  to  meet  pol- 
lution standards  kept 
the  fabled  Vespa  out 
of  the  U.S.  for  16 
years.  But  with  the 
problem  resolved, 
Scooter  maker  Piag- 
gio,  controlled  by  Morgan 
Grenfell  Private  Equity, 
launches  the  Vespa  in  the 
U.S.  on  Nov.  15.  Piaggio  be- 
gan by  awarding  Vespas  to 
the  New  York  Marathon  win- 
ners weeks  earlier.  But  it  is 
banking  on  more  than  just 
nostalgia  and  an  association 
with   speed   to   make  sales. 


Piaggio  plans  to  sell  its 
"recreational  toys"  through 
the  Neiman  Marcus  Christ- 
mas catalogue,  as  well  as  in 
"Vespa  boutiques"  in  trendy 
spots  like  East  Hampton, 
N.Y.,  and  Palm  Beach,  Fla. 
Forty-two  boutiques,  also 
selling  Vespa  clothing  and  ac- 
cessories, are  set  to  open  by 
the  end  of  2001.  Says  Piaggio 


FREEBIE:  Marathon  winners 

USA  President  Giancarlo  Fan- 
tappie:  "We're  selling  a 
lifestyle,  not  just  a  scooter." 
With  a  seven-month  wait 
for  a  Vespa,  Piaggio's  goal  to 
sell  10,000  lifestyles— make 
that  scooters — a  year  may  yet 
succeed.  Monica  Lanier 
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INN  BUSINESS 

A  VIRTUAL 
VACANCY' SIGN 

TAKING     A     CUE     PROM     THE 

five  big  airlines  that  set  up 
the  Orbitz.com  reservations 
Web  site,  four  large  hotel 
chains  are  now  moving  to- 
ward an  online 
booking  supersite, 
honestbroker.com. 
The  site  would 
take  reservations 
and  also  give  ho- 
tels a  way  to  sell 
"distressed  inven- 
tory." That's  in- 
dustry jargon  for 
unbooked  rooms. 

Hotel  heavyweights  Mar- 
riott, Hilton  Hotels,  Hyatt 
Hotels,  and  Bass  Hotels  & 
Resorts  are  anxious  to  get 
the  site  operational.  "We're 
continuing  to  push  the  Inter- 
net very  hard,"  J.  W  Marriott 


Jr,  CEO  of  Marriott  and  Sta 
wood  Hotels  &  Resor 
Worldwide,  told  a  hotel  co 
ference.  The  industry  thin' 
its  Web  site  could  attra 
travelers  for  whom  discoun 
are  more  important  th; 
brand  names. 

But  the  American  Socie 
of  Travel  Agents  has  filed 
antitrust        cor 
plaint    with    t! 
Justice  De[ 

against    Orbitz 

J.W.  MARRIOTT 


set  to  go  live 
June — and  al 
may  oppose  t 
hotels.  Says  as 
senior  veep  Paul  Ruden:  ' 
it  involves,  as  Orbitz  do( 
restricting  consumer  or  tra 
el-agent  access  to  inventoi 
then  we  are  opposed."  T 
Justice  Dept.  has  not  y 
responded.        Dennis  Bkn 


THE  BIG  PICTURE 


THE  ONLINE  BLUES  Although  a  few  large  Internet 
companies  like  Yahoo!  and  AOL  make  money,  most  Net 
outfits  have  yet  to  become  profitable.  Hardest  hit  are 
content  providers,  many  of  which  have  closed  or  are 
looking  for  buyers  and  partners. 

INTERNET  COMMERCE:  OPERATING  INCOME 

1000  


-1000 


1995         1996 
▲MIUIONS  OF  DOLLARS 


SURVEY  OF  112  COMPANIES 


FOOTNOTES  Median  tenure  of  discharged  managers  and  executives:  second  quarter,  1998:  10  years;  1999:  9  years;  2000:  8  year 
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Market  summaries? 
Account  balances? 


Its  your  call. 

So  easy  to  use,  so  much  access — so  what 
is  it?  An  Internet-ready  phone  with 
Schwab  PocketBroker™  service 


© 


^  Schwab 
PocicetBroker 


What  can  you  do  with  it?  Even  when 
you  are  on  the  move,  you  can  manage  your 
accounts,  get  market  updates,  make  trades  and 
more  with  the  power  of  Schwab.  And  you  can 
do  it  all  via  your  Internet-ready  cell  phone. 

And  as  you'd  expect  from  Schwab, 
PocketBroker  is  also  available  from  your 
choice  ot  Palm™  Ilixe  or  Palm  Vx  handhelds. 
And  the  RIM  Wireless  Handheld™ 

With  Schwab's  PocketBroker  you  get  a 
whole  new  level  of  convenience  and  control. 
After  all,  if  you're  a  well-connected  investor, 
you  can  be  a  smarter  one. 

If  you  already  have  an  Internet-ready 
phone,  you  can  find  us  on  your  phone's  web 
menu  or  at  pb.schwab.comf 


OPEN  AN  ACCOUNT: 

GET  AN  INTERNET-READY 

PHONE. 

Open  a  Schwab  account  online  with  a 
minimum  of  $10,000  and  get  your  choice  of 
an  Internet-ready  phone,  compliments  of  Schwab. 

Just  log  on  to  schwabwelcome.com. 

Or  call  1-800-3-SCHWAB  or  visit  a  Schwab 
branch  near  you. 


schwabwelcome  ♦  com 


^^^^^l^^^^us  always  welcome" 


Charles  Schwab 


creating  a  world  of  smarter  investors" 


'Customers  are  subject  to  service  levels,  privacy,  security,  fees  and  usage  policies  of  their  wireless  service  provider. 

Ofler  ualid  for  new  Schwab  ot  SchwabOne  accounts  openetj  online  antJ  funded  between  10/16/00  and  2/15/0)  Offer  does  not  include  teticement  and  Schwab  Inslitutional  accounts  If  you  work  at  Schwab,  a  wireless  equipmeni 
or  service  provider,  another  financial  institution,  broker-dealer,  news  or  financial  information  media  company,  you  are  also  not  eligible  for  this  offer  Offer  is  valid  until  2/15/01,  unless  terminated  earlier  by  Schwab  Terms  and 
conditions  apply  Please  consult  Schwab  tor  details  Web  phones  are  manufactured  and  supplied  and  wireless  service  is  provided  by  independent  third  parties  that  are  not  atfilialed  with  Schwab  Selection  ot  web  phones  may  also 
be  limited  due  to  market  availability  or  compatibility  requirements  of  the  wireless  service  providers  PocketBroker  Service,  incluiling  real-time  quotes,  newt  and  trading  leahirai  may  be  delayed,  limited  or  unavailable 
due  to  limite  of  wireless  coverage  and  during  periods  o(  peak  demand,  market  volatility,  system  upgrades  or  maintenance.  Palm  is  a  trademark  ol  Palm,  Inc  or  its  subsidiaries  and  Research  In  Motion.  RIM  and  llie 
Rll^  Wireless  Handheld  family  are  trademarks  ot  Research  In  Motion  Limited,  independent  companies  not  affiliated  with  Schwab  Domestic  US  customers  only  Limit  one  per  customer  Offers  must  be  redeemed  no  later  than  6/30/01 
Deposits  must  be  new  to  Schwab,  margin  loans  and  deposits  or  transfers  between  Schwab  accounts  do  not  qualify  Enceotions  may  apply  ©2000  Charles  Schwab  &  Co  ,  Inc  All  riqhts  reserved  Member  SIPC/NV.Sf  I1000-65B7I 
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Readers  Report 


GLOBAL  CAPITALISM 
NEEDS  SOME  FINE-TUNING 

In  "Global  Capitalism,"  (Special  Re- 
port, Nov.  6),  you  assert  that  market 
liberalization  and  more  open  trade,  while 
essential  for  sustainable  growth  and  the 
elimination  of  poverty,  can  cause  severe 
damage  to  poor  nations.  Our  view  is 
different.  We  believe  open  trade  pro- 
motes economic  growth  when  basic  in- 
stitutions such  as  the  rule  of  law, 
democracy,  and  sound  monetary  and  fis- 
cal policies  are  in  place.  Open  trade  can- 


f-t 


BusinessWeek"' 


7  GLOBAL 

CAPI1ALISM 


m 


Canilbf-mfllrtfjli 


NICE  WORK 

"Workers  employed  by 
U.S.  multinationals  in 
low-income  countries 
earn  more  than  eight 
times  the  average 
per  capita  salary 
in  those  countries" 


manner  wherever  they  have  operation 
and  we  believe  that  transparency  ar 
public  accountability  for  corporate  pe 
formance  are  essential  in  assessing  ec 
nomic,  environmental,  and  social  ir 
pacts.  That's  why  gm's  1999/2000  Stej 
Toward  Sustainability  follows  the  Glo 
al  Reporting  Initiative  (ORI)  Sustai  k 
ability  Guidelines,  a  generally  accepte  ttf' 
globally  applied  reporting  framewoi  ftii 
on  economic,  environmental,  and  soci  il  i' 
issues.  The  gri  is  voluntary — and  pr  I  a''^ 
vides  a  model  of  innovative  goveman  ivf; 
for  global  capitalism.  nd 

""•"•^••^^^  Dennis  R.  Minai  nt-, 

Vice-President  ^  dm 
Environment  &  Enerjlna 
General  Motors  Cor  i  li 
Detrc  itivf 


not  work  effectively  in  developing  na- 
tions that  lack  these  institutions.  It  is 
this  shortcoming — not  trade — on  which 
we  should  all  focus  attention. 

For  example,  one  study  of  150  de- 
veloping countries  finds  that  every  one- 
percentage-point  increase  in  the  ratio 
of  trade  to  gross  domestic  product 
raised  income  per  person  by  as  much  as 
2%.  Another  study  estimates  that  work- 
ers employed  by  U.S.  multinationals  in 
low-income  countries  earn  more  than 
eight  times  the  average  per  capita 
salary  in  those  nations.  The  challenge  is 
to  find  ways  to  develop  the  necessary 
economic,  political,  and  social  institu- 
tions so  these  nations  can  share  in  the 
benefits  of  the  global  trading  system. 

We  agree  that  multinational  corpora- 
tions should  act  in  a  socially  responsible 


You  raise  the  pertine  biiiz 
question:  Why   is    it   th  tiw! 
fi"ee  markets  are  producii  » 
such  wildly  different  resu]  s 
in  different  countries?  I  id 
deed,   the   balance   is   fie  a 
from    reassuring,    and    Itlit 
backlash  due  to  an  erosion  of  politic )  bei 
support  for  reform  cannot  be  ruled  oi  mn 
You  correctly  point  out  that,  witho 
good  governance,  sound  economic  ma  Im 
agement,  and  educated  workers,  ope  uli 
ness  to  trade  and  foreign  investment  igii: 
bound  to  fail  to  translate  into  sustailctii 
able  growth. 

If  reform  programs  are  unable  to  d 
liver  sustained  productivity  growth,  er 
sion  of  popular  support  is  inevitab 
Yet,  although  first-  and  second-geneilli 
tion  reform  programs  have  broug 
along  impressive  strides  in  macroec  idf  ( 
nomic  stability  and  better  governance 
a  number  of  developing  countries,  ma  iia 
of  them  failed  to  attain  sustainalf  ib 
growth,  even  in  those  cases  where 
good  skill  base  was  available — think 
Argentina  and  Brazil.  This  has  to 
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ORRECTIONS  &  CLARIFICATIONS 

\  compromise  from  the  crusader"  (Finance, 
ov.  13)  incorrectly  stated  that  Arthur  An- 
»rsen  is  divesting  itself  of  its  informa- 
on-technology  consulting  practice.  The 
rm  is  not  selling  off  that  practice. 


,h  missing  links  in  the  development 
^nda,  examined  at  a  recent  Venice 
eting  convened  by  the  U.  N.  Indus- 
il  Development  Organization  (UNiDo) 
1  attended  by  high-ranking  represen- 
ives  of  the  International  Monetary 
nd,  the  World  Bank,  various  govem- 
nts,  multinational  corporations,  and 
idemic  researchers, 
(n  a  nutshell,  such  missing  links  con- 
■n  the  interactions  between  the  in- 
itive  and  the  public-goods  supply  sys- 
ns  that  fuel  the  private-sector-led 
bilization  of  skills,  knowledge,  infor- 
tion,  and  technology — a  shw  qua  non 
sustained  productivity  growth.  Only 
•e  reform  programs  start  addressing 
id-on  these  key  dimensions  of  innov- 
^e  and  entrepreneurial  development 
1  the  risks  associated  with  a  growing 
i  between  developing  and  developed 
mtries  in  export  capacity  and  access 
markets  begin  to  be  offset.  Policy- 
kers  and  international  organizations 
uld  do  well  to  heed  this  clear  lesson 
ight  by  the  history  of  successful 
ching-up. 

Carlos  A.  Magarinos 

Director-General,  unido 

Vienna 

The  answer  to  the  questions  posed 
:hat  the  establishment  of  the  World 
ide  Organization,  strongly  endorsed 
corporations  that  are  engaged  in  in- 
national  trading,  took  into  account 
y  the  fundamental  financial  principle 
capitalism.  Neither  in  design  nor  in 
ictice  have  social  aspects  been  con- 
ered. 

Certainly,  America  has  enjoyed  a 
irnucopia  of  affordable  goods,"  but 
vhere  is  there  mention  that  this  has 
m  at  a  price:  a  trade  deficit  exceeding 
trillion.  Given  that  corporations  that 
de  internationally  have  strong  incen- 
es  to  shift  production  to  wherever  in 

world  costs  are  lowest,  the  deficit 

continue  to  increase. 

Robert  G.  Laidlaw 
Greenwich,  Conn. 

LUNTARY  FOOD  LABELING 
WORKING  FOR  CONSUMERS 

The  Grocery  Manufacturers  of  Amer- 

on  behalf  of  the  entire  food  industry, 

5  asked  the  Food  &  Drug  Adminis- 

tion  to  implement  mandatory  consul- 


tation before  biotech  crops  and  ingredi- 
ents can  be  used  commercially  ("After 
Taco  Bell:  Can  biotech  learn  its  lesson?" 
News:  Analysis  &  Commentary,  Nov. 
G).  We  have  also  asked  the  FDA  for  spe- 
cific guidelines  on  biotech  labeling  that 
would  set  standards  for  what  is  meant 
by  terms  such  as  "nonbiotech"  or 
"biotech-free,"  so  that  we  can  continue 
the  voluntary  labeling  system.  The  fda's 
decision  on  that  request  is  expected  lat- 
er this  year. 

Where  mandatory  labeling  has  been 


tried — in  Britain,  for  example — the  prac- 
tice has  implied  there  is  something 
wrong  with  biotech  ingredients,  forcing 
the  foods  from  shelves  and  effectively 
ending  consumer  choice. 

In  the  U.S.,  consumers  have  a  choice. 
That's  because  while  many  food  compa- 
nies use  biotech  ingi^edients,  other  man- 
ufacturers, organic  growers,  and  retail- 
ers have  decided  to  go  nonbiotech, 
which  they  advertise  on  labels  and  store 
signs.  It  would  be  a  terrible  mistake  to 
tear  dovm  our  voluntary  labeling  system 
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The  all  new  LS  430. 

The  most  inspiring  automotive 

experience  in  the  world. 
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THE  PASSIONATE  PURSUIT  OF  PERFECTION. 


Words  on  paper  barely  do  it  justice. 


They  do,   however,  give  you  some  inkling  of  this  first  f^ark  Levinson"  audio  system^  designed  for  an 

remarkable   machine.   The   new   LS430  transports  automobile.  The  air  you  breathe  will  be  cleansed 

you  with  effortless  grace  and  speed,  courtesy  of  the  by  a  unique  Intuitive  Climate-Control  system  with 

most  powerful  LS  engine  ever  built.  Your  body  will  advanced  filtration.*  Alas,  these  are  but  mere  words. 


be  cradled  in  a  temper- 


ature-controlled, aniline 


leather- trimmed   seat* 


that  conforms  to  your 


every   curve.   Dynamic 


To  truly  understand  this 


amazing  experience. 


we  recommend  that  you 


experience  it  for  your- 


self. We  cordially  invite 


Laser  Cruise  Control*  is  ingeniously  designed  to  you  to  test-drive  the  new  LS430  at  a  Lexus  dealer 

help  keep  you  an  appropriate  interval  from  vehicles  located  conveniently  near  you.  One  drive  and  we're 

traveling   ahead.   You   will   be    moved    by   musical  sure  you'll  agree  that  the  new  LS  430  is  indeed  the 

clarity  rivaling  live  performances,  with  the  world's  most  inspiring  automotive  experience  in  the  world. 
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THE  PASSIONATE  PURSUIT  OF  PERFECTION. 
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it  has  given  the  U.S.  the  safest,  most 
jndant  food  supply  in  the  world. 

C.  Manly  Molpus 

President  and  CEO 

Grocery  Manufacturers  of  America 

Washington 

IMPETITION  COULD  ONLY 
PROVE  PUBLIC  SCHOOLS 

Suppose  there  was  just  one  super- 
irket  chain  ("Tim  Draper's  voucher 
isade,"  Social  Issues,  Nov.  6).  No  oth- 
place  to  buy  groceries.  After  several 
irs  of  that  monopoly,  what  would  it 
like  to  shop  there?  The  stores  would 
untidy,  would  have  limited  opening 
urs,  the  quality  of  goods  would  be 
isy,  there  would  be  frequent  short- 
as,  prices  would  soar  unchecked — all 
;se  for  the  lack  of  competition. 
You  can  see  the  parallel  with  our 
blic  schools.  Since  even  among  the 
blic  schools  some  are  better  than  oth- 
i,  let's  have  public  schools  compete 
±  each  other  for  their  customers/dol- 
s,  let  the  parents  choose  to  which 
lool  they  send  their  children.  Public 
lools  with  a  better  reputation  would 
t  more  students  (or  vouchers)  and 
luld  have  more  money  to  hire  better 
ichers  and  to  spend  on  extras.  Better- 
id  teachers  would  be  willing  to  handle 
■ger  classes  with  commensurate  pay. 
hools  should  be  forced  to  compete,  as 
ery  individual  and  enterprise  must. 
George  Seress 
Port  Charlotte,  Fla. 


iRrs  RFCKLESS  AND  OFFENSWF 


EIGHING  IN  ON  THE 

ASKAN  WILDERNESS  DEBATE 

I  read  "Gore's  reckless  and  offensive 
ssion  for  the  environment"  (Econom- 
Viewpoint,  Nov.  6)  vdth  amazement 
d  horror.  Thank  heaven  the  econo- 
sts  aren't  running  the  country.  Con- 
iry  to  Robert  J.  Barro's  arguments, 
3st  ordinary  people  have  a  grasp  of 
cial  costs  as  well  as  pure  economics. 
Jwhere  does  the  professor  take  these 
:o  account.  He  glibly  dismisses  them 
th  his  note  of  "hypothetical  damage  to 
vast  wilderness  that  is  not  especially 
tractive."  Drilling  isn't  hypothetical. 


It  causes  damage,  which  may  or  may 
not  be  repaired,  and  which  may  cause 
other  side  effects.  Most  ordinary  folk 
understand  that.  Why  doesn't  he? 

Whether  the  wilderness  is  attractive 
or  not  (a  subjective  opinion,  and  not 
usually  a  cost  factor  in  an  economist's 
equation),  many  of  us  realize  that  there 
isn't  as  much  of  it  left  as  there  used  to 
be,  and  we  keep  finding  unexpected  ef- 
fects the  economists  never  included  in 
their  original  analysis. 

No  one  pretends  that  "environmental 
damage  costs  an  infinite  amount."  But 
history  shows  that  environmental  costs 
are  never  easy  to  calculate  in  the  long 
term,  and  environmental  damage  has 
unforeseen  social  costs  that  may  be  in- 
calculable. Surely,  it  is  better  to  err  on 
the  cautious  side?  If  we  were  all  starv- 
ing and  that  Alaskan  oilfield  was  the 
only  thing  between  us  and  our  demise, 
then  we  would  probably  all  agree  to 
drill.  But  it's  not,  and  we're  not. 

Barro  says  Gore's  views  are  "extreme 
relative  to  the  opinions  of  ordinary 
Americans."  It  is  head-in-the-sand  con- 
servatives hke  Barro  who  hold  extreme 
views  relative  to  the  rest  of  us. 

Peter  Thornton 
Annapolis,  Md. 

When  economists  try  to  make  deci- 
sions about  our  country's  wild  lands, 
they  wrongly  assume  that  the  benefit  in 
dollar  terms  of  leaving  the  vdlderness 
untouched  is  zero,  and  that  the  only 
good  wild  land  is  that  generating  rev- 
enue for  the  human  species. 

Scientists,  not  economists,  should 
decide  the  fate  of  our  last  remaining 
wild  lands.  There  is  scientific  evi- 
dence that  drilling  for  oil  in  the 
coastal  plain  of  the  Arctic  National 
Wildlife  Refuge  in  Alaska  will 
cause  irreparable  damage  to  hun- 
dreds of  wildlife  species.  To  many, 
including  Al  Gore,  the  cost  of  de- 
stroying this  last  vast  wilderness 
is  too  high.  Regardless  of  how 
much  oil  (current  estimates  put  the 
amount  in  the  coastal  plain  at  only 
enough  to  supply  the  U.  S.  for  less  than 
six  months)  is  recoverable,  there  should 
be  places  that  remain  untouched  from 
human  destruction. 

Amy  Gulick 
North  Bend,  Wash. 

Barro  suggests  that  if  Alaska  was 
opened  for  oil  exploration,  this  would 
cause  Saudi  Arabia  to  sell  more  oil  ear- 
lier to  avoid  lower  prices  in  the  future — 
as  if  the  small  amount  of  oil  that  would 
hypothetically  be  coming  from  Alaska 
would  be  able  to  drive  oil  prices  down. 


Secondly,  I  say  hypothetically  because 
this  oil  would  probably  never  be 
pumped,  given  the  costs  of  pumping  it. 
Oil  is  so  much  cheaper  to  get  out  of  the 
ground  in  Saudi  Arabia  that  it  doesn't 
make  business  sense  to  get  oil  from 
Alaska.  It  doesn't  make  sense,  that  is, 
without  subsidies  to  the  oil  companies  to 
offset  their  increased  costs — something 
Barro  conveniently  forgets  to  mention 
because  it  would  reveal  the  hypocrisy 
of  his  position.  After  all,  he  also  argues 
against  intervening  in  the  markets.  It's 
fascinating  how  quickly  conservatives' 
free-market  credentials  fade  when  a 
chance  for  some  tasty  corporate  welfare 
for  their  friends  pops  up. 

Finally,  Barro  suggests  that  the  ben- 
efits of  drilling  for  oil  in  Alaska  out- 
weigh the  environmental  costs  and  cites 
$9  biUion  per  year  of  oil  company  rev- 
enues as  a  benefit.  But  since  taxpayer 
subsidies  are  the  only  way  the  oil  com- 
panies could  realize  these  revenues,  it's 
hard  to  see  how  ". .  .the  benefits  extend 
ultimately  to  all  users  of  energy."  This 
wonderful  scheme  ultimately  ends  up 
being  a  transfer  of  milUons  or  bilUons  of 
dollars  from  taxpayers  to  oil  company 
stockholders.  RepubHcans  who  own  oil 
stocks  would  undoubtedly  call  this  a 
benefit  to  society,  but  I  call  it  what  it  is: 
a  corporate  welfare  boondoggle. 

Robert  Parker 
Arlington,  Va. 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


RESIST  THE  PRESSURE 
TO  SPEND  THE  SURPLUS 


CONTROL: 

Voters  can 

keep  down 

budget 

outlays  by 

punishing 

politicians 

who 

increase 

spending 

instead  of 

cutting  taxes 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution,  He  is  a  winner  of 
the  National  Medal  of 
Science, 


During  the  Presidential  campaign,  Gover- 
nor George  W.  Bush  and  Vice-President 
Al  Gore  offered  different  visions  on  how 
to  manage  budgetary  surpluses  generated  by  a 
strong  economy  and  rapidly  rising  tax  revenues. 
Whoever  wins  will  face  strong  political  pres- 
sures to  spend  most  of  the  surplus  on  the  ex- 
pansion of  existing  domestic  and  military  pro- 
grams as  well  as  on  the  creation  of  new  ones. 
The  truth  is  that  few  pohticians,  conservative 
or  liberal,  are  able  to  resist  the  pressure  to 
spend  applied  by  constituent  groups. 

Such  groups  usually  are  able  to  increase  their 
governmental  subsidies  when  tax  revenues  are 
abundant  and  the  economy  is  expanding.  My  col- 
league Casey  Mulligan  and  I  studied  public 
spending  in  many  nations  that  have  enjoyed  un- 
expected tax-revenue  windfalls,  and  we  found 
that  regardless  of  the  political  system,  govern- 
ment spending  usually  rises,  absorbing  about 
two-thirds  of  any  new  surplus. 

For  example,  when  the  price  of  oil  was  high  in 
the  1970s  and  early  1980s,  major  oil-producing 
nations,  including  both  dictatorships,  such  as 
Saudi  Arabia,  and  democracies,  such  as  Mexico, 
poured  their  surpluses  into  large  spending  in- 
creases on  mihtary  hardware  or  social  programs. 
This  wiU  happen  again  in  these  countries  if  oil  re- 
mains above  $30  a  barrel  for  an  extended  period. 

Particularly  relevant  for  understanding  the 
pressures  that  will  confront  the  U.  S.  President- 
elect is  the  growth  in  federal  spending  after 
1995,  the  year  that  budget  projections  turned 
from  budget  deficits  to  large  surpluses.  This  is  an 
apt  example,  because  the  Republicans  controlled 
Congress  from  1994  to  2000,  and  the  Contract 
with  America  announced  by  Republican  con- 
gressional leaders  in  1994  called  for  a  scaled- 
down  federal  government. 

The  contract  may  have  been  effective  at  first, 
considering  that  both  defense  and  nondefense 
spending  fell  in  1995  and  1996,  even  though  the 
national  budget  was  still  in  deficit  at  that  time. 
But  while  outlays  on  defense  remained  flat  for  a 
while,  spending  in  other  areas  began  to  take  off 
in  1996,  long  before  the  campaign  rhetoric  heat- 
ed up.  Spending  on  domestic  activities  grew 
more  rapidly  each  succeeding  year,  as  did  ex- 
penditures on  the  military  after  1998. 

In  fact,  even  excluding  outlays  on  the  military 
and  entitlement  programs,  such  as  Social  Secu- 
rity and  Medicare,  spending  levels  approved  for 
fiscal  2000,  when  combined  with  last  year's  in- 
creases, will  amount  to  an  annual  two-year  av- 
erage growth  of  5.2%,  the  fastest  growth  rate 


since  1974.  The  Repubhcan  desire  to  be  the  par 
ty  of  small  government  could  not  defeat  powerfi: 
political  interests. 

Some  argue  that  congressional  Republican 
slowed  down  the  growth  in  spending,  compare] 
with  what  could  have  happened.  That  is  probabl 
true.  Nevertheless,  Republicans  as  well  as  De 
mocrats  were  eager  to  go  on  a  spree  once  re 
leased  from  the  shackles  of  budget  deficits. 

One  telhng  piece  of  evidence  is  that  the  num 
ber  of  lawmakers  of  either  party  who  voted  t 
cut  federal  spending  fell  to  under  400  in  1997,  al 
ter,  rising  to  over  500  in  fiscal  years  1995  an 
1996.  In  1998  and  1999,  the  number  supportin 
cuts  fell  to  negligible  levels.  To  avoid  offendin 
important  constituencies,  the  Republicans  hav 
been  exceedingly  receptive  to  the  large  increa: 
es  in  domestic  spending  proposed  by  Presiden 
Chnton  for  fiscal  year  2000.  Indeed,  the  Reput 
lican-controlled  Congress  exceeded  the  Presi 
dent's  budgets  on  numerous  programs,  includ 
ing  federal  support  to  education,  housing 
agriculture,  and  transportation. 
PUNISHMENT.  Some  conservative  think  tanks  hav 
accused  the  Repubhcan  leadership  of  throwin 
away  a  golden  opportunity  to  stop  the  growth  c 
the  federal  budget.  Although  these  critics  have 
good  point,  the  leaders'  response  to  a  growin 
surplus  is  "normal"  politics,  whatever  one  ma; 
think  of  that.  Regardless  of  the  political  leaders 
governments  in  all  political  systems  usually  car 
not  resist  spending  most  of  what  is  collected  i 
tax  revenues. 

The  only  way  for  the  electorate  to  control  th 
growth  of  government  spending  is  to  punis 
politicians  who  increase  spending  instead  of  re 
ducing  taxes.  Voters  need  to  offset  the  appeal  c 
powerful  blocs  by  putting  their  own  pressur 
on  legislators  and  other  government  officials  t 
cut  income  and  other  taxes,  especially  when  buc 
gets  are  running  surpluses.  A  bipartisan  Cor 
gress  under  the  leadership  of  President  Reaga 
did  implement  major  tax  reforms  in  the  1980 
that  were  popular  with  voters,  despite  budge 
deficits. 

However,  I  am  pessimistic  about  the  curron 
prospects  of  holding  the  line  on  spending  whe 
so  many  special-  and  general-interest  grouj) 
want  ever  bigger  government  subsidies  an 
grants.  So,  while  stable  spending  and  a  major  ta 
reduction  such  as  that  promised  by  Governo 
Bush  or  a  large  debt  reduction  as  advocated  b 
Vice-President  Gore  are  possible,  it  will  tak 
skilled  and  dedicated  leadership  to  enact  such  n 
forms — as  well  as  a  lot  of  luck. 
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'Being  global  In  the  new  economy  is  like  an  inside  joke. 
You  have  to  be  there  to  get  it."    -  Patrick  utre,  ceo 
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BY  GENE  KORETZ 

NEW  AMMO  IN 
THE  GUN  DEBATE 

Yes,  ownership  does  foster  crime 

The  U.S.  has  the  highest  gun  owner- 
ship rate  in  the  world  and  the  highest 
murder  rate.  Although  those  facts  are 
enough  to  convince  many  observers  that 
guns  breed  violence,  firearms  owners  and 
manufacturers  have  long  argued  that  the 
opposite  is  true — that  lawful  possession 
of  a  gun  tends  to  deter  crime. 

That  argument  has  sparked  a  hot  de- 
bate among  economists.  Most  concur  with 
the  views  of  gxin  critics,  contending  that 
greater  gun  availability  means  that  more 
weapons  fall  into  the  hands  of  criminals. 

ARMS  AND  VIOLENCE: 
THREE  RELATED  TRENDS? 


▲  PERCENT      '42,4%  OF  HOUSEHOLDS  IN  1993, 34.9%  IN  1998 
DATA;  MARK  DUGGAN,  UNIVERSITY  OF  CHICAGO 

But  others  find  that  increased  gun  own- 
ership results  in  less  criminal  activity.  In- 
deed, More  Guns,  Less  Crime  is  the  title 
of  a  controversial  book  published  two 
years  ago  by  then-University  of  Chicago 
economist  John  R.  Lott  Jr.  (now  at  Yale 
University).  Lott  found  that  violent 
crimes  dropped  significantly  in  a  number 
of  states  after  laws  were  passed  allow- 
ing citizens  to  carry  concealed  weapons. 

The  latest  entry  in  the  debate  is  a 
forthcoming  Jovrnal  of  Political  Econo- 
my study  pointedly  titled  "More  Guns, 
More  Crime."  Authored  by  another  Uni- 
versity of  Chicago  economist,  Mark  Dug- 
gan,  the  study  addresses  a  serious  prob- 
lem with  past  studies  of  the  issue: 
Because  guns  aren't  registered  in  most 
areas  of  the  country,  researchers  have 
had  to  rely  on  highly  imprecise  indica- 
tors to  estimate  levels  of  gun  ownership 
in  different  geographical  areas. 

To  solve  this  problem,  the  study  re- 
lies on  a  unique  data  source.  It  uses  de- 
tailed state  and  county  data  on  the  cir- 
culation of  one  of  the  nation's  largest  gun 
magazines  from  1980  to  1998.  These  cir- 
culation data  are  an  excellent  proxy  for 


gun  ownership  levels  and  shifts,  Duggan 
notes,  because  they  are  highly  correlat- 
ed with  a  number  of  ownership-related 
trends — from  local  gun-accident  death 
rates  and  the  annual  number  of  local  gun 
shows  per  capita,  to  National  Rifle  Assn. 
membership  levels  and  household  sur- 
veys relating  to  gun  possession. 

Duggan  finds  a  strong  positive  rela- 
tionship between  changes  in  gun  owner- 
ship in  an  area  and  future  changes  in  gun 
homicides.  In  contrast,  changes  in  own- 
ership rates  had  no  effect  on  homicides 
where  other  weapons  are  used  (which 
account  for  a  third  of  all  murders) — a 
finding  that  underscores  the  substantial 
impact  of  ownership  on  gun  murders. 

Duggan  also  reports  two  results  that 
undermine  the  notion  that  allowing  citi- 
zens to  carry  concealed  arms  reduces 
crime.  He  finds  no  evidence  that  gun 
ownership  went  up  in  states  passing  such 
laws.  And,  in  such  states,  counties  with 
high  levels  of  legal  gun  ownership  did 
not  experience  larger  declines  in  crime 
than  counties  with  low  ownership  levels. 

From  1993  to  1998,  a  period  when  most 
crime  rates  were  falling,  the  share  of 
U.  S.  households  with  at  least  one  gun 
dropped  from  42.4%  to  34.9%.  At  the 
same  time,  the  number  of  gun  homicides 
fell  36%,  exactly  twice  as  much  as  homi- 
cides committed  with  other  weapons. 

Duggan's  analysis  attributes  a  third 
of  the  greater  decline  in  gun  murders  in 
this  five-year  period  to  the  decrease  in 
gun  ownership,  with  the  biggest  impact 
in  states  with  the  biggest  ownership 
drops.  "The  idea  that  increases  in  gun 
ownership  reduce  crime,"  he  says,  "just 
doesn't  square  with  the  facts." 


REDEFINING 
CORE  INFLATION 

New  measures  cause  more  worry 

What,  me  worry  about  inflation?  In 
both  Europe  and  the  U.  S.,  consumer 
inflation  has  picked  up  steam  this  year, 
running  at  least  a  percentage  point  high- 
er on  a  year-over-year  basis  than  1999. 
The  markets,  however,  prefer  to  focus  on 
so-called  "core"  inflation,  which  excludes 
volatile  food  and  energy  prices  and  re- 
mains relatively  low.  But  economists  at 
Lehman  Brothers  argue  that  this  mea- 
sure; may  not  be  the  best  definition  of 
core  inflation,  which  is  supposed  to  re- 
veal the  underlying  trend.  Rather  than 
fluctuating  randomly,  for  example,  food 
prices  have  generally  moved  in  line  with 
real  economic  activity  in  recent  years. 
As  it  happens,  statisticians  over  the 


years  have  [iroposed  altemate  definition 
of  ccjre  inflation  that  they  claim  are  bette 
at  reflecting  basic  inflation  trends.  In  ger 
eral,  such  measures  are  constructed  b 
placing  less  weight  on  those  items  thi 
are  farthest  from  the  average  or  that  ex 
hibit  the  greatest  price  variability. 

Using  several  of  these  alternate  mes 
sures  of  core  inflation,  the  Lehman  ecor 
omists  find  that  they  all  are  still  runnin 
lower  than  overall  consumer  inflation  i 
both  Europe  and  the  U.S.  Unlike  th 
traditional  core  definition,  however,  thes 
measures  have  also  accelerated  sharpl 
and  are  tracking  much  closer  to  consume 
prices  in  general. 

The  implication  is  that  the  pickup  i 
consumer  inflation  may  be  more  durabl 
than  many  expect.  Indeed,  Lehman  note 
that  households'  inflation  expectations  i 
Europe  are  also  up  sharply  this  year. 


STARTUPS:  WHERl 
THE  ACTION  IS 

Communications  is  the  hot  spot 

The  number  of  business  startups  in  th 
U.  S.  rose  sharply  early  in  the  currei 
expansion,  leveled  off  in  the  mid-1990 
and  has  since  fallen  to  its  lowest  lev( 
since  the  1980s.  But  that  doesn't  nece; 
sarily  mean  the  entrepreneurial  spirit 
weakening.  The  information  technolo^ 
sector  is  still  in  a  "vibrant  growth  phase 
reports  Dun  &  Bradstreet  Corp.,  whic 
keeps  tabs  on  business  births. 

Although  the  annual  number  of  start 
feU  10.2%,  to  151,016,  from  1995  to  199 
the  number  of  it  starts  jumped  42%, 
10,795.  Meanwhile,  the  average  number  ( 
jobs  created  by  an  IT  start  rose  to  8.5,  v 
6. 1  created  by  new  ventures  in  general 

Not  all  IT  startups  are  setting  ne 
records,  however.  D&B  reports  that  start 
in  computer-related  industries — han 
ware,  software,  and  data-processir 
services — have  ^^"""iii-iBiiiiiii^ 


plateaued  since 
1997,  while  com- 
munications-relat- 
ed industries  are 
still  spawning  new 
ventures  at  a 
sharply  rising  rate. 
Last  year,  starts  in 
the  latter  sector, 
which  includes 
both  communica- 
tions equipment 
and  services,  cre- 
ated an  impres- 
sive 10.6  jobs  per 
venture. 


CREATIVE 
CROSSCURRENTS 

CHANGE  1995-1999  IN 
ANNUAL  TALLY  OF: 


TOTAL 
BUSINESS      1^ 
STARTUPS      ^B 

- 

1 

INFORMATION 

TECHNOLOGY 

STARTUPS 

-18 

▲  THOUSANDS 
DATA  DUN  &  BRADSTREET  CORP 


■?e.   Ui  l<,IMF  ',s  WPF  K  /  MOVI  MHI  U   ■>  I     '/"OOO 


an-*******'- 


THE  PRINCIPLES  OF 
AVIATION 

In  the  demanding  world  of  aero- 
n.uitics,  every  single  component 
must  be  officially  approved  and 
certified.  We  apply  the  same 
principle  to  the  manufacturing  of 
our  wrist  instruments. 
Our  movements  meet  all  the 
precision  and  reliability  criteria 
required  to  obtain  chronometer 
certification.  Moreover,  every  last 
detail  of  our  watches  is  designed 
for  intensive  use. 
One  simply  does  not  become  an 
aviation  supplier  by  chance. 
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ADLER'S 

.3301  Vclcivins  Blvd,  Materie,  Louisiana  504-.'568-061 0 

722  Canal  Sheet,  New  Orleans,  Louisiana  504-523-5292 

Oal<wood  Mall,  197  Wcstbank  Expressway,  Gretna,  Louisiana  504-362-5969 


FOR  A  CATALOG  I'LRASF,  CALF  800/641  7343 
www.breitling.com 


ESSENCE  OF 
BRLITLING 

ChrONOMAT.  Selfwinding  chro- 
nograph. Breitlinc's  leader 
model,  created  in  cooperation 
with  the  Italian  frecce  Tricolori 
elite  flight  team. 


-J! 


Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

tec  h&you@busi  nessweek.com 


THE  ELECTION:  HOW 
THE  WEB  BLEW  IT 


Slow-loading 
sites,  stale 
info,  built-in 
glitches-the 
Net's  big  night 
was  a  big 
bust 


Ei 


lection  night  and  the  long  morning  after 
should  have  been  the  World  Wide  Web's 
[finest  hour.  But  much  of  the  opportunity 
created  by  the  the  Web's  unique  ability  to  make 
vast  amounts  of  information  available  on  demand 
was  squandered  by  lack  of  imagination,  the  usu- 
al technical  glitches,  and  sloppy  quality  control. 
Web  sites  gave  poHtical  junkies  the  opportunity 
to  check  on  the  odd  House  race  in  Idaho,  but 
didn't  add  all  that  much. 

I  spent  election  night  perched  in  front  of  a  TV 
with  a  computer  on  my  lap.  As  I  flipped 
from  channel  to  channel,  I  checked  out 
the  Web  sites  of  ABC  News,  CNN,  MSNBC, 
and,  for  results  of  local  elections  and 
ballot  propositions,  the  Washingtcm  Post. 
(I  quickly  abandoned  the  inferior  CBS 
News  site.) 

Early  on,  msnbc — ^which  served  as  the 
Web  presence  of  NBC  News — seemed  the 
most  promising.  Its  pages  were  attrac- 
tive and  well-organized.  And  if  you  want- 
ed to  track  a  local  election  in  Wilkes- 
Barre,  Pa.,  or  Grand  Rapids,  Mich., 
MSNBC  offered  links  to  the  Web  sites  of 
TV  stations  in  each  state.  But  as  the  re- 
sult flooded  in  and  the  tension  rose, 
MSNBC's  site  bogged  down.  By  10  p.m., 
pages  were  taking  so  long  to  load  that 
the  site  was  effectively  unusable,  and 
for  the  rest  of  the  night  I  could  get  in- 
formation from  MSNBC  only  sporadically. 
SUPERFICIAL  COMMENTARY.  As  the  night  wore 
on,  ABC  became  my  favorite.  The  best  feature 
was  a  U.S.  map  on  their  Presidential  results 
page.  Hold  the  cursor  over  any  state,  and  a  little 
box  popped  up  reporting  the  latest  vote  count. 
Although  the  feature  broke  down  briefly  a  few 
times,  it  worked  well 
on  the  whole.  The  CNN 
site  was  a  lot  like  the 
network:  solid  but  un- 
spectacular. It  offered 
a  good  map  with  col- 
or-coded Presidential 
results,  but  clicking  on 
a  state  didn't  take  you 
to  a  detailed  page. 
And  a  feature  that  of- 
fered custom  local  re- 
sults only  went  down 
the  ballot  to  House 
races,  which  wasn't 
worth  the  trouble. 


In  commentary,  the  Web  sites  consistentl 
lagged  behind  the  networks,  and  the  content  wa 
superficial  and  often  confusing.  At  one  point,  fo 
example,  a  CNN  headline  read  "Ensign  picks  u 
fourth  open  seat  for  Democrats,"  but  the  stor 
began,  correctly:  "Republican  John  Ensign ...dt 
feated  Democrat  Ed  Bernstein  in  Nevada."  A 
MSNBC  headline  read  "Networks  retract  Florid 
projection,"  but  for  about  half  an  hour,  clicking  o 
it  produced  a  story  that  read  "Al  Gore  won  thre 
critical  battle  ground  states  Tliesday,  taking  Flor 
da,  Michigan,  and  Pennsylvania . . ." 

The  Florida  retraction  was  a  good  exam)3le  ( 
the  Web's  failure  to  add  much  value.  The  retrac 
tion  of  the  Florida  call  late  in  the  evening  wa 
one  of  the  most  confusing  events  of  a  bafflin 
night.  On  the  air,  the  networks  left  the  odd — an 
erroneous — impression  that  they  had  been  buUie 
into  the  change  by  the  Bush  campaign,  and  non 
of  their  Web  sites  clarified  the  matter.  Only  th 
Wasimigtmi  Post  came  up  with  a  story  explainin 
that  there  were  serious  problems  with  exit  polls 

Some  of  the  Web's  election  night  problem 


Rating  the  Election  Sites 


SITE 

(IN  ORDER  OF ) 

PREFERENCE) 

ELECTION  DAY 
TRAFFIC  (IN  MIL, 
OF  VISITORS) 

COMMENTS 

ABC.COM 

1.21 

Timely,  easy  to  get 
crucial  information 

CNN.COM 

3.52 

Like  the  network: 
Solid  but  unspectacular 

MSNBC.COM 

2.64 

Disappointing.  Slow, 
not  updated  regularly 

DATA:  MEDIA  METRIX,  BUSINESS  WEEK 

are  inherent  in  the  technology.  Browser  page 
are  not  automatically  updated  when  the  infoi 
mation  on  the  Web  site  changes.  To  see  the  lal 
est  information,  you  had  to  follow  ABc's  advic 
and  "continuously  reload  this  page."  To  mak 
matters  worse,  using  the  back  button  or  a  boot 
mark  to  return  to  a  page  viewed  before  will  a 
most  always  bring  up  an  old  copy  from  memor 
not  a  fresh  version  from  the  site. 

One  of  the  advantages  of  Web  pubhshing  i 
that  mistakes  can  be  corrected  immediately,  bi 
MSNBC  still  managed  a  version  of  "Dewey  Defeat 
Truman."  I  went  to  bed  about  1  a.m.  and  when 
checked  back  at  6  a.m.,  MSNB(fs  site  declarec 
"Bush  Apparent  Winner."  The  msnb(^  Web  cre\ 
did  a  story  after  all  the  networks  blew  thei 
Florida  calls  for  the  second  time,  then  called  it 
night.  The  story  was  posted  at  8:45  a.m.,  jut 
about  the  time  that  everyone  else  retracted  th 
Florida  call.  The  declaration  of  Bush's  could  sti 
be  right,  but  the  MSNBC'  story  was  an  embar 
rassing  end  to  a  night  when  the  Web  fell  we 
short  of  its  promise. 


If  you  want  to  use  the  Internet  to  help  you  do  business  more  efficiently,  rely  on  Lowson  to  show  you  the  way.  We've  helped 
thousands  of  businesses  like  yours  simplify  their  operations  and  run  more  smoothly.  They  found  our  proven  solutions 


took  the  worry  and  risk  out  of  e-business.  To  see  how  we  can  help  you,  ask  for  our  detailed  e-Business  Success  Kit, 


Just  visit  us  at  www.lawson.com/success600r  or  call  1-800-477-1  357  code  600r 


UW^TSON 


PROVEN. 


The  next  step  seems  a  lot  easier  When  youVe  WarJcihg,^ 
with  jtpmeone  who  has  e-busjness  experiejKe^*?"^ 
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Books 


THE  VIRTUE  OF  PROSPERITY 

Finding  Values  in  an  Age  of  Techno-Affluence 

By  Dinesh  D'Souza 

Free  Press  •  284pp  •  $26 


THE  MORAL  PERILS 
OF  PERMANENT  PLENTY 


Every  once  in  a  great  while,  per- 
haps once  or  twice  a  century,  the 
established  economic  order  is 
overturned  as  a  result  of  technological 
advances  and  organizational  innovation. 
From  the  1760s  to  1830s,  steam  engines 
and  textile  mills  propelled  the  Indus- 
trial Revolution.  A  second  industrial 
revolution  of  1880  to  1930  was  shaped 
by  the  spread  of  electric  power  and 
mass  production.  Today,  the  Internet 
and  knowledge-based  businesses  are 
combining  to  create  a  New  Economy. 

Such  rapid  economic  changes  also  re- 
shape culture,  poUtics,  and  everyday  no- 
tions of  right  and  wrong.  An  enthusiasm 
for  the  methods  of  science  and  for  the 
very  idea  of  progress  gained  vddespread 
acceptance  during  the  first  Industrial 
Revolution.  And  it's  no  coincidence  that 
the  early  20th  century  movement  to- 
ward mass  democracy  gained  momen- 
tum with  the  spread  of  mass  produc- 
tion. What  about  now?  How  will  the 
Information  Economy  change  the  rules 
of  the  poUtical  game,  influence  visions  of 
a  just  society,  and  shape  new  ethical 
dilemmas?  These  are  the  ambitious  mat- 
ters Dinesh  D'Souza,  a  research  scholar 
at  the  American  Enterprise  Institute, 
struggles  with  in  The  Virtxie  of  Pros- 
perity. The  author  asks  the  right  ques- 
tions, and  I  found  many  of  his  answers 
provocative.  Yet  by  the  time  I  finished 
this  book,  I  was  deeply  disappointed. 

D'Souza  doesn't  doubt  that  there  is  a 
dazzling  New  Economy,  reflecting  the 
global  triumph  of  capitalism,  the  rise  of 
the  digital  entrepreneur,  and  the  spread 
of  the  Internet.  Unlike  many  other  New 
Economy  books,  his  doesn't  dwell  too 
much  on  the  forces  propelling  what  he 
calls  "techno-capitalism."  Instead,  he 
concentrates  on  fathoming  the  implica- 
tions for  American  society — the  New 
Economy's  epicenter. 

As  D'Souza  sees  it,  we  are  experi- 
encing two  fundamental  breaks  with  the 


past.  For  one,  thanks  to  techno-capital- 
ism's  unprecedented  wealth-generating 
capacity,  we  are  entering  an  era  of  per- 
manent prosperity.  "The  problem  of 
scarcity,  which  has  plagued  our  species 
from  the  dawn  of  mankind,  is  vanishing 
before  our  eyes,"  says  the  author. 
What's  more,  D'Souza  beheves,  biotech- 
nology will  soon  change  everything.  It 
will  make  it  possible  for  mankind  to 
eliminate  disease,  and,  on  the  dark  side, 
to  create  "designer  children."  We  may 
even  merge  with  computers.  "It  is 
the  ability  to  wfll  our  fiiture 
as  a  species — a  power  con- 
ferred by  these  new  tech- 
nologies— that  separates  our 
predicament  from  that  of 
every  generation  that  has 
come  before  us,"  he  says. 

These  two  developments — 
universal  prosperity  and  ge- 
netic engineering — will,  he 
says,  shape  America's  moral 
dilemmas  and  political  strug- 
gles in  the  coming  years.  Tra- 
ditional divisions  between  De- 
mocrat and  Republican, 
liberal  and  conservative,  will 
dissolve  as  citizens  instead  co- 
alesce either  as  techno-capi- 
talism optimists  or  pessimists.  Some 
questions  before  them:  Is  life  losing  its 
meaning  with  affluence?  Is  it  right  to 
eradicate  childhood  diseases  through  ge- 
netic engineering?  How  about  tweak- 
ing the  genetic  code  to  reduce  violent 
impulses? 

This  is  undeniably  heady  stuff.  And, 
much  like  the  books  that  followed  the 
cloning  of  Dolly  the  sheep,  D'Souza  of- 
fers some  provocative  nuggets.  Yet  this 
book  is  disappointing  on  many  levels. 
Many  of  the  author's  claims  are  too 
broad.  Few  economists,  including  ar- 
dent New  Economy  boosters,  would  en- 
dorse his  vision  of  the  end  of  scarcity. 
And  his  willingness  to  hurtle  so  far  into 


the  biotech  future,  along  with  vague- 
ness about  how  long  it  will  take  for 
dramatic  developments  to  occur,  makes 
one  question  his  prognostication. 

The  way  in  which  D'Souza  handles 
time  is  also  worrisome.  He  uses  long- 
run  forecasts  to  dismiss  short-term  con- 
cerns— and  vice  versa — even  though  it's 
unclear  what  he  means  by  short-tenr 
and  long-term.  For  example,  he  asserts 
that  inequality  is  a  short-term  phenom 
enon,  overcome  by  the  "egalitarian  ben- 
efits of  technological  capitalism  [that' 
are  achieved  only  in  the  long  run."  As 
John  Maynard  Keynes  famously  re 
marked,  in  the  long  run  we  are  all  dead 
Even  less  convincing  is  D'Souza'j 
blithe  dismissal  of  government  as  little 
more  than  a  spectator  and  a  nuisance  ir 
the  New  Economy.  Its  proper  role  is 
to  keep  taxes  low,  monetary  policy  sta 
ble,  and  borders  open,  he  says.  "If  the 
new  president  changed  into  his  paja- 
mas every  afternoon  anc 
took  a  long  nap,  hke  Calvir 
CooHdge,  this  would  proba- 
bly be  good  for  the  markel 
and  good  for  the  country,' 
he  vmtes.  Really?  That's  nol 
what  most  people  who  wen1 
to  the  voting  booths  on  Nov 
7  believed.  Government  is 
vital  to  promote  global  envi- 
ronmental progress,  intellec 
tual  property  rights,  finan 
cial  stability,  Internationa 
trade,  and  more.  And  in 
democracy  struggling  ovei 
such  troubhng  questions  ai 
genetic  engineering,  govern 
ment  must  be  a  vital  player. 
Indeed,  technology  comes  across  as 
an  unstoppable  force.  D'Souza  seems  t( 
think  little  can  be  done  to  prevent  som< 
horrifying  developments  other  than  of 
fering  exhortations  to  private  virtue 
Yet  Americans  have  been  willing  anc 
able  to  restrain  technology,  from  con 
taining  nuclear  power  to  shunning  eu 
genics.  But  D'Souza  doesn't  like  such  ; 
balanced  approach — nor  any  kind  o 
subtlety.  His  is  a  world  of  extremes 

Don't  get  me  wrong.  D'Souza  hai 
picked  the  right  topic.  The  New  Econo 
my  will  shape  us  in  unexpected  ways 
It's  just  that  his  discussion  falls  fa:  , 
short  of  his  ambitions. 

BY  CHRISTOPHER  PARREL 

Farrell  is  a  contributhig  economic. 

editor. 


UNIVERSAL  WEALTH  AND  BIOTECH  MIRACLES 
ARE  TOSSING  UP  CHALLENGES  TO  OUR  CULTURE 
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Drink  what 

your  heart 

tells  you  to.       ^  • 


The  great  taste  you  love  features  a  surprising  benefit. 

lid  you  know  that  one  in  four  American  adults  suffers  from  high  blood  pressure?  And        0 
fading  health  authorities  now  agree  that  diets  containing  foods  that  are  good  sources  f 
f  potassium  and  low  in  sodium,  lil<e  Tropicana*  Pure  Premium;  may  reduce  your 
sk  for  both  high  blood  pressure  and  stroke.  So  go  ahead,  enjoy  more  of  the  great 
aste  you  love  and  help  protect  your  cardiovascular  health  while  you're  at  it. 


2000  Tropicana  Products,  Inc. 


For  more  information,  ws/f  www.tropicanahealthnews.com 
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Digital  solutions  that  make  more  of  life. 

It's  a  jungle  out  there.  To  stay  on  top,  you  have  to 
put  out  110%  all  the  time.  Late  nights,  weekends, 
extended  business  trips— they  all  come  with  the  territory. 
So  your  leisure  time  is  more  precious  than  ever. 
Toshiba  understands,  and  responds  with  a  range  of  digital 
products  that  make  so  much  more  of  entertainment  at  home. 
Take  our  HDTV.  With  its  astonishing  picture  resolution, 
Dolby"  Digital  Audio  Outputs  and  16:9  wide  screen  format, 
Toshiba  HDTV  turns  watching  a  movie  into  an  unforgettable 
experience.  And  our  leading  role  in  the  development  of  DVD— 
for  which  we  received  an  EMMY*— is  reflected  in  the 
superior  picture  and  sound  quality  of  our  DVD  players. 
It's  just  part  of  what  we  do  at  Toshiba  to  help 
you  make  more  of  life. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  visit  wwwtoshiba.com/tacp 
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FOUNDING  BROTHERS 
The  Revolutionary  Generation 

By  Joseph  J.  Ellis 
Knopf  .304pp.  $26 


WHEN  EGOS 
DEFERRED  TO  DUTY 


Political  reputations  hung  in  the 
balance  last  week.  Few  fared  as 
poorly  as  the  Founding  Fathers, 
whose  electoral  college  was  portrayed 
as  a  crude,  destabilizing  anachronism. 
And  yet,  in  the  suspenseful  days  fol- 
lowing Nov.  7,  respect  for  the  rule  of 
law  and  the  peaceful  transfer  of  political 
power  only  highlighted  the  strength  of 
the  institutions  these  men  forged.  In 
any  one  of  dozens  of  other  countries, 
party  leaders  might  have  dispatched 
tanks,  not  ex-Secretaries  of  State,  to 
settle  the  dispute. 

In   his   suddenly   newsworthy 
book,  Fou7iding  Brothers, 
Joseph  J.  Elhs  sets  out  to 
explain  the  wellsprings  of 
this   remarkable   political 
durability  and  flexibility.  He 
unearths  no  new  historical 
evidence,  but  it  would  be 
unfair  to  fault  him  on  such 
academic   grounds.   As   in 
American  Sphinx,  Ellis'  Na- 
tional Book  Award-winning 
study    of    the     enigmatic 
Thomas  Jefferson,  Brothers 
takes  on  timeworn  topics 
and     leavens     them     with 
telling  details  and  even  psy- 
choanalysis. What  emerges 
are    bustling    stories    that 
achieve  Ellis'  goal  of  describing  how 
our  early  republic  "looked  and  felt." 

EUis  works  here  from  a  weaker  the- 
sis than  in  his  previous  books.  In  fact, 
it's  not  so  much  a  thesis  as  it  is  a  nar- 
rative setup.  He  begins  by  pointing  out 
that  Americans  now  view  the  success  of 
the  nation  as  a  "foreordained  unfolding 
of  God's  will,"  then  demonstrates  that 
nothing  was  certain  in  the  chaotic 
decades  after  the  Declaration  of  Inde- 
pendence. America  could  have  easily 
splintered  into  regional  republics  or  fall- 
en to  the  killing  machine  of  the  British 
military.  The  country,  says  the  Ford 


Foundation  Professor  of  History  at 
Mount  Holyoke  College,  was  "an  im- 
provisational  affair,  in  which  sheer 
chance,  pure  luck . . .  and  specific  deci- 
sions" determined  not  just  the  country's 
survival  as  a  fledgling,  but  the  institu- 
tions and  character  that  make  it  the 
world's  longest-running  republic. 

To  illustrate  this,  Ellis  tunnels  deep 
into  the  historical  record,  ignoring  dis- 
cussions of  political  philosophy  and  even 
the  role  of  everyday  citizens.  He  de- 
lights in  describing  the  day-to-day 
worlds  of  eight  Revolution- 
ary-era leaders.  The  group 
is  now  amorphously  tagged 
the  Founding  Fathers,  but 
their  allegiances  and  rival- 
ries make  them  the  pas- 
sionate, combative  pack  of 
Founding  Brothers.  The 
cast  of  characters:  John  and 
Abigail  Adams  (essentially 
as  a  team),  Aaron  Burr, 
Benjamin  Franklin,  Alexan- 
der Hamilton,  Jefferson, 
James  Madison,  and  George 
Washington. 

Ellis'  lucid  style  helps 
capture  the  essence  of  these 
men  and  that  of  their  young  coun- 
try. In  six  30-40  page  vignettes,  he  de- 
scribes how  each  weighed  his  or  her 
own  ego  against  duty  to  the  new  coun- 
try. Take  one  of  Ellis'  early  installments. 
During  a  private  dinner  party  hosted 
by  Jefferson,  the  then  Vice-President 
convinces  rivals  Treasury  Secretary 
Alexander  Hamilton  and  Virginia  con- 
gressman James  Madison  to  compro- 
mise on  two  crucial  issues:  Hamilton 
agrees  to  the  establishment  of  a  capital, 
Washington,  D.  C,  on  a  plot  in  the  Vir- 
ginia wilderness.  Meanwhile,  Madison 
consents  to  Hamilton's  demands  that 
the  states'  old  debts  be  assumed  by  the 
national  government.  While  neither  side 
was  happy  about  the  pact,  Ellis  says  it 


helped  create  financial  legitimacy  fuiiJA 
the  nation  while  mollifying  the  linch[ji 
state  of  Virginia  during  a  period  of  fra^ 
ile  unity. 

This  is  extremely  well-trodden  tei  ' 
ritory.  But  Ellis  has  such  command 
the  subject  matter  that  it  feels  fresl 
particularly  as  he  segues  from  psychi 
logical  to  political,  even  to  physics 
analysis.  In  the  course  of  a  few  pan 
graphs,  Ellis  describes  Jefferson's  lir 
gering  migraine  headaches,  break 
down  the  national  debt,  and  provid 
an  analysis  of  Madison's  political  jou 
ney  from  supporter  to  detractor  (L,,, 
Hamilton.  iv| 

The  author's  diverse  skills  are  esp(  . 
cially  evident  in  his  retelling  of  the  ir 
famous  morning  duel  between  Alexar  '^' 
der  Hamilton  and  Aaron  Burr.  Elli  'K' 
gives  a  detailed  account  of  the  cor  Fk 
frontation,  and  seems  to  get  at  the  pc  ^,  ju 
litical  and  personal  enmities  that  probt  ujp 
bly  played  out  in  the  duelists'  mind;  „  t^ 
He  is  less  successful  in  describing  som  ,• ', 
of  the  written  records  of  the  perio( 
such  as  the  correspondence  between  th '  ■ 
aged  Jefferson  and  Adams.  1^'" 

The  author  sheepishly  concedes  ths  li>i 
his  method  may  seem  quaint  to  som 
readers.  He  takes  a  head-on,  almost  re\  (j 
erential  approach  to  Great  Men  in  a   ||| 
era  that  favors  "outsider"  history,  cor 
sisting  mainly  of  accounts  of  econom 
cally  marginal  groups.  As  the  author  c 
several  books  on  the  Revolutionary  er; 
he  retains  the  right  to  rummage  amon 
the  American  patriarchs.  Unfortunate!; 
for  that  same  reason,  some  of  his  mat( 
rial  on  Jefferson  and  Adams  may  fei 
stale  to  those  who  have  read  Aniei 
can  Sphinx  or  Passionate  Sage 
study  of  John  Adams.  Brotiiers  carries 
bit  of  a  commercial  taint,  like  a  roc  '^' 
album  in  which  old  songs  have  bee  "1^ 
repackaged  with  new  cover  art  an  a 
some  spare  B-sides.  P, 

Never  mind.  As  the  country  endure  [j, 
its  fii-st  political  crisis  of  the  21st  cei  „ 
tury,  Ellis'  storyteUing  helps  us  mor 
fully  hear  the  Brothers'  voices.  Standin  ' 
out  is  none  other  than  Jefferson.  D( " "' 
scribing  the  dinner-table  compromise  h  ^^^ 
brokered  but  loathed,  he  realizes  "th  K'  i 
necessity  of  yielding  for  this  time . . .  fc  llur 
the  sake  of  the  union,  and  to  save  u  |j(.y 
from  the  greatest  of  all  calamities."  ,  j[ 
BY  DENNIS  K.  BERMA  ^^'^ 

Berman    studies    the    history    c 
technoLogy  as  an  e-business  reporter.     '" 


ELLIS  DESCRIBES  THE  PATRIARCHS  WHO 
MADE  THE  FIRST  CRITICAL  COMPROMISES 
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PHIS  POLITICAL  SHOCK 

mm  UPSET  THE  SOFT  LANDING 

ut  a  prolonged  squabble  could  unnerve  the  markets — and  consumers 


us.  ECONOMY 


A  SHARP  SLOWDOWN 
IN  RETAIL  AGTIVin 


Oil  shock?  Market  shock?  Up 
to  now,  neither  has  been 
rong  enough  to  wreck  the  economy.  Now  let's  try 
tlitical  shock,  as  the  U.S.  fumbles  its  way  toward 
acting  its  43rd  President.  Will  the  failures  of  the  elec- 
ral  system  bring  down  the  economy  in  the  next  few 
onths?  Don't  bet  on  it. 

P^irst  of  all,  people  don't  seem  to  mind  the  election  de- 
/,  judging  from  a  Nev}  York  Times/cBS  poll.  Indeed,  if 
luseholds  and  businesses  didn't  flinch  at  a  shutdown  of 
e  federal  government  or  even  an  impeachment,  then 
little  delay  in  deciding  on  the  next  President  is  un- 
;ely  to  ruffle  their  feathers.  Once  the  winner  is  de- 
rmined,  the  economic  outlook  will  return  to  business 
usual — meaning,  back  to  the  fundamentals. 

So  far,  those  basics  add  up 
to  nothing  worse  than  a  soft 
landing,  almost  exclusively  as 
a  result  of  the  less  accom- 
modative financial  conditions 
wrought  by  the  Federal  Re- 
serve. Stingier  banks,  tighter 
credit  markets,  and  costlier  eq- 
uity financing  are  already 
starting  to  temper  the  recent 
booming  growth  in  both  con- 
sumer spending  and  business 
vestment  in  new  equipment.  In  particular,  households 
ught  fewer  cars  in  October,  and  overall  retail  sales  be- 
.n  the  fourth  quarter  on  a  soft  note  (chart). 
Political  shock  itself  only  becomes  a  problem  if  it 
riously  affects  the  stock  market,  which  has  become  a 
y  determinant  for  the  strength  of  domestic  demand  in 
is  expansion.  Most  Likely,  any  damage  to  stock  prices 
11  be  transient.  And  so  far,  the  electoral  mess  only 
ems  to  be  exaggerating  ongoing  market  concerns 
er  profit  expectations  in  a  slowing  economy. 
Moreover,  the  expected  post-election  gridlock  in  fiscal 
licy  will  more  likely  do  more  good  than  harm.  In 
e  absence  of  any  major  fiscal  stimulus,  the  markets 
low  that  the  Federal  Reserve  will  remain  firmly  in 
ntrol  of  the  economy. 

IE  FED  SEEMS  CONTENT  that  the  slowdown  is  lead- 
g  toward  the  desired  soft  landing,  although  policy- 
akers  are  still  not  convinced  that  the  threat  of  rising 
flation  is  abating.  After  hiking  its  overnight  rate  from 
mc  in  June,  1999,  to  6.5%  in  May  2000,  the  Fed  at  its 
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THE  WANING 
WEALTH  EFFECT 


Nov.  15  policy  meeting  continued  to  leave  interest  rates 
unchanged.  The  Fed  admitted  that  the  economy  could 
slow  to  a  pace  even  below  its  long-run  trend,  generally 
taken  to  be  3.5%  or  so.  However,  it  said  that  the  slow- 
down in  demand  to  date  has  not  been  sufficient  to  alter 
its  view  that  the  risks  in  the  outlook  are  weighted  to- 
ward conditions  that  could  generate  higher  inflation. 

The  Fed  faces  a  rough  road,  though.  Because  con- 
sumer spending  is  the  source  of  the  excess  demand 
that  is  straining  the  economy's  productive  resources,  and 
because  monetary  policy  is  a  blunt  instrument,  the  Fed 
must  tame  consumers  without  killing  off  capital  Spend- 
ing, which  has  been  a  key  engine  for  growth  and  has 
provided  key  benefits  for  productivity  and  inflation. 

So  far,  policymakers  are  suc- 
ceeding. Thanks  chiefly  to  Fed 
tightening,  the  wealth  effect 
on  consumers  is  diminishing, 
yet  there  are  no  signs  of  any 
sudden  retrenchment  in  capital 
spending.  The  broad  Wilshire 
5000  stock  index  is  down 
12.6%  from  its  March  peak, 
and  that  measure  of  equity 
value  is  no  higher  than  it  was 
a  year  and  a  half  ago  (chart). 
At  the  same  time,  labor  markets  remain  solid,  and  in- 
come prospects  still  look  bright.  Election  uncertainty 
won't  last  long  enough  to  disrupt  spending  patterns. 

EVEN  SO.  THE  CONSUMER  OUTLOOK  is  where  poiit 

ical  uncertainty  could  come  into  play.  Household  outlays 
had  grown  two  percentage  points  faster  than  income,  be-. 
cause  of  the  wealth  effect  from  ballooning  stock  prices. 
Market  volatility  this  year — which  started  long  before 
Americans  heard  the  terms  "pregnant  chad"  and  "hand 
recount" — has  curbed  the  wealth  effect,  and  consumer 
spending  is  ab-eady  slowing  more  in  line  with  income 
growth.  A  continuation  of  that  trend  is  the  main  reason 
to  expect  slower  overall  economic  growth  in  2001. 

The  immediate  risk  is  that  prolonged  political  un- 
certainty, especially  in  the  form  of  a  major  legal  chal- 
lenge to  the  Florida  results,  will  roil  the  financial  mar- 
kets. That  could  further  erode  consumer  confidence 
and  spending.  A  key  piece  of  data  to  watch  will  be 
the  Conference  Board's  November  consumer  confidence 
index,  due  out  on  Nov.  28. 

Nonetheless,  even  the  recent  mild  consumer  slow- 
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down  comes  at  an  inopportune  time  for  retailers  gear- 
ing up  for  the  important  holiday-buying  season.  Retail 
sales  in  October  posted  a  tepid  0.1%  gain  from  Sep- 
tember, and  the  growth  rate  from  a  year  earlier  is 
slowing.  Clothing  shops,  department  stores,  and  build- 
ing-supply businesses  posted  gains  that  were  offset  by 
softer  sales  elsewhere. 

Car  buying  fell  back  noticeably  in  October,  and  ex- 
cluding autos,  I'etail  sales  rose  0.4%  in  the  month.  Unit 
sales  of  cars  and  light  trucks  dropped  to  an  annual 
rate  of  16.7  million  from  17.8  million  in  September. 
Howevei',  manufacturers  are  offering  new  incentive 
programs  in  November,  which  should  lift  sales. 

HIGHER  ENERGY  COSTS  are  another  depressant  on 
consumer  spending,  and  the  impact  seems  likely  to  con- 
tinue a  while  longer.  On  Nov.  14,  opec  decided  against 
boosting  oil  production,  fearing  that  prices  could  fall 
sharply  next  year  as  economic  growth  slows.  Crude-oil 
prices  averaged  almost  $33  per  barrel  in  October,  and  in 
mid-November  they  are  running  about  $34.  That's  up 
nearly  $10  from  a  year  ago,  an  increase  estimated  to  cut 
about  Yz  of  a  percentage  point  off  economic  growth. 

While  hoUday  sales  may  not  be  booming,  they  are  not 
likely  to  be  extremely  weak.  Consider  that  retail  sales 
began  the  quarter  well  ahead  of  the  third-quarter  av- 
erage. Excluding  cars,  sales  are  already  growing  at  a 
3.7%  annual  rate  vs.  last  quarter,  when  they  increased 


SOUTH  KOREA 


WHERE  FACTORY 
PRODUCTION  IS  WEAKES 


at  a  5.8%  pace  from  the  second  quarter.  Based  on  pr 
liminary  data,  overall  real  consumer  spending  seems 
track  to  rise  at  an  annual  rate  of  about  3%  this  quart( 
although  weekly  surveys  of  buying  activity  in  ear 
November  look  relatively  soft  so  far. 

At  the  same  time,  outside 
of  autos,  the  manufacturing 
sector  appears  to  be  stabilizing 
after  a  soft  period  this  sum- 
mer. Industrial  production  in 
the  factory  sector  was  flat  in 
October,  but  most  of  the  in- 
dustrial sector's  weakness  has 
been  concentrated  in  the  auto 
industry  in  recent  months,  re- 
flecting both  temporary  and 
fundamental  factors  (chart). 

Excluding  motor  vehicles,  manufacturing  output  i 
creased  a  solid  0.5%  in  October,  putting  nonauto  pr 
duction  well  above  its  third-quarter  level. 

The  bottom  line  is  that,  yes,  the  economy  is  slowi 
as  the  Fed's  efforts  to  pull  off  a  soft  landing  bear  fru 
And  little  indicates  that  this  nation's  ongoing  politic 
shock  will  rattle  the  economy,  especially  since  the  fu 
damentals  remain  quite  sturdy.  The  Greenspan  F 
pulled  off  a  soft  landing  in  1994,  and  it  will  very  like 
succeed  again  in  2001 — regardless  of  how  long  it  tak 
to  elect  a  President. 
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THE  PAIN  MEANS  REFORMS  ARE  KICKING  IN 


Korea  has  shifted  its  reform  ef- 
fort into  a  higher  gear.  The 
Nov.  8  bankruptcy  of  Daewoo  Mo- 
tor Co.  makes  that  clear,  especial- 
ly since  it  closely  followed  a  listing 
by  lenders  of  52  credit-strapped 
companies,  29  of  which 
were  labeled  nonviable 
Eighteen  of  those  com- 
panies are  now  target- 
ed for  closure.  The 
short-term  pain  of  re- 
form will  depress  eco- 
nomic growth  begin- 
ning this  quarter  and 
into  next  year. 

Spillover  effects  will 
hit  at  a  bad  time.  Eco- 
nomic growth  is  already  slowing, 
as  oil-driven  inflation  erodes  con- 
sumer buying  power.  Both  house 
hold  and  corporate  outlays  are 
sure  to  slow  further,  even  as  ex- 
port demand  is  cooling  off.  For- 


FACTORY  OUTPUT 
IS  DOWNSHIFTING 
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eign  shipments  of  electronic  com- 
ponents and  motor  vehicles  have 
been  central  to  Korea's  recovery 
from  its  1998  recession.  However, 
output  of  both  semiconductors  and 
transportation  equipment  has  fall- 
en sharply  in  recent 
months. 

The  Korea  Labor 
Institute  estimates 
that  the  jobless  rate 
will  rise  from  3.6%  in 
September  to  4.7%  by 
February,  as  compa- 
nies close  and  workers 
are  laid  off.  Private 
economists  think  the 
rate  could  go  higher, 
especially  given  Daewoo's  exten- 
sive network  of  suppliers  and  sub- 
contractors, many  of  which  will  be 
left  out  in  the  cold. 

After  posting  Asia's  fastest 
growth  rate  in  1998,  10.9%,  Korea 


is  expected  to  grow  8.9%  this  yeai 
and  in  the  5%-to-6%  range  next 
year,  according  to  the  country's 
central  bank.  Third-quarter 
growth  is  expected  to  look  strong, 
but  given  recent  weakness  in  in 
dustrial  production  and  retail 
sales,  in  addition  to  rising  invento 
ries,  fourth-quarter  growth  is 
looking  much  weaker.  September 
industrial  output  plunged  4.3% 
from  August,  and  the  gr'owth  rate 
compared  with  a  year  ago  is 
falling  (chart). 

For  next  year,  crucial  factor-s  in 
the  near-term  outlook  will  be  the 
performance  of  global  demand  and 
the  speed  of  reforms,  especially 
the  resolution  of  the  problems  at 
debt-ridden  Hyundai  Engineering 
&  Construction  Co.  The  govern- 
ment has  vowed  to  com{)lete  this 
latest  round  of  i-efoi-ms  by  the  en( 
of  the  first  quarter  of  2001. 


Behind  every  successful  visionary 
is  a  team  witli  20/20  vision. 


How  do  you  identify  the  most  promising  technologies,  communicate  them  to  investors  and 
sustain  market  interest  throughout  the  business  life  cycle?  We've  been  helping  clients  do  just 
that  since  before  the  advent  of  "high  tech."  Among  our  tools:  award-winning  research, 
unparalleled  financing  acumen  and  unequaled  depth  of  experience.  At  Goldman  Sachs, 
clients  gain  access  to  a  network  of  financial  and  intellectual  resources  that  consistently 
deliver  results.  So  put  Goldman  Sachs  on  your  team.  And  let  the  world  see  you  in  a  new  light. 


THE  ECONOMY 
PASSING  A 
DIMMER  TOR 

The  next  President  will  likely  have 
to  deal  with  a  fading  expansion 
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TROUBLE  ON  THE  HORIZON 
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ECONOMY 


Al  Gore's  Nov.  15 
bid  to  end  the 
rhetoric  and  squab- 
bling in  Florida  gave 
hope  that  eventually 
this  election  will  be 
over.  The  counts  and 
le  recounts,  the  suits  and  the  counter- 
lits  will  become  yesterday's  news.  But- 
trfly  ballots  wall  fade  into  the  history 
)oks,  people  uall  forget  about  chads, 
id  a  new  President  will  take  office  on 
in.  20.  And  that's  when  a  new  issue 
will  leap  to  the  top  of  the  agenda: 
^^^  the  economy.  Its  performance 
^^^^  is  taken  for  granted  when 
^^^  times  are  good  but  becomes 
^^U  a  national  fixation  when  it  fal- 
VV  ters.  And  such  a  time  might 
UJf  not  be  far  off.  In  the  face  of 
^W  six  interest  rate  hikes  by  the 
■^  Federal  Reserve,  high  oil  prices, 
T  a  falling  stock  market,  and  a  tech 
L  boom  that  seems  to  be  losing 
W  some  steam,  the  supercharged 
U.  S.  economy  may  finally  shift  out 
'  overdrive. 

No  matter  who  occupies  the  White 
ouse,  there's  a  good  chance  he  will  pre- 
de  over  the  sputtering  of  the  longest 
•onomic  expansion  in  U.  S.  history — one 
lat  started  under  the  elder  George  Bush 
1991  and  accelerated  through  two 
rms  of  Democrat  Bill  Clinton.  All  signs 
)int  to  slower  growth,  and  a  growing 
imber  of  economists  say  a  recession  in 
(01  is  a  distinct  possibihty. 
While  a  troubled  economy  is 
!ver  easy  for  a  President 
'  deal  with,  let  alone 
newcomer  to  the 
Tiite  House,  this  time 
ay  be  even  trickier, 
le  ebbing  of  the  New 
conomy  boom  wiU  oc- 
ir  in  a  political  climate 
lat  could  remain  poi- 
med  by  the  bitter  wrangling 
'er  the  Presidential  election.  At 
le  same  time,  the  specter  of  con- 
ct  in  the  Mideast  poses  economic 
id  poUtical  threats. 
Right  now,  the  consensus  forecast  for 


next  year  is  for  3%  growth,  the  slowest 
pace  since  1995  and  a  sharp  drop-off 
from  the  5%  that  2000  is  likely  to  show. 
Profit  growth  will  probably  shde  even 
more,  especially  if  wage  and  health-care 
costs  continue  to  rise.  Economists  at 
Morgan  Stanley  Dean  Witter,  not  gen- 
erally known  as  a  pessimistic  bunch, 
are  projecting  only  a  meager  0.9%  gain 
in  aftertax  corporate  profits,  com- 
pared with  a  15%  projected  in- 
crease this  year.  That  translates 
into  a  4%  to  5%  increase  in  earn- 
ings per  share  for  the  Standard  & 
Poor's  500-stock  index  in  2001,  down 
significantly  from  the  much  faster  pace 
of  recent  years.  "It's  a  soft  landing  for 
the  economy,  but  a  hard  landing  for 
earnings,"  says  Richard  Berner,  chief 
U.  S.  economist  for  Morgan  Stanley. 
SKITTISH  INVESTORS.  Moreover,  things 
could  get  even  worse  between  now  and 
the  midterm  election  two  years  hence. 
In  one  scenario,  the  slowdown  in  corpo- 
rate profits  could  send  the  stock  market 
plummeting  as  skittish  investors  puU  out. 
That  would  drag  down  consumer  spend- 
ing, greatly  reduce  capital  investment, 


and  choke  off  investment  in  the  young 
companies  that  are  an  essential  part  of 
the  New  Economy.  The  first  signs  of  this 
process  are  already  occurring:  The  falling 
Nasdaq  is  stalling  initial  pubhc  offerings 
and  forcing  many  dot-coms  to  close  up 
shop. 

Historically  high  levels  of  corporate 
and  consumer  debt,  meanwhile,  could  be- 
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come  increasingly  onerous  as  growth 
slows  (chart).  Add  in  a  slowdown  over- 
seas; and  the  possibility  of  even  higher  oil 
prices  (page  42),  and  the  downside  risks 
to  the  economy  increase.  "We're  headed 
for  a  year  of  2%  or  less  real  gross  do- 
mestic growth,"  says  James  W.  Paulsen, 
chief  investment  officer  of  Wells  Capital 
Management  in  San  Francisco.  Adds 
Nicholas  S.  Perna,  president  of  Perna 
Associates  in  Ridgefield,  Conn.:  "I  think 
the  odds  now  of  a  recession  sometime 
within  the  next  12  months  are  up  around 
30%." 

Before  Election  Day,  Wall  Street  was 
cheering  the  prospect  of  a  divided  gov- 
ernment. The  theory  was  that  political 
paralysis  would  prevent  the  RepubU- 
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cans  ft"(tm  pushing  through  a  dangerous- 
ly large  tax  cut  while  stymieing 
Democrats'  plans  foi-  lavish  spending. 
Meanwhile,  the  Fed  would  take  care  of 
steering  the  economy. 

Now,  however,  there's  a  growing  tear 
that  residual  rancoi'  between  the  parties 
could  prevent  Washington  from  dealing 
swiftly  with  the  sorts  of  problems  that 
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can  occur  when  the  economy  slows:  a 
stock-market  crash,  a  plunge  in  the  dollar, 
a  cascade  of  corporate  bankruptcies,  or 
trouble  in  the  banking  system.  Such 
crises  as  the  savings  and  loan  bailout  of 
the  '80s  or  the  Asian  meltdown  require 
the  White  House  and  both  parties  in 
Congress  to  be  able  to  work  together. 

But  this  new  President  can  expect  nei- 
ther an  economic  nor  a  political  honey- 
moon— or  much  goodwill  on  the  other 
side  of  the  congressional  aisle.  "It's  going 
to  be  as  difficult  as  any  two  years  we've 
seen,  from  government's  point  of  view," 
says  Representative  Michael  Castle,  (R- 
Del).  "Whoever  is  going  to  be  President 
is  going  to  be  vilified  by  almost  50%  of 
the  country." 

SCALING  BACK.  What  could  go  wrong? 
While  there  is  still  plenty  of  strength  in 
the  tech  sector  there  are  signs  that  the 
tech  boom  is  beginning  to  unwind.  In 
the  U.S.,  tech  orders  seem  to  be  weak- 
ening, with  the  third  quarter  average 
barely  above  the  second  quarter  (chart, 
page  38).  The  Nasdaq  has  lost  almost 
40%  of  its  value  since  March  as  company 
after  company  has  lowered  growth  fore- 
casts for  the  coming  year.  One  dose  of 
pessimism  came  from  Dell  Computer 
Corp.,  which  on  Nov.  9  announced  a  low- 
er-than-expected  forecast  for  sales  growth 
in  the  coming  fiscal  year.  "There's  no 
question  the  economy  is  slowing,"  says 
Chief  Executive  Michael  Dell. 

That's  got  many  smaller  businesses 
starting  to  scale  back.  Marc  Ferguson, 
chairman  of  Cofiniti,  an  Austin  (Tex.)  de- 
veloper of  software  for  financial  planners 
and  managers,  isn't  optimistic  about  next 


TURBULENCE  AHEAD 


year's  outlook.  His  company,  which  has 
148  employees  and  is  in  the  process  of 
raising  a  $25  million  round  of  venture 
capital,  has  begun  pulling  back  on  hir- 
ing and  capital  spending.  "We've  cut  back 
on  the  fringe  R&D  that  was  futuristic  but 
wasn't  going  to  end  up  in  a  product  any 
time  soon,"  says  Ferguson. 

The  story  is  the  same  at  larger  com- 
panies. Execs  at  Cambridge  (Mass.)-based 
Polaroid  Corp.,  for  example,  say  the  2001 
budget  will  be  more  conservative  on 
spending,  expenses,  and  capital  expendi- 
tures. "We're  preparing  for  slower  eco- 
nomic growth  next  year,"  says  Gary  T. 
DiCamillo,  Polaroid's  chairman  and  CEO. 
"We're  still  investing  for  the  digital  fu- 
ture, but  at  a  slower  rate." 

Some  of  the  worst  news  has  come  in 
the  telecom  industry,  where  big  spenders 
such  as  AT&T  and  WorldCom  have  been 
struggling  with  lower-than-expected  sales. 
The  troubles  are  hitting  smaller  players 


even  harder.  One  sign:  On  Nov.  14,  ic 
Communications,  a  once  high-flying  Co  ''^ 
orado-based  telecom,  filed  for  Chapte  ^"' 
11  bankruptcy.  i""" 

Nor  have  Old   Economy  Industrie  "" 
been  exempt  from  the  slowdown.  Nor  "■' 
tech  manufacturing  output  has  fallen  i "" 
an  almost  2%  rate  in  the  third  quarte  '''" 
led  by  a  32%  decline  in  the  production  ( ""'" 
apphances  and  a  25%  decline  in  true  I ' 
production.  Meanwhile,  car  sales  hav 
been  softening.  "Total  demand  in  th 
American  auto  market  has  been  declinin 
since    September,"    says    ceo  Takasl  *' 
Sonobe  of  Mitsubishi  Motors  Corp, 

Any  slowdown  is  going  to  be  aggi"; 
vated  by  historically  high  levels  of  co 
porate  and  consumer  debt.  On  Nov.  1 
Bank  of  America  announced  that  fourtll*is 
quarter  losses  from  bad  loans  would  b 
more  than  $870  million,  double  the  thir(  'a' 
quarter  figure.  Corporate  debt  has  bee  ■' 
rising  by  13%  over  the  past  year,  ft 
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As  growth  slows,  the  odds  of 
an  economic  or  financial 
crisis  requiring  decisive 
government  action  go  up. 
Here  are  some  potential 
problems  ahead  that  the  new 
President  and  Congress 
mightface: 
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UNEXPECTED  FALL 
IN  THE  BUDGET 
SURPLUS 

A  slowdown  will  hold 
down  tax  revenues,  giving 
the  Congress  and  the 
President  a  politically  diffi- 
cult choice  between  cutting 
spending  to  match  rev- 
enues, or  cutting  taxes  to 
stimulate  the  economy. 
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PLUNGING 
DOLLAR 

With  the  U.S. 
trade  deficit  at  record 
levels,  a  slowdown  could 
lead   foreign  investors  to 
abandon  the  dollar.  Such  a 
plunge  could  force  the  Fed 
to  raise  rates,  leaving  it  to 
fiscal  policy  to  stimulate  the 
economy. 
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A  FRAGILE 
STOCK  MARKE 

A  sharp  fall  in  as 
prices  would  pull  dowr 
consumer  spending  an 
business  investment.  I 
est  rates  would  help  cc 
a  slowdown.  But  there 
might  be  a  need  for  Cc 
gress  and  the  Adminis 
tion  to  boost  spending 
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faster  than  the  growth 
of  GDI'.  Consumer  debt 
has  been  soaring  as 
well.  "Leverage 
among  low  income 
households  is  high  and 
rising  fast,"  says  Mark 
Zandi,  chief  economist 
at  Regional  Financial 
Associates. 

Signs  of  a  day-to- 
day squeeze  are  show- 
ing up  in  retail  sales, 
which  rose  only  0.1% 
in  October.  "I  can  see 
that  people  are  being 
more  frugal  with  their 
purchases,"  says 
Rafael  E.  Cuellar,  CEO 
and  president  of  Eco 
&  Sions  Inc.,  a  private- 
ly held  holding  compa- 
ny for  President  Su- 
permarket in  Passaic, 
N..J.  "A  year  ago,  they 
were  purchasing  more 
expensive  cuts  of  meat 
like  filet  mignon.  Now 
they're  buying  chuck 
steaks." 

Increasingly,  consumers  are  finding 
lemselves  squeezed  by  rising  fuel  or 
jusing  prices.  "Rents  are  skyrocketing 
I  the  extent  that  we  can't  spend  more 
r  the  holidays,"  says  Lisa  M.  Goi-ski,  se- 
or  research  scientist  at  the  U.  S.  Agri- 
ilture  Dept.  in  Albany,  Calif.  "Those 
ambers  are  tempering  all  of  our  spend- 
g,  including  buying  a  car,  going  on  va- 
itions,  or  holiday  shopping."  Others  are 
art  by  the  stock  market.  "The  market 
mked,  and  my  portfolio  went  with  it," 
lid  Rick  Dunham,  a  33-year-old  consul- 
unt  from  Atlanta,  who  is  shari^ly  cutting 
s  holiday  spending. 

'ORRIES  OVERSEAS.  With  consumer  and 
asiness  spending  slowing  in  the  U.S., 
^onomists  had  hoped  that  foreign 
•onomies  would  pick  up  the  slack.  In- 
ead,  projections  of  European  growth 
2001  are  being  ratcheted  down.  Signs 
'  weakness  abound.  West  European 
3w-car  sales  fell  by  4%  in  October  com- 
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pared  with  a  year  earlier.  Meanwhile, 
Gentian  retail  sales  fell  in  September  for 
the  fourth  time  in  five  months.  "The  U.  S. 
remains  the  lynchpin  of  the  global  econ- 
omy," says  Peter  Hoo{ier,  chief  U.  S.  econ- 
omist for  Deutsche  Bank.  "Europe  just 
isn't  moving  ahead  strongly  enough  to 
pull  the  world  economy  with  it."  In  Asia, 
there  are  similar  signs  of  weakness.  In- 
dustrial production  fell  sharply  in  Sep- 
tember in  both  .Japan  and  Korea.  And 
the  bankruptcy  of  South  Korea's  Dae- 
woo Motor  may  trigger  massive  layoffs  in 
that  country  and  hamper  growth. 

Of  course,  the  Fed- 
eral Reserve  has 
shown  itself  capable  of 
coping  with  many  eco- 
nomic problems,  both 
domestic  and  interna- 
tional. Notes  Melvyn 
Bergstein,  CEO  of 
e-business  consultants 
Diamond  Technology 
Partners  in  Chicago: 
"It's  hard  for  me  to  be- 
lieve that  Greenspan  is 
going  to  allow  the 
economy  to  slip  into 
hard  times." 

But  there  are  plenty 
of  problems  that 
Greenspan  can't  ad- 
dress alone  or  that  will 
require  cooperation  be- 
tween Congress  and 
the  Administration.  If 
the  U.  S.  is  hit  by  both 
slow  growth  and  rising 
inflation,  or  "stagfla- 
tion," the  appropriate  remedy  is  tight 
monetary  policy  combined  with  fiscal 
stimulus,  as  in  the  early  '80s.  Similarly,  a 
stock-market  crash  may  send  the  dollar 
plunging  as  foreign  investors  flee  the 
country,  forcing  the  Fed  to  raise  rates  to 
protect  the  currency  even  as  the  econo- 
my slows.  Once  again,  fiscal  stimulus 
would  be  essential. 

Moreover,  the  Fed  can't  handle  inter- 
national financial  and  trade  problems  by 
itself.  The  Asian  bailout,  for  example,  re- 
quired both  quick  action  by  the  Trea- 
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The  consensus 
forecast  for 
next  year  is 

3%  growth,  the 
slowest  pace 

since  1995  and 

a  sharp  drop-off 

from  the  5% 

expected 

in  2000 


WAR  IN  THE 
MIDDLE  EAST 

Conflict  between 
I  and  Arab  nations 
I  drive  oil  prices 
ligher.  Ending  such 
lities  could  require 

U.S.  leadership, 
;y,  and  troops  for  an 
national  peace- 
ing  force. 
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GLOBAL 

ECONOMIC 

TURMOIL 

The  Asian  countries  are 
still  financially  fragile.  A 
slowdown  in  the  U.S. 
could  send  them  tum- 
bling back  into  recession 
again,  requiring  another 
round  of  international 
support. 
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CORPORATE 
DEBT 

Corporate  borrow- 
ing has  far  exceeded  the 
pace  of  economic 
growth,  leaving  business- 
es vulnerable  to  a  slow- 
down.  A  unexpected 
wave  of  big  bankruptcies 
would  lead  to  a  call  for 
government  action. 


sury  and  congressional  approval  for 
funds.  And  bringing  down  the  huge  trade 
deficit,  now  at  almost  4%  of  GDP  (chart, 
page  39),  needs  a  government  that  can 
negotiate  trade  agreements. 

The  expectations  of  a  large  surplus 
next  year  may  make  it  easier  to  cut  tax- 
es or  boost  spending  if  needed.  But  the 
problem  is  that  slower  growth  will  also 
reduce  the  surplus  significantly.  That 
could  make  it  hard  to  get  a  consensus  for 
fiscal  stimulus.  "We  need  to  continue  to 
pay  down  the  debt,"  says  Representa- 
tive Cormie  Morella  (R-Md.),  part  of  the 
group  of  moderate  Re- 
publicans who  could 
play  a  critical  role  in 
the  new  Congress.  "We 
have  to  be  careful  how 
our  money  is  spent."  In 
the  event  of  a  slow- 
down, business  "should 
not  look  to  Washington 
to  act,"  adds  Represen- 
tative Amo  Houghton 
(R-N.Y.),  another  mod- 
erate Republican. 

Even  if  the  parties 
agree  on  the  need  for 
fiscal  stimulus,  arriving 
at  the  exact  form  may 
be  difficult.  "You  could 
visualize  a  situation  in 
which,  because  of  par- 
tisan conflicts,  each  side 
stands  on  its  version  of 
what  tax  cuts  are  ap- 
propriate, and  nothing 
gets  done,  or  it  gets 
unduly  delayed,"  says 
Albert  M.  Wojnilower,  senior  economic 
adviser  at  private  investment  firm  Mon- 
itor-Clipper Partners. 

Political  gridlock  could  slow  the  re- 
sponse to  a  financial  crisis  in  a  nation 
like  Argentina,  which  is  struggling  to 
meet  some  $20  billion  in  debt  due  next 
year.  An  international  bailout,  if  needed, 
might  be  difficult  to  cobble  together,  if  it 
goes  beyond  what  the  IMF  can  afford. 
"This  policy  is  where  the  hands  of  the 
U.  S.  TVeasury  could  be  somewhat  tied  by 
the  outcome  of  the  election,"  says  Re- 
nato  Grandmont,  Latin  America  equity 
strategist  for  Deutsche  Bank. 

An  economic  slowdown  and  rising  un- 
employment might  lead  to  a  renewed 
outcry  against  imports.  In  that  case, 
politicians  looking  for  an  edge  might  be 
tempted  to  fan  protectionist  sentiments, 
rather  than  pushing  for  free  trade  and 
open  markets  in  other  countries.  "There 
is  a  protectionist  problem  that  c"ould  arise 
that  might  be  made  more  difficult  be- 
cause of  the  closeness  of  things  in  Wash- 
ington," says  .Jim  Leach  (R-Iowa),  chair- 
man of  the  House  Banking  & 
Financial-Services  Committee. 

And  then  there  are  the  problems 


that  no  one  foresaw.  Virtually  no  one 
expected  the  collapse  of  the  Mexican 
peso  in  1994  and  1995  or  the  meltdown 
of  the  Asian  economies,  and  the  1998 
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implosion  of  Long-Term  Capital  Man- 
agement came  completely  out  of  the 
blue.  A  huge  wild  card  now  is  the  pos- 
sibility of  conflict  in  the  Mideast.  "The 


one  big  risk  in  the  economic  arena  is  a 
disruption  of  world  oil  markets  at  a 
time  when  everything  is  very  tight," 
says  Barry  P.  Bosworth,  a  senior  fellow 
at  the  Brookings  Institution.  "And  for 
that  you  might  need  the  ability  to  act 
quickly  and  strongly." 

To  be  sure,  in  a  real  crisis,  people  tend 
to  put  away  partisan  differences.  "Al- 
ways in  the  past,  America  has  rallied 
behind  our  leader,  no  matter  how  small  a 
mandate  he  had  in  the  election,"  says 


Neil  Flanzraich,  vice-chairman  and  pre 
ident  of  IVAX  Corjj,  a  Miami  pharmace 
tical  company.  Still,  the  enmity  general 
by  the  election  may  linger.  Adds  Leac 
"The  odds  are  we'll  unite  around  th| 
next  President.  But  if  this  goes  on  muc 
longer,  that  will  be  much  more  difficult 
And  it  will  be  much  more  dangerous  ft 
the  economy. 

By  Michael  J.  Mandel,  with  Pet 
Coy,  in  New  York;  Lorraine  WoeUeti  i 
Washington;  and  bureau  reports 


THE  AUN  GREENSPAN  OF  OPEC? 


ELECTION 


THE   ECONOMY 


Saudi  Arabia's  oil 
minister,  Ali  I.  al- 
Naimi,  was  clearly 
enjoying  his  week- 
end in  Vienna  for 
the  OPEC  meeting 
that  ended  Nov. 
13.  And  why  not?  With  prices  stuck 
in  the  low-to-mid  30s,  Saudi  Arabia 
and  the  other  OPEC  countries  are 
having  their  best  financial  years  in 
two  decades.  Saudi  Arabia  alone  is 
likely  to  earn  $89  billion  this  year 
from  oil. 

To  guarantee  those  profitable  rev- 
enues, OPEC  is  contemplating  produc- 
tion cuts  to  make  sure  prices  don't 
drop  too  sharply.  Sure,  Naimi  says, 
he  would  eventually  like  to  pilot 
OPEC  in  for  a  smooth  landing  at  the 
$25-a-barrel  level.  But  for  now,  OPEC 
is  in  wait-and-see  mode.  "We  have 
already  made  four  increases,"  Naimi 
says.  "Indications  are  that  invento- 
ries are  going  to  build  very  fast." 
Naimi  is  trying  to  be  a  kind  of 
Alan  Greenspan  of  the  oil  market, 
hoping  to  stabilize  prices  by  match- 
ing supply  to  global  demand  and 
growth.  Saudi  Arabia  is  the  only 
country  with  significant  enough  spare 
production  to  play  that  role.  So  even 
though  he's  worried  that  $30  per 
barrel  will  slow  the  world  economy, 
killing  demand  for  oil,  he  would  pre- 
fer to  err  on  the  side  of  higher 
prices  than  oversupply.  It  was  only 
two  years  ago  that  crude  prices  hov- 
ered in  the  low  teens  and  Saudi  oil 
earnings  plunged  below  $40  billion. 
NO  PLUNGE.  That  may  seem  odd  to 
Western  consumers  still  facing  high 
gas  and  fuel  oil  prices;  U.S.  invento- 
ries of  crude  and  refined  products  re- 
main very  tight.  Indeed,  on  Nov.  15, 
U.S.  Energy  Secretary  Bill  Richard- 
son was  in  London  warning  that 
"crude  and  heating  oil  inventories  re- 
main alarmingly,  stubbornly  low." 
But  the  OPEC  ministers  meeting  in 
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Vienna  made  it  clear  that  increasingly, 
they  are  more  worried  about  the  po- 
tential for  a  glut.  Their  main  fear  is 
that  the  3.7  million  barrels  of  produc- 
tion they  have  added  in  the  past  few 
months  wiU  swamp  the  markets. 
OPEC's  ministers  even  scheduled  a  fol- 
low-up meeting  for  Jan.  17  in  case  pro- 
duction cuts  are  quickly  needed.  "The 
key  thing  on  opec  minds  right  now  is 
making  sure  there  is  no  precipitous  fall 
in  prices  next  year,"  says  Raad  Al- 
dadiri,  an  analyst  at 
Petroleum  Finance  Co. 
in  Washington. 

The  cartel's  current 
projections  indicate 
that  global  supply  and 
demand  are  in  fairly 
close  tune.  Longer 
term,  traders  seem  to 
agree  prices  will  fall 
as  supply  overtakes 
demand.  The  futures 
market  sees  an  aver- 
age of  about  $25.50 
per  barrel  next  year 
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from  a  current  $34.88  for  West  Texas 
Intermediate  crude. 

So  why  haven't  production  hikes 
brought  prices  down  already?  Naimi 
insists  that  current  pricing  results 
from  factors  opec  can't  control — re- 
fining bottlenecks  in  the  U.  S.,  in 
particular.  And  to  some  extent,  he 
has  a  point.  Although  U.  S.  crude  in- 
ventories are  now  some  6%  below 
last  fall's  levels,  U.S.  refineries  are 
running  flat  out.  They  couldn't  make 
use  of  greater  supply.  A  major  rea- 
son: Since  1980  the  U.  S.  oil  industry 
has  cut  refining  capacity  by  5%. 

Moreover,  some  OPEC  insiders  are 
beginning  to  doubt  that  $30-per-bar- 
rel  oil  is  so  poisonous  for  the  world 
economy.  "Even  at  a  price  of  $30,  we 
see  demand  growing,"  says  a  Saudi 
economist. 

BAD  GUESS.  The  danger  is  that  Nai- 
mi and  his  colleagues  vdll  get  things 
badly  wrong.  While  opec  worries 
about  a  hypothetical  glut  next  year, 
consumers  remain  vulnerable  to  un- 
usually cold  weather  this  viinter  or 
political  shocks  in  the  Middle  East. 
Either  could  quickly  lead  to  more 
price  spikes. 

But  if  opec  is  losing  any  sleep  over 
these  concerns,  there  was  no  sign  of 
it  in  Vienna.  That  may  yet  come. 
High  prices  will  eventually  lead  to 
more  efforts  by  the  U.  S.  and  others 
to  find  new,  non-oPEC 
crude  reserves.  And 
even  if  high  prices 
don't  send  the  world 
into  recession,  they'll 
drag  down  economic 
growth,  cutting  de- 
mand for  opec:  oil.  The 
question  is  which 
trend  is  likely  to  hit 
first. 

By  Stanley  Reed  in 

Vienna,  with  Chris 

Pahneri  in 

Los  Angeles 
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keep  your  children  out  of  harm's  vvaN  (and 
out  ot"  trouble)  in  a  secure,  reliable  Odyssey. 
Protective  parents  will  be  pfeased  to  know 
_.  that  the  Odyssey  did  well  on  its  report  card. 
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rPROM   THE   OUTSIDE   WORLi 


Ir  cafned  an  impressiv e  (|uadruplc  Fnc-Star 


Safety  Ratinf^*-the  highest  rating  possible. 


pA'en  more  reassuring,  it  comes  equipped 


with  childproof  door  locks,  3-point  seat  belts 


for  all  seven  passengers  and  other  features 


The  Odyssey 


(S)  HONDA. 


to  help  keep  your  kids  under  control.  Which 


makes  the  world  a  safer  place  for  all  of  us. 


hondaxom  H00-3J-HONDA  1i2000  American  Homlu  Motor  Co..  Inc.  'NHTSA  NCAP  drivers  and  passengers  side  frontal-  and  side-impaci  collision  tests.  EX  model  shown 
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CAN  THE  MARKET 
RECAIN  ITS  BALANCE? 


Investors  will  likely 
face  more  volatility 
and  downward  drift, 
even  after  the  political 
dust  settles 


ELEcmn 


■tim 

THE    MARKET 


While   the   country 
remains  sharply  di- 
—.—-—.—     vided  over  the  elec- 
X  i  P  {  C  I  C  t     tion,     there's     one 
^  C  I  C  I  C  P     thing  pretty  much 
everyone  agi-ees  on: 
investing  in  stocks 
has  become  a  more  perilous  pursuit. 

Since  Election  Day,  the  tech-laden 
Nasdaq  has  tanked  7%.  On  Nov.  13,  it 
closed  under  3000  for  the  first  time  in 
over  a  year.  The  Dow  Jones  industrial 
average  is  down  2%,  the  Standard  & 
Poor's  500-stock  index  3%.  And  with 
less  than  two  months  before  yearend, 
the  likelihood  that  indexes  will  finish 
with  a  gain  is  vanishing  fast. 


In  sharji  contrast  to  a  handful  of  W;  \i 
Street  strategists  who  call  this  a  buyir  i- 
opportunity,  most  say  the  market  cou  r 
get  worse  before  it  gets  better.  Ev( 
when  the  punch-ballot  chads  settl  t 
there  are  key  factors  that  will  like 
cause  continued  volatility  and  a  dri 
toward  the  downside. 

The  outlook  for  2001  is  better,  co 
sidering  that  the  Nasdaq  has  alreac 
had  most  of  the  steam  taken  out  of 
and  price-earnings  ratios  have  con 
back  to  earth.  Still,  the  market  w 
probably  barken  back  to  a  more  nci 
ma!  era  when  returns  were  in  the  sin^' 
digits.  And  the  fact  that  there  is 
mandate  for  the  next  President  ai 
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V. 


here  is  a  narrow  split 
■etween  congressional 
lepublicans  and  Dem- 
crats  could  be  a  plus 
jr  the  market  next 
ear.  Neither  side  will 
e  able  to  push 
hrough  extreme  pro- 
osals  for  big  tax  cuts 
r  excessive  spending. 

But  right  now,  it's 
he  economy  that  mat- 
ers most.  "Politics 
4  an  interesting 
ideshow,  but  once  this 
i  over  it  will  all  come 
own  to  the  velocity  of 
ae  economy — its  sloviing  and  effect  on 
rofits,"  says  Thomas  Galvin,  chief  equi- 
y  strategist  at  Credit  Suisse  First 
loston.  Fourth-quarter  earnings  pre- 
nnouncements,  where  companies  dis- 
lose  any  material  information  that  may 
ffect  the  price  of  their  stock,  have  start- 
d  to  come  in  at  unprecedented  levels.  So 
ir,  243  companies  have  issued  prean- 
ouncements  (and  no  one  on  Wall  Street 
as  asked  for  a  recount).  That's  com- 
ared  with  a  total  of  only  'Zi^i  for  the  en- 
Te  fourth  quarter  a  year  ago.  Of  these, 
9.7%  have  been  negative,  according  to 
amings  research  firm  i/k/e/s  Inc.  Best- 
!uy,  Sprint,  WorldCom,  Priceline.com, 
nd  Altera  are  just  a  few  that  have  re- 
sntly  issued  negative  preannouncements. 

The  bigger  story  may  be  in  earnings 
evisions.  Analysts  continue  to  slash 
arnings  estimates  for  the  fourth  quar- 
3r  and  the  first  quarter  of  2001.  For 
le  fourth  quarter,  estimates  are  pro- 
jcted  to  come  in  at  11.2%  over  last 
ear's  same  quarter.  That's  down  from 
•n  estimate  of  some  15.6%  a  little  more 
lan  a  month  ago.  For  all  of  2001,  ana- 
^sts  predict  earnings  will  grow  only 
2.6%,  compared  with  a  projected  19.1% 
)r  2000,  according  to  First  Call.  Even 
/harles  Hill,  First  Call  Corp.'s  director 
f  research,  concedes  that  may  be  over- 
/  optimistic  and  that  growth  may  end 
p  in  single  digits.  A  shortfall  in  tech 
arnings  is  affecting 
he  market  the  most. 
As  earnings  prospects 
)r  the  tech  sector  are 
evised  downward, 
hat  creates  substan- 
ial  valuation-related 
5sues,  which  tend  to 
xacerbate  the  selling 
ressure,"  says  Tom 
larsico  of  Marsico 
'apital  Management. 

With  earnings  in 
uestion,  strategists 
ay  that  any  stock  ral- 
/  before  yearend  is 
kely  to  be  shortlived. 
It  would  be  derailed 
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by  proliferating  negative  preannounce- 
ments and  the  actual  earnings  season, 
when  more  shoes  will  drop,"  says  Dou- 
glas Cliggott,  U.S.  equities  strategist 
at  J.  P.  Morgan  &  Co. 

Don't  expect  the  Federal  Reserve  to 
help  matters.  The  Fed  decided  on 
Nov.  15  to  leave  interest  rates  and  its 
anti-inflation  bias  unchanged,  so  the 
market  won't  get  any  boost  from  Chair- 
man Alan  Greenspan,  though  the  Fed's 
stance  does  increase  the  likelihood  of  a 
continued  soft  landing.  In  fact,  even  if 
the  Fed  does  eventually  change  its  bias 
to  "neutral,"  some  say  that  won't  be 
enough  to  set  the  stage  for  a  raging 
comeback,  as  other  negatives,  like  the 
highest  oil  prices  in  a  decade  and  a 
weak  euro,  continue  to  hurt  the  econo- 
my. "In  a  tightening  cycle  when  things 
start  to  perform  poorly,  you  have  to  cut 
rates  not  just  once,  but  twice,  to  get 
any  real  effect  in  stocks,"  says  Tim 
Hayes,  global  equity  strategist  at  Ned 
Davis  Research  Inc.  in  Venice,  Fla. 

History  is  also  not  on  the  side  of  the 
bulls.  In  the  four-year  election  cycle, 
post-election  years  tend  to  show  the 
weakest  gains  of  all.  And  although  there 
is  often  a  post-election  rally,  this  year  is 
an  anomaly.  "We  usually  have  a  Presi- 
dential honeymoon  after  the  election, 
but  this  may  be  one  of  those  years 
when  there's  no  honeymoon  because  you 
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don't  know  how  legal 
the  marriage  is,"  says 
Robert  Stovall,  market 
strategist  at  Pruden- 
tial Securities  Inc. 

Meanwhile,  in- 
vestors can't  get  their 
minds  off  the  current 
election  mayhem. 
While  the  polls  may 
show  that  the  public 
isn't  necessarily  in  a 
hurry  to  have  the  elec- 
tion resolved,  the  stock 
market  is  considerably 
less  patient.  "If  there's 
anything  the  market 
hates,  it's  uncertainty,"  says  Credit  Su- 
isse First  Boston's  Galvin. 
"PERFECT  ENVIRONMENT."  Some  pros 
are  saying  this  is  a  buying  opportunity. 
"Political  uncertainty  does  not  negate 
the  fact  that  the  investment  environ- 
ment remains  perfect — with  low  infla- 
tion, continued  profit  growth,  and  a  bud- 
get surplus,"  says  Edward  Kerschner, 
chief  global  strategist  for  UBS  Warburg 
and  Paine  Webber.  And  Goldman  Sachs 
&  Co.'s  strategist  Abby  Joseph  Cohen 
contends  that  equity  valuations  are  the 
"most  attractive  they  have  been  all 
year."  She  says  the  s&p  500  is  about 
15%  undervalued  on  a  12-month  view. 

Another  good  sign  for  the  market 
that  is  often  overlooked:  Individual  in- 
vestors tend  to  increasingly  buy  and 
hold  their  stocks  for  the  long  run.  Ac- 
cording to  a  recent  survey  of  600  in- 
vestors by  the  American  Association  of 
Individual  Investors,  their  average  asset 
allocation — 71%  in  stocks,  9%  in  bonds, 
and  20%  in  cash — has  not  shifted  sig- 
nificantly in  over  two  years. 

Even  so,  bad  news  of  any  sort  is 
sending  stocks  south  as  fast  as  Sunbelt 
snowbirds  in  late  autumn.  Institutional 
investors  are  now  quickly  dumping  their 
positions  in  any  tainted  stock  or  sector. 
On  Nov.  13,  Hewlett-Packard  Co. 
stunned  the  market  with  an  earnings 
shortfall  that  sparked  the  Nasdaq  to 
__^_^_^_  tumble  as  much  as 
^^^^^^^^  5.6%  during  the  day 
■^^^— — ■^—  (page  59)  as  investors 
questioned  the  tech- 
nology sector's  growth 
rate.  Other  companies 
like  Morgan  Stanley 
Dean  Witter  and  Nor- 
tel Networks  Corp. 
have  reported  similar 
shortfalls  that  have 
clobbered  their  respec- 
tive sectors.  "One  com- 
pany misses  any  of 
their  presumed  objec- 
tives and  it  shakes 
confidence  in  the  whole 
sector.  And  when  it's  a 
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4  4  Equity 
valuations 
are  the 
most 

attractive  they  have 
been  all  year.  We 
believe  that  the 
S&P  500  is  about  15% 
undervalued  on  a 
12-month  view.?? 


ABBY  JOSEPH  COHEN, 

Chief  Financial  Strat.egisl, 

Goldman  Sachs  &  Co. 


iiks 

earnings 
prospects 
for  the 
technology  sector  are 
revised  downward, 
that  creates  substan- 
tial valuation-related 
issues,  which  tend  to 
exacerbate  the  sell- 
ing pressure.?? 

—  TOM  MARSICO, 
iMarsico  Capital  Management 


UThisis 

t  anenvi- 

.^^^m  ronment 
"Ml  where 
knowing  companies 
inside  and  out  in 
order  to  accurately 
assess  their  earnings 
potential  is 
critical.?? 


—  ROBERT  STANSKY, 

Portfolio  Manager,  $103  billion 

Fidelity  Magellan  Fund 


UTheU.S. 
has  been 
seen  as 
a  safe 
haven,  but  because  of 
the  election  and  the 
slowing  economy,  for- 
eign investors  might 
simply  feel  better 
keeping  money  close 
to  home.?? 

—  WILLIAM  GROSS, 
Portfolio  Manager,  Pimco  Funds 


tech  stock,  it  hurts  the  entire  market," 
says  Prudential's  Stovall. 

The  Presidential  pandemonium  is 
scaring  off  foreign  investors,  say  ex- 
perts. In  the  futures  pits  at  the  Chica- 
go Mercantile  Exchange,  foreign  in- 
vestors are  making  "Sell  America" 
trades,  vi^here  they  wager  that  U.S. 
stock  and  bond  markets  will  falter  be- 
cause   of   the    political    uncertainty. 
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"There's  a  major  repatriation  of  funds 
back  to  Europe.  One  investor  told  me 
that  it's  disappointing  when  the  U.S. 
election  process  is  less  solid  than  in 
Yugoslavia,"  says  Laszlo  Birinyi,  pres- 
ident of  Birinyi  Associates  Inc.  Asian 
investors  have  been  spooked,  too. 
"When  you  invest  in  a  country  you  also 
invest  in  its  leader,"  says  Ray  Weng, 
president  of  the  Chinese  Securities 
Assn.  Weng  has  already  pulled  some 
money  out  of  U.  S.  holdings.  Some  say 
skittishness  on  behalf  of  foreigners  is 
particularly  worrisome  since  overseas 
investment  in  U.  S.  equities  has  added 
to  the  market's  oomph  in  recent  years. 
According  to  the  Federal  Reserve,  for- 
eigners own  .$1.6  trillion,  or  some  8.3% 
of  all  U.  S.  securities.  And  some  80%  of 
the  net  savings  in  the  world  is  invested 
in  the  U.S.,  say  economists.  Says 
William  H.  Gross,  managing  director  at 
Pacific  Investment  Management  Co.: 
"Foreign  investors  might  simply  feel 
better  keeping  money  close  to  home." 
"FORGET  AMAZON."  And  although  U.  S. 
investors  may  have  stronger  stomachs 
than  their  foreign  counterparts  right 
now,  many  are  simply  waiting  it  out 
or  putting  new  money  into  fixed-in- 
come. "Forget  Amazon.  And  anyone 
who  owns  AT&T  or  Lucent  thinks  7%  on 
a  certificate  of  deposit  is  an  attractive 


investment  now,"  says  Joel  P.  Bruck- 
enstein,  a  financial  planner  with  Global 
Financial  Advisors  Inc.  Bruckenstein 
also  likes  "safer  and  overlooked"  value 
stocks.  While  the  s&P  500's  technology 
sector  has  declined  40%  from  its  March 
peak,  classically  defensive  stocks  in  ar- 
eas like  health  care,  consumer  staples, 
and  utilities  have  posted  positive  re- 
turns from  nearly  12%  to  more  than 
33%.  "Beaten-down  companies  that 
have  more  market  share,  better  pricing 
power,  and  no  debt  are  going  to  be  the 
winners,"  says  Bruckenstein.  He  likes 
home  builders  like  Fleetwood  Enter- 
prises Inc.  and  retailers  like  Federated 
Department  Stores. 

It's  unlikely  that  the  technology  sec- 
tor will  suddenly  come  roaring  back, 
say  analysts.  "There's  a  generational 
change  taking  place  in  tech.  The  leaders 
of  the  past  decade — PC  stocks,  database 
stocks,  cellular  stocks — are  unlikely  to 
be  the  leaders  of  the  next  big  wave," 
says  Roger  McNamee,  founding  part- 
ner of  Integral  Capital  Partners  in  Men- 
lo  Park,  Calif.  And  with  70%  or  more  of 
the  market  capitalization  in  old-guard 
tech  stocks  like  Microsoft,  Intel,  and 
Dell  Computer,  says  McNamee,  it  will 
be  difficult  for  tech  stocks  in  the  ag- 
gregate to  remain  market  leaders  in  the 
next  two  to  three  years. 

Even  financial  stocks,  which  have 
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gained  15%  for  the  year,  may  be  stai 
ing  to  slump.  Earnings  at  brokerage 
are  predicted  to  grow  by  only  9% 
2001,  compared  with  a  28%  rise  th 
year,  according  to  First  Call.  "We'i 
taking  a  more  subdued  view  than  si 
months  ago  or  even  a  few  weeks  ago 
says  Henry  McVey,  securities  industi 
analyst  at  Morgan  Stanley  Dean  Witte 
McVey  recommends  financial  servic 
outfits  like  Merrill  Lynch  &  Co.  an 
Citigroup  that  are  diversified  enough 
grow  despite  slowing  underwriting  fe< 
and  brokerage  commissions. 

That's  not  stopping  some  from  bu;; 
ing  beaten-down  techs  and  financial 
"We've  recently  bought  companies  MV 
Micron  Technology,  Siebel  Systems,  ai 
Altera,"  says  Timothy  Ghriskey,  senii 
portfolio  manager  at  Dreyfus  Corp.  B 
just  because  a  stock  has  been  pur 
meled  doesn't  make  it  a  good  bu 
"This  is  an  environment  where  knowii 
companies  inside  and  out  in  order 
accurately  assess  their  earnings  pote 
tial  is  critical,"  says  Robert  Stansk 
manager  of  the  Fidelity  Magellan  Fun 

Once  the  Presidency  is  decided, 
doubt  investors  will  also  be  tempt 
to  pick  up  "Bush"  stocks  in  areas  li 
energy,  pharmaceuticals,  aerospace  ar 
defense  or,  conversely,  "Gore"  stocl 
in  areas  like  agriculture,  the  enviroi 
ment,  and  technology.  But  don't  expe 
those  to  rally  much.  "Given  tl 
circumstances,  it's  not  a  mandate  fi 
either  party  to  make  sea  changes 
fiscal  policy  or  anything  else,  and  thai 
good  for  the  market,"  says  Nick  Sa 
gen,  global  market  strategist  at  .J.  J 
Morgan. 

That  may  be  the  only  good  thing  tl 
has  come  out  of  this  election  mayhem. 

By  Marcia  Vickers  hi.  New  York,  ii 
Mara  Der  Hova)iesian.,  Debra  Spark 
Eriiilij  ThonitoH,  HeatJier  l^mmmia  m\ 
bureau  reports 
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By  Paula  Dwyer  and  Paul  Magnusson 


THE  PITFALLS  OF  ONE  PERSON,  ONE  VOTE 
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ELECTORAL  COLLEGE 


toral  College  system  has  been  around 
since  1787,  and  changing  it  would  re- 
quire an  all-but-impossible  two-thirds 
vote  in  Congress — plus  ratification  by 
thi-ee-fourths  of  the  states.  And  the 
Electoral  College  has  generally  fulfilled 
its  original  purpose:  Ensuring  that 
smaller  states  don't  get  cut  out  of  the 
selection  process,  holding  down  the 
number  of  minor-party  and  favorite-son 
candidates,  and  providing  winners  with 
big,  mandate-building  victories. 

But  this  year's  election  has  thrown 
the  Electoral  College  into  disrepute  and 
led  to  calls  for  reform.  Trouble  is,  such 
ideas  often  have  unintended  conse- 
quences. Among  them: 
■  Megastates  Rule.  Under  a  direct-elec- 
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Hillary  Rodham  Clin- 
ton is  for  it.  Bill  is 
not  so  sure.  But  in 
the  wake  of  the 
Great  Florida  Stand- 
off, support  for 
scrapping  the  Elec- 
toral College  is  growing.  Senator-elect 

Clinton  says  she'll  start  the  legislative 

ball  rolling  next  year.  And  according  to 

new  polls,  she'll  have  company:  65%  of 

Americans  back  a  constitutional  amend- 
ment providing  for  direct  election  of  the 

President.  But  before  lawmfiakers  rewrite 

the  Constitution,  they  should  remember 

the  law  of  unintended  consequences. 
Consider  this  fanciful  but  not  totally 

far-fetched  scenario:  It's  Nov.  8,  2004, 

and  Democratic  nominee  Hillary  has 

just  won  40%  of  the  Presidential 

popular  vote  by  pursuing  a  "tri- 

coastal"  strategy  concentrated  on  ^ 

harvesting  votes  in 

the  megastates  of 

California,  Florida, 

and  New  York. 

Clinton  remains 

slightly  ahead  of 

her  nearest  opponent,  gop  Sena 

tor  Kay  Bailey  Hutchison  of 

Texas,  who  has  won  35%  of  the 

vote  with  her  "magnolia 

method."  She  focused  on  her 

home  state,  the  Carolinas,  and 

a  half-dozen  other  Southern 

states. 

But  Hutchison  re 

fuses  to  concede  be- 
cause no  candidate 

has  won  50%  of  the 

vote,  and  the  consti- 
tutional amendment  that 

deep-sixed  the  Electoral 

College  also  gives  her 

the  right  to  demand 

run-off  elections  until 

someone  gets  a  majority 

of  the  popular  vote.  The  good  news  for 

Hutchison  is  that  37  minor  parties  will 

be  stricken  from  the  new  ballot,  as  will 

the  mayor  of  Toledo  and  Teamsters 

President  James  P.  Hoffa,  both  of  whom 

have  pledged  to  back  Hutchison  in  ex- 
change for  prominent  jobs  in  her  Ad- 
ministration. No  matter  who  ultimately 

prevails,  the  inauguration  will  be  de- 
layed by  at  least  two  months.  The  re- 
sult: Presidentus  interruptus. 

Sound  unlikely?  Perhaps.  The  Elec-  DATA:  BUSINESS  WEEK,  CENUS  DATA 
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tion  system,  campaigns  would  no 
have  the  remotest  interest  in  resj 
state  boundaries.  Instead,  they  w  j 
concentrate  on  densely  populated 
areas  where  candidates  could  get 
most  bang  for  their  buck. 

According  to  many  political  ex[ 
candidates  might  divide  the  count 
into  10  major  media  and  cultural 
kets  (map).  The  largest  of  these 
ters  would  be  the  population  cent 
surrounding  the  Great  Lakes,  wh 
rect  appeals  could  be  made  to  sor 
million  residents.  The  second-larg 
gion  would  center  on  New  York 
and  include  the  western  half  of  C 
necticut  and  northern  New  Jerse 
er  strongholds  would  include  Nor 
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Under  the  popular  vote  system,  candidates 

would  concentrate  on  densely  populated 

urban  areas  and  regions  studded  with  cities 

and  suburbs -while  ignoring  wide  swaths 

of  the  country.  About  50%  of  the  population 

lives  in  these  10  shaded  areas. 
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Who  would 
be  most, 
affected  by 
a  popular- 
vote  system 


luthem  Califor- 

e  Pacific  North- 

,he  1-85  corridor 

ting  North  and 

Carolina  and 

a,  the  Mid-At- 

states,  southern 
New  England, 

e  most  populous 

!S  of  Florida. 

•ie  nodes  would 

jass  some  135  million  people,  or 
'  half  the  U.  S.  population.  But 

ould  cover  no  more  than  10%  of 

d  mass.  The  vast  interior  would 
i  luded,  from  the  western  half  of 
i  a  down  to  the  Gulf  Coast  and 

the  Midwest  into  the  Mountain 
That  means  farmers  and  ranch- 

the  Nowhere  Zone  would  get 
^  hrift  for  their  concerns — and 

see  a  Presidential  prospect.  Can- 

i  "wouldn't  need  to  worry  about 

f  nuclear  waste  in  Nevada,"  says 

Frank,  president  of  the  National 
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WINNERS 

•  Interest  groups  (such 

as  religious  conservatives) 

•  Labor  unions 

•  Minor  parties 

•  Large  ethnic  groups 


LOSERS 

•  Farmers  and  ranchers 

•  Rural  voters 

•  Small  states 

•  Swing  voters 

DATA:  BUSINESS  WEEK 
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conservative  grass-roots  group.  Adds 
Scott  Reed,  who  managed  Bob  Dole's 
1996  bid  for  the  White  House:  "You'd 
be  hunting  ducks  where  the  ducks  are, 
and  leaving  large  swaths  of  the  country 
essentially  untouched." 

■  Interest-Group  Politics  on  Steroids. 
Since  turnout  is  everything  in  the  new 
era,  candidates  would  be  even  more 
obliged  than  they  are  today  to  corral 
voting  blocs  and  interest  groups  whose 
partisans  go  to  the  polls  in  higher-than- 
average  numbers.  Anti-abortion  protest- 
ers, religious  conservatives,  gun  own- 
ers, civil-rights  organizers,  and 
environmentalists  would  all  be  courted 
in  the  name  of  turnout.  The  pricetag: 
special-interest  groups  with  more  pow- 
er than  they  have  today  because  of  the 
ability  to  reach  across  state  lines  and 
mobihze  members  to  vote  en  masse; 
further  balkanization  and  division  in  the 
country;  and  a  plethora  of  side-deals 

not  necessarily  good  for  the 
electorate  at  large. 
■  Denfis  Get  an  Edge.  The 
redrawn,  map  would  favor 
Democratic  candidates, 
whose  strength  is  in  and 
around  big  urban  cores  with 
heavy  concentrations  of  racial, 
ethnic,  and  religious  minori- 
ties, such  as  Jewish  voters,  and 
10.5  MILLION     unreconstructed  liberals.  "Rally 

the  base"  would  be  the  battle  cry, 
says  Bill  Carrick,  a  Democratic  strate- 
gist. "You'd  be  a  lot  more  concerned 
with  turning  out  voters  who  are  predis- 
posed toward  you,  without  respect  to 
state  lines."  Paul  Begala,  a  Clinton  ad- 
viser, agrees  that  candidates  would  no 
longer  have  to  try  to  be  all  things  to  all 
people.  "Both  parties  would  just  try  to 
run  up  the  score,"  he  says. 

■  Home-State  Heroes.  Because  it  would 
be  so  important  to  start  a  Presidential 
quest  with  a  big  bloc  of  assured  votes, 
the  bias  in  the  nominating  system 
would  be  toward  big-state  candidates. 
Forget  Arkansas  and  Tennessee.  Candi- 
dates from  California,  New  York,  and 
Texas  would  dominate.  University  of 
Akron  political  science  professor  John 
C.  Green  says  he  can  even  see  promi- 
nent business  leaders,  such  as  Microsoft 
Chairman  Bill  Gates,  emerging  as  can- 


NEW  ENGLAND 
siMILLiON 

NEW  YORK  AREA 
19^9  MILLION 

MID-ATLANTIC 


1-85  CORRIDOR 
8^5  MILLION 


FLOROIA 
ii.6MILLI0N 


didates  because  of  their 
home-state  popularity. 
■  Fragmentation.  Minor- 
party  candidacies 
would  also  proliferate, 
since  the  prospect  of 
each  candidate  getting 
an  assured  slice  of  the 
vote — which  they  could 
parlay  into  a  voice  in  a 
future  coalition  Cabi- 
net— would  be  a  magnet  to  fringe  par- 
ties. "There  would  be  a  party  for 
every  cause,"  says  Green.  Adds  Walter 
Berns,  author  of  a  book  on  the  Elec- 
toral College:  "The  current  system  dis- 
courages minor-party  candidates  by 
telling  people  not  to  'waste'  their  vote 
in  a  winner-take-all  system."  Thus, 
Green  Party  nominee  Ralph  Nader 
might  have  fared  much  better  under  a 
popular-vote  scenario. 
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■  The  Thermo-Nuclear  Ad  Strategy.  As 

campaigns  refocus  on  a  relative  handful 
of  core  states,  ad  strategies  would 
change  as  well.  While  today's  campaigns 
eschew  buying  national  ads  on  network 
or  even  cable  television  in  favor  of  tar- 
geted media  buys,  the  candidate  chas- 
ing popular  votes  would  have  to  concoct 
expensive  regional  campaigns  that  cut 
across  multiple  media  markets.  Says 
former  Gore  campaign  manager  Tony 
Coelho:  "You'd  go  for  the  big  kill  with  a 
big  media  budget." 

■  Endless  Recounts.  Forget  about  this 
year,  which  was  an  exception.  The  Elec- 
toral College  setup,  by  counting  each 
state's  vote  separately,  discourages  re- 
counts because  margins  of  victory  are 
seldom  narrow  enough  for  a  new  tally 
to  make  a  difference.  But  in  a  popular 
election,  every  vote  would  be  equal,  and 
losers  in  a  close  race  would  demand  a 
nationvride  recount.  "What's  playing  out 
in  Florida  now  would  happen  in  every 
county  in  America,"  says  E.  Joshua 
Rosenkranz  of  the  Brennan  Center  for 
Justice,  a  nonpartisan  think  tank  at  the 
New  York  University  Law  School. 

In  the  end,  electoral  reformers  aren't 
likely  to  risk  these  consequences  in  the 
name  of  democracy  and  the  hallowed 
principle  of  "one  person,  one  vote."  As 
the  chaos  in  Florida  shows,  democracy 
can  be  a  messy  business.  But  it  could 
get  a  lot  messier  if  Hillary  and  those 
other  constitutional  second-guessers 
start  tinkering. 

Washingtoyi  bureau  News  Editor 
Ehvyer  mid  Correspondent  Magnusson 
write  about  Presidential  politics. 


SLEIGHT  OF  HAND 
AT  THE  POLLS 


Florida  isn't  an  exception. 
Reports  of  abuse-from 
purged  voter  rolls  to 
intimidation-abound 
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This  was  an  Elec- 
tion Day  that  Dane 
W.  Dingerson  will 
never  forget — and 
not  just  because  of 

THC  Rfli  I  fiT  nnY  ^^^  cliffhanger  finish. 
THE  BALLOT  BOX  ^^en  the  51-year- 
old  businessman  went  to  vote  at  Oak- 
wood  Manor  Elementary  School  in  sub- 
urban Kansas  City,  he  saw  a  Christian 
Coalition  voting  guide  on  a  table  next  to 
the  voting  machine.  The  self-described 
independent,  who  backed  Republican 
Hob  Dole  in  1996,  was  shocked  when 
his  complaints  led  one  election  ol^cial  to 


tell  him:  "God  wants  you  to  vote  for 
George  Bush.  God  wants  Bush  to  win. 
[Democrat  Al]  Gore  kills  babies." 

Dingerson,  who  wound  up  voting  for 
Gore,  is  hardly  the  first  American  voter 
to  face  such  annoying  interference  in 
the  simple  act  of  casting  a  vote.  Al- 
though Florida's  botched  ballot  count 
and  other  voting  irregularities  have  at- 
tracted most  of  the  public's  attention, 
the  reality  is  that  electoral  misconduct 
goes  on  in  every  American  election. 
The  abuses  range  from  minor  infrac- 
tions like  Dingerson  experienced,  to  se- 
rious offenses  such  as  ballot  stuffing 
and  intimidation  of  minority  voters.  "We 
have  a  time-honored  tradition  of  vote 
manipulation  and  irregularities  and  lar- 
ceny bordering  on  illegalities,"  says  Uni- 
versity of  Texas  political  scientist  Bruce 
Buchanan.  "You  can't  design  rules  that 
people  can't  game  if  they  want  to." 


The  difference  this  year:  The  Pret 
dential  election  is  so  tight  that  it  h; 
exposed  voters  to  the  warts  that  usui 
ly  go  unnoticed  when  candidates  win  1 
big  margins.  And  another  round  of  que 
tions  could  be  set  to  explode.  As  tl 
disputed  Florida  vote  appears  head< 
for  the  final  tally,  that  state's  absent 
ballots  will  play  a  key  role  in  decidii 
the  outcome.  Yet  absentee  ballots  ha' 
long  been  considered  one  of  the  aspec 
of  U.S.  elections  most  open  to  abus 
"The  election  of  2000  is  no  different  th; 
any  other — except  that  the  Presidency 
the  United  States  hangs  in  the  balance 
say  Robert  Hogan,  a  political  scientist 
Louisiana  State  University. 

Of  course,  there  have  been  close  el 
tions  in  the  past.  And  American  histo 
is  replete  with  tales  of  election  fra 
that  may  or  may  not  have  swayed  el 
tions.  In  194S,  Lyndon  Johnson  won 
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From  thought  to  finish. 


Senate  seat  when  dozens  of  dead  Texans 
voted  in  alphabetical  order  for  their 
man  in  one  South  Texas  county.  Many 
historians  believe  that  Chicago  Mayor 
Richard  J.  Daley  stole  the  1960  ejec- 
tion for  Democrat  John  F.  Kennedy  by 
stuffing  ballot  boxes  in  Cook  County. 
In  Louisiana,  they  bury  the  dead  above 


Cover  Story 


ground,  the  saying  goes,  so  they'll  have 
a  shorter  walk  to  the  polling  place. 

This  time  around,  ward  heelers 
wor'ked  their  toxic  magic  in  a  dozen  dif- 
ferent ways,  from  unduly  influencing 
voters  to  manipulating  the  final  count 
with  bogus  votes.  In  Wisconsin,  a  Gore 
backer  was  caught  on  tape  trying  to  in- 
fluence voters  by  offei-ing  homeless  peo- 
ple cigarettes  if  they  ^^^^^^^ 
would  cast  absentee  bal-  ^~ 

lots.    And    in    Georgia,  ^— 

Bush  loyalists  tried  to  in-  '^^~'''''~^~ 
crease  turnout  by  raffling 
off  a  gun  to  those  who 
had  voted.  A  more  so- 
phisticated, and  poten- 
tially far  more  effective, 
tactic  took  place  in  New 
Jersey.  Millionaire  Demo- 
cratic Senate  candidate 
Jon  Corzine  gave  roughly 
$100,000  to  churches  and 
other  politically  influen- 
tial groups  through  his 
charitable  foundation. 

Ironically,  many  alle- 
gations of  irregularities 
made  this  year  are  tied 
to  recent  changes  de- 
signed to  simplify  voter 
registration  and  absentee 
balloting.  With  each  re- 
form— like  instant  voter 
registration  on  Election 
Day — there  is  a  risk  that 
operatives  will  try  to  stack  the  deck. 
BULLYBOYS.  No  tactic  seems  more  odi- 
ous than  outright  intimidation.  Civil 
rights  leaders  such  as  the  Reverend 
Jesse  Jackson  have  alleged  a  Florida 
Highway  Patrol's  "safety  checkpoint" 
on  Election  Day  2000  caused  traffic  tie- 
ups  in  a  Tallahassee-area  precinct  with  a 
substantial  minority  population,  resulting 
in  a  lower  turnout.  It  wouldn't  be  the 
first  time  such  tactics  have  been  used  to 
depress  minority  turnout.  In  1988,  Or- 
ange County  (Calif.)  Republicans  posted 
security  guards  at  20  predominantly 
Hispanic  precincts.  A  lawsuit  alleged 
that  the  blue-uniformed  guards  were 
told  to  "demand  documentation  of  citi- 
zenship" from  "voters  who  looked  His- 
panic" and  to  "take  down  license  plate 
numbers  of  the  vehicles  of  Hispanic  vot- 
ers." The  result:  lower  turnout  in  those 


precincts  and  the  narrow  election  of  a 
Republican  state  assemblyman.  (lOP  of- 
ficials later  apologized  and  settled  the 
case  for  $400,000.  California  law  now 
bars  uniformed  poll  watchers. 

A  fai'  more  common,  if  less  egregious, 
violation  of  election  law  is  overt  parti- 
sanship within  polling  places.  One  Mil- 
waukee voter,  Francisco  Rios,  said  a  De- 
mocratic precinct  election  judge  told  him 
he  was  not  permitted  to  split  his  ballot 
between  Republican  Bush  and  Democ- 
ratic candidates  for  House  and  Senate. 
According  to  the  retired  school  security 
officer,  67,  the  election  official  "took  my 
ballot . . .  cut  it  into  pieces  and  threw  it  in 
the  wastepaper  basket."  Rios  eventually 
got  to  cast  his  ballot-^voting  a  straight 
Republican  ticket.  But  Wisconsin  GOP 
officials  say  thousands  of  other  voters 
also  encountered  Democratic  election  of- 


TRICKS  OF  THE  TRADE 


An  inside  look  at  howpols  work  the  votes  on  Election  Day: 

INTIMIDATION  Having  police  or  uniformed  security  guards 
stationed  around  voting  polls  can  depress  turnout  in  poor 
neigfiborhoods. 

ABSENTEE  BALLOT  MANIPULATION  Be- 
cause absentee  ballots  are  filled  out  away 
from  supervised  voting  places,  it  is  possible  for 
candidates  to  bribe,  "instruct,"  or  even  invent 
voters. 


BUYING  VOTES  It's  illegal  to  sell  your  vote, 
but  it's  not  against  the  law  to  entice  someone  to 
the  polls  with  handouts  of  gifts  and  prizes. 

THE  NAME  GAME  The  most  common 
election  irregularity:  election  officials 
purging"  voters'  names  from  the  official 
Election  Day  list.  On  the  other  extreme,  some 
states,  such  as  New  Hampshire,  have  dead 
people  listed  on  the  voter  rolls. 


ficials  who  tried  to  improperly  influence 
votes  inside  polling  places  by  urging  vot- 
ers to  back  Vice-President  Gore. 

Another  favorite  gimmick  of  political 
partisans  is  to  "purge"  the  rolls  of  po- 
litical opponents,  usually  voters  who 
haven't  been  to  the  polls  for  several 
years.  Such  tactics  were  behind  the 
Election  Day  chaos  this  year  in  St. 
Louis,  as  thousands  of  citizens  with 
valid  voter  registration  cards  found 
themselves  missing  from  the  official 
rolls.  Most  were  Democrats,  and  nearly 
200  won  court  orders  permitting  them 
to  vote.  When  a  Democratic  state  judge 
extended  poll  hours.  Republicans  ac- 
cused the  other  party  of  trying  to  steal 
Missouri's  close  Senate  and  guberna- 
torial races.  Similar  problems  with 
"purged"  voters  were  reported  from 
Florida  to  New  Mexico  this  year. 


Heard  enough?  Then  consider  this  as 
Election  2000  finally  draws  to  a  close: 
Analysts  say  the  fastest-growing  area  of 
vote  fraud  is  manipulation  of  absentee 
ballots.  Unlike  ordinary  ballots,  absentee 
tallies  are  filled  out  in  private  and  far 
from  the  watchful  supervisory  machin 
ery  in  normal  precinct  polling  places. 
In  1998,  a  Florida  state  court  over- 
turned the  Miami  mayoral  contest  af 
ter  finding  that  backers  of  Xavier 
Suarez  submitted  absentee  ballots  on 
behalf  of  nonresidents  and  dead  people. 
The  Miami  race  was  hardly  an  isolat 
ed  event.  A  study  by  the  Florida  Dept. 
of  Law  Enforcement  found  six  other 
cases  of  absentee  ballot  fraud  since  1988. 
Nor  is  the  problem  confined  to  Flori 
da.  Last  year,  a  court  in  Alabama  re 
versed  the  outcome  of  a  sheriffs  election 
because  the  victor  benefited  fi*om  illega 
_^_^^^^__  absentee  ballots.  "Most  ol 
^^^"^^^  the  reported  cases  oi 
— ^— ^— ^  election  fraud  in  contem 
'~''"^^^^'~  porary  times  involve  ab 
sentee  ballots,"  says 
James  R.  Sutton,  former 
general  counsel  for  the 
California  Republican 
Party.  "If  you  want  tc 
stuff  a  ballot  box,  this  is 
the  way  you  do  it." 
NEW  RULE.  Absentee  bal 
lot  manipulation  often  oc- 
curs at  nursing  homes 
where  staffers  or  loca 
pols  "help"  voters  fill  oul 
forms.  "There's  a  definite 
potential  for  mischief,' 
says  Commissioner  Bol 
Rackleff,  of  Leon  County 
Fla.,  which  now  limiti 
helpers  to  witnessing  n< 
more  than  five  absentee 
ballots. 

Will  the  Florida  deba 
cle  spur  solutions?  "I 
there's  any  silver  lininj 
to  this  episode,  it  would  be  a  nation 
wide  movement  to  update  voting  proce 
dures,"  says  Claremont  McKenna  Col 
lege  political  scientist  John  J.  Pitney  Ji 
Among  the  likely  reforms:  new  stat 
laws — or  even  possible  federal  giaide 
lines — on  the  counting  and  recounting  o 
absentee  ballots.  Also,  more  states  ai 
likely  to  require  voters  to  present  posi 
five  II)  before  registering  or  voting.  Am 
election  veterans  predict  that  punch 
card  voting  is  on  the  way  out.  SucI 
changes  might  make  American  election 
a  bit  cleaner,  but  don't  expect  mud  * 
Political  shenanigans  are  iis  Ameincan  a  >], 
apple  pie. 

By  Richard  S.  Dmihani  hi  Auatb 
Tex.,   with   Ann    Therese    Palmer   i:  In 
Chicago,  Dan  Carney  in  TaUahassei 
JeMuifer  Merritt  in  West  Palm  Bead 
Fla.,  and  Mike  France  in  New  York 
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Optical 
Internet 


Never  betore  has  the  Internet  been  more  uniquely  poised  to  make  a  difference.  That's 
why  Nortel  Networks'"  is  building  the  new,  high-performance  Optical  Internet  with 
99.999%  reliability  and  a  design  that  offers  a  higher  level  of  quality  and 

oeed.  As  a  result,  the  Internet's  ability  to  raise  awareness,  educate,  and  share  experiences 

nd  scientific  data  is  unprecedented.  Our  optical  solutions  will  enable  people  to  collaborate, 

iving  them  even  more  power  to  exchange  information  in  record  time  -  a  valuable 

^mmodity  in  the  race  to  save  lives.  So  come  together,  right  now  with  Nortel 

etworks.  And  make  the  Internet  whatever  you  want  it  to  be.  nortelnetwoTks.com    ^  M  t  T  VyO  K  K^ 
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IS  THERE  ANY  HELP 

FOR  THE  HANGING  CHAD? 

Punch  cards  are  troublesome,  but  Internet  voting  could  be,  too 


ELECTION 


THETECHNOLOGY 


One  person,  one 
vote.  Each  vote 
counts.  That's  the 
bedrock  of  democra- 
cy. So  it  came  as  a 
rude  shock  to  most 
Americans  to  learn 
that  thousands  of  votes  in  Florida  and 
elsewhere  weren't  tallied  correctly,  or 
at  all — and  that  the  glitches  may  forev- 
er cast  doubt  on  who  won  the  Presi- 
dency. With  so  much  at     

stake,  can't  a  nation  ca- 
pable of  sending  rockets 
past  Saturn  and  reading 
humanity's  genetic  code 
accurately  count  the 
votes  of  its  citizens? 

The  answer:  Not  as 
accurately  as  we  want. 
While  it's  possible  to 
solve  some  of  the  prob- 
lems that  occurred,  elec- 
tion experts  say,  replac- 
ing Florida's  infamous 
punch  cards  with  newer 
technology — whether 
touch-screen  machines 
or  the  Internet — isn't 
going  to  give  us  defini- 


tive answers.  "There  is 
no  perfect  voting  sys- 
tem," says  Warren 
Slocum,  chief  elections 
officer  of  California's 
San  Mateo  County. 

The  truth  is,  "every- 
thing we  are  doing  has 
some  margin  of  error," 
explains  computer-secu- 
rity expert  Lance  J.  Hoffman  of  George 
Washington  University.  How  much?  "I'd 
be  surprised  if  the  error  rate  was  less 
than  1%  nationwide,"  estimates  Bill 
Welsh,  chairman  and  ceo  of  Election 
Systems  &  Software  Inc.,  in  Omaha. 
That  means  1  million  potentially  ques- 
tionable votes  in  this  Presidential  elec- 
tion— far  more  than  Al  Gore's  slim  over- 
all lead  in  the  popular  vote.  Trying  to  do 
much  better  viith  any  election  system 
"is  like  trying  to  weigh  subatomic  par- 
ticles on  a  bathroom  scale."  says  Mark 
Strama,  vice-president  of  Election.com. 


And  the  tighter  the  race,  the  more  like- 
ly errors  are  to  trip  political  chaos. 

In  principle,  today's  voting  technology 
is  a  match  for  the  challenges  of  an  elec- 
tion. The  most  conrmionly  used  machines 
are  punch-card  readers,  optical  scanners 
that  tally  arrows  or  filled-in  ovals  on 
paper  ballots,  and  electronic  touch-screen 
devices.  In  tests  under  ideal  conditions, 
these  devices  are  all  accurate  to  within  6 
votes  in  10  million.  But  in  practice,  a 


,      ,    ,  omum 

change  m  humidi- 
ty might  cause  a 
punch  card  or  pa- 
per ballot  to  misfeed,  or  a  power  surge 
could  erase  a  vote. 

But  these  errors  are  minor  compared 
with  those  caused  by  human  foibles, 
such  as  Palm  Beach  (Fla.)'s  unfortunate 
ballot  design.  Even  when  ballots  are 
crystal  clear,  election  officials  say,  many 
voters  don't  follow  instructions,  circling 
a  candidate's  name  on  a  pajier  ballot, 
for  instance,  instead  of  connecting  an 
arrow.  Nor  can  ballots  left  in  polling 


workers'  cars  be  counted.  And  potential 
frauds  are  a  constant  shadow.  Put  mil- 
lions of  voters  and  polling  workers  to- 
gether, says  San  Mateo's  Slocum,  "and 
there  are  bound  to  be  glitches."  Adds  R. 
Doug  Lewis,  director  of  the  nonprofit 
Election  Center  in  Houston:  "We've  had 
these  problems  in  state  and  local  races 
forever.  We've  just  never  been  exposec 
to  them  in  a  Presidential  race  before." 
Still,  better  technology  can  eliminate 
some  of  the  bugs.  Banning  butterfly  bal 
lots  and  other  designs  that  confuse  vot 
ers  would  be  a  step  forward.  Also,  in- 
stead of  shipping  punch  cards  to  another 
place  to  be  read,  more  precincts  can  in- 
stall readers  right  in  the  polling  place 
Where  state  law  permits,  the  reader 
can  then  spit  out  ballots  with  over; 
votes — and  give  voters  who  punchec 
two  holes  by  mistake  another  chance 
Similarly,  optical  readers  at  the  polling 
place  can  reject  paper  ballots  on  which 
voters  failed  to  connect  the  arrows  or  fil 
in  the  ovals  correctly. 
SECOND  CHANCES.  Optical  readers  alsc 
solve  the  "hanging  chad"  problem  oi 
punch-card  systems — the  fact  that  punchj 
ing  doesn't  always  fully  remove  the  pal 
per  when  voters  make  a  hole.  That's  whi[ 
optical  systems  have  become  the  fastest] 
growing  voting  method  in  the  U.  S. 

New  touch-screen  systems  made  h} 
Sequoia  Pacific  Systems,  ES&S,  and  oth| 
ers,  which  record  votes  electronicallj 
represent  a  higher-tech  approach  (sed 
page  225).  If  voting  machines  were  sel 
cure  computers,  "a  lot  of  these  little  prob  "'' 
lems — which  happened  to  be  big  prob 
lems  in  Florida — would  be  eliminated, 
says  David  Jefferson,  technology  com 
mittee  chair  of  California's  Internet  Vot 
ing  Task  Force  and  a  senior  researche: 
at  the  Compaq  Systems  Resear-ch  Center 
But  electronic  systems  come  wit) 
their  own  set  of  prob 
lems.  One  is  cost.  T 
avoid  long  lines  a 
polling  places,  countie 
need  a  lot  of  the  ma 
chines  instead  of  just 
few  punch-card  or  opti 
cal  readers.  And 
more  than  $8,000  eacl 
that's  big  bucks.  Cali 
fomia's  Riverside  Cour 
ty  spent  $14  million  o 
its  new  system,  whic 
saves  Riverside  $600,000  per  election  i 
ballot-printing  costs.  Still,  outfitting  a 
3,0(i(5  counties  in  the  U.S.  would  cos- 
tens  of  billions  of  dollars  up  ft-ont — an 
most  election  officials  ar'o  already  pcrer 
nially  shorl  of  funds. 

More  fundamentally,  "once  you  go  t 
an  electronic  system,  in  essence  you  ai 
tr'usting  the  computer  program,"  sa.v 
Hoffman.  Hut  what  if  the  machine  lia 
been  tampered  with?  Who  would  eve 
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ou  live  for  this  moment.  When  your  business  vision  becomes  sharply  focused  and  you  find  a  new  source  of  value  staring  you 
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know?  A  recount  won't  answer  the  cjues- 
tion  because  the  system  For  storing  elec- 
tronic ballot  "images"  could  be  flawed 
as  well,  just  as  the  old-fashioned  lever 
machines  still  used  in  New  York  can  be 
rigged.  "Only  a  few  computer  scientists 
would  be  able  to  go  in  and  say,  'Yes,  the 
computer  did  the  right  thing,' "  says  sci- 
entist Aviel  D.  Rubin  of  the  Secui'e  Sys- 
tems Research  Dept.  at  AT&T  Labs. 
That's  why  many  county  officials  have 
opted  to  stay  with  paper-based  systems. 
"A  certain  level  of  integrity  comes  from 
being  able  to  do  a  manual  recount  in  a 
close  election,"  says  San  Mateo's  Slocum. 
So  what  about  Internet  voting?  Using 
encryption  technology  and  secure  Net- 
connected  terminals  at  polling  places, 


Cover  Story 


startups  like  VoteHere.net  are  convinc- 
ing experts  that  such  a  system  could 
be  made  safe  from  hackers.  They  point 
out  that,  as  it  is,  some  touch-screen  sys- 
tems transmit  encrypted  vote  counts 
over  telephone  lines. 
MAIL  FRAUD.  The  real  attraction  of  the 
Web,  though,  is  that  it  would  allow  cit- 
izens to  vote  from  home.  But  that  in- 
creases the  potential  for  disaster,  com- 
puter-security experts  say.  First,  it 
raises  all  the  existing,  thorny  problems 
with  old-fashioned  remote  voting  by 
mail,  from  vote  selling  to  outright  fraud. 
"There  is  something  to  be  said  for  show- 
ing up  in  some  physical  location  and 
saying  who  you  are  under  penalty  of 
perjury,"  says  Kim  Alexander,  president 
of  the  California  Voter  Foundation. 

Second,  when  you  factor  in  the 
porous,  ad-hoc  nature  of  the  Internet, 
the  chances  of  abuse  rise  exponentially. 
Attack  programs  could  take  over  peo- 
ple's machines  and  steal  their  votes. 
Viruses  could  knock  out  voters'  com- 
puters on  Election  Day.  Network  as- 
saults could  slow  the  Web  enough  to 
discourage  participation.  "My  nightmare 
is  that  there  would  be  a  security  disas- 
ter where  some  foreign  power  inter- 
feres with  a  U.  S.  election — and  we  find 
out  only  after  the  fact,"  says  Compaq's 
Jefferson.  For  now,  Internet  voting  is 
only  a  viable  option  for  elections  at  pri- 
vate organizations. 

The  bottom  line  is  that  a  big  change  in 
technology  could  bring  as  many 
headaches  as  solutions.  "The  current  sys- 
tem is  not  really  broken,  Florida  notwith- 
standing," concludes  Jefferson.  Sure,  we 
can  do  a  little  better.  But  in  close  races, 
politicians  will  probably  want  to  do  man- 
ual recounts  anyway.  And  in  the  case  of 
photo  finishes  like  Election  2000,  we  may 
have  to  accept  that  we'll  never  really 
know  for  sure. 

By  John  Carey  in  Washington 


COMMENTARY 


By  Dennis  K.  Berman 

THE  YOUNG  AND 
THE  (STILL)  LISTLESS 


ELECTION 


WE 

THE  YOUTH  VOTE 


Somewhere,  your 
old  social  studies 
teacher  is  smiling. 
After  enduring 
decades  of  rolled 
eyes,  shrugs,  and 
"whatevers"  from 
students,  the  2000  election  has  be- 
come the  telegenic  civics  lesson  of  a 
lifetime.  And  for  the  first  time  since 
these  two  less-than-dazzling  candi- 
dates began  their  quest  for  the  Oval 
Office,  it  has  captured  the  rapt  at- 
tention of  teenagers  and  college  kids. 


"I  guess  I  could  have  made  a  differ- 
ence," says  Henry  C.  Brown,  a  23- 
year-old  geography  major  at  New 
Mexico  State  University. 

Could  have,  but  didn't.  Browm  nev- 
er bothered  to  register  this  year.  And 
Brown  has  plenty  of  company  among 
his  peers.  Among  18-  to  29-year-olds, 
who  make  up  22%  of  the  total  voting 
population,  just  38%  of  those  eligible 
actually  voted  on  Nov.  7.  That  com- 
pares to  about  51%  for  older  voters. 

So  will  the  interest  generated  by 
the  nail-biting,  knock-down  post-elec- 
tion fight  between  George  W.  Bush 
and  Al  Gore  bring  an  end  to  the  po- 
litical ennui  among  young  adults  any- 
time soon?  Don't  count  on  it.  Even 
though  college  kids  have  been  glued 
to  ('NN,  the  unparalleled  drama  of 
this  wackiest  of  elections  seems  un- 
likely to  generate  any  lasting  en- 
gagement by  young  voters.  "It's  just 
a  spontaneous  thing,  and  when  this 
is  all  over,  it's  going  to  die  down," 
says  Sinan  Toprak,  who  teaches  in- 


troductory government  at  Kirtland 
Community  College  in  Roscommon, 
Mich. 

Even  before  the  election,  polls 
showed  that  young  voters  remain 
deeply  suspicious  of  politicians.  It 
didn't  help  that  both  the  Bush  and 
Gore  camps  paid  scant  attention  to 
the  under-25  set  during  the  cam- 
paign. Now,  with  the  legal  v^rrangling 
stretching  on  well  past  a  week, 
chances  are  young  voters'  disenchant- 
ment with  politicians  will  only  in- 
crease. "Young  adults  are  more  sus- 
ceptible to  being 
turned  off... than 
other  generations," 
says  Russ  Freyman, 
director  of  a  project 
at  Third  Millenni- 
um, a  youth  advoca- 
cy group. 

Beyond  that, 
peacetime  and  a 
strong  economy 
don't  leave  too 
many  issues  for 
young  voters  to  get 
all  that  exercised 
over.  Other  than  a 
small  but  vocal 
group  inflamed  over 
anticorporate  and 
environmental  issues,  young  voters 
remain  mostly  disengaged,  according 
to  Richard  Prosser,  executive  direc- 
tor of  Junior  State  of  America,  a 
nonpartisan  government  organization 
for  100,000  high  school  students. 

The  only  candidate  who  did  res- 
onate with  voters  under  25  was 
Green  Party  nominee  Ralph  Nader, 
who  got  his  strongest  support — 5%^ — 
from  18-  to  24-year-olds.  "With  Gore 
and  Bush,  it's  just  money,  money, 
money,"  says  20-year-old  Nina  N. 
Mehlhaf,  a  junior  at  the  University 
of  Oregon  who  supported  Nader  but 
ended  up  voting  for  Gore. 

Next  time  around,  whoever  the 
Presidential  candidates  are,  they  may 
want  to  pay  more  attention  to  such 
disaffected  voices.  Maybe  then  more 
young  adults  will  vote — and  help 
make  a  difference  in  a  tight  race. 
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Stajf  Editor  Berman,  26,  played 
Walter  Mondale  in  hia  elementary 
school  tnock  election. 
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STRATEGIES 


CAN  FIORINA  REBOOT  HP? 

The  new  chairman's  restructuring  raises  expectations,  as  the  company  seems  to  falter 


Carleton  S.  "Carly"  Fiorina  has  re- 
ceived plenty  of  accolades  for 
breathing  new  life  into  Hewlett- 
Packard  Co.  since  taking  over  the  com- 
puter and  printer  giant  in  mid-1999.  But 
on  Nov.  13,  such  talk  seemed  a  distant 
memory.  After  she  announced  fourth- 
quarter  earnings  of  41(2  a  share,  100  be- 
low expectations,  the  stock  skidded  14%, 
to  less  than  $i4.  And  while  news  that  a 
proposed  $18  billion  purchase  of  consul- 
tants PricewaterhouseCoopers  had  been 
canceled  brought  relief  to  investors,  it 
was  a  big  blow  to  Fiorina's  makeover. 

So  how  did  Fiorina  respond?  She 
shocked  analysts  by  raising  revenue- 
growth  projections  for  next  year  from 
an  ambitious  15%  to  17%.  "We  have  is- 
sues, but  we  understand  them  and  will 
deal  with  them,"  she  explains. 

Is  this  the  sign  of  a 
supremely  confident 
CEO — or  one  who 
is  riding  for  an 
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even  greater  fall?  Fiorina  sees  something 
analysts  and  investors  don't — and  for 
now,  there's  no  doubt  inside.  "The  board 
totally  supports  her,"  says  ex-Chairman 
Richard  A.  Hackbom,  who  handed  Fior- 
ina the  title  just  weeks  ago. 

Fiorina  argues  that  the  recent  earn- 
ings surprise  will  be 
just    a   bump    in    her 
plans  to  transform  the 
workaday  maker  of  PCs 
and  printers  into  a  lead- 
ing light  of  the  Inter- 
net.     The      question, 
though,  is  whether  the 
potential  rewards  from 
her  ambitious  plans  wiU 
materialize        quickly 
enough    to    give    rev- 
enues such  a  boost — 
and    whether   HP   can 
keep  delivering  earn- 
ings as  it  stretches  to  meet  her  top-line 
goals.  "I  don't  see  how  she  can  do  both," 
says  Salomon  Smith  Barney  analyst  John 
B.  Jones. 

NET-POOR.  The  new  forecasts  certainly 
seem  a  stretch.  Most  of  HP's  growth  is 
coming  from  low-margin  consumer  busi- 
nesses that  are  slowing.  Almost  none  of 
it  stems  from  the  lucrative  Net-related 
markets  she  covets, 
such   as   servers, 
storage,   e-busi- 
ness     software, 
and  services.  Ac- 
cording to  San- 
ford    Bernstein, 
sales  of  printers 
and  PCs  accoimt 
for  some  73%  of 
the      company's 
$49  billion  in  sales. 
Servers,   storage, 
and  the  Hke  make 
up  just   13%.   "The 
fear  is  that  she's  ask- 
mg  too  much  of  the 
company,"  says  Jones. 
In  part,  that  stems  from  worries 
that  Fiorina  is  spending  too  much 
time  overhauling  HP's  broad  struc- 
ture, and  not  enough  attending  to 
nitty-gritty  operations  problems. 
The  earnings  shortfall  resulted 
from  myriad  operational  issues. 
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including  higher  expenses  as  well  as  loss- 
es related  to  currency  and  dot-com  in- 
vestments. Costs,  for  instance,  jumped 
in  part  because  of  cushy  new  sales  com- 
missions designed  to  galvanize  a  slug- 
gish North  American  sales  staff.  While 
that  paid  off  in  revenue  growth — the 
company  delivered  brisk 
CARLY'S  CRISIS  17%  sales  gains— there 

was  a  price.  Salesmen 
hit  quotas  by  focusing 
on  lower-margin  prod- 
ucts. Now  management 
is  recalibrating  commis- 
sions to  drive  higher- 
margin  goods  such  as 
software. 

Moreover,  the  com- 
pany is  just  finishing  an 
enormous  restructuring. 
DATA:  BLOOMBERG  FINANCIAL  MARKETS  Its  83  formerly  fiercely 

independent  units  have 
been  combined  into  four  basic  groups: 
consumer  products,  such  as  PCs  and 
Inkjet  printers;  consumer  sales  and  mar- 
keting; and  two  similar  groups  for  the 
corporate  world.  Arguably,  the  stream- 
lining should  aid  decision-making.  But 
for  now,  it  continues  to  be  a  logistical 
nightmare.  Managers  have  only  recently 
gotten  a  sense  of  their  new  roles  amid 
the  shifting  organizational  sands.  And  as 
of  Nov.  1,  they  also  have  to  get  used  to  a 
new  financial  reporting  system. 

Larger  strategic  challenges  loom,  too. 
Sure,  HP  deserves  credit  for  perfecting 
the  art  of  selling  Pes:  With  40%-plus  sales 
growth  in  recent  quarters,  it  has  even 
outpaced  Dell.  But  unless  it  can  finally 
make  good  on  promises  to  gain  share  in 
more  lucrative  e-business  markets,  it  may 
find  itself  as  king  of  a  commoditized  mar- 
ket not  worth  owning. 

To  be  sure,  there's  time  to  get  things 
right.  A  six-month-old,  12-person  strate- 
gy council  is  reining  in  Hewlett's  frag- 
mented efforts  to  make  a  big  splash  in 
key  markets.  Fiorina  has  injected  re- 
newed life  into  a  disillusioned  sales  and 
R&D  corps.  And  new  high-end  servers 
should  help  as  well.  "I  didn't  take  this  job 
thinking  it  would  be  quick  or  easy,"  says 
Fiorina.  "But  I  know  what  we're  doing  is 
right."  At  this  point,  fewer  people  are 
taking  her  word  for  it. 
By  Peter  Burrows  in  San  Mateo,  Calif. 
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By  Mike  McNamee 


HOW  LEVin  WON  THE  ACCOUNTING  WARS 

Last  June,  when  Arthur  Levitt  ^^^^^^^^^^^Hi^^HHHHHHH|    SEC's  Washington  office  with  the 
Jr.  proposed  strict  limits  on       ^^^^^^^^^^^^^^^^^^^^^^^^^|    cEOs  of  Arthur  Andersen  and 
auditors  who  also  consult  for     ^^^^^^^^^r  ^^^^^^^^^^H    Deloitte  &  Touche,  two  of  the 

their  clients,  accounting  firms  ^^^^^^^^  '  ^^^^^^^^1    three  firms  battling  the  sec.  The 

screamed.  One  of  their  com-  ^^^^^W  ^^^^^^H    heads  of  kpmg  and  the  American 

plaints:  The  Securities  &  Ex-  ^^^^m  ^^^^^H    Institute  of  Certified  Public  Ac- 

change  Commission  chairman  was  ^^^B  ^^^^^|    countants  were  on  speakerphone. 

overriding  hard-won  reforms  to       ^^^H"  y^^  ^^^^H        After  nearly  two  hours  of  dis- 

beef  up  corporations'  audit  com-      ^^^^^j^HK^^^I^I^    ^^k  ^^^^H    cussion,  the  Big  Five  executives 

mittees.  Levitt  had  insisted  that     ^^^^^^^^^^^^^^B   ^E^         ^^^^H    retired  to  a  nearby  room  for  a 
those  panels  of  independent  direc-  ^^^^^^^^^^^^^^K  ^C  ^^^^^    45-minute  caucus.  When  they  re- 

tors  should  be  investors'  first  line   ^^^E^V^^^^^^^^K    >^         tl^^^^l    turned,  they  told  Levitt  they 
of  defense  against  financial  ^^^Kv.1^  •^^^^^^HP^  afk    I^^^^^H    ^^^l^)^'^  accept  his  deal.  Around 

shenanigans.  So  why,  the  accoun-    ^^^■^*Mb^^^^^^Ll     lB|    '^^^^^m    ^'-^^  p.m.,  eager  to  catch  the  last 
tants  asked,  didn't  he  rely  on  ^^^^Hj^K^    ^^CLZT?"*^       ^^^^^^M    shuttle  back  to  New  York,  the 

them  to  police  conflicts  that  arise    ^^^^^^^Hk  ^^^^^^H    executives  left.  "Here's  my  home 

when  auditors  also  bid  to  install      ^^^^^^^^^Bj^  ^^^^^^^^^    phone  number,"  Levitt  told  them, 

computer  systems  for  a  client?         ^^^^^^^^^^^HH^^k^  .^k^^^^^^^^^I    "Call  me  if  you  change  your 

Message  to  the  Big  Five:  Be  ^^^^^^^H^^^^^HHin^^^^^^^^^S  "^i*^^^-"  ^^  ^^^  ^i^- 
careful  what  you  wish  for.  The  fi-  ^^^^^^^^^^KKt^^^^^^^^^^L:  ^1  '^he  next  morning,  though, 
nal  rules  approved  by  the  sec  on  ^^^^^|^^||^^^^|EM^^^^^Hli^  Joseph  F.  Berardino,  head  of  An- 
Nov.  15,  with  the  llth-hour  acqui-  ^^^^^^^^^^^H^|P^^^^^^^^^^^^L  dersen's  auditing  practice,  picked 
escence  of  four  of  the  Big  Five  ^^^^^^^^^^|V^^,^^^^^^^^^^H  "P  ^^^  phone.  Without  a  deal,  he 
firms,  appear  far  weaker  than  the  ^^^^^^^^^^^^Hj^B^^^^^^^^^^^I  ^>^^  his  colleagues  knew,  the  sec 
ban  on  mixing  auditing  and  con-  ^^^^^^^^^^^^^^^^^^^^^^^^^^^|  would  impose  its  original  plan  to 
suiting  that  Levitt  originally  ^^^^^^^^^^^^^I^^^^^^^^^^^^^B    ban  auditors  from  installing  IT 

sought.  But  by  putting  the  bur-       SEC  BOSS:  The  new  rules  are  his  parting  shot     systems  for  cUents.  And  the  po- 
den  on  corporate  audit  commit-  litical  climate  had  changed.  The 

tees — which  now  must  tell  sharehold-     tinue  to  consult  on  information  tech-       three  firms  had  fought  to  delay  any 
ers  how  they  decided  that  hiring  the      nology,  the  most  lucrative  of  their  sec  action  until  next  year,  when  a 

same  firm  to  do  auditing  and  consult-  services  and  the  key  to  building  the  GOP  Congress,  perhaps  with  Presi- 
ing  won't  compromise  the  auditors'  expertise  needed  to  audit  New  Econ-  dent  Bush,  could  force  the  sec  to 
objectivity — the  sec  chief  may  get  omy  companies.  back  down.  But  oop  losses  on  Nov.  7 

the  same  result  in  the  end.  For  all  its  advantages,  the  deal  al-      and  the  ambiguous  Presidential  out- 

EXTRA  HURDLE.  Long  after  Levitt's  most  didn't  happen.  On  the  evening        come  made  that  strategy  dicey, 

departure,  expected  early  next  year,       of  Nov.  13 — ^just  40  hours  before  the  After  six  furious  hours  of  phone 

the  accountants  will  face  unrelenting      sec  was  to  vote  on  the  new  rules —        calls,  the  deal  was  done.  Andersen, 
pressure  to  prove  their  indepen-  Levitt  and  his  negotiators  met  in  the      Deloitte,  and  the  aicpa  joined  Price- 

dence — or  get  out  of  consulting.  waterhouseCoopers  and  Ernst  & 

Many  at  the  SEC  beheve  the  new  UfllAT  I  FUITT  CUT  Young — which  had  both  backed 

rule  will  sharply  limit  the  non-  ft imi  LEVI  I  I  UUI  i\^q  ^^q  from  the  start — in  ac- 

bean-counting  work  that  the  Big  TIGHTER  RULES  FOR  AUDITORS  cepting  the  new  rules,  kpmg 

Five  can  do.  Audit  committee  '    ~     ~I      ~    77  withheld  its  support:  "Nobody's 

members  will  give  such  propos-         *  Audit  firms  may  only  do  IT  and  other  signing  until  we  see  all  the  lan- 

als  "a  long  and  hard  look,"  says  consulting  If  company  board  audit  com-  guage,"  says  Stephen  E.  Allis, 
a  top  official.  So  instead  of  hav-        mittees  justify  their  hiring  head  of  KPMG's  Washington  office. 

ing  the  inside  track  on  lucrative  ^  J'"^:i^Z^^^J^Z^^^Z^^T'"^^r^  The  deal  ends  one  of  the  nasti- 

14.-      •  u  .  •  Auditor  independence  will  be  judged  ,         ,  .       «  u*.   ii?   u,-„^„„ 

consultmg  lobs,  a  company  s  au-  ,        ,^,  "^  ...         ...  est  regulatory  fights  Washmgton 

ditors  will  now  face  an  extra  ^y  whether  a  reasonable  investor  would  ^as  seen  in  years.  It  won't  end 

hurdle.  see  conflicts^  ^  the  decades-old  battle  over  how 

Is  that  fair?  Yes.  Corporate  «  Auditors  can't  do  more  than  40%  of  a  ^°  ensure  that  auditors  remain 

boards  are  the  right  place  to  client's  internal  audit  work  unbiased  guardians  of  investors' 

balance  investors'  interests  in  - - - - -  interests.  But,  in  his  parting 


unbiased  financial  statements 
against  the  Big  Five's  need  to 
develop  their  businesses.  The  ac- 
countants get  what  they  say 
they  need  most:  They  can  con- 

•  Companies  must  disclose  what  they 
pay  auditors  for  audits,  consulting,  and 
tax  services 

DATA:  SECURITIES  &  EXCHANGE  COMMISSION,  BUSINESS  WEEK 

shot,  Levitt  has  won  much  of 
what  he  wanted  all  along. 

McNamee  covers  finance  from 
Washington. 
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DAIMLER'S 
DESIGNATED  DRIVER 

Can  Dieter  Zetsche  clean  up  the  mess  at  Chrysler? 


It  was  a  short,  bitter  stretch  at  the  top 
for  James  P.  Holden,  Chrysler  Group's 
chief  executive.  After  presiding  over  a 
disastrous  year  at  the  battered  carmak- 
er, the  49-year  old  sales  and  marketing 
veteran  v^^as  forced  out  on  Nov.  17  by  an 
impatient  boss,  DaimlerChrysler  CEO 
Jiirgen  E.  Schrempp.  Now  it's  up  to 
Dieter  Zetsche,  a  trusted  Schrempp 
deputy,  to  stem  the  flow  of  red  ink  at 
what  had  been  the  world's  most  prof- 
itable carmaker  just  two  years  ago. 

But  there's  more  at  stake  than  just 
saving  Chrysler  The  poor  performance 
from  Detroit  is  weighing  down  profits  at 
the  entire  company.  Now  Schrempp's 
credibility — and  maybe  even  his  job — is 
on  the  line.  "If  Chrysler  turns  out  to  be 
a  complete  disaster,  there  has  to  be  a 
price  to  pay,"  says  Deutsche  Banc  Alex. 
Brown  analyst  Rod  Lache.  "He's  defi- 
nitely under  pressure." 
BLINDSIDED.  So  far,  Schrempp  hasn't 
come  close  to  proving  the  merits  of  the 
1998  union  of  Daimler-Benz  and 
Chrysler.  Promised  synergies  haven't 
materialized.  Chrysler  lost  $512  million 
in  the  third  quarter,  thanks  to  its  heavy 
use  of  incentives.  That  sent  Daimler's 
own  operating  profit  down  a  sharp  79%, 
to  $477  million.  And  its  stock  has  slid  to 
$45  from  a  high  of  $108  in  early  1999. 

Nor  is  a  quick  fix  likely.  Zetsche 
takes  over  a  rapidly  deteriorating  unit 
whose    forecast    only    gets    gloomier. 


Chrysler  is  now  expected  to  lose  as 
much  as  $300  million  in  the  fourth  quar- 
ter. "Analysts  are  telling  us  now  that 
we'U  see  no  earnings  from  Chrysler  next 
year,"  says  Klaus  Martini,  chief  of  Eu- 
ropean equities  at  Germany's  biggest 
investment  fund,  DWS  Investment. 

A  growing  sense  that  Chrysler's 
problems  continued  to  deepen  finally 
cost  Holden  his  job.  Just  a  year  ago, 
Schrempp  was  high  on  the  affable  exec. 
But  as  Chrysler's  rev- 
enues flagged,  Holden 
blamed  a  tough  U.S. 
market  that  required 
heavy  incentives  and 
the  high  cost  of  factory 
changeovers  for  new 
models.  Sources  close 
to  Schrempp  say  he  felt 
Holden  was  hiding  bad 
news  and  that  Holden 
didn't  have  a  good  han- 
dle on  problems. 

The  last  straw  came 
in  late  October  when 
Schrempp  was  blindsidcd 
an  inventory  buildup 
Chrysler  to  idle  seven  factories,  at  a 
cost  of  of  some  $350  million.  That  came 
just  days  after  Holden's  assurances  that 
Chrysler  would  turn  a  fourth-quarter 
profit  of  $100  million. 

Can    Zetsche    get   things    back   on 
track?  The  47-year  old  exec  is  well-re- 
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by  news  that 
would    force 


DAS  BOOT 

CEO  Holden  (top) 
is  replaced  by 
Zetsche,  a 
Stuttgart  import 


spected  by  managers  at  both  Daimler 
and  Chrysler  for  his  solid  results.  He 
led  a  turnaround  at  Daimler's  U.  S 
based  FreightUner  truck  unit  in  the  ear- 
ly 1990s.  Later,  as  head  of  Daimler- 
Chrysler's  truck  business,  he  held  profits 
steady  despite  an  industry  glut.  More 
over,  he's  bringing  a  team  of  executives 
from  Germany,  including  new  Chief  Op 
erating  Officer  Wolfgang  H.  Bernard, 
an  engineer  who  worked  for  the  con 
sultants  McKinsey  &  Co. 

But  turning  Chrysler  around  will 
take  far  more  than  cost-cutting.  Zetsche 
will  have  to  bridge  the  cultural  divide 
and  mistrust  that  has  developed  be 
tween  Daimler  and  what  remains  of 
Chrysler's  American  management.  Fur 
thermore,  Zetsche  has  no  experience 
in  the  mass  automotive  market.  True, 
he  briefly  ran  worldwide  sales  and  mar- 
keting for  Daimler.  But  he  didn't  get 
much  experience  man- 
aging consumer  incen 
tives,  which  will  play 
an  increasingly  impor 
tant  role  in  the  slow- 
ing U.  S.  car  market 
And  Chrysler's  unions 
are  likely  to  be  wary 
While  Zetsche  was 
head  of  DaimlerChrys 
ler's  commercial  trucl^ 
unit,  FreightUner  en 
gaged  in  a  bitter  bat- 
tle to  keep  out  the 
United  Auto  Workers 
After  twii  years  of  failure,  however 
Zetsche  may  be  Schrempp's  last  hope 
for  making  the  Chrysler  merger  paj 
off.  With  a  direct  line  to  Stuttgart,  al 
least  headcjuarters  shouldn't  be  in  store 
for  any  more  surjjrises. 

Hy  Joaiin  MuUer  and  Jeff  Green  h, 
Detroit,  with  Jack  Ewing  and  Chris 
tine  Tierney  in  Frankfurt 
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Building  an  e-business  isn't  easy.  But  Dell  can 
moke  it  a  lot  easier. 

We've  tiad  the  experience  of  growing 
to  $15  billion  a  year  in 
e-commerce.  That's  why  we 
know  what  it  takeS:  infra- 
structure like  our  reliable, 
rack-mountable, 
scalable  Dell  PowerEdge'"  servers 
and  PowerApp"  appliances.  They  can 
grow  as  easily  as  your  e-business  grows. 

We  also  make  it  easier  with 
everything  from  custom  integration 
of  your  operating  system  options  online  to 
service  centers  that  let  you  test 
your  solution  before  you  buy.  Not 
to  mention  our  on-site  service  and 
pre-failure  alert  program. 

All  of  which  is  why  companies 
like  Monster.com  and  NdviSite 
are  powered  by  Dell  PowerEdge  servers 
with  Inter  Pentium''  III  Xeon'" 


PowerApp' 

Turnkey  web 

&  cache 

appliance  servers 


PowerEdge  6450 

Mission-critical 
e  business  server 


processors. 

Why  not  make  the  care 
and  feeding  of  your  e-business 
o  lot  easier? 


PowerEdge'  8450 

Back-end 
database  server 


800.50I.DELL  www.dell.com 


D^LLOCOM 


Pentium*/// 
xeon.'T 


Dell  offers  a  complete  line  of  Intel®  processor-based  systems.  Expand  your  e-business  with  robust  Dell 
PowerEdge  servers  based  on  the  Intel  Pentium  III  Xeon  Processor,  including  the  PowerEdge  8450  with 
up  to  eight  processors  and  expandable  to  32GB  RAM. 


Intel,  the  Intel  insiae  logo  and  Pentium  are  registered  trodemarks,  and  Pentium  III  Xeon  is  a  trademark  of  Intel  Corporation  Dell,  PowerEdge.  PowerApp  ond  the  Dell  logo  are  registered  trademarks  o(  Dell  Computer 
Corporotlon.  Dell  E  Com  is  0  trademark  of  Dell  Computer  Corporation,  These  devices  have  not  been  opproved  by  the  Federal  Communications  Commission  for  use  In  a  resldentldl  environment.  These  devices  ore 
not.  ond  may  not  be.  offered  for  sale  or  lease,  or  sold  or  leased  for  use  In  o  residential  environment  until  tne  approval  of  the  FCC  has  been  obtained.  O2000  Dell  Computer  Corporotlon,  All  Rights  Reserved, 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Michael  J.  Mandel 


YOU'VE  GOT  THE  NEW  ECONOMY  ALL  WRONG.  LOU 

Turnabout  is  fair  play. 
During  the  soaring 
years  of  the  Internet 
IPO  boom,  it  was  fashion- 
able among  the  digerati 
to  dismiss  large  compa- 
nies such  as  IBM  as  di- 
nosaurs, ill  suited  for  the 
Internet  Age.  So  in  the 
wake  of  the  dot-com  melt 
down,  it's  only  natural 
that  IBM  CEO  Louis  V. 
Gerstner  Jr.  would  in- 
dulge in  a  few  shots  of 
his  own.  "The  startups 
were  fireflies  before  the 
storm,"  he  told  attendees  at 
IBM's  analyst  meeting  on 
Nov.  8.  In  his  words,  the 
new  companies  are  now 
"dot-toast." 

Fair  enough.  But 
Gerstner  went  further, 
taking  to  task  the  whole 
notion  of  the  New  Econo 
my.  "Despite  the  hype  of  the 
media,  there  is  no  New  Economy," 
he  said.  "The  Internet  is  not  about 
the  creation  of  new  industries  and 
new  institutions."  The  real  story,  he 
says,  is  the  way  estabhshed  institu- 
tions and  companies  can  use  the  new 
technology  to  transform  themselves 
in  pursuit  of  competitive  advantage. 
Observed  Gerstner: 
"The  wars  haven't 
changed,  it's  just  that 
somebody  has  invented 
gunpowder." 
REBUILDING.  But  Gerst- 
ner misses  the  point 
about  the  New  Econo- 
my. For  one,  the  spread 
of  new  technology  to  ex- 
isting companies,  rather 
than  being  antithetical 
to  the  New  Economy  as 
Gerstner  seems  to  be- 
Heve,  is  central  to  it.  A 
key  characteristic  of  the  New  Econo- 
my, as  BUSINESS  WEEK  has  used  the 
term,  is  an  accelerated  rate  of  pro- 
ductivity growth — and  that  wouldn't 
be  possible  unless  companies  large 
and  small  across  the  country  were 
using  information  technology  to  cut 
costs,  increase  output,  and  generally 
rebuild  the  way  they  are  doing  busi- 


ness. So  in  fact,  IBM's  customers — 
many  of  them  the  established  compa- 
nies Gerstner  refers  to — epitomize 
the  New  Economy. 

And  Gerstner  glosses  over  another 
key  factor.  The  New  Economy  is  not 
just  about  technological  innovation — 
it's  about  financial  innovation  as  well. 


THINK  AGAIN 

Gerstner  fails 
to  credit 
New  Economy 
companies  with 
spurring 
growth  and 
financial 
innovation 


In  particular,  the  easy  availabihty  of 
venture  capital  and  IPO  financing — 
something  no  other  country  has — 
greatly  accelerated  the  speed  at 
which  new  technology  leapt  from  the 
drawing  board  into  the  marketplace. 
Indeed,  the  Internet  revolution 
would  have  proceeded  far  more  slow- 
ly if  it  had  been  led  by  IBM  and  AT&T 


rather  than  Amazon,  Cisco,  and 
Netscape,  all  venture-funded. 

Certainly,  too  many  outrageous 
claims  were  made  by  dot-com  propo- 
nents. And  there's  no  doubt  that  the 
New  Economy  can  still  have  reces- 
sions, just  as  the  Old  Economy  did. 

But  just  as  the  widespread  use  of 
gunpowder  weapons  in  the  15th  cen- 
tury fundamentally  altered  the  na- 
ture of  warfare  and  the  balance  of 
power,  the  combination  of  financial 
and  technological  innovation  has  dra- 
matically altered  the  competitive 
landscape.  The  past  decade  has 
brought  an  astonishing  number  of 
new  players  on  the  scene.  And  Gerst- 
ner fails  to  note  that  one  reason 
large  companies  jumped  so  quickly 
into  e-business  is  that  they  were 
scared  of  losing  business  to  nimbler 
competitors. 

There  is  no  doubt  that  Gerstner  is 
right  in  one  sense:  IBM  and  its  large 
customers,  rather  than  becoming  ex- 
tinct, are  crucial  to  future  economic 
growth.  But  that's  no  reason  to 
rewrite  history.  The  New  Economy 
is  reality,  not  hype. 

Mandel  is  economics  editor  at 

liUSINKSS  WEEK. 
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^  Celanese 


excellent 


performance 

Our  benchmark:  improved  customer  value  through  greater  innovation. 
We  already  offer  innovative,  custom-made  solutions  that  provide  competitive  advantages  for  our  customers. 
Going  forward,  we  will  also  extend  our  ability  to  provide  greater  added  value  and  strengthen  our  partnerships  with 
customers.  Further  we  are  implementing  eBusiness  in  all  company  processes  to  create 

new  market  opportunities  for  our  strategic  market  segments. 
Our  goal:  a  continuous  increase  of  shareholder  value. 

Celanese  AG.  A  global  leader  in  the  chemical  industry,  www.celanese.com 
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In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


VERIZON  SEES 
BLUE  SKY  AHEAD 

DOES  VKRIZON  WIRELESS  CEO 

Dennis  Strigl  know  some- 
thing about  the  stock  market 
that  others  don't?  On  Nov. 
15,  Strigl  agreed  to  acquire 
Price  Communications  Wire- 
less, a  Southeastern  mobile- 
phone  operator,  for  slightly 
more  than  $2  billion.  But 
Strigl  made  the  deal  contin- 
gent on  Verizon  Wireless' 
ability  to  complete  its  initial 
public  offering,  which  he  de- 
layed in  October.  Strigl  is 
betting  that  the  stock  mar- 
ket— or  shares  of  mobile- 
phone  companies — will  recov- 
er enough  over  the  next  year 
that  he  can  take  his  company 
public.  Verizon  Wireless  is  ex- 
pected to  raise  $10  billion  to 
$15  billion  in  the  largest  IPO 


CLOSING    BELL 


MORNING  AFTER 

The  lending  boom  of  the 
'90s  is  leaving  banks  with 
hangovers.  Bank  of  America 
said  on  Nov.  14  that 
charge-offs  from  troubled 
loans  in  the  current  quarter 
could  be  more  than  twice 
the  $435  million  recorded  in 
the  third  quarter.  BofA  cited 
the  slowing  economy, 
tighter  regulation,  and  a 
loan  to  a  large  unnamed 
customer  that  soured.  Its 
shares  tumbled  roughly  $4, 
to  around  $42  the  following 
day — well  below  last 
November's  $67.50  high. 


Bank  of  America 


NOV.  1,  '00  NOV.  15 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


in  U.  S.  history.  If  it  doesn't 
happen  by  Sept.  30,  2001, 
Strigl's  deal  for  Price  is  off. 

MP3.G0M  SIGNS 
A  PEACE  TREATY 

NAPSTER'S  NOT  THE  ONLY 
digital  music  renegade  to  em- 
brace a  legal  business  model. 
On  Nov.  14,  onhne  music  site 
MP3.com  settled  its  final  copy- 
right suit  with  Seagram's 
Universal  Music  Group  for 
$53.4  minion.  The  settlement 
gives  Universal  an  undis- 
closed number  of  MP3.com 
shares.  CEO  Michael  Robert- 
son says  the  total  vidll  not  ex- 
ceed 20%.  The  San  Diego 
company  settled  four  similar 
suits  with  record  labels  earli- 
er this  year.  So  far,  it  has 
spent  less  than  $117  milHon 
on  legal  fees — the  amount  set 
aside  for  copyright  disputes. 
An  unfavorable  ruling  could 
have  cost  an  additional  $118 
million.  Rather  than  take  the 
risk,  MP3.com  chose  to  make 
peace.  Now,  it  will  legally 
house  the  Big  Five's  music 
catalogs,  giving  users  access 
to  more  than  700,000  digital 
songs. 

LIGHTENING 
THELOADATCMGI 

THINGS  SEEM  TO  BE  GOING 
from  bad  to  worse  at  ailing 
Net  incubator  cmgi.  In  efforts 
to  damp  a  $190  million-a- 
quarter  burn  rate,  cmgi  has 
been  shuttering  operations. 
On  Nov.  13,  it  pulled  the  plug 
on  entertainment  portal 
iCast  and  the  ad-based  free 
Internet  service  provider 
lstUp.com.  cmgi  Chairman 
David  Wetherell,  once  hailed 
as  a  Web  ad  visionary,  is  to- 
day "saddled  by  major  expo- 
sure to  Internet  advertising," 
said  Steven  Frankel,  an  ana- 
lyst with  Adams,  Harkness 
&  Hill  in  Boston.  Frankel  is 
not  optimistic  about  the  Web 
ad  holiday  season,  suggesting 
CM(;i's  road  to  profitability 
could  be  a  long  one. 


HEADLINER:   WALTER   ISAACSON 


r/M£  PASSAGE 


For  weeks,  rumors  swirled 
that  Time  magazine  Man- 
aging Editor  Walter  Isaac- 
son would  be  moving  on 
after  four  years  on 
the  job,  but  not 
before  he  over- 
saw the  closing 
of  the  crucial 
Election  Day 
issue.  Sure 
enough, though 
the  election  is  un 
resolved,  Isaacson's 
fate  is  not.  On  Nov.  14,  the 
New  Orleans  native  was 
promoted  to  editorial  di- 
rector of  Time  Inc.,  Time 
Warner's  publishing  unit, 
with  a  bevy  of  40  maga- 
zines. Isaacson,  48,  will  be 
replaced  by  Deputy  Man- 
aging Editor  Jim  Kelly, 
with  whom  he  started  at 
Time  in  1978. 


Isaacson's  new  role 
gives  him  more  clout  to 
shape  strategies  for  the 
pending  Old  Media/New 
Media  marriage  of 
Time  Warner  and 
America  Online. 
His  main  focus 
will  be  finding 
ways  the  maga- 
zines can  work 
vdth  AOL  and 
CNN,  another  Time 
Warner  unit.  "I  bring 
enthusiasm,  if  not  wis- 
dom," says  Isaacson,  who 
was  Time  Inc.'s  New  Media 
editor  before  joining  Tim,e. 
And  for  those  old  ink- 
stained  wretches  at  the 
magazines  who  are  nervous 
about  their  new  Net  part- 
ner, Isaacson  seems  to  be 
the  perfect  liaison. 

By  Tom,  Lowry 


FEDEX  HITCHES  UP 
A  NEW  TRUCKER 

FEDEX         CONTINUED         ITS 

ground  assault  against  rival 
United  Parcel  Service  with 
its  Nov.  14  deal  to  purchase 
trucking  company  American 
Freightways  for  $950  million 
in  stock  and  cash.  FedEx  will 
also  assume  $250  million  in 
debt.  Even  with  Harrison 
(Ark.)-based  American  Freigh1> 
ways,  FedEx'  ground-deliv- 
ery service  will  lag  behind 
that  of  UPS.  Still,  ups  doesn't 
have  a  regional  trucking  com- 
pany that  cuts  costs  and  time 
the  way  that  American 
Freightway  does  by  combin- 
ing the  freight  of  several 
companies  on  one  trailer. 

WILL  ICG  HAVE  TO 
PULL  THE  PLUG? 


I('<;  COMMUNICATIONS,  A  ONCE- 
high-flying  provider  of  tele- 
phone service  and  Internet 
access,   has  declared   bank- 


ruptcy. The  Chapter  11  filing 
comes  months  after  the  Den 
ver  company  raised  $750  mil 
lion  from  such  high-profQe  in- 
vestors as  John  Malone's 
Liberty  Media  Group  and  in- 
vestment firm  Hicks,  Muse, 
Tate  &  Furst.  "We  believe 
we'll  be  able  to  reposition  ICG 
to  be  a  profitable  and  com- 
petitive company,"  said  the 
new  CEO,  Randall  Curran.  It 
is  unlikely,  however,  that  icg's 
legal  woes  will  be  limited  to 
bankruptcy  court.  More  than 
a  dozen  lawsuits  accuse  icg's 
former  management  of  mis- 
leading investors. 


ETCETERA.  ■■ 

■  Promotional  spending  dr()\'( 
Campbell  Soup's  profits  dow  r 
13%  in  the  fiscal  first  quarter 

■  Online  gardening  tools  sup- 
plier Garden.com  joined  th( 
dot-com  dust  heap. 

■  The  Chicago  Mercantile  Ex- 
change became  a  for-profit 
shai-eholdeiHJWned  coiporation, 
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msdw.  net/NewGame 

For  companies  and  investors  alike,  the 
market's  a  different  animal. 

In  a  market  that  keeps  changing  its  stripes,  there  are  three 
simple  truths  to  keep  in  mind. 

Seek  real  growth.  Find  genuine  value.  Avoid  empty  promises. 

So,  whether  you're  a  company  looking  for  the  right  investors 
—  or  vice  versa  —  know  this. 

We've  helped  an  extraordinary  list  of  new  companies  to  get 
the  best  start.  And  traditional  companies  to  gain  even  more  value 
for  the  long  run. 

We've  also  matched  the  right  investors  with  the  right  companies. 

Something  solid  to  think  about. 

Network  the  world 


Morgan  Stanley  Dean  Witter 

Institutional  Securities  &  Investment  Banking 
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It's  one  of  the  last  unconquered 
frontiers  on  earth.  Located  in  Saudi 
Arabia's  Empty  Quarter,  340 
kilometers  (200  miles)  from  the  nearest 
anything,  Shaybah  is  a  land  of 
towering  sand  dunes  and  immense  salt 
flats,  with  temperatures  which  exceed 
50°C(120"F)  in  the  summer.  But  it's 
also  home  to  an  oil  field  containing 
billions  of  barrels  of  light  crude — 
energy  the  world  needs  now  and  in 
decades  to  come. 


barrels  of  oil — ^roughly  equivalent  to 
the  reserves  of  the  North  Sea — and 
some  25  trillion  cubic  feet  of  natural 
gas.  The  500,000  barrels  of  oil  we 
produce  in  Shaybah  each  day  is 
equivalent  to  the  daily  total  energy 
needs  of  over  10  million  households. 

But  Shaybah  is  just  part  of  Saudi 
Aramco's  story.  We  manage  a  quarter 
of  the  world's  total  oil  reserves,  and 


Saudi  Aramco's 
supply  of  crude 


Saudi  Aramco  took  up 
the  challenge  of 
harnessing  that  energy. 
In  the  course  of  the 
project,  we  built  a  386- 
kilometer  (240-mile) 
access  road,  laid  a  645- 
km  (400-mi)  pipeline,  and 
constructed  extensive 
production,  communica- 
tion, maintenance, 
support  and  residential 
facilities.  And  we  did  it 
in  record  time.  One  problem  we  faced 
was  finding  sand — you  see,  the  fine 
grains  of  the  local  sand  in  Shaybah 
make  it  unsuitable  for  use  in  building 
materials.  As  a  result,  we  trucked  in  all 
of  the  sand  needed  for  the  concrete  that 
was  poured.  Now,  what  was  once 
barren  desert  is  a  sprawling  mini-city 
and  a  state-of-the-art  industrial 
complex. 

The  end  result  is  abundant  energy. 
Shaybah  holds  more  than  14  billion 


Shaybah  Field  adds  500,000  barrels  to  the  world's  daily 
oil  and  helps  ensure  a  stable  supply  of  energy. 

maintain  a  10  million  barrel-per-day 
production  capacity,  far  exceeding  any 
other  company  in  the  world.  That  oil, 
along  with  our  integrated  petroleum 
production,  processing,  storage  and 
shipping  network,  helps  to  ensure  a 
stable  supply  of  affordable  energy  now, 
and  well  into  the  future. 


ojogmjuJIgSDljl 
Saudi  Aramco 


)  2000,  Saudi  Arabian  Oil  Company 


Energy  to  the  world. 


The  Corporation 


STRATEGIES 


CAN  HOME  DEPOT 

GET  ITS  HOUSE  IN  ORDER? 

As  home  remodeling  slows,  investors  fret  the  hardware  giant  will  hit  the  wall 

w 


fhen  Bernard  Marcus  co-founded 
Home  Depot  in  the  late  1970s, 
he  was  so  obsessed  with  creating 
an  authentic  warehouse  feel  that  on  the 
morning  his  first  store  opened,  he  raced 
through  the  aisles  on  a  forklift — slam- 
ming the  brakes  at  every  turn — to  make 
sure  the  floor  had  visible  skid  marks. 

Since  then.  Home  Depot  Inc.  has 
gone  on  to  dominate  the  home  im- 
provement business,  with  sales  last  year 
of  $38.4  billion.  But  now — after  years 
of  30%  to  40%  annual  earnings  gains — 
Marcus  and  co-founder  Arthur  M.  Blank 
are  dealing  with  a  different  kind  of  skid. 
After  stunning  Wall  Street  last  month 
with  its  first  profit  warning  in  five  years. 
Home  Depot  on  Nov.  14  registered  a 
disappointing  13%  increase  in  fiscal 
third-quarter  earnings — barely  half  the 
25%  growth  that  analysts  were  earlier 
banking  on.  With  the  fourth  quarter 
looking  just  as  dicey,  Deutsche  Bank 
Alex.  Brown  analyst  Dan  R.  Wewer  ex- 
pects net  income  to  grow  just  17%,  to 
$2.7  bilHon  this  year,  on  sales  of  $46.3 
billion.  Next  year,  when  the  company 
expects  same-store  sales  growth  to  slide 
to  4%,  down  from  10%  last  year,  doesn't 
look  much  better.  Investors,  fearing  that 
Depot  has  hit  the  wall,  have  slashed 
the  stock  to  around  40,  or  42%  below 
the  peak  of  last  March. 

What's  behind  the  woes  at  the  At- 
lanta-based hardware  store  giant?  The 
company  maintains  that  the  current 
slowdown  reflects  the  industrywide  col- 
lapse in  prices  for  lumber  and  % 
other  building  materials  as  well 
as  tough  comparisons  to  1999, 
when  sales  were  aided  by  Y2K 
stockpiling.  Blank,  who  succeed- 
ed Marcus  as  ceo  three  years 
ago,  assured  analysts  in  October 
that  "we  remain  committed  to 
our  goal  of  23%  to  25%  eamings- 
per-share  growth  for  fiscal  2001." 
BASIC  INSTINCT.  How?  For  one. 
Blank  plans  to  squeeze  out 
weaker  competitors — ^just  as  he 
did  with  Hechingers  and 
Builders  Square  in  the  1990s. 


RETOOLING:  Home  Depot  is  unveiling  new  offerings,  from  rentals  to  appliances 


Betting  that  lumber  yards,  supply  hous- 
es, and  other  rivals  are  cutting  costs 
and  perhaps  service  to  weather  the  col- 
lapse in  prices.  Blank  intends  to  go  full 
bore  with  a  spate  of  initiatives.  "When- 
ever there's  been  this  kind  of  slow- 
down, we've  turned  back  to  our  basic 
kind  of  nature,  which  is  to  be  piranhas," 
Blank  told  investors  on  Nov.  14.  "We'll 
be  very  aggressive  in  the  marketplace 


AS  HOME  DEPOT'S 
GROWTH  SLOWS... 


...ITS  STOCK  HAS 
BEEN  HAMMERED 


to  gain  as  much  share  as  we  can." 
But  some  industry  experts  believe 
Home  Depot's  third-quarter  woes  re- 
flect a  more  fundamental  problem:  a 
slowing  economy  and  a  decline  in  home 
sales  and  home  remodeling,  the  compa- 
ny's lifeblood.  After  four  record  years, 
sales  of  existing  homes  are  expected  to 
fall  by  3.1%  this  year  and  another  0.5% 
in  2001,  according  to  the  National  As- 
sociation of  Realtors.  New  home 
sales  and  remodeling  are  heading 
the  same  direction.  "As  remodel- 
ing slows,  [Home  Depot  is]  go- 
ing to  see  some  slowing  growth 
of  sales  unless  they  pick  up  mar- 
ket share  from  other  retailers," 
says  Kermit  Baker,  an  economist 
with  Harvard  University's  Joint 
Center  for  Housing  Studies. 

Home  Depot's  profit  warning 
has  also  caused  some  analysts  to 
question  how  much  more  mileage 
the  company  can  get  from  its  or- 
ange warehouse  stores — which 
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ecognize  this  city?  It's  in  Asia.  Here's  another  hint:  A  lot  of  global  companies  do  business  here.  If  you're  feeling  left 
ut,  try  getting  connected  with  NTT  Communications.  As  Japan's  leading  telecommunications  company,  NTT 
ommunications  can  provide  your  business  with  everything  it  needs  to  stay  ahead  of  the  competition,  including  our  one- 
top  network  solutions  service:  /vrcstar.  Currently  serving  25  major  cities  around  the  world  and  available  in  53 
ountries,  Arcstar  can  develop  the  network  solution  that's  right  for  you.  And  with  special  focus  on  IP  (Internet  Protocol), 
rcstar  offers  top-quality,  high-speed  and  secure  access  to  the  Internet.  So  when  it  comes  to  connecting  to  Tokyo,  or 
nywhere    else    in    the    world,    connect    with    NTT    Communications.    Your    trusted     partner    in    Network    Solutions. 


A  \.  :-.;:^.^liS 


Global  Connections  From  East  to  West. 
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ITT  Communications  Group  In  the  Americas:  NTT  America  New  York  Head  Office  +1-212-661-0810  /  Washington  DC.  Office  +1-202-312-1444  /  Virginia  Office  +1- 
03-288-3103  /  New  England  Office  +1-978-392-4764  /  Chicago  Office  +1-773-693-0080  /  Mountain  View  Office  +1-650-940-1414  /  Seattle  Office  +1-206-762-5362  / 
OS  Angeles  Office  +1-310-516-2111  /  NTT  do  Brasil  Telecomunicacoes  Ltda.,  Sao  Paulo  Head  Office  +55-11-253-0108  /  Rio  de  Janeiro  Office  +55-21-553-7297 
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tamons  Hot  $aUa? 

In  Pueblo,  the  free  information 
is  also  hot.  You  can  get  it  by 
dipping  into  the  Consunner 
Infornnation  Center  web  site, 
www.pueblo.gsa.gov.  Or  calling 
toll-free  1  -888-8  PUEBLO 
(1-888-878-3256)  to  order 
the  Catalog.  Spice  up  your  life 
with  ready-to-use  government 
information  on  topics  like 
investing  for  retirement,  getting 
federal  benefits,  raising  healthy 
children  and  buying  surplus 
government  property.  Sorry, 
salsa  not  available  through  our 
web  site  or  Catalog. 
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are  already  facing  heightened  competi- 
tion from  rival  Lowe's  Companies  Inc. 
Marcus  and  Blank  declined  requests  for 
interviews,  but  investor  relations  head 
Robert  M.  Burton  insists  that  the  chain 
can  boost  the  number  of  stores  from 
1,060  to  2,300  in  the  next  four  years, 
thanks  to  expansion  in  the  U.  S.,  Cana- 
da, Puerto  Rico,  Chile,  and  Argentina. 
Some  analysts,  though,  believe  satura- 
tion in  the  U.  S.  will  be  an  issue  in  com- 
ing years.  "As  Home  Depot  saturates  its 
geographical  expansion  with  the  orange 
stores,  it  wall  need  to  seek  alternative 
investment  opportunities,"  says  Wa- 
chovia Securities  Inc.  analyst  David  A. 
Buchsbaum. 

That  could  be  a  problem.  Home  De- 
pot's efforts  to  develop  other  concepts 
have  moved  slowly.  It  took  eight  years 
to  ramp  up  its  Expo  Design  Centers, 
home-design  and  decor  stores  launched 
in  the  early  1990s.  Depot  has  repeat- 
edly rejiggered  the  concept.  Executives 
believe  they've  got  the  format  right 
now:  The  21  Expo  stores,  which  con- 


erate  growth  and  wring  new  efficien- 
cies out  of  its  core  warehouse  stores 
with  new  services  such  as  tool  rentals. 
In  January,  the  company  added  big-tick- 
et appliances  like  refrigerators  and 
ovens.  While  the  company  says  initial 
sales  are  encouraging,  the  margins  in 
the  appliance  business  are  razor-thin 
and  Depot  faces  formidable  competition 
from  the  likes  of  Sears,  Roebuck  &  Co., 
which  controls  38%  of  the  market.  Sears 
won't  surrender  share  vdthout  a  fight. 
"This  is  a  very  key  business  for  Sears, 
and  we  plan  to  continue  to  grow  it," 
says  Tina  Settecase,  Sears'  general  man- 
ager for  appliances. 

At  the  same  time,  the  company  is" 
redoubling  its  efforts  to  woo  profes- 
sional contractors,  which  now  account 
for  almost  30%  of  sales.  Contractors  in- 
terviewed by  BUSINESS  WEEK  said  they 
use  Home  Depot  because  of  its  many  lo- 
cations and  one-stop  shopping,  but  that 
the  retailer  still  doesn't  provide  the  se- 
lection— or  service — found  at  electrical 
supply  houses  or  lumber  yards.  "They 


We've  turned  back  to  our 
basic  kind  of  nature,  which  is  to 
be  piranhas.  We'll  be  very 
aggressive  in  the  marketplace^!^ 

-   ARTHUR  M.  BLANK,  Home  Depot 


sist  mostly  of  sample  rooms  showcas- 
ing products,  are  averaging  $45  million 
in  annual  sales,  the  same  as  the  average 
Home  Depot  unit,  and  with  the  same 
returns.  Still,  Depot  expects  to  open 
only  179  more  Expos  over  the  next  five 
years — well  below  the  pace  of  the  ware- 
house stores. 

GETTING  IT  RIGHT.  Then  there's  Villager's 
Hardware,  a  small-format  hardware 
store  Home  Depot  is  testing  in  four 
New  Jersey  locations.  Burton  says  the 
units,  which  carry  basic  hardware  as 
well  as  plants,  paint,  and  coffeemakers, 
are  "a  way  for  us  to  go  after  densely 
populated  areas  where  it's  difficult  [to 
find]  real  estate."  But  ing  Barings  ana- 
lyst Maureen  M.  McGrath  is  skeptical. 
"I'm  just  not  convinced  the  Villager's 
Hardware  is  the  right  format."  With  its 
heavy  emphasis  on  kitchen  wares.  Vil- 
lager's may  disappoint  shoppers  looking 
for  nuts,  bolts,  and  power  tools.  "It's  re- 
ally for  women,"  grumbles  Detlef  Scholz, 
a  corporate  pilot  who  was  recently  shop- 
ping at  the  Saddle  Brook  (N.J.)  loca- 
tion. "I  wish  it  had  more  specialty  tools." 
And  Home  Depot  believes  it  can  gen- 


don't  have  people  on  staff  with  the  ex- 
pertise or  ability  to  expedite  a  lumber 
order  on  time,"  says  Adam  Helfman, 
president  of  Fairway  Construction  Co.,  a 
$15  million  remodeUng  business  in 
Southfield,  Mich.  "There  are  too  many 
gaps."  To  fix  that,  the  company  has 
rolled  out  "pro  initiatives"  in  160  stores, 
with  plans  to  expand  the  service  to  an- 
other 40  by  early  next  year.  The  pro- 
gram includes  an  additional  12  to  15 
specially  trained  salespeople,  as  well  as 
same-day  dehvery  in  some  instances. 
Depot  says  stores  that  have  added  the 
new  services  have  seen  initial  sales 
gains  of  5%  or  better. 

Will  all  this  be  enough  to  reignite 
Home  Depot?  Company  officials  note 
that  after  a  similar  swoon  in  1995,  the 
company  rebounded  nicely,  with  profits 
rising  more  than  40%  in  1999.  But  the 
hardware  chain  is  a  lot  more  ubiquitous 
now.  With  the  housing  boom  showing 
signs  that  it's  played  out.  Depot  may 
find  it  needs  a  whole  new  set  of  tools  to 
get  its  growth  back  on  track. 

By  Aixa  M.  Pascual  in  Atlanta,  with 
Robert  Bemer  in  Chicago 
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NEW  MATERIALS 


irsA 


NANO  WORLD 


Manipulating 
molecules  can 
create  tomorrow's 
miracle  materials 

By  Otis  Port 


M 


I  aterials  technology  is  the  real 
wealth  of  nations.  It  has  been 
the  hallmark  of  civilizations 
stretching  back  8,000  years  to 
the  Bronze  Age.  Today's  In- 
formation Age  is  no  different.  Without 
silicon  that  is  99.99999%  pure,  there 
wouldn't  be  computer  chips,  cell  phones, 
or  fiber-optic  networks.  In  recent 
decades,  inorganic  chemists  have  con- 
cocted an  impressive  array  of  metals, 
alloys,  and  ceramics — sending  skyscrap- 
ers ever  higher,  making  cars  lighter  and 
more  fuel-efficient,  and  launching  air 
travel  for  the  masses. 

Organic  chemistry,  meanwhile,  con- 
tributes its  own  share  of  modem  con- 
veniences. It  produces  the  plastic  pack- 
ages that  keep  foods  fresh,  the  housings 
that  protect  TVs  and  appliances,  and 
synthetic  fleeces  that  ward  off  the  cold. 
Organic  chemists  created  the  fertilizers 
that  help  feed  the  world — and  the  ever- 
growing medley  of  wonder  drugs  that 
keep  people  healthy. 
BOUTIQUE.  Now,  materials  scientists  are 
determined  to  transform  the  world  yet 
again.  Not  content  with  the  raw  mate- 
rials that  can  be  extracted  from  the 
earth,  researchers  are  mining  their 
imaginations  for  totally  new  structures. 
They're  doing  it  by  tearing  down  the 
walls  between  organic  and  inorganic 
chemistry,  something  that  not  long  ago 
would  have  been  dismissed  as  pseudo- 
science.  Tomorrow's  inorganic-organic 
combos  will  be  tailored  from  the  bottom 


up — patched  together  from  individual 
atoms  or  molecules — to  provide  the  pre- 
cise properties  needed  for  each  specific 
application.  Arden  L.  Bement  Jr.,  an 
engineer  at  Purdue  University,  calls  it 
the  dawn  of  "the  boutique  materials 
age."  And  it  promises  to  turn  Mother 
Nature  green  with  envy. 

The  possibilities  are  almost  endless: 
Polymer-based  paints  and  coatings  that 
contain  tiny  ceramic  particles  to  defy 
scratching  and  corrosion.  Improved  cat- 
alysts that  spawn  new  pharmaceuticals 
and  plastics.  Iron-polymer  batteries  that 
generate  twice  as  much  power.  We  could 
also  see  resilient  metal-composite  car- 
body  panels  that  pop  back  into  shape  af- 
ter minor  fender-benders.  Tough  yet 
lightweight  composites  that  boost  jet- 
engine  performance — including  turbo- 
fans  that  self-repair  tiny  stress  cracks. 
And  there'll  be  all  manner  of  materials 
with  internal  smarts  that  emulate  bio- 
logical systems,  enabling  them  to  adapt 
to  changing  conditions,  compensate  for 
wear,  and  warn  of  impending  trouble. 

Biological  metaphors  are  a  frequent 
theme  among  nano  researchers,  partly 
because  they  work  with  things  mea- 
sured in  nanometers.  This  is  the  scale  at 
which  molecules  mingle  to  create  DNA 
and  proteins,  the  building  blocks  of  life. 
A  nanometer  is  a  billionth  of  a  meter 
Individual  atoms  are  a  few  nanometers 
in  diameter. 

Indeed,  a  chief  goal  of  organic-inor- 
ganic weddings  is  to  breathe  a  spark 
of  life  into  tomorrow's  materials  proge- 
ny. That's  not  just  a  dream.  With  nano 
engineering,  "almost  anything  you  can 
think  of  will  be  possible,"  declares  W. 
Lance  Haworth,  executive  officer  for 
materials  research  at  the  National  Sci- 
ence Foundation  (NSF).  The  idea,  says 
John  H.  Weaver,  head  of  materials  sci- 
ence at  the  University  of  Illinois,  is  to 
harness  the  molecular  mechanisms  that 
Nature  has  evolved  for  the  production 
of  new  materials. 

The  appeal  of  bio-inspired  materials  is 
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With  the  nanoManipulator 
system  at  the  University  of 
North  Carolina,  experiments 
in  nano  land  are  almost  i 

child's  play.  Holding  a  penciM 
like  device,  researchers  can   J 
nudge  molecules,  like  the       ' 
carbon  nanotubes  projected     i 
onto  the  table,  into  different  | 
arrangements.  A  computer 
tracks  every  motion,  reduces 
it  a  millionfold,  and  steers 
the  tip  of  an  atomic-force  mi-  ^ 
croscope,  or  AFM. 
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\   <  AFM  tips  are  so  pointy  they  can  trace 
A  the  outlines  of  individual  atoms.  The 
I  whisker  on  the  tip  at  left  is  a  carbon  nan- 
/  otube  that  improves  the  resolution  of  im- 
/  ages.  For  physically  manipulating  molecules, 
y^  clean-shaven  tips  are  used. 

I  Here,  an  AFM  tip  touches  and  bends  a  carbon  nano-    /^ 
le.  Because  it  would  be  incredibly  tedious  to  create     / 
ctronic  circuits  by  nudging  millions  of  nanotubes         / 
io  place,  researchers  are  working  on  techniques  that     1  ' 
il  cause  nanotubes  to  self-assemble  into  desired  '  \ 

"apes  and  patterns.  \ — 

I 

.    -4  As  an  alternative,  conductive  polymers  can 

k   be  coaxed  into  specific  patterns.  The  Z-shaped 
-^  -♦?   ^  ,♦?    A  structure  here  is  formed  by  a  conductive 
'^■^"  ^\^*'  .       polymer  with  a  tongue-twisting  name: 
!•-    ^-    •-    ^-    •/  naphthalene-tetracarboxylic-dianhydride. 
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easy  to  understand:  The  human 
body  is  a  marvelously  efficient 
factory.  Most  cells  in  the  body 
contain  the  entire  genetic 
code — 4  bilKon  "base  pairs"  of 
data  that  contain  the  recipes 
for  making  every  one  of  the 
body's  10  trillion  cells.  But  each 
cell  actually  needs  just  a  tiny 
chunk  of  the  genetic  code  to 
reproduce  itself,  and  it  man- 
ages to  track  down  only  that 
data.  Since  all  10  trillion  cells 
replace  themselves  every  few 
years,  the  body  cranks  out  new 
DNA  at  the  amazing  rate  of 
10,000  miles  an  hour,  day  in  and 
day  out.  But  before  nanotech- 
nology  can  give  birth  to  "Hv- 
ing"  materials,  many  funda- 
mental issues  must  be  resolved. 
Biological  systems,  Haworth 
notes,  "know  when  to  switch 
various  functions  on  and  off. 
How  do  you  mimic  those 
processes  in  synthetic  materi- 
als? How  do  you  get  organic 
and  inorganic  materials  to  grow 
cooperatively  together?" 
EXOTIC  TOOLS.  To  find  the  an- 
swers, materials  wizards  are 
using  exotic  tools  such  as  scan- 
ning-probe microscopes  with  su- 
persharp  tips.  These  not  only 
trace  the  outlines  of  individual 
atoms  but  also  move  them 
around  to  explore  how  nano- 
size  elements  fit  together.  For  example, 
the  nanoManipulator  at  the  University 
of  North  Carolina  makes  dabbling  in 
chemistry  so  easy  that  biologists  and 
physicists  regularly  use  it  to  play  with 
atoms  and  molecules  as  if  they  were 
Tinkertoys.  "What  we're  having  the 
most  fun  vdth  now,"  says  Sean  Wash- 
burn, a  North  Carolina  physicist,  "are 
cigar-shaped  nanotube  molecules." 
These  are  elongated  versions  of 
the  carbon  buckyballs  discov- 
ered in  198.5  by  Richard  E. 
Smalley,  a  professor  of  physics 
and  chemistry  at  Rice  Uni- 
versity. The  discovery  earned 
Smalley  a  Nobel  Prize  in  1996. 
Nanotubes  are  truly  wonder 
molecules.  First  created  in  1991 
by  Sumio  lijima,  a  scientist  at  nrc 
Corp.,  nanotubes  are  at  least  100 
times  stronger  than  steel,  but  only  one- 
sixth  as  heavy — so  nanotube  fibei-s  could 
bolster  just  about  any  material.  More- 
over, nanotubes  can  conduct  heat  and 
electricity  far  better  than  copper,  so  re- 
inforcing strands  could  do  double  duty 
as  computer  circuits,  creating  the  ner- 
vous system  for  "smart"  materials.  Or 
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they  could  serve  as  heat  pipes  to  keep 
composite-plastics  parts  cool  enough  to 
be  used  in  engines. 

These  new  molecules  extend  the  per- 
formance of  organic  materials  to  un- 
precedented levels.  But  inorganic  sub- 
stances still  offer  many  advantages.  And 
nanotechnology  provides  the  means  to 
fashion  inorganic-organic  hybrids.  "Now 
you  can  develop  materials  that  you 
couldn't  even  imagine  before,  because 
the  mix  of  properties  just  wasn't  avail- 
able," says  Ralph  E.  Taylor-Smith,  a 
chemical  engineer  at  Lucent  Technolo- 
gies Inc.'s  Bell  Laboratories.  Inorganic 
materials  tend  to  be  hard  but  brittle — 
glass  being  a  prime  example.  Organic 
materials,  on  the  other  hand,  are  typi- 
cally soft  and  rubbery.  Merge  the  two 
sets  of  properties,  says  Taylor-Smith, 
and  you  could  get  a  substance  that's 
very  strong  and  hard,  yet  with  enough 
"give"  to  impart  good  impact  resistance. 
One  example:  a  big  flat-panel  display 
for  handheld  computers  that  folds  up. 
SCATTERSHOT.  Inorganic-organic  hybrids 
are  hardly  new,  of  course.  Fiberglass-re- 
inforced plastics  have  been  around  for 
decades.  But  these  are  essentially  phys- 
ical mixtures.  They  often  suffer  from 
weak  chemical  bonds  between  the  rein- 
forcements and  the  bulk  material.  Be- 
yond a  certain  stress  level,  the  two  ma- 
terials can  delaminate,  which  often  leads 
to  structural  failure.  Nano  engineering 
promises  to  cure  that  by  tailoring  the 
surfaces  of  components  so  they  have 
chemical  hooks  specifically  designed  to 
glom  onto  each  other. 

It's  basically  an  issue  of  size.  Silicon's 
carefully  crafted  semiconducting  prop- 
erties are  produced  after  the  fact,  by 
shooting  boron  or  other  atoms  into  the 
finished  bulk  material.  Tomorrow,  this 
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THE  ULTIMATE  LIBRARY  T''"'  TT"  °V"'" 

mation  could  be  saved  on  a 
postage  stamp  if  digital  bits  were  stored  as  individual  atoms.  In  NASA's 
visionary  scheme,  a  nanotube  is  used  as  the  read/write  head,  and  zeros 
and  ones  are  represented  with  hydrogen  and  fluorine  atoms,  respective- 
ly. A  stamp  might  hold  the  entire  Library  of  Congress  and  then  some. 
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scattershot  approach  won't  be  good 
enough.  Organic  molecules  will  have  to 
be  placed  at  specific  locations  with  atom- 
ic precision.  One  method  might  be  to 
insert  organics  inside  the  crystalline 
structure  of  silicon,  so  its  properties  can 
be  chemically  tweaked  from  within.  A 
research  team  at  the  University  of 
Toronto,  led  by  chemist  Geoffrey  A. 
Ozin,  pulled  off  such  a  feat  late  last 
year.  They  crammed  organic  molecules 
into  porous  silica,  producing  an  insulat- 
ing compoimd  that  could  replace  the  sil- 
icon-dioxide layers  on  future  chips.  Cir- 
cuit lines  and  insulation  vdll  soon  shrink 
to  dimensions  at  which  silicon  dioxide  is 
no  longer  an  effective  insulator. 

At  the  University  of  Minnesota,  a 
team  led  by  chemist  Xiaoyang  Zhu  tack- 
led another  size-related  problem  by  at- 
taching chlorine  atoms  to  silicon  atoms. 
The  problem  is  called  stiction — the  stick- 


RAINBOW'S  ENO 

The  romance  of  rainbow  colors 
gives  way  to  mathematical  for- 
mulas in  the  nano  world.  Re- 
searchers at  MIT  developed  a 
polymer-semiconductor  compos- 
ite that  can  emit  different  col- 
ors-in  fact,  all  visible  colors. 
The  material  could  yield  nano- 
size  light-emitting  diodes 
(LEDs)  for  wallpaper-thin  com- 
puter displays  and  TV  screens. 


iness  that  particles  exhibit  starting  in 
the  so-called  mesoscale  range.  This  is 
in  between  the  nano  realm  of  quantum 
physics  and  the  macro  world  of  chemical 
events  that  unfold  in  test  tubes  or  in- 
dustrial vats.  Stiction  kicks  in  at  around 
1,000  nanometers.  Below  that,  surface 
forces  "really  dominate  everything  else," 
says  Zhu.  Even  fluids  have  a  hard  time 
moving,  not  to  mention  the  components 
in  microelectromechanical  systems,  or 
MEMS — little  machines  carved  into  silicon 
chips.  But  a  coating  of  chlorine  that's 
one,  and  only  one,  atom  thick  can  create 
a  lubricating  film  that  will  make  it  easi- 
er for  MEMS  designs  to  include  parts 
that  move  across  the  surface. 

The  nano  world  has  its  own  size-re- 
lated surprises.  For  example,  re- 
searchers at  Massachusetts  Institute  of 
Technology  discovered  that  semiconduc- 
tor nano  particles  sandwiched  between 
one  polymer  that  conducts  negative 
charges  and  another  that  conducts  pos- 
itive charges  can  create  light-emitting 
diodes  (leds)  that  emit  colors  spanning 
the  visible  spectrum.  The  same  struc- 
ture produces  a  rainbow  of  hues  de- 
pending on  the  size  of  the  particles. 
Green  light  is  emitted  by  1.8-nanometer 
particles,  while  7.5-nanometer  particles  u 
glow  red  when  they're  illuminated  with 
ultraviolet  light.  This  makes  for  more 
than  a  pretty  light  show.  Diodes  like 
these  could  provide  the  color  in  those 
fold-up  displays  for  pocket  computers — 
or  for  "wallpaper"  TV  screens  in  homes. 

Similarly,  the  bulk  properties  of  ma- 
terials often  change  dramatically  with 
nano  or  meso  ingredients.  Composites 
made  from  particles  of  nano-size  ceram- 
ics or  metals  smaller  than  100  nanome- 
ters can  suddenly  become  much 
stronger  than  predicted  by  existing  ma- 
terials-science models,  says  Richard  W. 
Siegel,  chief  nanotechnologist  at  Rens- 
selaer Polytechnic  Institute.  For  exam- 
ple, metals  with  a  so-called  gi-ain  size  of 
around  10  nanometers  are  as  much  as 
seven  times  harder  and  tougher  than 


With  a  bottom-up  approach,  scientists  can  fashion 
materials  that  traditional  chemistry  could  never  create 
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their  ordinary  counterparts  with  grain 
sizes  in  the  hundreds  of  nanometers. 

The  causes  of  these  drastic  changes 
stem  from  the  weird  world  of  quantum 
physics,  says  Thomas  N.  Theis,  ibm's 
director  of  physical  science.  The  bulk 
properties  of  any  material,  he  explains, 
are  merely  the  average  of  all  the  quan- 
tum forces  affecting  all  the  atoms.  "But 
as  you  chop  things  smaller  and  smaller, 
you  eventually  reach  a  point  where  the 
averaging  no  longer  works." 

Associated  changes  in  electrical  prop- 
erties have  grabbed  the  attention  of  the 
U.  S.  Air  Force,  says  John  Kieffer,  an  in- 
organic chemist  at  the  University  of 
Illinois.  The  radar  "signature"  of  a  jet 
plane  coated  with  nano  compoimds  could 
be  smaller  and  stealthier.  Mesoscale  par- 
ticles may  turn  up  in  car  paints.  An- 
dreas Stein,  a  Minnesota  chemist,  is 
working  on  photonic  crystals  that  could 
be  tuned  to  reject  green  light.  Green 
light  carries  the  most  energy  of  any 
color.  Block  it  with  special  paints,  and 
the  interior  of  cars  parked  in  the  sun- 
light wouldn't  get  so  hot.  Or  the  paint 
could  include  tough  ceramic  particles 
smaller  than  the  wavelengths  of  visible 
light — making  them  transparent,  so  they 
wouldn't  affect  the  color  of  the  paint. 
But  the  particles  could  provide  a  virtu- 
ally scratchproof  surface. 
CHAMELEON.  For  materials  scientists, 
all  these  strange  new  potentials  are  in- 
spiring new  dreams.  At  the  University 
of  California  at  Los  Angeles,  chemist 
James  R.  Heath  envisions  building 
unique  materials  from  "artificial  atoms." 
These  actually  are  small  clusters  of 
atoms  dubbed  quantum  dots.  With  a 
bottom-up  approach.  Heath  predicts,  it 
will  be  possible  to  create  materials  that 
could  never  be  produced  with  tradition- 
al chemistry.  To  prove  it,  his  research 
group  recently  hatched  a  chameleon  ma- 
terial that  responds  to  electrical  signals 
by  switching  back  and  forth  from  being 
a  metal  to  being  an  insulator. 

To  Colin  Humphreys,  a  materials  ex- 
pert at  Britain's  Cambridge  Universi- 
ty, such  feats  indicate  that  materials 


MIX  AND  MELD 

Organic  coatings  consisting  of 
one-atom-thick  layers  may  be 
silicon's  ticket  to  new  jobs. 
Here,  nitrogen  atoms  (red)  link 
a  silicon  substrate  and  a  coat- 
ing of  carbon  atoms  capped 
with  hydrogen  (blue).  The  Uni- 
versity of  Minnesota  Is  develop- 
ing a  range  of  coatings  for  in- 
organic silicon. 


science  is  now  reaching  a  point 
analagous  to  genetic  engineering  in  bi- 
ology: Molecules  will  be  engineered  at 
the  atomic  level,  then  replicated  with 
biologically  modeled  processes  to  pro- 
duce bulk  quantities.  That's  why  many 
labs  are  working  to  harness  biological 
principles,  often  focusing  on  DNA-like 
molecules  that  can  direct  the  self-as- 
sembly of  new  materials,  dna  is  the 
leader  of  the  body's  chemical  orchestra, 
directing  it  to  turn  out  the  200-odd 
types  of  cells  that  make  up  human 
bodies. 

Chipmakers  salivate  at  the  thought  of 
a  DNA-type  process  for  creating  circuits. 
Actually,  it  will  soon  be  necessary,  says 
Aristides  A.  G.  Requicha,  head  of  the 
Laboratory  for  Molecular  Robotics  at 
the  University  of  Southern  California. 
"We've  got  to  break  away  from  tradi- 
tional silicon  technology,"  he  says,  "be- 
cause it's  about  to  price  itself  out  of  the 
market."  The  cost  of  new  chip  factories 
has  climbed  above  $2  billion,  with  no 


end  in  sight.  In  10  years,  it  could  hit  $15 
billion.  Moreover,  silicon  physics  is  due 
to  hit  a  brick  wall  around  2010  to  2015, 
when  circuit  lines  shrink  to  0.01  micron 
and  fall  prey  to  the  weird  effects  of 
quantum  physics.  So  the  search  is  on 
for  new  ways  to  fabricate  transistors 
and  wires.  This  is  the  main  driver  be- 
hind nanotech  advances. 

This  year,  a  research  group  at  the 
University  of  Illinois,  led  by  electrical 
engineer  Joseph  W  Lyding,  pulled  off  a 
neat  trick.  They  attached  buckyballs 
and  other  carbon  molecules  to  precise 
points  on  the  surface  of  silicon,  where 
the  silicon  transistors  would  normally, 
be.  The  carbon  atoms  were  attached  in 
such  a  way  that  they  could  spin  like 
tops,  at  speeds  of  trillions  of  times  a 
second.  If  Lyding's  team  can  create  nano 
circuits  to  regulate  the  direction  of  spin, 
their  carbon  transistors  might  switch 
on  and  off  a  thousand  times  faster  than 
silicon.  The  Defense  Advanced  Research 
Projects  Agency  (DARPA),  the  Penta- 
gon's venture  capitalist,  is  cultivating 
that  potential.  It  has  launched  a  $10 
million  "spintronics"  research  program 
headed  by  the  University  of  Buffalo. 

In  another  thrust,  darpa's  Moletron- 
ics  program  aims  to  lay  the  foundations 
for  molecular  electronics.  While  molecu- 
lar biologists  can  manipulate  electrical 
charges  in  protein  channels  very  accu- 
rately, this  knowhow  has  been  patched 
together  empirically.  The  mathematical 
formulas  that  engineers  would  need  to 
translate  the  biological  processes  into 
computer  circuits  don't  exist.  "We're 
getting  the  hang  of  designing  molecules 
to  have  specific  electrical  properties,  not 
just  chemical  properties,"  says  Christie 
R.  K.  Marrian,  manager  of  DARPA 's  Mo- 
letronics  program.  How  to  wire  such 
molecular  switches  together  is  now  the 
main  roadblock,  he  adds,  but  a  DNA- 
type  mechanism  for  self-assembly  could 
be  a  solution. 

If  scientists  harness  DNA  for  materi- 
als, the  results  would  be  amazing.  Kief- 
fer at  Illinois  envisions  engineers 
spelling  out  what  a  material  needs  to  do, 
and  a  computer  program  doping  out  the 
possible  structures  and  the  procedures 
for  growing  them.  For  NASA,  creating 
superstrong,  ultralight  materials  on  de- 


ATOMIC  SKYSCRAPERS  r:rji:Tc-::r 

microscopes  to  nudge  individual  atoms  Into  place.  Until  recently  the 
atoms  were  just  rolled  across  a  surface.  Now  scientists  at  the  Universi- 
ty of  Southern  California  are  building  upward,  erecting  structures  that 
look  like  tall  ant  hills— two,  three,  and  four  molecules  high. 
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ake  health  care,  for  example.  Say  you're  looking  for  a  way  to  offer  employees  and  retirees  quality  health  care  at  an  affordable  price.  One  person  cares  moi  c 
3out  cost— another,  quality.  And  for  someone  else,  it  could  be  a  preferred  doctor.  Enter  Sageo,'"  a  new  alternative  that  can  take  on  your  administratioi, 
id  provide  your  employees  and  retirees  access  to  a  broad  array  of  health  plans,  guidance  on  how  to  use  their  health  benefits,  and  a 
brary  of  interactive  health  and  medical  educational  resources  from  Mayo  Clinic.  If  your  company  is  looking  for  a  cost-effective  way  to  |s 
eliver  health  care  to  employees  and  retirees,  isn't  it  obvious  what  to  do?  Contact  us  at  1-877-465-7000  or  visit  wvm.sageo.com. 
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inand  would  be  just  what  the  doctor 
ordered.  "NASA  has  the  world's  biggest 
weight-watchers  program,"  says  Meyya 
Meyyapan,  chief  nanotechnologist  at 
NASA's  Ames  Research  Center.  "Every 
pound  we  try  to  lift  to  \,fa)  [low-earth 
orbit]  costs  $10,000— and  to  Mars,  it's 
$100,000  a  pound."  The  ultimate  goal: 
a  robotic  spacecraft  tipping  the  scales  at 
22  pounds.  Here  on  earth,  Dow  Chemi- 
cal Co.  is  working  on  nano  composites 
for  cars  that  could  slash  U.S.  gasoline 
consumption  by  4  billion  gallons  for  each 
model  year  they're  used.  In  turn,  that 
would  cut  carbon-dioxide  emissions  by 
11  billion  pounds. 

PAYOFFS.  Researchers  at  the  California 
Institute  of  Technology  think  they're 
close  to  cracking  Nature's 
codes.  William  A.  Goddard 
III,  head  of  Caltech's  Mate- 
rials &  Process  Simulation 
Center,  says  software  has 
been  devised  for  the  Army 
that  predicts  the  structure 
necessary  to  create  a  su- 
persensitive sniffer.  "We're 
now  in  the  process  of  de- 
signing modified  olfactory 
receptors  sensitive  to  very 
small  concentrations  of  the 
products  that  come  off  land 
mines — and  off  nerve  gas- 
es," says  Goddard.  Still, 
many  questions  remain,  he 
admits.  For  example,  when 
a  molecule  binds  to  an  ol- 
factory receptor,  the  recep- 
tor signals  nerve  cells  by  releasing  cal- 
cium. "We  don't  know  enough  about 
that  to  mimic  it  artificially,"  so  for  now 
the  sniffer  will  sound  the  alarm  with 
silicon  circuits.  But  in  a  year  or  two, 
he  predicts,  Caltech  will  know  how  to 
do  a  far  broader  imitation  of  life. 

Some  scientists  smell  commercial  pay- 
offs and  are  forming  companies.  Earlier 
this  year,  Smalley  of  Rice  teamed  up 
with  Bob  G.  Gower,  former  chairman 
of  Lyondell  Petrochemical  Co.,  to  create 
Carbon  Nanotechnologies  Inc.  in  Hous- 
ton to  produce  nanotubes.  Minnesota's 
Stein  recently  co-founded  MicroSurfaces 
Inc.  in  Minneapolis  to  market  mesoscale 
coatings.  And  at  North  Carolina,  physi- 
cist Otto  Z.  Zhou  has  a  prototype  prod- 
uct: an  iron-polymer  nano  composite  bat- 
tery with  "double  the  lifetime  per  unit 
weight"  of  lithium-ion  batteries — plus 
several  manufacturers  haggling  for  the 
rights  to  build  it. 

The  new  century  is  off  to  a  good 
start  in  nanotech.  It  will  be  years  before 
nanotubes  and  nanocomposites  become 
as  familiar  as  silicon.  But  the  Nano  Age 
should  be  in  full  swing  around  2010. 


FROM  A  VOLCANO  TO  YOUR 
WASHING  MAOHINE-AND  BEYOND 


Look  at  the  ingredients  listed  on  a 
box  of  laundry  detergent,  says 
Andreas  Stein,  a  chemist  at  the 
University  of  Minnesota.  "You  may 
find  'aluminosilicates  as  water  soften- 
ers.' These  are  zeolites."  The  tiny 
porous  crystals  function  as  sponges 
for  the  calcium  and  magnesium  atoms 
that  make  water  "hard."  Recently,  ze- 
olites emerged  as  a  hot  area  of  so- 
called  meso-scale  research.  This  is 


CRYSTAL  GAZING 

Chemist  Andreas  Stein 
envisions  oil-grabbing 
crystals  that  can 
clean  up  spills 


the  field  of  materials 
science  that  studies 
structures  and 
processes  involving 
things  bigger  than 
atoms  and  molecules 
but  smaller  than  the 
clumps  of  bulk  materials  in  tradition- 
al test  tubes  and  vats. 
CATALYSTS.  Nature's  zeolites,  found 
in  volcanic  rocks,  were  first  intro- 
duced to  industry  in  the  1950s.  Be- 
cause they're  even  more  porous  than 
sponges,  zeolites  have  an  enormous 
surface  area— hundreds  of  square  me- 
ters per  gram.  And  the  aluminum 
atoms  studding  the  cavern  walls  of 
the  silicon  dioxide-based  crystals  can 
serve  as  catalysts  to  trigger  chemical 
reactions.  Led  by  ExxonMobil  Corp., 
the  petrochemical  industry  has  been 
refining  oil  with  zeolite  catalysts  since 
the  early  1960s.  Today,  most  oil  and 
many  polymers  are  processed  vdth 
zeolites,  although  the  crystals  are 
now  largely  man-made.  Their  pores 
are  carefully  tailored  to  admit  mole- 


cules up  to  a  certain  size,  but  no  big- 
ger. Zeolites  with  slightly  different 
pore  sizes  produce  gasoline  with  dif- 
ferent octane  ratings  by  separating 
petroleum  molecules  of  different 
sizes — larger  molecules  packing  more 
energy. 

What  sparked  the  latest  round  of 
research  was  Mobil's  development  in 
1992  of  a  new  kind  of  zeolite  crystal. 
By  modifying  the  basic  inorganic 
structure  vdth  or- 
ganic molecules,  Mo- 
bil stretched  the 
pore  openings  and 
channels,  enlarging 
them  enough  to  ad- 
mit even  the  "bot- 
tom-of-the-barrel" 
gunk  that  until  then 
had  defied  process- 
ing with  zeolites. 
But  the  bigger  pore 
sizes  also  opened  the 
door  to  other  excit- 
ing applications,  in- 
cluding pharmaceuti- 
cals. Researchers  at 
several  schools — in- 
cluding Pennsylvania 
State  University, 
Georgia  Institute  of 
Technology,  and  the 
Universities  of 
Rochester,  Toronto, 
and  Wisconsin — be- 
gan exploring  the 
potentials  of  inor- 
ganic-organic hybrids.  Late  last  year, 
a  team  of  chemists  from  Arizona 
State  University  and  the  University 
of  Michigan  announced  a  metal-organ- 
ic "framework"  that  can  be  used  at 
temperatures  up  to  300C — highly  un- 
usual for  a  structure  containing  or- 
ganic components,  so  even  more  ap- 
plications may  arise. 

Back  in  Minneapolis,  one  of  Stein's 
pet  projects  is  aimed  at  a  variation  of 
zeolite  water  softeners.  He  wants  to 
create  a  meso  sponge  that  sops  up 
oil.  Someday,  when  an  oil  spill  washes 
ashore,  the  cleanup  crew  may  sprin- 
kle Stein's  oil-grabbing  crystals  on 
the  water  to  get  rid  of  the  oil  below 
the  surface  while  it  collects  the  thick 
stuff  floating  on  top. 

By  Otis  Port  in  Neiv  York 
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Developments  to  Watch 


BY  PAUL  RAEBURN 


Gobbling  gumbo  and  jambalaya  in  defiance  of  their  own 
recommendations,  20,000  of  the  world's  cardiologists 
gathered  in  New  Orleans  in  early  November  to  present  their 
latest  research  findings.  Here  are  some  highlights,  reported 
by  Paul  Raebum,from  the  American  Heart  Assn.  meeting 


DONTTAKEOFFON 
AN  EMPTY  STOMACH 

A   SNACK   AND   A    BEVERAGE 

prior  to  boarding  an  air- 
plane could  do  much  more 
than  just  steady  your 
nerves:  It  might  also  help 
prevent  a  heart  attack  or  a 
loss  of  consciousness  while 
in  the  air. 

A  study  of  12  volunteers 
in  a  low-pressure  chamber 
used  to  train  pilots  in 
Japan's  air  force  found  that 
those  who  hadn't  eaten  be- 
forehand suffered  a  drop  in 
blood  pressure  and  a  de- 
crease in  oxygen  saturation 
in  the  brain  and  peripheral 
arteries.  Eating  and  drink- 
ing before  the  tests  boosted 
the  heart's  output  and  the 
blood  flow  to  the  brain, 
while  oxygen  levels  in  the 


brain  and  other  organs  also 
rose  sharply. 

Medical  emergencies  oc- 
cur as  often  as  once  in  every 
800  flights,  and  more  than 
half  involve  heart  attack  and 
loss  of  consciousness.  The 
study,  by  Dr.  Makoto  Mat- 
sumura  and  colleagues  at 
Saitama  Medical  School  in 
.Japan,  was  undertaken  be- 
cause of  concern  about  the 
effects  of  low  cabin  pressure 
on  airline  passengers.  Mat- 
sumura  doesn't  know  exactly 
how  much  passengers  might 
want  to  eat  or  drink  before 
boarding  their  flights,  as 
very  heavy  meals  could 
strain  the  heart  in  people 
with  heart  disease.  The  vol- 
unteers in  the  study  drank  a 
16-ounce  soft  drink  and  a 
modest  lunch.  Future  studies 
will  explore  what  effects  dif- 
ferent lunch  menus  have. 


BAD  GUMS,  BAD 
HEART?  COULD  BE 

ONE-THIRD  or  THOSE  PEOPLE 

who  suffer  heart  attacks  do 
not  have  the  risk  factors 
usually  associated  with  such 
trouble:  high  blood  pressure 
and  high  cholesterol.  But 
several  new  studies  add  to 
the  evidence  that  heart  dis- 
ease may  be  triggered  by 
viruses  or  bacteria. 

Dr.  Efthymios  Deliargyris 
of  the  University  of  North 
Carolina  at  Chapel  Hill 
found,  for  example,  that  85% 
of  a  small  group  of  heart-at- 
tack victims  also  had  severe 
gum  disease,  compared  with 
29%  of  a  healthy  control 
group.  Researchers  aren't 
sure  how  gum  disease  and 
heart  disease  are  linked,  but 
one  possibility  is  that  the 
diseased  gums  cause  im- 
mune-system changes  that 
can  spur  the  formation  of 


clots  in  coronary  arteries. 
In  another  study,  Steve 
Kerrigan,  of  Dublin's  Royal 
College  of  Surgeons  in  Ire- 
land, found  that  an  infection 
with  H.  pylori  bacterium  can 
encourage  blood  platelets  to 
clump  together — an  impor- 
tant step  in  clot  formation. 
And  Dr.  Deepak  L.  Bhatt  of 
the  Cleveland  Clinic  Foun- 
dation reported  that  a  high 
white-cell  count,  an  indica- 
tion of  infection,  is  also 
linked  to  elevated  heart-dis- 
ease risk.  In  yet  another 
study.  Dr.  Jianhui  Zhu  and 
Dr.  Stephen  E.  Epstein  of 
the  Cardiovascular  Research 
Institute  in  Washington, 
looked  at  levels  of  antibodies 
to  cytomegalovirus,  which 
infects  more  than  half  of  all 
U.S.  adults  by  age  40. 
Levels  of  antibodies  were 
highest  in  women  whose  ar- 
teries were  narrowed  and 
damaged  by  atherosclerosis, 
researchers  found. 


PERILS  OF  THE 
SPORADIC  WORKOUT 

PEOPLE  WHO  EXERCISE  ONLY 

intermittently  have  an  ele- 
vated risk  of  an  exertion-in- 
duced heart  attack — com- 
pared with  those  who 
exercise  regularly,  a  study 
found.  And  in  a  separate  re- 
port, researchers  said  that 
health  clubs  often  failed  to 
screen  older  members  for 
heart  disease  and  establish 
an  emergency  response  plan, 
as  recommended  by  the 
American  Heart  Assn. 

The  study  of  heart  attack 
risks  was  based  on  data 
from  health  clubs.  Re- 
searchers investigated  71 
fatal    heart    attacks    that 


EASY  DOES  IT:  occurred  dur- 
Until  you're  ing  a  total  of 
a  regular  182      million 

workouts  by 
health  club  members.  Almost 
half  of  the  deaths  occurred 
in  those  who  exercised  less 
than  once  a  week. 

The  researchers  empha- 
sized that  the  mortality  rate 
was  low — one  death  in  every 
2.5  million  workouts.  Exer- 
cise is  safe,  and  it  remains 
an  important  way  for  people 
to  lower  their  heart  disease 
risks,  said  one  of  the  study's 
authors,  Barry  A.  Franklin, 
director  of  cardiac  rehabili- 
tation at  William  Beaumont 
Hospital  in  Royal  Oak,  Mich. 
But  Franklin  suggested  that 
people  should  perhaps  work 
out  less  vigorously  if  they 
don't  exercise  regularly. 

In  a  separate  study,  re- 
searchers from  the  Univer- 
sity of  Massachusetts  sur- 
veyed health  clubs  in  Ohio 
and  found  that  28%-  failed  to 
conduct  screenings  of  mem- 
bers to  identify  potential 
heart  risks.  And  nearly  60% 
of  the  clubs  had  no  written 
medical-emergency  response 
plans.  Kyle  .J.  Mclnnis,  the 
study's  principal  author,  said 
equipping  gyms  with  auto- 
matic external  defibrillators 
could  save  lives. 


INNOVATIONS 


■  Eating  a  heavy  meal  can 
quadruple  the  risk  of  a  heart 
attack  for  two  hours  after- 
ward, a  study  has  found.  Dr. 
Francisco  LopezJimenez  and 
colleagues  at  Brigham  & 
Women's  Hospital  in  Boston 
asked  1,986  men  and  women 
about  the  meals  they  had 
eaten  prior  to  having  heart 
attacks.  They  found  that  158 
of  the  patients  had  had  a  big 
dinner  during  the  26  hours 
before  their  attacks,  and  25 
had  eaten  heartily  less  than 
two  hours  before.  The  re- 
searchers speculated  that  the 
heavy  meal  could  cause  cer- 
tain hormones  to  rush  into 
the  bloodstream,    increasing 


the  likelihood  of  a  blood  clot. 
■  A  study  of  11,324  Italians 
who  suffered  heart  attacks 
found  that  those  who  ate 
the  most  olive 
oil,  vegetables, 
and  fruit  had 
a  lower  risk 

PASTA:  It's 
prirnuvera 

of       death. 
The  patients 
were  not  put 
on  a  diet:  They 
simply         mad* 
healthy  choices.  Simi- 
lar results  have  been  found 
before,  but  this  study  shows 
that  even  a  modestly  healthy 
diet  has  great  benefits. 
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ANGRY  TEACHERS:  26%  of  voting  households  were  union,  up  from  19%  in  '92 


COMMENTARY 


By  Aaron  Bernstein 

LABOR'S  LABORS 
AREN'T  LOST 


Organized  labor  made  a  Herculean 
effort  for  the  Democrats  in  the 
recent  elections,  only  to  see  the 
GOP  retain  control  of  both  houses  of 
Congress  and  perhaps  capture  the 
Presidency,  too.  But  while  the  out- 
come is  a  disappointment  to  the  afl- 
cio,  unions  probably  won't  suffer  as 
much  damage  as  may  first  appear. 
Given  the  RepubUcans'  slim  majority 
in  Congress,  business  isn't  likely  to 
get  its  way  on  labor  legislation,  even 
if  George  W.  Bush  does  wind  up  in 
the  White  House. 

In  fact,  the  gridlock  al- 
most certain  to  persist  on 
Capitol  Hill  will  put  labor  in 
a  surprisingly  good  position 
on  education,  Social  Securi- 
ty, and  taxes.  True,  the  De- 
mocrats are  more  beholden 
to  labor  than  ever,  in  light  of  the  cru- 
cial difference  its  efforts  made  in  so 
many  House  and  Senate  races.  But  a 
victorious  Gore  wouldn't  be  able  to 
make  sweeping  changes,  either,  given 
the  divided  legislature. 

Unions  aren't  looking  to  rock  the 
boat  on  these  issues,  in  any  case. 
Their  primary  concern  is  to  head  off 
such  OOP  initiatives  as  big  tax  cuts. 


which  are  also  unlikely  now.  The  re- 
sult is  likely  to  be  little  change  or 
centrist  policies  that  don't  cut  too 
sharply  against  a  labor  agenda.  "I 
hate  to  throw  in  the  towel  and  say 
business  can't  accompUsh  anything  in 
this  environment,"  says  Patrick  J. 
Cleary,  vice-president  for  human  re- 
sources at  the  National  Association  of 
Manufacturers.  "But  whatever  we 
achieve  will  be  fairly  minor" 

Certainly,  the  Democrats  owe  labor 
big  time.  Without  the  AFL-cio's  ef- 
forts. Gore  almost  certainly  would 

have  trailed  badly,  as  would 
many  Democratic  House  and 
Senate  candidates.  Indeed, 
E   '  E  I  E  ^    ''^^  massive  on-the-ground 
C  t  t  J  6  C    political  operation  the  afl- 
("lo  has  rebuilt  under  Presi- 
dent John  J.  Sweeney  is  the 
mainstay  of  the  Democratic  Party  in 
many  parts  of  the  country.  For  this 
election,  the  federation  put  more  than 
1,000  political  coordinators  into  key 
congi'essional  districts,  up  from  400  in 
1998,  and  200  in  1996.  The  coordina- 
tors trained  and  directed  hundreds  of 
thousands  of  volunteer  foot  soldiers. 
All  told,  labor  made  S  million  phone 
calls  to  union  members,  up  from  T^S^ 


THE  LABOR  VOTE 
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Workplace 


million  in  1998,  and  sent  out  12  mil- 
lion pieces  of  mail.  Unions  also 
passed  out  more  than  14  million 
leaflets.  "This  was  by  far  the  great- 
est program  labor  has  ever  put  to- 
gether," boasted  AFL-cio  Political 
Director  Steve  Rosenthal  the  day 
after  the  election. 

TURNOUT.  And  it  showed  on  Nov.  7. 
Union  households  made  up  26%  of 
the  electorate,  vs.  23%  in  1996  and 
19%  in  1992,  according  to  Voter 
News  Service  data.  Put  another 
way,  labor  persuaded  2.5  milUon 
more  union  members  or  their  fami- 
lies to  go  to  the  polls  than  in  1996, 
a  huge  margin  in  such  a  tight  race. 
And  63%  of  union  voters  plumped 
for  Gore,  vs.  just  32%  for  Bush.  By 
contrast,  Walter  Mondale  won  only 
53%  of  the  union  vote  in  1984,  with 
46%  of  it  going  to  Ronald  Reagan. 

Grateful  Dems  on  the  HDl  are 
likely  to  fight  hard  against  the 
GOP's  workplace  agenda  (table).  In 
recent  years,  Republican  leaders 
have  pushed  business-sponsored 

GRIDLOCK:  THE 
UNIONS'  FRIEND? 

The  lack  of  a  big  GOP  majority  in 
Congress  will  probably  keep  business 
from  winning  much  of  its  employ- 
ment-legislation wish  list,  including: 


FAMILY  LEAVE 


Employers  want  to  tighten  the  law  by 

narrowing  the  definition  of  a  "serious 

health  condition"  of  a  family  member 

who  needs  the  employee's  care. 


OVERTIME 


Bosses  want  to  give  hourly  workers 
time  off  in  lieu  of  overtime  pay  and  not 
pay  overtime  rates  to  computer  profes- 
sionals and  some  other  workers.  Also, 
they  want  to  abolish  laws  requiring 
employers  to  include  bonuses  when 
calculating  overtime. 


HEALTH  &  SAFETY 


Companies  want  to  require  cost-benefit 
analyses  of  health  and  safety  standards. 


Employers  are  trying  to  amend  federal 
labor  law  to  give  them  more  leeway  to  set 
up  worker  teams,  without  violating  prohi- 
bitions against  sham  or  company  unions. 

DATA:  BUREAU  OF  NATIONAL  AFFAIRS,  BUSINESS  WFtK 
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bills  to  ease  federal  laws  on  every- 
thing from  overtime  to  family 
leave.  But  they  failed  to  get  a  ma- 
jority or  enough  votes  to  override 
President  Clinton's  veto  threat. 
Even  if  Bush  prevails  in  the  re- 
count, the  GOP  could  have  a  tough 
time  mustering  a  majority  on  such 
controversial  issues,  concedes  the 
nam's  Cleary  and  others. 

Where  labor 
stands  to  lose 
the  most,  in  the 
event  of  a  Bush 
victory,  is  in 
the  regulatory 
arena,  where 
the  President 
has  greater  lee- 
way. The  Clin- 
ton Administra- 
tion has  issued 
a  number  of 
pro-labor  regu- 
lations, such  as 
the  proposed 
new  ergonomic  rules  that  business 
tried  hard  to  kill  off  for  three 
years.  As  President,  Gore  would 
probably  follow  Chnton's  lead,  but 
Bush  could  use  similar  tactics  to 
favor  employers. 
ANATHEMA.  Still,  labor  is  likely  to 
do  fairly  well  on  larger  national 
policy  issues,  no  matter  who  finally 
captures  the  White  House.  Contin- 
ued gridlock  would  prevent  Bush 
from  trying  to  privatize  Social  Se- 
curity or  push  through  big  tax  cuts 
or  school  vouchers — all  anathema 
to  labor.  "The  American  people  vot- 
ed for  little  change,  so  it's  hard  to 
imagine  anything  like  a  major  over- 
haul of  Social  Security,"  says  Ser- 
vice Employees  International 
Union  President  Andy  Stem. 

Labor  leaders  had  hoped  that  a 
Gore  victory  would  be  an  opportu- 
nity to  make  real  gains — for  exam- 
ple, by  tightening  up  rules  on  em- 
ployer opposition  to  unionization 
drives.  Gore  still  might  try  if  he 
prevails.  But  it  would  be  just  as 
difficult  for  Gore  to  push  pro-labor 
reforms  as  it  would  be  for  Bush  to 
win  anti-labor  ones.  Desjiite  its  big 
hand  on  Election  Day,  labor  vrill 
have  to  be  content  with  the  same 
prospect  faced  by  business  and 
everyone  else:  little  change  on  the 
policy  front,  no  matter  what  your 
political  perspective. 

Bernstein  covers  labor  from, 
Washington. 


Will  never  breathe  without  a  tracheal  tube. 


Will  always  have  to  wear  a  diaper. 


Will  never  utter  on  intelligible  word. 


Will  never  see  the  light  of  day  (literally). 


Isn't  expected  to  live  post  the  age  of  5. 


GOD,  WE  LOVE  HIM. 


Founded  on  a  promise  that  all  children  should  know  love, 

The  Foundling  Hospital  is  a  multi-faceted  family  agency  with  innovative  services 

and  programs  that  provide  caring,  compassion  and  yes,  love. 

To  help,  please  call  1-877-FOUNDLING. 


The   New  York  Foundling  Hospital 
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A  teacher  has  50  minutes  to  teach  Algebra.  If  she  spends  8 
minutes  on  attendance,  12  minutes  on  new  formulas  and  30 
minutes  on  last  night's  homework,  how  much  time  does 
she   have  left   to  teach  them  how  to  interview  for  a  job? 
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goal  setting  in  the  classroom,  students  will  be  more  motivated  to  dream  and  achieve.  Teachers,  school  administrators  and  parent 
volunteers  are  urged  to  attend  our  next  seminar.  For  dates  and  locations,  call  1-888-840-9606  or  visit  www.overcomingobstacles.org. 
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transactions,  you'll  be  glad  to  know  Boise  was  the  first  contract  stationer  to  develop  an  online  catalog  and  ordering  site  for  a  seamless  buying 

process.  Other  options  include  fax  orders  or  phone  calls  to  one  of  our  national  customer  service  centers.  Your  Boise  sales  professional  can 

help  you  determine  the  options  that  work  best  for  you.  Lots  of  companies  make  promises  -  we  deliver  Call  888-B0ISE-88  to  learn  how 

we  really  can  simplify  the  whole  process. .  .honest!  RHIQP      IT  PHI  II    DM'T  RP  PAQIPR 
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Name  (print) 

Company  

Address  

City   


State 


-Zip. 


Area  &  Phone 
Saltwater  


Fax 


Freshwater 


Business 


Pleasure 


Number  of  Guests 
Email  Address  


Best  Season:  2001 


2002 


2003. 


l-800-544-5f25         MV^*  °"' "'"'' */^e  ,, 

Fax  this  page  to  907-225-8530  f 

(or  email  us  at;  waterfal@ktn.net)  to  receive  a  complimentary  video  and  brochure 


Ijegenclary  Sp«irlilNliiii^ 


LOS    ANGELES    •    NEW    YORK    •    SAN    FRANCISCO    •    SEATTLE    •    SEOUL    •    PUSAN    •    CHEJU    •    KWANGJU    •    HONG    KONG 


Asiana  Airlines 

The  Jewel  ry  Asia. 


Glorious,  wasn't  it?  Soaring  back  and  forth,  not  a  care  in  the  world. 
Which  perfectly  describes  any  Asiana  Airlines  flight.  Our  staff  won't 
just  cater  to  you.  They'll  pamper  you.  Our  fleet  is  one  of  the  newest 
in  the  air,  with  all  the  modern  amenities,  just  sink  back  into  your 
seat  -  all  the  way  back  to  180"  in  Sleeper  First  Class  -  and  enjoy 
A  rewarding  experience,  especially  since  the  miles  you  fly  with  us 
can  be  credited  to  your  American  Airlines  /\SS\dvantage'  account. 
Next  time,  fly  Asiana.  After  all,  why  should  kids  have  all  the  fun? 
Call  your  travel  agent  or  Asiana  at  800-227-4262.  Or  visit  www.flyasiana.com. 


■  MATY   .   SAKHALINSK  ■   SYDNEY   •   GUAM   •   BEIJING   •   BANGKOK   •   MANILA   •   SINGAPORE    •    VECHON    •   SHANGHAI   -    VANTAI    • 


His  life  is  in  pieces 

that  fit 


000 


Mark  knew  more  about  crime  than  he  did  about 
building.  Today,  he's  learning  more  than 
carpentry.  He's  learning  that  he  is  valued,  able, 
and  important  to  his  community. 

What  happened?  You  happened! 
Adults  like  you  helped  Mark  and  other  kids 
build  a  better  community  and  a  foundation  for 
success.  Programs  like  these  are  bringing  out 
the  best  in  kids  and  the  best  in  their 
communities. 


LESS  CRIME  IS 
NO  ACCIDENT 

it  takes  you  —  and  programs  that  Yiotk. 


Call  1-800-WE  PREVENT  and  we'll  send  you  a 
free  booklet  on  how  you  and  your  community 
can  keep  kids  away  from  crime  and  crime 
away  from  kids. 


www.weprevent.org 


U.S.  Department  of  Justice 

Crime  Prevention  Coalition  of  America 
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MAGGIES 

HARBOR  CRUISES 
nMggics.buUiHl.com 


Trading  in  a  desk  for  a  schooner.  At  BizLand.com.  we  understand  that  it  takes 
more  than  just  passion  to  grov/  a  small  business.  That's  why  weVe  made  it  simple  for 
small  business  to  leverage  the  power  of  the  Internet,  with  easy  to  use  Web  site  development 
tools  and  hosting  services,  e-commerce  storefronts,  expert  advice  on  Web  marketing 
and  a  growing  community  of  more  than  1.000,000  small  business  owners  sharing  ideas 
with  each  other.  So  you'll  have  the  resources  you  need  to  make  your  dream  a  reality. 

Helping  small  business  succeed.  One  dream  at  a  time.    I)l#.l  xll  ICI  v  «      '■  ' 


ExKutive 
Education 
'^'l'""!  Center 


"I  needed  to  find  today's  thinking. 

What  I  found  was  a  glimpse  into  the  future/'wike  Harding,  vice  President.  Plant  Operations-  Anheuser  Busch 


At  the  University  of  Michigan 
Business  School  Executive 
Education  Center,  you'll  get  more 
than  just  an  update.  We'll  give  you 
the  very  latest  and  most  relevant 
thinking,  along  with  a  focused 
vision  of  what's  to  come.  You'll  be 
equipped  with  the  knowledge  you 
need  to  grow.  Get  ahead.  Make  an 
immediate  impact.  Be  a  leader. 
You'll  learn  from  the  faculty  that 
create  the  big  ideas  and  show  you 
how  to  apply  them.  In  the  real 
world.  Your  world. 

To  accommodate  your  busy 
schedule,  we  offer  courses  that 
range  from  three  days  to  four 
weeks.  You  can  choose  from  a 
breadth  of  courses  in  General 
Management,  Corporate  Strategy, 
international  Business,  Managerial 
Leadership,  Human  Resources, 
Accounting/Finance  and 
Marketing/Sales. 

Come  learn  why  Michigan  is  ranked 
as  one  of  the  two  best  providers 
of  executive  education  in  the  world. 
And  why  it's  the  country's  most 
innovative  business  school. 


i\  fi;ee  program  catalog,  please  call  734.763.1000  (U.S.),  e-mail  uni.exec.ed@umich.edu,  or  visit  www.execed.bus.umich.edu 
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need? 
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;ed  on  your  specific  business 

1  one  company  on  one  bill. 

:o  40%.  After  all,  shouldn't 

y~do  more  than  just  keep  your  head  above  water? 
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For  free  installation,  sign  up  before  January  31,  2001 


1-8Da-3gg-B4EE 

telepacific.com 
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Makiivg  Busimess  Persoival 
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Wait! 


There's  Still  a  wav.to  CjTOW  your 


web  revenue. 


Take  a  step  in  the  right  direction  and  put  30,000  advertisers  on  your  site. 


Partnering  with  GoTo's  innovative  Web  Search,  Shopping  and  Auctions  marketplace  will 
connect  you  to  over  30,000  advertisers  and  merchants  who  pay  for  targeted  web  traffic. 
If  you  have  a  high  traffic  site,  we'll  get  your  revenue  jumping  in  the  right  direction. 

To  learn  more  call  John  Gentry,  VP,  Business  Development,  at  626-685-6170. 


Beaming. 


Because  she  booked 
this  trip  last  Sunday. 
And  still  got  exactly 
what  she  wanted. 


Introducing  discouni 
travel  for  the  s 
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Introducing  Savvio.com 

ifhe  first  website  dedicated  to  savvy  travelers.  Wliere  you 
get  exactly  what  you  want  at  what  you're  willing  to  pay. 

You  see,  on  Savvio.com.  you  get  great,  low  prices  on  travel 
within  the  US,  to  Canada,  or  to  the  top  destinations  of  Europe, 
Asia,  and  Latin  America.  Find  the  flight  or  cruise  that's  right 
for  you.  And  then  you  can  watch  the  price  drop  as  your  time 
of  departure  nears,  and  available  spaces  are  taken. 
So  you  can  lock  in  your  trip  early.  Or  wait  and  save  even  more. 


1 2000  Sawio.  Inc.  All  rights  reserved.  Sawio  Is  a  trademark  of  Sawio,  Inc. 
CST  #2052954-40.  Registration  as  a  seller  of  travel  does  not  constitute  approval  by  the  State  of  California, 


With  no  hidden  details.  You  know  the  airline  or  cruise  line.  You  know 
when  you  leave  and  return.  And  we  won't  ask  for  your  credit  card  until 
you're  ready  to  book  the  trip  you  want.  At  the  price  you  want. 

So  you  get  what  you  want  without  compromise. 
And  without  paying  full  fare. 


saw  10  cor. 

Discount  Travel  for  the  Savvy 
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money  management 
insurance  a  investments 
online  brokerage* 
education  center 
financial  seminars 
loans  of  all  types 
credit  cards 
savings  ft  checking  accounts 
online  home  banking 
nationwide  ATM  access 


"Handle  with  care"  is  our  motto. 


Great  service  is  signed,  sealed  and 
delivered  at  Meriwest,  the  financial 
institution  that  combines  the 
personal  service  of  a  credit  union 
with  the  full  services  of  a  bank. 
And  packages  them  any  way  you 
like:  in  person,  by  phone,  online. 
Whatever  works  for  you,  works  for  us. 


As  your  financial  partner,  we 
proactively  anticipate  your  needs 
and  help  guide  your  financial 
future.  So,  if  you're  startled  by 
good  old  fashioned  service,  visit 
Meriwest.  We  promise  to  scare  the 
wits  out  of  you. 

Call  toll  free  at 

1.877.MERIWEST 
www.meriwest.com 


Serving  the  greater  Bay  Area. 
Call  or  visit  us  online  for  details 
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JVERiWEST 

CREDIT    UN  ION 


It's  where  the  smart  money  goes, 
and  has  for  years.  '^ 


Marketing 


SPORTS  DRINKS 


GOnA  GET 
THAT  GATOR 

iVhy  suitors  are  lining  up  for  Gatorade 


% 


Jessica  Goldin,  an  Illinois  high 
school  swimming  champion,  is  the 
kind  of  consumer  companies  pay 
good  money  for.  She's  devoted  to  a 
orand — the  16-year-old  drinks  only 
jatorade  when  she's  practicing  or  com- 
peting. And  she  has  absorbed  the  mar- 
keting message:  The  salty  sweet  liquid 
is  "the  thirst-quencher,"  Goldin  says. 
She  won't  even  touch  plain  water. 

Millions  of  other  athletes  are  right 
;here  with  her.  Gatorade  commands  a 
stunning  83%  share  of  the  sports-drink 
market.  In  the  food  and  beverage  in- 
dustry, that  kind  of  market  share  is  "al- 
most illegal,"  says  William  Leach,  a  food 
inalyst  at  Banc  of  America  Securities. 
Coca-Cola  Co.'s  Powerade  has  captured 
no  more  than  11%  of  the  market;  Pep- 
siCo's  All  Sport  has  just  3%.  Gatorade  is 
30  dominant  that  Quaker  Oats  Co.  ex- 
ecutives smugly  say  its  main  competitor 
is  tap  water.  "When  we're  done,  tap 
water  will  be  relegated  to  showers  and 
washing  dishes,"  Susan  D.  Wellington, 


president  of 
Quaker's 
U.S.  beverages  di- 
vision, said  to  ana- 
lysts earlier  this  year. 
Quaker  executives  de- 
clined to  comment  for  this 
article. 

It's  no  wonder  that  rivals  are 
thirsting  after  the  brand.  Pepsi's 
$14  billion  stock  offer  for  Quaker 
was  rebuffed  by  Chief  Executive 
Robert  S.  Morrison  on  Nov.  2. 
Pepsi  may  well  try  again.  But  if  it 
doesn't.  Coke,  Danone  Group,  and 
Nestle  are  all  possible  buyers. 

Why     so     much     interest     in 
Gatorade  now?  After  all,  its  sales 
have  been  growing  by  about  10%-  a 
year  for  the  past  decade.  First,  the 
global  food  and  beverage  industry  is 
consohdating.  Second,  U.S.  consumers 
are  taking  to  what's  known  as  nu- 
traceuticals,  those  drinks  with  nutri- 
ents, vitamins,  herbs — anything  that 


HIGH  PROFILE: 

Gatorade  shows  up 
at  most  pro  games 

seems  healthy.  It's  a 
market  that  could 
grow  as  much  as 
20%  annually  over 
the  next  several 
years,  according  to 
Patrick  Schumann, 
an  analyst  at  St. 
Louis  brokerage  Ed- 
ward Jones.  And,  al- 
though Gatorade  is 
only  a  borderline  nu- 
traceutical  (provid- 
ing sodium,  potassi- 
um, and  chloride),  it 
could  bill  itself  as 
one.  Sales  are  al- 
ready up  15%,  to 
$1.82  billion,  for  the 
first  nine  months  of 
2000.  Morrison  has 
said  he  expects  a 
double-digit  profit  increase  this  year, 
following  last  year's  18%  rise. 
PRECIOUS  FLUIDS.  If  there  were  ever  a 
testament  to  the  power  of  marketing, 
Gatorade  is  it.  The  company  sells  con- 
sumers on  the  idea  that  the  drink  is 
the  best  way  to  replenish  minerals  and 
fluid  lost  during  exercise.  Truth  is,  a 
blend  of  water,  sugar,  and  salt  would 
work  just  as  well.  But  what  fun  is  that? 
Last  year,  Quaker  spent  $81  million 
on  advertising;  that  was  about  five 
times  as  much  as  Coke  gave  to  Pow- 
erade and  275  times  as  much  as  Pep- 
si devoted  to  All  Sport.  Gatorade  is 
now  the  official  drink  of  almost  every 
major  sports  league,  except  the  Na- 
<3  tional  Hockey  League  (that  went 
to  Powerade).  The  company  spon- 
sors some  1,000  athletic  events  a 
year,  including  the  New  York  City 
and  Boston  marathons. 

Gatorade's     most    prominent 
spokesman  has  long  been  su- 
perathlete  Michael  .Jordan. 
Quaker  signed  him  to  a  10- 
year  endorsement  contract 
back  in  1991.  Two  years 
later,  Gatorade  hit  the  $1 
billion    mark    in    sales. 
"The  promotions  they 
built    around    Jordan, 
particularly    the    'Be 
Like  Mike'  campaign, 
are  some  of  the  best 
known  among  their 
target     audience," 
says  Christie  Nord- 
hielm,  a  market- 
ing   professor   at 
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Imagine  if  small  companies 


suddenly  had  strength  far 


Who  cares  about  size  when  you've  got  power. 


I 


at  NetLedger.c 


call  1-800-NETLEDGER. 


Then  stand  back  and  watch 


the  capability  of  the  small 


get  very,  very  large. 


NetLedjgei 

Small  business  powered  by 

ORACLS 


WHO  SEIT 

TIME 

BETWEE 
DEMAND  AND 
PPLY? 


basic  assumptions 
about  business. 


BREAHNG 
COMPROMISES 

Opportunities  far  Action  in  Consumer  Markets 

/I 


Tiu:  Boston  Consulting  Group 

t,da"t)  t^y  Michael  J.  SHvefStem  and  George  St^k  Jr. 


More  breakthr 


www.bcg.com/breakingcompromises 
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Northwestern  University's  Kellogg 
Graduate  School  of  Management.  More 
recently,  the  company  has  signed  on 
soccer  star  Mia  Hamm  and  the  New 
York  Yankees  shortstop  Derek  Jeter. 

Having  sewn  up  the  sports-drink 
market,  Gatorade  is  trying  to  broaden 
its  base  from  the  serious  competitor  to 
the  weekend  athlete.  Its  ads  now  ask: 
"Is  it  in  you?"  The  idea  is  to  "drive  up 
the  emotional  equity  in  the  brand,"  says 
John  Fraser,  senior  vice-president  at 
FCB  Worldwide,  the  Chicago  advertis- 
ing company  that  holds  the  Gatorade 
account. 

Quaker  is  also  working  to  expand  dis- 
tribution beyond  grocery  and  convenience 
stores.  It's  putting  Gatorade  in  vending 
machines  and  kiosks  near  golf  courses, 
parks,  and  schools.  The  company  expects 
to   increase    such 


Coke's  case,  it  was  also  because  form* 
CKo  M.  Douglas  Ivester  resisted  makir 
a  big  commitment  to  sports  drinks  ar 
other  noncarbonated  products — figurir 
it  was  more  profitable  to  churn  oi 
more  Cokes  and  Sprites  than  to  tal 
on  entrenched  brands  such  as  Gatorad 
"Coke  and  Pepsi  had  distribution,  bi 
we  had  brand  equity,"  says  Smithburj 
PARTS  UNKNOWN.  All  Sport,  Pepsi 
sports  drink,  remains  only  a  small  piec 
of  its  business.  The  brand  was  launchc 
nationally  in  1994.  Recently,  though,  Pe: 
si  has  targeted  states  such  as  Washinj 
ton.  West  Virginia,  and  Oregon,  whei 
outdoor  sports  are  particularly  popula 
"Even  for  marketing  powerhouses  hi 
Coke  and  Pepsi,  competing  against 
brand  which  is  well-established,  stron 
and  continuously  well-marketed  is  vei 


BRAND  GATORADE 

U.S.  MARKET  SHARE 

PEPSI'S  3%  1     r  3''«  OTHERS 
ALLSPORT 


mk  BEVERAGE  DIGEST 


distribution  from  a 
January  level  of 
some  50%  of  the 
country  to  70%  by 
yearend.  That  will 
mean  adding  about 
15,000  "alternative 
sites"  to  the  exist- 
ing 40,000. 

Gatorade  won 
cult  status  in  the 
late  1960s.  Uni- 
versity of  Florida 
researchers  had 
developed  the  con- 
coction in  1965  to 
prevent  dehydration,  testing  it  on  the 
school  football  team.  It  seemed  to  work: 
The  Gators  often  outplayed  their  oppo- 
nents in  the  second  half  of  games.  In 
1967,  Stokely-Van  Camp  Inc.,  of  baked 
beans  fame,  bought  the  rights  to  dis- 
tribute the  drink  nationally. 

But  Gatorade  really  took  off  when 
Quaker  acquired  it  in  1983.  The  com- 
pany's former  chief  executive,  William 
D.  Smithburg,  had  been  drinking 
Gatorade  on  the  tennis  court  for  years. 
When  he  took  over  the  brand,  Gatorade 
was  still  largely  a  southern  drink  with 
modest  sales  of  $90  million.  It  was  avail- 
able only  in  glass  bottles  and  in  only 
two  flavors — lemon-lime  and  orange. 
Smithburg  gets  most  of  the  credit  for 
improving  the  taste  and  the  packaging, 
and  for  broadening  the  distribution. 
Gatorade  now  is  available  in  19  flavors; 
there  are  two  other  versions  (one  that's 
crisper  and  one  that's  sweeter);  and  it 
sells  energy  bars  in  a  few  cities. 

Over  the  years,  some  100  rival  drinks 
have  come  and  gone.  Even  Coke  and 
Pepsi  have  failed  to  pose  a  serious 
threat  to  Gatorade.  In  part,  that's  be- 
cause of  Gatorade's  dominance.  But  in 


difficult,"  says  John  Sicher,  editor  of  Be 
erage  Digest.  He's  impressed  that  Cot 
has  won  as  much  as  11%  of  the  marke 

Quaker's  real  challenge  lies  in  inte 
national  markets,  where  it  is  easil 
overtaken  by  rivals  such  as  Cok 
Danone,  and  Nestle.  "Quaker  isn't  bij 
so  they  don't  have  the  wherewithal 
get  better  distribution,"  says  Leach 
Banc  of  America  Securities.  In  1999,  ii 
ternational  sales  were  $333  millioi 
down  10%  from  the  previous  year.  Th 
company  was  hurt  by  currency  devah 
ations  in  Latin  America,  its  largest  \i 
ternational  market.  It's  struggling  t 
make  an  impact  in  Europe,  wher 
Gatorade's  gung-ho,  Ail-American  me; 
sage  doesn't  always  play  well,  and 
China,  where  it's  still  a  relatively  ui 
known  brand. 

Under  such  circumstances,  Quakt 
might  be  expected  to  form  a  joint  vei 
ture  for  international  distribution.  Bi 
Quaker  is  likely  to  go  it  alone  oversea 
That  will  make  it  easier  to  sell  the  con 
pany,  Quaker's  ultimate  endgame. 

Bij  Julie  Forster  in  Chicago,  ifil 

Diane  Brady  in  New  Yoi 

and  Deaii  Foust  in  At  Unit 
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breakthrough 


A  CEO  Retreat 

presented  by 

BusinessWeek 

and 

Jim  Taylor,  Ph.D. 

in  partnership  with 

IBM  Corporation 

FEBRUARY   7-9,   2001 
RANCHO   BERNARDO   INN 
SAN   DIEGO,   CALIFORNIA 


Define  the  Future 


The  technological  advances  of  the  past  few  decades  have  fundamen- 
tally transformed  business  and,  with  it,  the  qualities  necessary  for 
effective  leadership.  Breakthrough:  A  CEO  Retreat  will  examine  the 
changing  face  of  leadership  through  themed  discussions  between 
top  executives  and  an  all-star  faculty  of  renowned  technologists, 
scientists,  and  creative  thinkers. 

Presented  by  BusinessWeek  and  Jim  Taylor,  Ph.D.  in  partnership  with 
IBM  Corporation,  Breakthrough  will  be  held  February  7-9,  2001,  at 
the  Rancho  Bernardo  Inn  just  outside  of  San  Diego,  California. 
Featuring  an  intensive,  intimate  environment  designed  to  encourage 
attendee  participation,  this  invitation-only  event  is  designed  to  challenge 
long-held  assumptions  and  define  the  new  rules  of  the  leadership  game. 

Please  consider  joining  the  elite  group  of  forward-thinking  CEOs  that 
assists  us  in  this  effort. 

If  you  have  already  received  your  exclusive  invitation,  please  return 
your  reservation  as  soon  as  possible.  If  you  have  not  received  an 
invitation  but  believe  you  should  be  included,  please  contact 
Ms.  Marsha  Green,  BusinessWeek,  at  212-512-3113. 
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A  WAVE  OF 
SCANDALS 


«r 


':s^:xasek»Fgf> 


Congress  is  becoming 
increasingly  alarmed  that 
federal  money  is  fueling 
corruption  in  Puerto  Rico 

When  10-year-old  Carlos  Melen- 
dez-Dyer  came  tearing  home 
from  school  one  day  in  October, 
he  ran  through  a  courtyard 
that  floods  with  sewage  when  it  rains. 
He  ran  by  a  rusting  electric  box  where 
high-voltage  wiring  lies  bare.  Then  he 
tripped  and  fell  on  the  crumbling  stair- 
case leading  to  his  tiny  apartment, 
where  rain  pulses  through  ill-fitting 
windows. 

Home  to  Carlos  is  a  public-housing 
project  outside  San  Juan  called  Las  Pal- 
mas,  where  the  stench  of  rotting 
garbage  hangs  heavy,  mixing  with  the 
odor  of  human  waste  that  lingers  after 
the  floodwaters  recede.  "Look  at  this 
filth,"  cries  Edward  Marti-Ramirez,  31,  a 
cousin  of  another  tenant.  "They  should 
knock  this  down  and  start  all  over." 

Las  Palmas  and  the  poor  conditions 
found  at  many  of  the  island's  332  public 
housing  projects  are  the  visible  face  of  a 
growing  number  of  corruption  scandals 
racking  Puerto  Rico.  They  range  from 
kickbacks  to  bribes  to  bogus  companies 


and  sham  transactions. 
The  scandals  have 
caught  the  attention  of 
Congress,  since  much  of 
the  corruption  involves 
federal  funds,  and  they 
may  have  cost  the  New 
Progressives  (the  state- 
hood party)  the  gover- 
norship on  Nov.  7.  "No 
question  about  it — cor- 
ruption played  a  major 
role  [in  the  election]," 
says  Alfonso  M.  Christ- 
ian, auxiliary  comptrol- 
ler of  Puerto  Rico.  The 
scandals  also  have  high- 
lighted a  nasty  feud  between  U.  S. 
Housing  &  Urban  Development  Dept. 
Secretary  Andrew  M.  Cuomo  and  HUD 
Inspector  General  Susan  Gaffney,  who 
last  summer  attacked  "hud's  failure  to 
stop  flagrant  fraud,  waste,  and  abuse"  at 
Puerto  Rico's  public  housing  authority. 
TRUST  ISSUE.  Concerned  about  pouring 
good  money  after  bad.  Congress  in  Oc- 
tober voted  to  hold  up  a  $130  million 
payout  to  the  Puerto  Rico  public  housing 
agency.  In  a  deal  cut  by  Cuomo,  the 
money  was  to  have  settled  a  lengthy 
court  battle  over  whether  hud's  funding 
formula  was  shortchanging  the  island. 
"You  hate  to  get  that  heavy-handed. 


but ...  we  have  an  obligation  to  the  tax 
payers  and  the  people  dovvTi  there,"  sayt 
Senator  Wayne  Allard  (R-Colo.),  whc 
helped  block  the  funds  in  his  role  at 
chairman  of  the  Senate  Banking,  Hous 
ing  &  Urban  Affairs  Committee's  hous 
ing  subcommittee.  Adds  Senator  Christo 
pher  S.  Bond  (R-Mo.),  head  of  a  Senatt 
Appropriations  subcommittee  oversee 
ing  HUD:  "According  to  what  the  inves 
tigators  tell  us,  they  keep  opening  u| 
new  areas  of  corruption  every  time  thej 
look  into  something."  The  next  Congress 
may  also  want  some  assurances  thai 
none  of  the  approximately  $250  million  i 
year  that  supports  the  public  housing 


Bribery, 
Fraud, 
&  Worse 


Some  recent 
public  corrup- 
tion cases  in 
Puerto  Rico: 
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HURRICANE  CLEANUP 

FEBRUARY,  1999  Mayor  found 
guilty  of  seeking  bribe  for 
cleanup  work  in  wake  of  Sep- 
tember, 1998,  hurricane 

PUERTO  RiCO 
PUBLIC  HOUSING 
ADMINISTRATION 
MAY,  1999  Six  people  charged 
with  bribery,  conspiracy,  mon- 
ey laundering,  and  theft  of 
$1.4  million  in  scheme  alleged- 


ly involving  efforts  to  help  resi- 
dents set  up  small  businesses 

SAN  JUAN  AIDS  INSTITUTE 

1999-2000  Twelve  people 
convicted  or  pled  guilty  to 
defrauding  federal  government 
of  $2.4  million  intended  for 
patients  of  now-defunct  clinic 

PUERTO  RICO  SOCIAL 
ACTION  INC. 
AUGUST,  2000  IVo  directors 
of  nonprofit  agency  helping 


children,  homeless,  and  the 
elderly  found  guilty  of 
embezzling  $5.4  million  in 
federal  funds 

MUNICIPAL 
GOVERNMENT 
AUGUST,  2000  Eighteen 
people,  including  two  promi- 
nent mayors,  indicted  for  al- 
legedly collecting  hundreds  of 
thousands  of  dollars  in  payoffs 
at  agency  collecting  taxes  for 
island  municipalities 
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WEEK.  "The  residents  of  public  housing  in 
Puerto  Rico  deserve  to  live  in  decent, 
safe,  and  sanitary  housing."  hud  officials 
contend  that  they  are  working  diligently 
to  address  public  housing  deficiencies. 

HUD  has  long  been  a  troubled  agency, 
and  Cuomo,  who  has  been  chief  since 
1997,  clearly  inherited  many  problems 
on  the  island.  His  handling  of  them 
could  be  important  to  his  future:  It's 
widely  believed  that  in  2002  Cuomo  will 
run  for  governor  of  New  York,  which 
has  a  huge  Puerto  Rican  population. 
ENDEMIC.  The  corruption  that  HUD  and 
other  U.S.  government  agencies  must 
contend  with  is  endemic:  embezzlement  of 
federal  funds  for  a  social  agency  helping 
children,  homeless,  and  the  elderly;  al- 
leged payoffs  at  the  agency  that  collects 
taxes  for  island  municipahties;  a  mayor 
soliciting  a  bribe  for  hurricane  cleanup 
work;  the  diversion  of  federal  funds 
meant  to  help  aids  victims.  "In  the  past, 
we  had  corruption,  but  never  at  this  lev- 
el, never  with  this  amount  of  money,  and 
never  at  the  federal  level,"  says  Anibal 
Acevedo  Vila  of  the  Popular  Democratic 
Party,  who  was  elected  on  Nov.  7  as  "res- 
ident commissioner,"  the  nonvoting  dele- 
gate to  the  U.  S.  Congress. 

Why  such  a  climate  of  corruption? 
Greed,  of  course.  Another  factor  is  nepo- 
tism, which  is  not  only  common  but  le- 


In  October,  Congress,  concerned 
about  corruption,  held  up  a  $130 
million  payout  authorized  by  Cuomo 

HUD  HOUSING:  CRUMBLING  STAIRS  LEAD  TO  MELENDEZ-DYER'S 
APARTMENT;  REHABBING  AN  APARTMENT  IN  SAN  JUAN;  LIVING 
WITH  NO  HOT  WATER  FOR  20  YEARS 


authority  in  Puerto  Rico— a  sum  second 
only  to  that  spent  on  New  York  City — is 
being  siphoned  off. 

The  scandals  could  get  even  worse. 
Even  though  island  residents  can't  vote 
in  U.S.  elections,  Democratic  and  Re- 
publican party  officials  and  candidates 
from  the  mainland  have  stepped  up  fund- 
raising  on  this  highly  politicized  island. 
The  Democratic  Congressional  Campaign 
Committee  (dccc)  has  been  especially 
active,  vdth  $229,000  in  donations  re- 
ported thus  far  for  the  1999-2000  election 
cycle  (table).  Now  there  are  concerns 
that  some  donations  to  mainland  cam- 
paigns may  have  been  tainted  by  cor- 
mption.  At  the  DCCC,  headed  by  Repre- 


sentative Patrick 
J.  Kennedy  (R.I.), 
spokesman  Erik  Smith 
says:  "We're  confident 
every  contribution 
is  above  reproach." 

For  all  the  tropical  glitz  of  San  Juan's 
beachfront  resorts  or  the  shiny  suvs  that 
clog  narrow  city  streets,  Puerto  Rico  re- 
mains poor.  About  one-half  of  the  popu- 
lation of  3.9  miUion  receives  some  kind  of 
public  assistance.  And  some  250,000  res- 
idents live  in  hud's  57,000  public-hous- 
ing units,  hud's  Gaffney,  for  one,  thinks 
the  island's  impoverished  residents  are 
suffering  because  of  corruption  in  high 
places.  In  July,  following  a  highly  critical 
report  she  issued  a  few  months  earlier, 
Gaifney  went  nuclear,  firing  off  an  emer- 
gency letter  to  Cuomo  and  Congress.  "I 
don't  understand  what  is  necessary  to 
get  HUD  moving,"  she  told  business 


gal  in  the  island's  78  municipal  govern- 
ments. But  the  biggest  reason  may  be 
bound  up  in  passions  over  Puerto  Rico's 
hottest  political  issue:  statehood. 

In  1998,  Puerto  Ricans  turned  down 
statehood  for  the  second  time  in  five 
years.  Governor  Pedro  J.  Rosello,  now 
stepping  down  after  two  terms,  is  a 
statehood  supporter.  So  is  the  current 
resident  commissioner,  Carlos  Romero- 
Barcelo,  whom  Acevedo  Vila  defeated. 
The  opposition  Popular  Democrats  (com- 
monwealth party),  whose  candidate,  San 
Juan  Mayor  Sila  M.  Calderon,  was  just 
elected  governor,  want  to  maintain  the  is- 
land's current  status.  "It's  so  partisan — 
worse  than  any  U.S.  politics,"  says  for- 
mer Representative  Robert  Garcia 
(D-N.Y),  now  a  statehood  lobbyist  in 
Washington. 

So  heated  has  the  issue  become  that 
some  believe  the  line  between  party 
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Government 


The  Puerto  Rican  scandals  have 

highlighted  a  nasty  feud  between 

HUD  Secretary  Cuomo  and  his 

inspector 

general, 

Susan 

Gaffney 


and  government  has  been  erased  and 
that  the  statehood  party  in  recent  years 
effectively  became  the  government.  That 
has  contributed  to  corruption,  suggests 
A.  W.  Maldonado,  a  longtime  political 
commentator.  "You  give  the  corrupt  an 
escape  from  the  moral  consequences  of 
what  they're  doing,"  he  says.  "They're 
not  'stealing.'  They're  'helping  their  ide- 
ology.' What  you  see  in  all  these  cases  is 
that  they  say,  'I  did  it  because  I  vi^as 
helping  the  party.'" 

DISTANT  DONORS.  Mainland  politicians, 
eager  to  feed  their  constant  need  for 
money,  have  waded  into  this 
highly  charged  atmosphere.  Ac- 
cording to  Federal  Election 
Commission  data  available  as  of 
Nov.  1,  George  W.  Bush  and  GOP 
interests  collected  $550,768  this 
election  cycle.  Democrats  have 
done  better,  raising  $783,900. 
Kennedy  of  the  Dccc  has  made 
fund-raising  visits  to  the  island, 
while  also  netting  $51,000  for 
his  own  campaign  coffers.  The 
most  obvious  motive  for  such 
donations:  influencing  decision 


GEORGE  W.  BUSH 


GAFFNEY  (WITH 
CUP)  TOURING  A 
STATESIDE  HOUS- 
ING PROJECT;  CUO- 
MO AT  THE  DEMO- 
CRATIC NATIONAL 
CONVENTION 


the  just-concluded  campaign  of  Senator 
Edward  M.  Kennedy  (D-Mass.),  father  of 
the  Dccc's  chief,  in  1995.  That  could  be 
the  first  incident  coming  to  light  of  taint- 
ed money  landing  in  mainland  campaign 
coffers.  In  Washington,  a  Kennedy  aide 
said  he  knew  nothing  of  such  a  donation 
but  any  questionable  contribution  would 
be  reevaluated.  Representative  John  L. 
Mica  (R-Fla.),  who  heads  a  House  sub- 
committee that  oversees  hud,  says  he 
has  heard  reports  of  such  recycling  and 
may  investigate. 

Congress  may  have  no  choice  but  to 


Beginning  in  1996,  U.  S. 
mainland  candidates  and 
political  parties  stepped  up 
fund-raising  in  Puerto  Rico. 
The  top  10  recipients  for  the 
1999-2000  election  cycle: 


$345,150 
229,450 


DEMOCRATIC  CONGRESSIONAL 
CAMPAIGN  COMMITTEE 


AL  GORE 


222,750 


makers  in  Washington,  where  -,,,  Bp.n,pv  onn^nn' 

the  statehood  issue  could  some-  "/.':':.""".''."' ^^.^.'.^^^... 

day  be  decided.  DEMOCRATIC  NATIONAL  COMMIHEE  131,200 

in    3.L    leasL    one    msi<3.nce,  »__.■». ..... ..a^. ......   .  . . .. . ,^^^^  -  — .— .  ..  *-— . 

some  questionable  funds  ma;  REPUBUCAN  NATIONAL  COMMITTEE 127,169 

have    found   their   way   to   a  NATIONAL  REPUBLICAN  78,449 

mainland  candidate.  Jorge  Col-  CONGRESSIONAL  COMMITTEE 

SftJ^is  ^:i"%^%x  '«'-"™« J- «"•«»» <»:«;';':::::5i.M 

has  provided  BUSINESS  WEEK  SENATOR  EDWARD  M.  KENNEDY  (D-MASS.)     48,500 

with  documents  indicating  that  ^~^^..^^^.i.^.,^^^^...^..,^,^\.\^\ « ,  ^^^ 

$20,000  was  diverted  from  fed-  SMATOR  CHARLES  E.SCHUMER(D.N.Y.) 41,000 

eral  highway  funds  for  political  figures  as  of  Nov.  1.  They  do  not  include  money  raised  for  candidates  for 

contributions,   of  which   more  Puerto  Rico's  nonvoting  congressional  delegate 
than  $10,000  went  to  the  state- 
hood party  and  $1,000  went  to 


DATA:  FEDERAL  ELECTION  COMMISSION.  CENTER  FOR  RESPONSIVE  POLITICS 


step  in.  For  one  thing,  the  public  rift  be 
tween  Cuomo  and  Gaffney  has  escalatec 
to  the  point  of  absurdity.  Last  month 
Gaffriey  filed  a  sexual  discrimination  anc 
harassment  complaint  against  Cuomo  anc 
other  officials,  alleging  retaliation  for  hei 
investigative  work  at  HUD.  Cuomo  aide; 
declined  to  make  the  Secretary  available 
for  comment.  But  according  to  Cuom( 
spokeswoman  Lisa  MacSpadden,  Repre 
sentative  Tom  Lantos  (D-Calif.)  demand 
ed  that  HUD  investigate  the  download 
ing  and  circulation  of  pornography  b 
"senior  officials"  in  the  hud  inspecto: 
general's  office.  "This  is  nothing  mort 
than  a  diversion  from  [Gaffhey's]  mis 
conduct  regarding  the  downloading  o 
pornography  in  her  office  and  retaliatioi 
for  our  efforts  to  get  to  the  bottom  of  it, 
MacSpadden  says. 

Puerto  Rico  Comptroller  Manue 
Diaz-Saldana,  a  soft-spoken  forme 
member  of  Governor  Rossello's  Cabine 
and  a  watchdog  for  the  island  goveri 
ment,  is  cooperating  with  federal  co: 
ruption  probes.  But  Puerto  Rico's  leg; 
infrastructure  is  so  weak  that  Saldana 
seeking  nontraditional  solutions,  too:  H 
wants  to  set  up  a  special  court  to  expi 
dite  corruption  cases.  He's  worked  wit 
colleges  and  universities  to  develop  an' 
promote  government  ethics  courses.  An 
he's  aired  anticorruption  spots  on  radi 
and  TV.  "We  are  emphasizing  prever 
tion,"  he  says.  But  for  now,  few  believ 
the  parade  of  corruption  cases  is  over 

Bij     Cliristoplici-    H.     Schmitt     i 
Cakmo,  Puerto  Rico 
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Sports  Business 


TIGER  HAS  THE  PGA 
AND  FINCHEM  SEEING 
GREEN— AND  RED 


GOLF 


TIGER  VS.  THE  PGA: 
HOW  SERIOUS  IS  in 

The  PGA  Tour  will  soon  renegotiate  TV  rights,  and  Woods  may  want  a  cut 


As  ideas  go,  it's  about  as  revolu- 
tionary as  siirinking  the  golf  ball 
or  making  the  hole  twice  as  big. 
Tiger  Woods  is  telling  the  world 
that  he's  entitled  to  a  chunk  of  the  PGA 
Tour's  next  television  contract. 

The  Tour  is  nearing  the  end  of  a 
four-year,  $650  million  pact  with  CBS, 
NBC,  and  ABC,  and  all  signs  point  to  a 
huge  increase  in  the  value  of  the  next 
deal,  thanks  to  the  new  eyeballs  Woods 
has  brought  to  golf  on  TV.  This  year, 
audiences  for  tournaments  Tiger  played 
in  were  105%  higher  than  those  Tiger 
skipped.  Heady  numbers,  and  they  ex- 
plain why  golfs  power  brokers  are  tak- 
ing very  seriously  a  wide-ranging, 
sometimes  pouty  Woods  interview  in 


the  current  issue  of  Golf  World.  He 
complains  about  the  tour  misusing  his 
image  in  advertisements,  about  bur- 
densome fees  that  the  agency  repre- 
senting him  must  pay  to  the  Tour  when 
it  stages  independent  golf  tournaments, 
even     about     feeling     unappreciated 

THE  IMPORTANCE  OF 
HAVING  TIGER 

Average  TV  rating  of  17  events      4.5** 
Woods  has  played  in  this  year* 

Average  TV  rating  of  17  events      2.2** 
Woods  did  not  play  in  this  year* 

'Tournaments  broadcast  on  CBS,  ABC,  and  NBC 
**Millions  of  households 


by  PGA  Commissioner  Tim  Finchem 
Is  he  deserving  enough  to  be  handec 
a  piece  of  the  TV  pie?  "Philosophically?  ] 
would  be.  Arnold  [Palmer]  would  be 
All  the  great  ones  would  be,"  Woods 
told  the  magazine.  Yet  how  determinec 
he  is  to  fight  for  a  cut  of  Tour  revenues 
remains  an  open  question.  So  far.  Woods 
and  his  agent,  iMC.'s  Mark  Steinberg 
have  couched  such  talk  in  tei-ms  of  what 
should  be  rather  than  what  will  be 
Steinberg  declined  to  be  interviewed. 
NO  COMMENT.  Not  all  in  the  Woods 
camp  have  been  as  closed-mouth 
though.  Earl  Woods,  Tiger's  dad,  has 
said  that  his  son  doesn't  need  the  Tour 
and  that,  if  his  concerns  aren't  ad- 
dressed, he  could  end  up  i)laying  golf  fai 
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from  the  I'CA.  After  placing  eighth  in 
the  Tour's  season-ending  American  Ex- 
press Championship  in  Spain  on  Nov. 
12,  Woods  had  nothing  to  say  except 
that  he  would  be  meeting  soon  with 
P"'inchem  and  his  staff. 

Tigei-'s  fellow  playei-s  and  their  agents 
have  reacted  cautiously — and  not  always 
negatively — to  his  claim  on  TV  money. 
That's  a  surprise  when  you  consider 
that  for  every  TV  dollar  siphoned  off  by 
Woods,  one  less  dollar  is  available  to 
the  rest  of  the  pga  Tom-  in  prize  money 
and  other  forms  of  compensation.  "My 
first  reaction  is  that  it's  not  a  reasonable 
request,"  says  Jim  Lehman,  a  Min- 
neapolis-based agent  for  about  two 
dozen  pro  golfers,  including  his  brother 
Tom,  a  top-echelon  player.  "I  might  have 
a  different  opinion  if  I  understood  where 
he  was  coming  fi:-om.  But  it  seems  to  me 
that  Tiger  already  is  being  significantly 
compensated  by  increased  purses  and 
by  his  success  on  the  golf  course." 
FORCE  OF  NATURE.  Veteran  Tour  pro 
Fred  Couples  says  he  is  keeping  an  open 
mind  about  all  things  Tiger,  including  his 
bid  for  TV  dollars.  "I  can't  be  one  of 
those  [talk-show]  callers  complaining: 
"Who  does  he  think  he  is?  He's  already 
making  $80  million — and  he  wants 
more?'"  says  Couples.  "Tiger  Woods  is 
making  us  all  a  lot  more  money."  If  pay- 
ing Woods  a  percentage  of  the  PGA  Tour's 
television  revenues  was  the  only  way  to 
keep  Tiger  content,  Couples  says,  "Write 
the  check  tomorrow."  It  may  not  be  that 
simple.  Golf  observers  say  the  Tour 
would  be  courting  a  compensation  free- 
for-all  if  it  used  its  TV  revenues  to  re- 
ward one  player — even  in  the  case  of 
Woods,  the  world's  best. 

No  doubt  about  it,  Tiger  was  a  force 
of  nature  this  season:  He  racked  up 
nine  victories  and  a  record  $9  million  in 
tournament  earnings.  In  perhaps  his 
most  amazing  display  of  consistency,  he 
shot  par  or  better  in  every  round  he 
played  from  the  middle  of  May  forward. 
But  even  superstars  get  the  blahs.  What 
if  Tiger  fell  to  earth  next  season  and 
was  challenged  or  surpassed  by  another 
young  player,  like  Spain's  Sergio  Garcia 
or  South  Africa's  Ernie  Els.  Wouldn't 
they  be  in  line  for  a  cut,  too? 

"I  don't  see  it  happening.  I  don't  see 
the  PGA  Tour  agreeing  to  it,"  says  Neal 
Pilson,  former  president  of  CBS  Sports. 
Moreover,  Pilson  isn't  sure  Woods  can 
justify  the  special  treatment.  "It's  the 
old  story:  No  one's  interested  in  seeing 
the  Dallas  Cowboys  or  the  New  York 
Giants  practice — they  have  to  compete 
against  other  teams,"  he  says.  "Tiger's 
value  is  only  a  function  of  his  competi- 
tion with  other  players.  I  don't  think  he 


WITH  EARL:  // 

Tiger  walked, 
where  would 
he  go? 


GIVE  HIM  THE  MONEY? 

"He^s  bringing  the 
Tour  gravy.  He's 
making  every  tour- 
nament he  plays  in 
a  lot  stronger'' 

—  FRED  COUPLES 

seriously  believes  that  if  he  went  out 
and  played  a  round  by  himself  he'd  be 
able  to  secure  a  huge  TV  rights  fee." 

Because  Tiger  is  Tiger,  he'll  get  a 
hearing  from  Tour  officials  and  is  likely 
to  win  concessions  on  some  of  the  less 
contentious  issues  he  has  raised.  For 
example,  Finchem  might  quickly  com- 
promise on  the  Tour's  policy  of  extract- 
ing fees  from  the  promoters  of  made- 
for-TV  golf.  It's  a  sore  point  for  Woods 


because  he's  often  the 
star  attraction  at 
events  such  as  this 
year's  Battle  at 
Bighorn,  in  which  he 
went  head-to-head  with  Garcia.  For  cer- 
tain. Woods  is  also  sounding  off  on  be- 
half of  IMG,  the  powerful  sports  mar- 
keting and  representation  outfit  that 
promoted  the  Bighorn  match  and  bris- 
tled at  having  to  pay  the  pga  Tour  a  fee 
of  over  $1.5  million. 

Other  changes  may  be  in  order,  too. 
Many  tour  players  support  Woods  in  his 
campaign  to  force  the  Tour  to  stop  using 
their  photos  in  tournament  advertising 
without  permission.  (Woods,  who  has  an 
endorsement  deal  with  financial  services 
giant  American  Express  Co.,  has  com- 
plained about  being  shown  in  an  ad  tout- 
ing his  victory  in  an  event  sponsored  by 
Pricewaterhouse  Coopers  LLC.) 
HARD  AND  FAST.  But  Tiger  may  find 
the  pga  Tour  unyielding  on  other  poli- 
cies. Among  those  more  entrenched 
rules  is  the  one  that  limits  pro  golfers  to 
three  "releases"  for  every  15  tour 
events  they  enter.  Releases  are  passes 
to  play  in  tournaments  around  the  world 
that  conflict  with  pga  events.  Australian 
Greg  Norman,  who  preceded  Woods  as 
golfs  top  dog,  attacked  the  rule  and  de- 
rided Finchem  for  standing  by  it.  But 
Norman  never  changed  it. 

And  if  Tiger  ever  did  act  on  Daddy 
Woods'  threat  and  walked,  where  would 
he  be  walking  to?  "All  he  could  do  is  re- 
tire, which  I  see  occurring  sooner  rather 
than  later,"  says  Pilson.  "He's  had  so 
much  success  at  a  young  age . . .  you  begin 
to  look  for  other  things  to  do  in  life." 

Other  observers  see  options  for  Tiger, 
though  none  that  would  have  him  play- 
ing to  larger  audiences  or  honing  his 
skills  against  the  world's  best.  Woods' 
Asian  heritage  (his  mother  is  Thai)  has 
made  him  enormously  popular  in  the 
Far  East,  but  it's  hard  to  imagine  Tiger 
chucking  the  PGA  Tour  for  full-time  duty 
on  the  Asian  Tour.  The  European  Tour 
also  beckons,  but  could  Tiger  truly  find 
happiness  as  the  shotmeister  of  the  an- 
nual Peugeot  Open  de  Espana? 

Were  he  to  exit  the  PGA  Tour,  the 
most  attractive  choice  might  be — the 
PGA  Tour.  Tiger  could  play  in  the  U.S. 
part-time  on  the  eight  or  nine  sponsors' 
exemptions  he  would  be  permitted  each 
year,  plus  golf's  four  major  champi- 
onships that  don't  count  against  that 
number.  He  could  fill  the  rest  of  his 
dance  card  with  international  events. 

That  would  be  a  nightmare  for  the 
p<;a  Tour.  Tiger's  popularity  and  impact 
on  ratings  have  been  so  profound  that, 
at  times,  he  overshadows  the  tourna- 
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The  bigger  the  croinid, 
the  better  the  performance. 


You're  a  major  player  in  the  securities 
larkets  worldwide,  so  when  it  comes 
D  trading,  you  know  what  you  need. 

Liquidity. 

A  world  of  buyers  and  sellers  —  ready 
o  trade.  And  when  you're  trading  elec- 
ronically,  you  know  the  place  to  come 
)3r  global  liquidity. 

Instinct. 

We  give  you  electronic  access  to  some 
If  the  broadest,  deepest — most  liquid  — 
•rading  opportunities  around  the  world. 


What's  more,  we  don't  have  our 
own  portfolio  so  we  never  compete 
with  your  trades  or  take  a  position 
against  you. 

Our  only  goal  is  to  help  you  get  the 
fastest  trade  at  the  best  price  —  and  we 
handle  the  follow-up  automatically. 

All  of  which  can  add  up  to  better 
performance. 

If  that's  what  you're  looking  for,  by  all 
means  call  toll  free  1-877-INSTINET  or 
visit  v^^ww. instinct. com 


■  an  agency  hri)kcr,  Inslincl  docs  not  Lonic  between  its  clients  and  the  best  price.  We  do  not  commit  capital,  make  markets  or  make  profits  on 
reads  '  '2l>()()  Instinel  Corporation,  all  rights  reserved.  INSTINET  and  the  INSTINCT  marque  are  registered  service  marks  in  the  United  States  and 
s  throughout  the  world  insunet  Corporation  i!»  member  NASD/SIPC.  and  Inslinet  UK  Limited  is  regulated  in  the  U.K.  by  the  SFA. 


Instinct 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price.'" 


Sports  Business 


ments  in  which  he  is  playing.  The  Golf 
Channel  (TcuO,  a  network  partly  owned 
by  Palmer,  revealed  the  power  of  T^ger 
last  August.  Instead  of  showing  the 
opening  round  of  a  tournament  in  Michi- 
gan, T(X'  opted  for  coverage  of  Woods' 
entire  first  round — on  tape.  The  PGA 
Tour  fumed  over  having  been  pre-empt- 
ed by  one  of  its  own.  And  TGC  led  off  its 
live  coverage  the  next  day  with  an  apol- 


ogy. "It's  easy  to  get  caught  up  in  the 
Tiger  Effect,"  says  David  Manougian, 
coo  of  The  Golf  Channel. 

Whether  oi-  not  he  defects,  the  specter 
of  a  Tour  without  Woods  could  weaken 
the  PGA  Tour's  bargaining  position  when 
contract  talks  with  the  networks  get 
started  next  spring.  Uncertainty  about 
Tiger's  future,  if  it  is  still  an  issue,  could 
have  a  chilling  effect  on  demands  for  an 


enormous  payday.  Couples  hopes  any 
hard  feelings  and  power  plays  are  re- 
solved long  before  then.  "He's  bringing 
the  tour  gravy.  He's  making  every  tour- 
nament he  plays  in  a  lot  stronger  and  a 
lot  better,"  says  Couples.  Right  now,  only 
one  thing  is  certain:  As  the  dispute  plays 
out,  all  eyes  will  be  on  Woods.  Nothing 
new  about  that. 

By  Mark  Hyman 


TEEING  OFF  IN  THE  INNER  CITY 


Not  quite  200  yards  from  the 
first  tee,  students  mill 
around  outside  a  huge,  con- 
crete-block vocational  high 
school.  Along  the  third  fairway, 
low-income  families  are  moving 
into  100  bungalows  built  recent- 
ly by  crews  from  Habitat  for 
Humanity.  And  freight  trains 
rumble  by  each  day  on  tracks 
that  slice  through  overgrown 
fields.  No  doubt  about  it,  this 
lower-middle-class  neighborhood 
on  the  north  side  of  Jack- 
sonville, is  an  unusual  place  for 
a  nine-hole  golf  course.  But  Joe 
Louis  Barrow  Jr.  sees  limitless 
potential  for  the  oasis  of  mani- 
cured turf. 

"We  estimate  there  are 
10,000  kids  living  within  two 
miles  of  the  course.  So  it's  an 
enormous  opportunity  to  expose 
them  to  the  game  of  golf  and  to 
do  it  in  their  neighborhoods," 
says  Barrow,  who,  though  he  lacks  a 
heavyweight's  physique,  bears  a 
strong  resemblance  to  his  father, 
boxing  icon  Joe  Louis. 

Barrow,  53,  is  national  director  of 
The  First  Tee,  a  nonprofit  on  a  mis- 
sion to  bring  golf  to  kids  in  inner 
cities  and  rural  communities.  With 
backing  from  the  pga  of  America,  the 
U.  S.  Golf  Assn.,  and  wealthy  individu- 
als such  as  Richard  J.  Ferris,  retired 
co-chairman  of  Doubletree  Corp.,  and 
Jackson  T.  Stephens,  chairman  of  in- 
vestment firm  Stephens  Inc.  in  Little 
Rock,  The  First  Tee  has  opened  al- 
most 40  kid-friendly  courses  in  the 
U.  S.  and  Canada.  The  organization  in- 
tends to  use  some  of  its  .$35  million  in 
cash  and  pledges  to  open  12  more  by 
yearend  and  have  a  total  of  some  130 
by  the  end  of  2002.  In  late  November, 
Barrow  will  unveil  a  five-year  plan  at 
the  Worid  Golf  Foundation  2000  Con- 
ference, a  gathering  to  chart  the  long- 


YOUTH  PUSH:  Barrow  in 
Houston  (top)  and  learn- 
ing from  Dad  (far  right) 


term  growth  of  the 
sport. 

What  makes  Barrow, 
who  joined  The  First  Tee  in  April  af- 
ter a  career  as  a  banker  and  former 
aide  to  the  late  Commerce  Secretary 
Ron  Brown,  think  kids  raised  on 
pickup  basketball  want  to  be  intro- 
duced to  golf?  "I'm  not  so  sure  they 
want  to  play  golf.  But  they've  never 
had  the  option  to  play  golf,"  he  says. 

It  won't  be  easy  putting  First  Tee 
courses  in  every  neighborhood  that 
wants  one.  Or  cheap.  To  join  the  pro- 
gram, a  city  must  form  a  local  chap- 
ter and  begin  raising  money.  Capital 
costs  can  range  from  $1  million  to  $4 
million,  Barrow  says. 
FREE  SWINGING.  In  Jacksonville,  the 
price  tag  was  relatively  low  because 
the  course  was  a  reclamation  project: 
Its  overgrown,  trash-strewn  site  was 
the  former  Brentwood  Golf  Club,  de- 
signed by  famed  golf  course  architect 


Donald  Ross,  but  it  hadn't  seen 
a  chip  shot  in  more  than  20 
years.  Costs  of  rehabbing  the 
course  and  operating  it  for  a 
year  came  to  $2.5  million,  vrith 
the  city  making  the  biggest  con- 
tribution—$700,000.  Brentwood, 
which  opens  this  month,  will  al- 
low adults  to  play  nine  holes  for 
a  small  fee.  But  the  course  is 
designed  to  nurture  young  play- 
ers, at  no  charge,  with  large 
greens  that  are  easy  targets. 

In  blue-collar  Hammond,  Ind., 
a  nine-hole  kids'  course  opened 
in  April  on  what  had  been  a 

dump  site  for  steel- 
mill  slag.  Its  vis- 
tas are  still  domi- 
nated by  a  BP 
Amoco  oil  refinery. 
"We  didn't  have  a 
public  golf  course. 
Now  we've  opened 
the  sport  to  kids 
who  span  the  eco- 
nomic ladder,"  says 
Hammond  Mayor 
Duane  W.  Dedelow 
Jr.  "That's  the  beauty  of  it — every- 
body benefits." 

In  Barrow,  The  First  Tee  has 
found  an  advocate  with  a  passion  for 
golf  and  a  name  that  resonates  with 
sports  fans.  Many  of  Barrow's  fond- 
est memories  of  his  father  are  of 
days  spent  on  the  greens.  His  par- 
ents separated  when  he  was  2,  and 
Barrow  saw  his  father,  who  died  in 
1981,  only  about  four  times  a  year. 
"My  father  was  such  a  public  per- 
son, it  was  difficult  for  us  to  have 
time  alone,"  he  explains.  "On  the 
golf  course,  I  got  to  know  him."  It's 
a  connection  that  Barrow  is  betting 
more  parents  and  their  children 
will  soon  be  making  on  First  Tee 
courses. 

By  Mark  Hynurn  in  Jacksonville 
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Some  of  the  biggest 
names  in  the  game 
come  up  short  when 
it  comes  to  building 
digital  marketplaces. 


Building  B2B  marketplaces  is  making 
some  industry  giants  look  small.  The  truth 
is,  if  you  hand  the  ball  to  one  of  those 
so-called  "dream  teams, "you'll  be  up 
against  a  sizable  integration  challenge. 

VerticalNet  Solutions  will  help  you  get 
your  online  marketplace  together  far  more 
effectively— and  faster.  Our  eMarketplace 
Suite  provides  a  comprehensive  set  of 
tools  required  to  develop  a  high-liquidity 
digital  marketplace.  All  wfithin  one 
marketplace,  our  suite  delivers  content 
community, and  commerce  transaction 
modules,  including  auctions,  catalogs, 
exchange,  RFP/RFQ,  structured  negotiation, 
and  a  broad  range  of  e-procurement  and 
e-distribution  services. 

Over  the  past  five  years,  VerticalNet  has 
built  57  online  communities  where  buyers, 
sellers,  and  third  parties  meet  to  enjoy 
greater  business  efficiencies.  Each         ^ 
combines  content,  community  and  ^U 

commerce  modules  to  satisfy  the  specific 
needs  of  the  industry  served. 

Ready  to  seize  an  advantage  in  the 
competitive  B2B  game?  Visit 
www.  verticalnetsolutions.com 
right  away  or  call  866-263-6040. 


y  VerticalNet  Solutions  I 
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Fujitsu  Network  Communications  is  opening  eyes  in 
America  with  revolutionary  photonic  technology, 
lil<e  wavelength  division  multiplexing 
systems  fast  enough  to  send  20  million 
simultaneous  phone  and  Internet  calls 
down  a  single  hair-thin  optical 
fiber  The  boundless  multimedia 
capacity  Internet  users  before 
could  only  dream  of. 


^i^j     Look  around.  You're  in  the  midst  of  a  global  maelstrom.  A  swirling  mass  of  converging 
technologies  and  new  business  opportunities  unleashed  by  the  Internet.  All  waiting  to  be  harnessed  by 


companies  like  Fujitsu  -  the  world's  third  largest  IT  services  provider*  We've  focused  our  energy  and 


WHEN  YOU  CLOSE  YOUR  EYES, 
WHAT  DO  YOU  DREAM? 

WHEN  YOU  OPEN  YOUR  MIND  TO  THE 

FULL  POTENTIAL  OF  THE  INTERNET 

WHAT  DO  YOU  SEE? 


resources  on  creating  technology  to 


solve  the  unique  problems  of  thousands 


of  individual  businesses.  Last  year 


alone  we  invested  $4  billion  of  our 


$50  billion  global  IT  and  telecommunications  revenues  on  R&D.  Imagine,  $4  billion.  That's  more 


than  the  total  sales  of  many  Fortune  500  companies.  But  that's  what  it  takes  to  create  next  generation 


mobile  technology,  ultra-high-speed  servers  and  leading-edge  photonic  networks.  Innovations  that 


keep  your  business  one  step  ahead  of  the  Internet.  And  light  years  ahead  of  the  competition. 


FU^TSU 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


•Source:  IDC,  December  1 999,  Who  Will  be  Leading  the  Global  IT  Services  Industry  in  2000?.  A  Competilive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo, 
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B-SCHOOLS 


GE  CAPITAL'S 
E-BIZ  FARM  TEAM 

The  company  draws  on  UConn's  tech  whizzes 

On  a  June  morning  in  the  boardroom 
at  General  Electric  Capital  Corp.  in 
Stamford,  Conn.,  Anand  Modak  is 
telling  a  group  of  executives  what  he 
dislikes  about  the  GE  Financial  Assur- 
ance Web  site.  "The  information  should 
be  avaOable  within  three  clicks"  of  a 
mouse,  he  says,  instead  of  seven  in 
some  cases.  Sitting  nearby,  soaking 
it  all  in,  are  top  GE  Capital  exec- 
utives such  as  CEO  Denis  J. 
Nayden  and  Chief  Technology 
&  Information  Officer  Michael 
W.  Stout.  But  Modak,  33,  isn't 
a  GE  Capital  employee  or  a 
top-dollar   consultant.    He's 
a  second-year  mba  student  at 
the  University  of  Connecti- 
cut's School  of  Business  Ad- 
ministration,   brought   in   to 
show  GE  Capital  executives  how 
he  and  his  fellow  students  could 
lend  a  hand  with  the  $56  billion 
company's  e-business  problems. 

The  GE  execs  came  away  im- 
pressed. "They've  got  smart  people,' 
says  Nayden.  Five  months  later,  GE  Cap- 
ital has  formed  a  partnership  with 
UConn's  B-school — and  may  establish  a 
model  for  corporate  and  academic  col- 
laboration on  new  technologies.  The  com- 
pany agreed  to  invest  about  $2.5  million 
and  has  promised  an  additional  $1  million 
every  year  until  2005  to  create  and  op- 
erate a  new  e-commerce  lab  on  UConn's 
two-year-old  Stamford  campus,  just  min- 
utes from  GE  Capital's  main  offices.  Forty 
students  will  work  full  time  during  a  se- 
mester to  study  various  e-commerce  tech- 
nologies and  issues.  Other  students  at 
UConn's  main  campus  in  Storrs,  Conn., 
will  participate  through  projects.  GE  ex- 
ecutives will  be  assigned  to  the  lab, 
working  closely  with  faculty  to  guide 
research. 

For  GE,  the  main  benefit  is  a  pipeline 
of  potential  recruits  and  an  inexpensive 
team  to  noodle  over  e-biz  solutions. 
"We're  not  interested  in  theoretical  re- 
search— I  need  to  transform  my  busi- 
nesses radically,  and  quickly,"  says  Nay- 
den, who  is  an  alumnus  of  UConn's 


GE  CAPITAL  GOES 
BACK  TO  SCHOOL 

Its  $7.5  million  collaboration 

with  the  University  of  Connecticut 

is  a  boon  to  both  outfits 

WHAT  GE  GETS 

►  Inexpensive  e-biz  research 

►  A  jump  on  recruiting  students 

►  First  dibs  on  tech  developments 

►  Stimulating  environment  for  tech  stars 
WHAT  UCONN  GETS 

►  Real  case  studies  for  classes 

►  Hands-on  work  with  top  tech  execs 

►  Access  to  cutting-edge  tech  tools 

►  Prestige  of  link  with  GE 


B-school.  "If  I  did  this  myself,  I'd  have  t 

hire  new  people,  engage  consultants,  o 

take  [existing  employees]  off  of  anothe 

project." 

The  venture  is  the  largest  between 

GE  unit  and  a  B-school,  ge  Industria 

Systems    has    given    $1.5    million    t^ 

UConn's    school    of  engineering,    an( 

Richard  N.  Dino,  the  UConn  B-school' 

associate  dean,  says  this  school  may  sooi 

become  more  involved  in  the  e-lab,  toe 

In  this  new  venture,  however,  GE  Capita 

execs  have  a  continuing  commitment  anc 

closer    supervision.    And    more    sue] 

arrangements  may  be  on  the  way:  ge  i 

considering  similar  deals  vdth  two  o 

three  other  imiversities. 

The  relationship  push 

es  to  new  levels  the  al 

liance  between  corpo 

rations  and  B-schook 

which  are  seek 

ing  out  financ 

cJ     ing  that  allow 

(V      them    to    con 

duct  more  rele 
o 

vant      research 

Take,  for  instance 

the  year-old  Cente 

for    eBusiness    (f 

MIT,  a  venture  be 

tween  16  corporate  spon 

sors  and  Massachusetts  In 

stitute  of  Technology's  Sloai 

School  of  Management,  whicl 

BUSINESS  WEEK  ranks  No 

in  the  U.S.  Sponsors  kick  ii 

$300,000  a  year,  half  of  whicl 

goes  to  have  a  faculty  membei 

one  or  two  master's  students 

and  a  PhD  candidate  work  on  ai 

issue  important  to  the  company.  The  con 

tracts  involve  fewer  students  than  th- 

GE  e-lab,  however,  and  don't  focus  oi 

short-term  business  solutions. 

REAL  WORLD.  Such  collaborations  an 

partly  being  driven  by  cost  considera 

tions.  Faculty  research  alone  costs  th 

University   of  Maryland's    Robert   H 

Smith  School  of  Business  $10  million 

year,  for  instance.  Organizations  an( 

foundations  donate  an  additional  $2  mil 

lion  to  $3  million  for  research.   Onl 

$200,000  to  $300,000  of  that  comes  fron 

corporations.  Smith  School  Dean  Howarc 

Frank  wants  to  boost  that  share  to  $; 

million,  but  it's  not  as  simple  as  saying 

"We're  smart.  Give  us  money,"  he  says 

"You  build  a  value-added  relationship." 

For  students  inside  UConn's  10,000 

square-foot  e-lab  offices,  that  relation 

ship  includes  real-world  case  studii's  an( 

access  to  top  (!K  executives.  If  e-lab  pi'o 

jects  are  later  spun  off  into  products  oi 

services,  the  school  hius  a  chance  to  shai'< 

in  profits.  (JE  Capital  may  buy  innova 
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YOUR  NEST  EGG.  YOU'VE  MANAGB>D  IT  WELL. 


IT'S  TIIVIE  TO  RETIRE. 


NOW  WHAT? 


FIND  OUT  WITH  THE  T.  ROWE  PRICE 
RETIREMENT  INCOME  MANAGER'". 

It's  one  thing  to  build  your  retirement  nest  egg. 
Actually  living  off  it,  though,  is  quite  a  different 
matter.  That's  why  T.  Rowe  Price  has  developed 
a  powerful  and  acclaimed  planning  service  for 
investors  rearing  or  in  retirement. 

"THE  BEST  ADVICE  AR0UND."-6us;ness  Week* 

Using  advanced  computer  technology,  the 
Retirement  Income  Manager  helps  you  plan  an 
income  stream  you  can  rely  on  over  the  long  term. 
Based  on  your  goals,  we'll  prepare  a  window  into 
what  the  future  may  bring,  a  window  that  reveals 
your  specific  financial  situation  and  helps  you  see 
how  your  income  will  hold  up  against  the  rigors  of 
inflation  and  changing  markets. 

"UP  TO  THE  COMPLEXITIES  OF  THE  TASK."  -Bdnon's 

With  this  comprehensive  service,  we'll  also 
prepare  alternate  allocation  and  withdrawal 
strategies  so  you  can  compare  their  likelihood 
for  success  in  various  market  conditions. 

"AN  INTRIGUING  SERVICE."- Mutua/  Funds  Magazine 

In  short,  we'll  give  you  an  intriguing,  personalized 
recommendation  backed  by  our  highly  trained 
retirement  planning  team — all  for  a  one-time 
fee  of  just  $500.  So  call  for  your  free  information 
kit  today,  and  learn  more  about  the  Retirement 
Income  Manager — planning  to  last  a  lifetime. 


Request  your  free 
information  kit  today. 

1-800-354-2375 

www.troweprice.com 


T.RoweR'ice 


ADVISORY       SERVICES 


Management 


Lions  that  originate  with  faculty 
Of  that  j>Tow  out  of  the  e-lab. 
Hut  the  project  also  represents 
a  bid  for  pi-estige  for  the  52- 
year-old  UConn  B-school, 
which  has  a  $1()  million  an- 
nual operating  budget  and  a 
$17  million  endowment.  . 
That's  tiny  compared  with 
the  $2(J7.7  million  endowment 
at  the  University  of  Michigan's 
business  school,  for  example. 
U  Conn's  Dino  says  he's  trying  to 
drive  the  unranked  school  into  the 
top  50  schools  nationwide:  "That's  what 
this  whole  thing  is  about." 
FEEDBACK.  Outside  academics  worry 
that  too  much  hands-on  involvement  by 
executives  in  settings  like  the  e-lab  can 
skew  results.  "If  executives  are  con- 
ducting research,  then  it  is  likely  to  be 
less  rigorous,"  warns  S.  P.  Kothari,  pro- 
fessor of  accounting  and  director  of  the 
New  Economy  Value  Research  Lab  at 
MIT's  Sloan  School.  But  UConn  faculty 
say  any  drawbacks  are  more  than  offset 
by  the  ability  to  test  their  ideas  in  real- 
world  settings.  They  have  the  right  to 
use  research  conducted  in  the  e-lab  as 
the  basis  for  papers.  "We're  often  ap- 
proached to  do  research  for  money," 


PRESTO 


"If  I  did  this  work  myself, 
I'd  have  to  hire  new  people,  engage 
consultants,  or  take  [employees] 
off  another  project,"  says  a  GE  exec 


says      UConn's     James 
Marsden.  "But  we  can't 
write  about  it . . .  because 
we  have  to  sign  nondisclosure 
agreements." 

Lab  results  also  will  be  fed  back  into 
curriculum.  This  spring,  for  example,  stu- 
dents can  take  New  Technology  Evalua- 
tion, a  course  co-taught  by  a  UConn  pro- 
fessor and  a  ge  Capital  manager. 
Students  will  handle  dozens  of  ge  Capital 
projects  in  areas  such  as  biometrics,  e- 
auctions,  digital  piracy,  and  Web-site  de- 
sign. And  as  projects  demand,  students 
will  have  access  to  early  versions  of  new 
technology,  such  as  souped-up  Palm  hand- 
held computers  and  iris-scanning  person- 
al identification  systems.  Says  GE  Capital 
Chief  Technology  Officer  Chris  Perretta: 
"We  get  good  toys." 

In  return,  ge  Capital  should  gain  a 


[ 


I 


recruiting  edge.  Other  close  company- IP* 
school  relationships  bear  this  out:  Of  the 
200  MBAs  that  Maryland  graduated  last 
spring,  20%  went  to  companies  that  the 
school  had  a  close  relationship  viith,  says 
Frank,  ge  Capital's  Nayden  adds:  "Stu- 
dents get  a  view  of  working  vdth  ge- 
Capital,  and  we  get  a  telescopic  view 
into  a  talented  pipeline.  That's  much  dif- 
ferent than  a  cold  interview." 

Just  look  at  Modak,  the  second-year 
MBA.  This  month,  he's  wrapping  up  a  fea- 
sibility study  of  a  new  idea  from  a  GE 
Capital  business.  After  he  presents  his 
findings  on  Dec.  8,  Modak  will  focus  on 
getting  a  job.  Will  he  apply  at  ge  Capi- 
tal? You  bet.  And  once  dozens  of  stu- 
dents have  channeled  through  the  e-lab, 
other  companies  may  want  a  peek,  too. 

By  Mica  Schneider  in  Stamford, 
Conn. 


S  Angeles,  Minneapolis/St.  Paul,  New  York,  Northern  New  Jersey, 
o'Se,  Seattle,  Washington  DC,  Northern  Virginia. 


The  path  to  e-business  success 
is  easy  to  follow. 


BusinessWeek  online 


BusinessWeek 


Get  on  the  fast-track  with  BusinessWeek  e.biz,  our  resource 
for  everything  you  need  to  know  about  e-business. 

ebiz.  businessweek.  com 


E-business  moves  at  lightning  speed.  To  stay  ahead  of  it, 
/ou'll  need  e.biz  at  businessweek. conn.  The  channel  that's 
unsurpassed  at  offering  timely  information,  analysis,  and  tools 
/ou  can  use  every  day.  BusinessWeek  e.biz's  in-depth  coverage 
and  archives  let  you  look  into  the  future  and  learn  from  the 
past.  Our  award  winning  editorial  staff  makes  sure  you  know 
what's  important  on  a  daily  basis.  And  best  of  all,  it's  all  free 

^OL  Keyword:  BusinessWeek 
nternet  Keyword:  BusinessWeek  ebiz 


to  BusinessWeel<  subscribers.  One  click  and  you're  armed 
with  the  power  only  BusinessWeek  Online  can  offer  to  help 
make  your  e-business  ventures  successful.  And  make  you  a 
leader  worth  following.  Activate  your  free  subscription  today. 

J|M      2000  National  Magazine  Award  Winner 
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(lANDLE  WITH  CARE 


so  OBVIOUS,  it's  easy  to  miss: Beyond  the  hype  about  eyeballs 
and  page  hits  are  real  customers  with  unique  needs  and 
preferences  -  customers  that  demand  an  improved  online  experience. 

To  gain  market  leadership,  you  must  serve  up  unprecedented 
convenience.  Personalization.  Know  customers  one-on-one.  Create 
Web  interactions  tailored  to  each  -  their  wants  and  needs, 
perceptions  and  personal  histories. 

And  do  it  dynamically.  In  real  time. 

The  prize?  Clear  competitive  differentiation.  Solid  brand  loyalty. 

Stonebridge  solutions  make  it  possible  with  compelling  Web 
services,  integrating  back-end  systems  and  processes  with 
everything  required  up  front  to  enhance  Web  experiences  and 
cultivate  customer  relationships. 

Act  now.  Before  your  customers  click  with  someone  else. 

Visit  www.sbti.com  or  cail  800.  776.9755 to  learn  more 
about  electronic  relationship  management  and  other 
Web-centric  solutions. 


The  Fast  Track  To  ^'husme^s^ 


STONEBRIDGE 


For  hundreds  of  years,  giant  ships  were  shrouded 
in  romance  and  mystery.  Little  of  that  romance 
has  survived  in  an  age  where  information  is 
everything,  and  bits  traverse  the  planet  at  the  speed 
of  light.  That's  a  pity,  for  ships  are  more  vital  to  the 
flow  of  goods  around  the  world  than  ever  before.  Amid 
a  boom  in  global  trade,  the  schooners  of  yesteryear 
MM^^^     Hj^^^B  ^^H^B  ^^^^^    have  been 
^^^^^    ^^^^B   ^HBH   ^^^^^  replaced 
H  H   ^^H    ^^M    ^^^1  withsteel- 
■  ■  ^V    ^V    ^^  plated 

^^^^  ^^H  ^^H  H 

most  other  man-made  structures.  South  Korea  is  the 
source  of  some  of  the  largest  of  these  sea-going  behe- 
moths. Indeed,  in  an  industry  beset  by  hyperbole, 
Hyundai  Heavy  Industries  stands  out.  It  makes  more 
of  the  biggest  freighters  than  any  other  company  on 
earth.  Indeed  HHl's  $6  billion  in  revenues  are  helping 
to  keep  the  Hyundai  Group,  its  cash-strapped  parent, 
afloat.  And  through  the  first  half  of  this  year,  thanks 
largely  to  its  prodigious  output.  South  Korea  produced 
6.8  million  gross  tons  of  ships,  ^ 

topping  Japan's  output  by  3%  and 
stealing  the  title  of  No.  1  ship- 
builder. 

In  the  central  image,  two  of 
workers  perch  atop  a  cherry-pick- 
er, hosing  down  the  prow  of  the  Ot- 
toman Dignity,  a  Turkish-owned 
crude  oil  carrier  destined  for  the 
Mediterranean.  The  ship's  eight- 
story-tall  hull  still  bears  scarlike 
weld  lines  that  trace  the  massive 
subsections  of  the  ship's  steel  skin. 
At  bottom  right,  a  worker  oversees  the  positioning  of  a 
single  sheaf  of  steel  that  robots  will  cut  and  craft  into  a 
hull  section.  The  steel  bends  like  paper  but  weighs  many 
tons.  At  bottom  center,  a  technician  squirms  through  a 
hole  in  the  hull.  Together  with  their  families,  an  army  of 
26,000  workers  lives  in  HHi's  800-acre  company  town  ad- 
joining the  shipyards.  During  their  one-hour  lunch  break, 
a  sixsome,  bottom  left,  grabs  a  game  of  basketball  on 
one  of  the  sprawling  asphalt  staging  areas. 

PHOTOS  TOM  WAGNER/SABA 

PHOTO  EDITOR  ANDREW  POPPER 

WORDS  ADAM  ASTON  WITH  MOON  IHLWAN 
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BUILDING  BLOCKS 


HHI  has  excelled  at 
reducing  the  number  of  subsections — or  blocks — 
that  it  assembles  on  the  ground,  before  grafting 
them  to  the  body  of  the  boat.  A  typical  block,  top, 
measures  30  to  60  feet  on  each  axis  and  can  weigh 
up  to  200  tons.  One  of  HHl's  large  container  ships, 
capable  of  holding  the  equivalent  of  3,250  tractor 
trailers  worth  of  freight,  is  made  up  of  just  130 
such  blocks.  Each  of  these  is  planned,  assembled, 
and  parked  in  the  yard  according  to  where  it  will  fit 
into  the  giant  puzzle  of  the  construction  job.  A 


computer  tracks  where  each  of  a  1,000  or  so  blocks, 
destined  for  many  different  craft,  are  scattered 
around  the  yard.  When  needed,  they  are  carried  by 
an  oversized  flat-bed  transporter,  bottom,  to  the 
dry  dock,  where  they  are  hoisted  into  place  by  one 
of  HHi's  Goliath  cranes,  capable  of  lifting  450  tons. 
This  piece  will  become  part  of  one  of  the  internal 
ribs  of  a  freighter.  At  left,  compatible  parts, 
matched  to  the  millimeter,  are  fitted  and  welded 
together. 
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and  Digex  recently  entered  into  a  resale  agreement  prior  to  WorldCom's 
pending  merger  with  Intermedia.  ©  2000  WorldCom.  Inc.  All  Rights  Reserved. 
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"There  was  a  time  when  your  website  could  crash  and  it  wouldfi'tcosfVou^  single  custonjt^  *-; 

""  » •  But  that  was  during  the  prehistoric  era  of  websites.  -r/  *   ■'     _    , 

*  Oh,  about  five  years  ago. 

•    ,  Now,  of  course,  the  stakes  are  much  higher.  Countless  customers  can  be  gained  or  lost  based 

I  <v r^-       *    on  whose  website  is  or  isn't  running.  So  as  the  leader  of  the  digital  generation,  WorldCom  helps 

^  ;^''*  .'^  prevent  crashes  from  happening  in  the  first  place. 
/  ,%  :    '  ''^v*       By  teaming  up  Digex  with  our  UUNET  arm,  we're  able  to  offer  you  a  comprehensive  e-business 
^^    <^^  >   sTolution.*  Not  just  one  of  the  most  reliable  IP  networks  in  the  industry.  Not  just  data  centers  all 
Jwr  ":■    '^      over  the  world.  But  the  far  more  critical,  human  element:  an  all-star  team  of  web  hosting  experts        * 
\'        "^  .'■    -I*,  that  blue  chip  companies  trust  with  their  mission-critical  applications.  Jn 

'1    *^'*     ^     ^n  other.yvords,  you  get  a  web  hosting  provider  that's  going  to  back  you.  Not  burn  you. 
f'ji^f  I  ^  %^r^orefletails,  visit  us  at  www.wcom.com/generationd.  »-,  .i»^       .   ^  ^-.     *     • 
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WORK  YARD 


HHi's  success  stems  from 
a  blend  of  manufacturing  innovation  and  sheer 
scale  of  production.  At  its  yards  in  Ulsan, 
South  Korea,  HHI  operates  the  world's  largest 
ship  factory.  The  1,000-acre  operation  houses 
nine  dry  docks  of  varying  sizes.  In  1999,  these 
dry  docks  were  the  birthplace  of  52  ships, 
about  one  a  week.  This  year,  HHI  is  aiming  to 
build  55.  Above:,  the  largest  dry  dock.  No.  3, 
is  nearly  a  half  mile  long,  300  feet  wide,  and 
more  than  13  stories  deep — a  volume  large 
enough  to  handle  six  massive  freighters  at 
once.  This  is  where  the  transporters  deposit 
preassembled  ship  sections,  or  blocks.  A 
Goliath  crane  then  picks  up  these  gigantic 
pieces  and  drops  them  into  place  in  the  bay. 
There,  teams  of  welders  join  new  sections  onto 
the  lengthening  mass  of  the  ship.  At  left,  dry 
dock  No.  9  is  one  of  a  number  of  newer  and 
smaller  work  areas,  capable  of  holding  just  four 
or  so  hulls.  In  August,  2000,  the  Ottoman 
Dignity  began  to  take  shape  in  the  bottom  of 
No.  9.  In  the  foreground,  the  lower  hull  dwarfs 
a  worker  in  a  cherry  picker  who  is  inspecting 
surface  welds. 
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Where  innovation  lives. 


That's  the  thing  about  extraordinary  ideas. 
They  rarely  turn  up  in  ordinary  places. 

By  comparing  innovative  ideas  from  all  over  the  globe,  we  can 

differentiate  prodigy  startups  from  tepid  knock-offs. 

It's  comparative  selection,  and  it's  like  no  seed  stage  strategy  on  earth. 

www.redleaf.com 
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why  we  named  an  IT  company  after  a  guy  who  was  good  with  a  stick. 
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free  of  bottlenecks.  A  hundred  years  later,  we're  helping  keep  today's  businesses  free  of  the  same.  By  delivering 
IT  and  business  solutions  via  the  web-from  remote  access  to  email  to  sales  force  automation-then 
managing  those  applications  so  that  they  work  together  smoothly  and  seamlessly,  we  enable  companies 
to  run  more  efficiently.  In  the  process,  we  free  up  IT  people  to  focus  on  strategic,  big-picture  IT  issues. 
Could  your  business  benefit  from  a  whole  new  way  to  work?  Sounds  like  a  job  ^o^  ^^^/77C/Vf CA&/" 
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A  freighter  looks  finished  long 
before  it  really  is.  If  you  slid  it  into  the  sea,  it 
would  float.  But  compared  to  the  exoskeleton, 
the  internal  systems  take  far  longer  to  string 
together.  At  bottom,  workers  hammer  metal 
pegs  into  a  special  locking  link  that  joins 
together  sections  of  the  anchor  chain.  Each 
link  weighs  some  180  pounds.  About  a  week 
later,  the  ship  will  be  floated.  Right,  the 
Ottoman  Dignity  gets  wet  for  the  first  time. 
Technicians  initially  flood  the  dry  dock  to  just 
a  few  meters.  From  inside  the  ship's  hull, 
they  check  for  tiny  leaks.  When  the  ship  is 
fully  floated,  they  will  complete  the  highly 
technical  work  of  installing  piping,  electrical 
wiring,  and  other  internal  systems.  HHI  also 
takes  care  to  finish  interiors — which  may 
house  up  to  40  crew — with  care.  At  top, 
workers  put  the  finishing  touches  on  the 
interior.  They  wear  slippers  so  as  not  to  scuff 
the  floor  of  the  new  vessel. 
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ECHNOLOGY  SHOULD  NEVER  GET  IN  THE  WAY  OF  A  BIG  IDEA 

Sometimes,  before  you  can  think  big 

you  have  to  thinl<  small. 

Small,  like  the  Compaq 

ProLiant  DL360  Server  With  a 

1. 75-inch  profile  that  fits  everywhere, 

you  can  have  your 

big  start-up  idea  anywhere. 

Even  in  the  back  of  a  van. 

Welcome  to  the  new  IT. 

Inspiration  Technology 

from  Compaq. 


COMPAQ 

Inspiration  Teciinology 


ompaq.com 
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CHRISTENING 


It  takes  from  18  to  24  months  for  HHI  to  deliver  a 
seaworthy  ship  from  the  drawing  board  into  the  hands  of  a  captain.  Three  or 
four  of  those  months  are  spent  in  dry  dock.  A  new  boat  spends  an  equal 
amount  of  time  floating  quayside  while  technicians  complete  the  installation 
of  internal  systems  (top).  It  is  a  quirk  of  this  sequence  that  the  traditional 
christening  ceremony — complete  with  Korean-made  sparkling  wine  (left) 
and  a  company  band — occurs  when  the  ship  is  first  floated  out  of  the  dry 
dock  and  left  at  quayside,  rather  than  when  it  is  technically  finished.  Last 
September,  Ibrahim  Gungen,  ceo  of  Gungen  Maritime  &  Trading  of  Ankara, 
Turkey,  watched  the  christening  of  the  Ottoman  Dignity  (bottom).  The  crude 
oil  tanker,  at  nearly  890  feet  long  and  80  feet  deep,  is  not  one  of  HHl's  largest. 
But  it  is  among  the  most  advanced  of  the  current  generation  of  tankers  and 
was  produced  quickly.  "They  turn  out  1,000-foot  big  ships  here  like  a 
production  line,"  says  Gungen.  The  keel  for  the  Ottoman  Dignity,  HHi's 
1,227th  vessel,  was  laid  on  July  18;  the  vessel  was  floated  about  10  weeks 
later.  The  Ottoman  Dignity's  double  hull  meets  all  the  newest  and  strictest 
U.S.  specifications  for  oil  tanker  safety.  Gungen's  experience  with  HHI  bodes 
well  for  South  Korea's  shipbuilders.  The  Japanese  yards  he  has  worked  with 
in  the  past  were  unresponsive  to  customizations,  but  HHi  will  "build 
anything  you  want . . .  any  changes,  no  problem."  P^'or  now,  South  Korea  leads 
Japan.  But  both  countries  fear  the  emergence  of  low-cost  shipyai-ds  in  China. 
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THE  SKEPTICS  WERE  RIGHT  WHEN  THEY  SAID  CRAIG  VENTER 
OULD  NEVER  CRACK  THE  HUMAN  GENETIC  CODE  ON  SCHEDULE. 

HE  WAS  TWO  YEARS  EARLY. 


When  you're  trying  to  decipher 
something  as  complex  as  the  human 
genetic  code.  And  when  the  consequences 
of  success  are  so  important  to  the  health 
and  well  being  of  everyone  on  the  planet. 
Time  matters. 

So  as  Venter  and  his  team  from 
Celera  Genomics  began  evaluating  their 
technology  needs  they  realized  there 
were  only  two  systems  even  capable  of 
taking  on  a  task  of  this  magnitude.  They 
suggested  a  benchmark  test.  One  system 
ran  the  test  in  87  hours.  The  Compaq 
Tru64  UNIX  AlphaServer  with  Compaq 
StorageWorks  solutions  did  it  in  7. 

The  superior  processing  power 
that  delivered  this  performance  is  the 
same  technology  that  enabled  Compaq 
to  win  four  recent  supercomputing 
projects  around  the  world.  And  it's  just 
one  example  of  how  Compaq  Tru64 
UNIX  AlphaServers  help  people  in  all 
kinds  of  settings  realize  their  inspiration. 

That's  what  happens  when 
you  move  beyond  the  limitations  of 
Information  Technology  to  something 
more  inspiring.  Welcome  to  the  new  IT. 
Inspiration  Technology  from  Compaq. 

COMPAQ 

Inspiration  Technology 
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You  can  do  ANYTHING 


It  may  come  as  a  surprise  at  first.  Everyone 
buying  into  your  eBusiness  vision  quickly  and 
enthusiastically.  But  that's  how  life  is  when 
you've  got  a  Black  Rocket."  The  world's  first 
Network  Services  Platform  for  eBusiness. 


GENUITY    is  the  leadiitfi 
Network  Services  Provider  for 
businesses  changing  the  worlds' 


Black  Rocket  comb 
critical    network    servK 
like  secure  managed  V\ 
hosting  with  Genuity's  stc 
of-the-art  fiber  optic  gloi 


What  is  Black  Rocket?  A  revolutionary  new  service  network   into  a   single,   secure  and   scalable  platfo 

from  Genuity"  that  gives  you  the  power  to  launch  high-  Black  Rocket  also  comes  with  the  industry's  first  platfc 

end  Web  sites  and  other  eBusiness  applications  faster  Service  Level  Agreement 

than  ever.  Which  saves  you  time,  money  and  headaches.  Genuity  delivers  Black  Rocket  in   10  business  dt, 

©  Genuity  Inc.  2000.  All  rights  reserved.  Genuity,  Black  Rocket  and  the  leading  Network  Services  Provider  (or  businesses  changing  the  vcorld  ore  each  trademarks  of  Ge^uil^ 


ith  aBLACK   ROCKET. 


jss,  so  you  can  jump-stort  your  eBusiness  initiatives. 

when  your  Web  site  or  eBusiness  application  is 
pleted,  Black  Rocket  provides  a  secure,  managed 

resilient  eBusiness   environment   so  you   can   get 
ad  —  and  stay  ahead  —  of  the  competition. 
There's  nothing  like  Black  Rocket. 
That's  why  eBusiness  leaders  like  IBM,  Cisco  and 
»  Gemini  Ernst  &  Young  are  already  joining  together 

Genuity  to  offer  eCommerce,  eMarkets  and  other 


eBusiness  solutions   built,   deployed  and   managed  on 
Black  Rocket. 

See  for  yourself.  For  more  information,  check  out  our  white 
paper  at  v/ww.genuity.com/blockrocket  or  call  1  -SOGGENUITY. 


GENUITY 


ler  trodemarks  are  the  property  of  their  respective  owners. 


It's  set  for  a  new  technology-driven  leap  forwa  t 


Philip  Yeo,  chairman  of  Singapore's  Economic 
Development  Board,  is  by  training  a  tradi- 
tionalist. For  most  of  his  14  years  at  the 
government  agency,  Yeo  and  his  team  of 
technocrats  have  geared  the  island's  invest- 
ment policies  and  education  system  toward 
the  manufacturing  of  products  that  long  ago 
lost  their  glamour  in  the  U.S.,  such  as  chemicals  and  com- 
puter memory  chips. 

But  drop  by  Yeo's  office  in  downtown  Singapore  today,  and 
you'll  find  a  man  bubbling  with  excitement.  His  desk  is 
strewn  with  copies  of  pop-science  books  like  The  Complete  Id- 
iot's Guide  to  Decoding  Your  Genes  and  Sex  and  the  Origins 
of  Death.  Yeo  wants  every  school-age  Singaporean  to  study 
the  life  sciences.  The  54-year-old  industrial  engineer  took 
time  off  himself  last  year  to  study  biotechnology.  "Every 
kid  must  understand  genetics  and  DNA,"  he  says. 

Five  thousand  kilometers  away,  at  the  research  headquarters 
of  LG  Chemical  Ltd.  in  the  central  South  Korean  science  hub  of 
Taedok,  executives  are  also  preoccupied  with  the  future.  Like 


many  Korean  companies,  lg  Chem  had  prospered  for  nearly  t  J 
years  by  building  ever  larger  plants  to  produce  commoc  :> 
products — in  its  case,  chemicals  used  to  make  plastics 
building  materials.  But  lg  execs  have  long  since  realized  tfe  ■ 
they  need  to  make  a  radical  shift  into  advanced  technolo  ■ 
The  company  is  investing  heavily  to  catch  up  with  Japan  U 
sectors  hke  state-of-the-art  batteries  and  display  scree  « 
Next  year  its  biotech  division  hopes  to  hit  the  U.  S.  wit]  ri:. 
new  antibiotic  for  respiratory  infections.  "We  have  to 
world-standard  level  in  everything — including  marketing  i  j 
organization,"  says  lg  Chemical  Research  Park  Presidi  J  a 
Yeo  Jong  Kee.  "Otherwise,  we'll  have  a  gloomy  future  ahea 
East  Asia  is  on  the  move.  In  a  multitude  of  ways,  co 
panies  and  governments  from  Singapore  to  Shanghai  i  ire, 
embarking  on  a  quest  to  find  the  technologies  that  will  h 
drive  a  new  wave  of  growth.  Capital  spending  is  roari  tl 
vidth  heavy  investment  in  the  latest-generation  technolog  (?ti 
of  everything  from  computers  to  chipmaking  equipment.  !  IKii 


UTUR 

t  huge  problems  remain 


m  Smith  Barney  estimates  that  outlays  on  machinery  and 
ipment  in  Korea,  Singapore,  and  Taiwan  will  jump  50% 
year  From  Hong  Kong's  Internet-led  boom  in  services  to 
van's  and  Korea's  high-tech  manufacturing  prowess.  East 
i  is  positioning  itself  for  the  next  leap  forward. 
RLWIND.  The  region  is  still  burdened  by  staggering  corpo- 
debts  and  shaky  financial  systems,  the  legacy  of  old  high- 
vth  formulas  that  ran  out  of  steam.  To  return  to  strong, 
ainable  growth  in  a  new  world  of  tumbUng  trade  barriers 
whirlwind  technological  change.  East  Asia  must  get  serious 
xt  creating  industries  and  business  environments  that  leave 
Old  Economy  and  old  business  styles  behind. 
:  is  doing  so  with  considerable  vigor.  The  billions  that  Sin- 
are,  Korea,  and  Taiwan  are  budgeting  for  genetics  and 
!r  sciences  underscore  a  new  appreciation  for  basic  re- 
■ch.  In  Korea,  R&D  spending  has  grown  from  1.9%  of  gross 
(estic  product  a  decade  ago  to  2.7%  now,  with  a  goal  of  3% 
J0(J.5,  just  short  of  Japan's  3.2%.  So  far,  Asia's  embrace  of  a 
inology-intensive  economy  does  not  show  up  in  broad- 
^h  statistics.  Old  standbys  like  steel,  petrochemicals,  and 
■end  computer  hardware  have  largely  powered  the  recov- 
s  of  Korea,  Malaysia,  Thailand,  and  Singapore, 
'he  good  news  is  that  East  Asia  may  now  be  poised  to 
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chart  a  new  coui-sc  in  U'chn()I()}>y  because  the  crash  in  re- 
gional dot-coms,  following  closely  on  the  1997-98  crisis,  has 
pi-ompted  a  permanent  shift  in  the  business  mindset.  "Long 
after  the  last  doomed  Internet  startups  run  out  of  cash," 
says  Donald  Hanna,  a  Hong  Kong-based  economist  for  Sa- 
lomon Smith  Barney,  "we  expect  the  global  IT  cycle  to 
contribute  importantly  to  Asian  economies  and  markets." 

With  market  barriers  falling,  "manufacturers  now  un- 
derstand that  imitation  is  no  good  anymore,"  says  Chung 
Seon  Jong,  president  of  Korea's  Electronics  &  Telecom- 
munications Research  Institute  in  Taedok.  "They  must 
have  their  own  products."  In  Korea  small  high-tech  ven- 
tui'es  account  for  only  4.8%  of  gdp  now,  but  officials  expect 
the  sector  to  grow  to  18%,  or  $130  billion,  by  2005,  and 
employ  1.2  million  people. 

CELL  MANIA.  The  shift  in  attitude  is  most  apparent  in 
once  protectionist  Asian  nations.  South  Korea,  for  example, 
has  thrown  open  its  markets  for  fixed-line  and 
wireless  networks.  This  has  unleashed  a  wave 
of  telecom  investment  that  has  cut  costs,  en- 
ticed companies  to  introduce  broadband  net- 
works, and  spurred  some  of  the  world's  highest 
usage  of  cell  phones  and  the  Web. 

The  new  high-tech  entrepreneurial  culture  is 
here   to  stay.   Engi- 


SILICON  BALI 

Dancers  eye  PCs 
at  the  opening  of 
software  incuba- 
tor BaliCamp 


ment  in  broadband  telecom  infrastructure  across  the  re- 
gion means  manufacturers  could  emerge  as  key  players  in 
equipment  used  in  superfast  optical-fiber  networks. 
There  also  is  tremendous  growth  potential  in  enabling 
old-line  mass  producers  to  get  more  mileage  from  their 
technology.  James  B.  Haybyme,  chairman  of  Hong  Kong- 
based  Strategic  Thinking  Group,  is  building  a  business  that 
advises  family-owned  manufacturers  on  how  to  use  their 
technological  knowhow  to  move  into  more  profitable  busi- 
nesses. One  client  is  Hong  Kong-based  Kam  Yuen's  Watch 
Case  Manufactory  Ltd.,  which  has  been  making  metal 
watch  casings  for  30  years.  Now,  it  has  adapted  its 
processes  to  produce  moldings  for  high-tech  telecommu- 
nications equipment. 

The  big  winners  in  Asia's  technology  race,  of  course, 
will  be  economies  that  already  possess  strong  engineer- 
ing bases,  high  education  standards,  modern  telecom 
infrastructure,  and  globally  competitive 
corporations.  These  include  Taiwan,  Hong 
Kong,  Korea,  Singapore,  and,  increasingly, 
China. 

It's  an  open  question,  though,  as  to  how 
the  rest  of  the  region  wHl  fare.  Education  lev- 
els are  low  in  nations  like  Thailand  and  In- 
donesia.   Computer 


neers  from  Seoul  to 
Shanghai  have  now 
tasted  the  sense  of 
accomplishment  that 
a  startup  can  provide. 
What's  more,  venture 
capitalists  say  there 
is  still  plenty  of  mon- 
ey out  there  to  fund 
new  ideas.  Thus, 
Asia's  best  tech  en- 
trepreneurs are  more 
likely  to  stay  home  to 
launch  new  products 
than  head  to  Califor- 
nia and  New  York. 

Some  sectors  may 
now  be  as  well-posi- 
tioned as  Silicon  Val- 
ley to  produce  true 
breakthroughs.  Soon,  ^  ^    ^,  ■  ,  ^    ,    ■    ,     ^   ■ 

East  Asia  could  rival        ^.^«^^^f.C^*^^:^.^^^..*^^^^^^^         

Scandinavia     as     a       BIOTECHNOLOGY  East  Asia  has  lagged  far  behind  the  West  in  the  life 
sciences.  But  the  region's  wealth  of  brainpower  and  low  costs  could  make 
Singapore,  Taiwan,  China,  and  Korea  global  hubs  for  turning  discoveries  in 
genetics  and  molecular  structure  into  commercial  products. 

WIRELESS  INTERNET  APPLIANCES  East  Asian  electronics  companies 
hope  to  be  global  players  in  a  gamut  of  digital  products  that  access  the 
Internet. 


THE  TECH  FUTURE 


East  Asia  is  betting  its  growth  on  a 


source  of  innovative 
wireless  multimedia 
devices,  as  well  as  the 
chips,  software,  and 
batteries  that  power 
them.  Korean  and 
Taiwanese  electronics 
companies,  mean- 
while, have  already 
become  bigger  pro- 
duction bases  than 
Japan  for  liquid-crys- 
tal displays,  now  used 
in  everything  from 
mobile  phones  to  car 
dashboards.    Invest- 


SOFTWARE  Countries  like  Vietnam  and  Indonesia  hope  to  establish  them- 
selves as  contractors  to  develop  software  applications,  animation,  and  Web 
services. 

SPECIALTY  CHIPS  Korea,  Taiwan,  and  Singapore  have  been  enormous  sup- 
pliers of  commodity  semiconductors.  Now  they  hope  to  rival  Silicon  Valley  as 
producers  of  innovative  and  higher-margin  multimedia  chips. 

DATA:  BUSINESS  WEEK 


use  and  Internet  ac- 
cess in  Southeast 
Asia  lag  way  behind 
Japan,  Korea,  and 
most  of  Northeast 
Asia.  And  the  cor- 
porate and  finan- 
cial sectors  remain 
buried  in  bad  debt, 
which  means  compa 
nies  cannot  afford  to 
buy  the  technology 
required  to  keep 
|)ace  with  better-fi- 
nanced rivals  else- 
where in  Asia. 

But  if  Indonesia 
and  Thailand  now 
seem  at  a  disadvan- 
tage, they  still  have 
entrepreneurs  who 
are  trying  to  find 
their  role  in  global  in- 
formation technology. 
In  Bali,  Indonesian 
entrepreneur  Marina 
Budiman  has  found- 
ed BaliC^amp,  a  com- 
pound of  Web-linked 
bungalows  overlook- 
ing shimmeiing  rice 
fields,  where  pro- 
gr-ammers  expect  to 
jiroduce  some  $10 
million  in  software 
this  year.  Vietnam  is 
also  starting  to  es- 
tiiblish  itself  jus  a  new 
sourci'    of    software 
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s^,-rw^-pounv 
bodyguard. 


2001 
sable 


From  the  time  you  start  the  engine  to  the  time  you   step  outside  its  well- 
equipped  interior,  the  2001  Mercury  Sable  is  busy  looking  after  you  and  your 
passengers.  Sable's  Personal  Safety  System™  includes  dual-stage  airbags*  that 
deploy  at  different  rates  depending  on  the  driver's  seat  position  and  severity  of  the  impact. 
Safety  belt  pretensioners  and  available  side- impact  airbags*  help  further  reduce 
the  risk  of  injury.  Not  surprisingly,  all  of  these  safety  features  helped  Sable  earn 


bbvClNMINT-S 

the  government's  highest  crash-test  rating'.  Want  to  know  more?  Just  click  or  call.     tiItTatTno' 
www.mercuryvehicles.com  ■         888.566.8888 


Mercury 

LIVE  LIFE 
IN  YOUR 
OWN     LANE 

*Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat.  'Driver  and  passenger  front-crash  test. 
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programming  and  animation  work  for  foreign  companies. 

A  iiai'der  case  to  judge  is  Malaysia.  Its  $3  billion  bet  on 
the  Multimedia  Sujjer  Corridor  was  supposed  to  provide  a 
New  Economy  boost  with  its  state-of-the-art  labs,  fiber-op- 
tic networks,  and  tax-ft-ee  zones,  all  designed  to  attract 
software  and  multimedia  startups.  The  project  attracted 
few  foreign  companies,  so  Malaysia  is  now  trying  to  nur- 
ture homegrown  talent  with  an  incubator  in  Cyberjaya, 
the  heart  of  the  new  tech  zone.  Today,  that  program 
boasts  some  45  startups,  yet  overall  the  vaunted 
Malaysian  project  hasn't  come  close  to  its  goal. 

Not  that  this  should  discourage  Asia:  The  region's  un- 


remitting search  for  competitive  technologies  and  the  cre- 
ation of  a  business  culture  that  allows  workers  and  entre- 
preneurs to  take  advantage  of  them  could  usher  in  a  new 
era  of  fast  growth.  True,  when  viewed  from  above,  Asia 
seems  far  fi'om  achieving  such  a  transformation.  But  on  the 
ground,  in  a  host  of  startups,  enlightened  conglomerates, 
and  business-savvy  research  labs,  the  gritty  task  of  building 
Asia's  high-tech  ftiture  has  begun. 

By  Mark  L.  Clifford  in  Hong  Kong  and  Pete  Engardio 
in  Singapore,  with  Daniel  Lovering  in  Bangkok,  Frederik 
Balfour  in  Cyberjaya,  Sheridan  Prasso  in  Hong  Kong, 
and  bureau  reports 


SOUTH  KOREA 

BEYOND  THE  LAB 

Researchers  hang  up  their  white  coats  to  start  businesses 

Some  150  kilometers  south  of  congested  Seoul,  and 
further  still  from  the  smoke-belching  steel,  auto, 
and  chemical  plants  that  made  South  Korea  an 
industrial  powerhouse,  Taedok  Science  Town  sits 
like  a  Shangri-la.  The  burg  is  dotted  with  dozens  of  glis- 
tening, white  modern  research  complexes  nestled  amid 
rugged  hills  and  maple,  gingko,  and  poplar  trees.  For  two 
decades,  since  it  was  founded  to  fulfill  the  grand  visions  of 
late  strongman  Park  Chung  Hee,  thousands  of  the  country's 
brightest  scientists  have  toiled  in  this  serene  setting.  They 
are  white-coated  soldiers  in  Korea's  campaign  to  close  the 
gap  with  the  West  and  Japan  in  technologies  ranging  from 
semiconductor  materials  to  aerospace. 

But  life  at  Taedok  has  not  been  entirely  idyllic.  Most  tech- 
nology developed  at  the  big  labs  there  never  made  it  to 
market.  Starting  in  1989,  for  example,  engineer  Kim  Jae 
Guen  was  part  of  Korea's  drive  to  catch  up  vWth  the  likes  of 


Lucent,  Nortel,  and  NEC  in  su- 
perfast  optical  transmission  sys- 
tems. But  bureaucracy  at  the 
state-funded  Electronics  & 
Telecommunications  Research  In- 
stitute (etri),  where  Kim 
worked,  was  achingly  slow,  and 
getting  lethargic  Korean  telecom- 
munications companies  to  use  his 
technology  was  difficult.  "It  was 
frustrating,"  he  says,  "to  have 
to  sit  on  our  research  in  this 
competitive  area,  where  technol- 
ogy develops  by  leaps  and 
bounds  each  month  and  prices 
drop  by  half  vdthin  a  year." 

So  last  year,  Kim,  48,  decided 
to  do  what  many  Western  sci- 
entists would  have  done  years 
before:  He  recruited  10  other 
engineers  and  started  his  own 
company.  After  raising  $5  mil- 
lion in  venture  capital,  Tellion 
Inc.  is  about  to  hit  the  market 
vdth  a  line  of  networking  equip- 
ment that  will  transmit  and  re- 
ceive 2.5  gigabits  of  data  over 
optical  telecom  networks.  Tellion 
Inc.  hopes  to  generate  hundreds 
of  millions  of  dollars  in  annual 
sales.  Although  rivals  include 
such  fierce  competitors  as  Nor- 
tel, Kim's  goal  is  to  drive  down 
the  cost  by  half,  shrink  its  size,  and  be  there  when  the  mar- 
ket is  ready  for  10-gigabit  equipment. 
A  LOT  OF  DARING.  Kim's  risk  is  the  kind  of  plunge  being 
taken  all  around  Taedok,  where  the  aftershocks  of  the  1997 
financial  crisis  are  finally  pushing  hundreds  of  scientists 
out  of  their  cloistered  government-  and  conglomerate-fund- 
ed labs  and  into  new  businesses.  The  result  has  been  a  wel- 
come revelation:  Long  derided  for  its  over-reliance  on  me-too 
industrial  commodities  and  plodding,  giant  companies,  it 
turns  out  that  Korea  Inc.  is  loaded  with  innovative  tech- 
nology and  small  entrepreneurs  who  are  willing  to  take 
big  risks.  Indeed,  given  the  opportunity,  Korea's  high-tech 
scene  may  be  every  bit  as  dynamic  as  Taiwan's. 

ETRI  has  jn-oved  a  particularly  rich  mine  of  entrepre- 
neurs. In  19i)8,  to  cut  its  budget,  the  institute  fired  400  of 
its  2,000  employees,  mostly  engineers  and  researchers. 
To  help  many  of  them  get  jobs,  it  set  uj)  incubators  of- 
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fering  cheap  rent  and 
lab  facilities.  The  gov- 
ernment also  changed 
rules  that  once  pre- 
vented researchers 
from  collecting  royal- 
ties on  their  intellectu- 
al property,  which  in 
the  past  was  simply 
given  to  Korean  chae- 
bol, or  conglomerates, 
for  free. 

This  year-  alone,  for- 
mer ETRI  engineers 
have  spawTied  59  start- 
ups, compared  with  13 
in  1997.  And  they're 
not  just  dot-coms.  The 
Taedok  area  is  buzzing 
with  specialty  chip-de- 
sign firms,  makers  of 
wireless  and  optical 
telecom  devices,  and 
software  houses.  And 
old-line  chaebol  are 
opening  their  wallets 

for  big  research  collaborations.  "We  are  so  re- 
mote from  Seoul  that  Taedok  was  almost  for- 
gotten by  government  officials  for  20  years, 
and  the  chaebol  didn't  appreciate  all  the  tech- 
nology they  got  for  free,"  says  etri  President 
Chung  Seon  Jong.  "Now,  Taedok  is  getting  all 
sorts  of  attention." 

Many  new  entrepreneurs  are  grateful  to 
be  liberated.  Until  he  left  etri  in  November,  1998,  Ryum 
Byung  Ryul,  like  Tellion's  Kim,  felt  that  he  had  been 
wasting  his  time.  He  had  led  Korea's  decade-long  bid  to 
catch  up  with  IBM  and  NEC  in  silicon  germanium,  a  next- 
generation  semiconductor  material.  "I  developed  a  tech- 
nology that  was  very  comparable  to  IBM's,"  Ryum  says. 
"But  we  failed  to  transfer  the  technology  to  any  company." 
Now,  Ryum  has  his  own  Taedok  company,  Advanced  Semi- 
conductor Business  Inc.,  which  owns  35  international 
patents.  He  is  collecting  royalties  on  his  silicon  germanium 
and  production  processes  and  is  producing  a  variety  of  spe- 
cialty chips.  Among  the  most  promising  are  devices  for 
wireless  telecom  and  for  use  in  auto  navigation  systems. 

Other  Taedok  labs  also  are  generating  spin-offs.  The  Ko- 
rea Research  Institute  of  Bioscience  &  Biotechnology 
(kribb),  which  boasts  150  PhDs  in  fields  ranging  from 
molecular  biology  to  human  genetics,  began  a  small-busi- 
ness unit  in  1998  that  so  far  has  generat- 
ed more  than  20  new  ventures  and  hopes 
to  produce  500  in  the  next  three  years. 
The  institute  is  spearheading  the  gov- 
ernment's plan  to  invest  $5  billion  over 
the  next  five  years  on  basic  life-sciences 
research  and  development  and  industry 
collaborations  in  a  bid  to  accelerate  Ko- 
rea's biotech  industry. 

One  such  tie-up  is  with  Samyang  Genex, 
a  producer  of  com  syrup  that  diversified 
into  biotech  in  the  1980s.  Teams  of  kribh 
and  Samyang  researchers  are  working  on 
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Lee  of  Samyang  says 
the  biotech  company 
works  closely  with 
the  KRIBB  lab 


STARTUP  EXPLOSION 


gene  therapy  and  pro- 
grams for  developing 
anti-cancer  treatments 
from  plant  cells  and  an 
anti-arthritis  treatment 
that  now  are  in  clinical 
testing.  "The  institute 
used  to  have  a  very 
poor  concept  of  indus- 
try," says  Samyang  Ex- 
ecutive Vice-President 
Lee  Hyun  Soo.  "Now 
we  work  with  them 
very  closely  and  license 
their  technology."  Not 
all  analysts  are  yet  con- 
vinced that  Korea  has 
finally  found  the  secret 
to  a  dynamic  high-tech 
sector.  One  economist 
at  the  Korea  Develop- 
ment Institute,  a  gov- 
ernment think  tank, 
contends  that  the  coun- 
try is  still  investing  too 
much  of  its  limited  re- 
sources and  human  talent  trying  to  develop 
from  scratch  technologies  that  would  be  more 
easily  and  cheaply  attained  by  licensing  them 
from  the  U.S.  or  by  forging  ventures  vdth 
multinationals.  That,  he  says,  is  because  the 
state  continues  to  allocate  resources  rather 
than  letting  the  private  sector  do  it. 
LONG  TRIP.  If  there  is  another  flaw  in  Ko- 
rea's tech  environment,  it's  that  many  startups  are  still 
overly  beholden  to  Korean  companies  for  money  and  as 
customers  for  their  intellectual  property.  Most  lack  the 
knowhow  to  sell  globally,  and  are  isolated  from  market 
trends  in  the  U.  S.  And  since  few  foreign  technicians  and 
scientists  move  to  Korea,  largely  because  of  restrictive  im- 
migration laws,  local  upstarts  can't  compete  with  Silicon 
Valley  for  the  best  talent.  Plus  there  is  the  tight  supply  of 
venture  capital.  "If  I  did  this  in  Silicon  VaUey,  I  could  have 
raised  $10  million,"  figures  Choo  Heung  Ro,  another  for- 
mer etri  scientist  who  together  with  his  partners  had  to 
use  $200,000  of  his  own  savings  to  found  XL  Photonics  Inc., 
a  Taedok  maker  of  chips  used  for  transmitting  and  re- 
ceiving light  signals  for  optical  networks. 

Still,  for  such  a  tradition-bound  business  culture,  Korea 
has  come  a  long  way  in  two  years.  What's  more,  few  of  Tae- 
dok's  new  entrepreneurs  say  they  can  imagine  going  back  to 
academic  isolation  or  to  the  ctmeboL  They 
also  say  that  the  new  generation  of  scien- 
tific talent  is  even  more  determined  to 
strike  out  on  its  own.  Having  lived  an 
isolated  and  subsidized  existence  for  so 
long,  the  time  may  finally  be  coming  for 
Taedok  to  make  its  big  contribution  to 
Korea's  economic  future. 

By  Pete  Engardio  ami 
Moon  Ihlwaii  in  Taedok 
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Your  grandfather  wore  one. 


Your  father  wore  one. 


You  just  saw  one  that  is  perfect 


for  you.  And,  in  your  dreams, 


you're  buying  your  son 
an  Elgin. 


Keeping  a  watch  on  generations 
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DRAWN  BY  THE  IMPRESSIVE  HIGH  TECH  GROWTH 

FLOCKS  OF  TECHIES  MOVE  TO  SAN  DIEGO 

AND  QUICKLY  ADAPT  TO  THE  CALIFORNIA  LIFESTYLE. 


O. 


Pur  focus  today  is  an  elusive,  but  wily  species,  commonly  known  as  the  Techie.  With  its 
superior  brainpower,  the  Techie  has  come  to  recognize  the  San  Diego  region  as  a  hotbed  of 
innovation  and  migrated  in  great  numbers.  Known  to  travel  in  packs,  many  have 
established  specialized  habitats  throughout  the  sunny  locale.  At  times,  different  groups 
converge  producing  new  species  never  before  seen  across  the  technological  landscape. 


In  this  Inviting  new  habitat,  one  might  expect  diminished  skills.  Quite  the  contrary.  A  tanning  of 
the  skin  suggests  time  spent  out  of  the  office,  resulting  In  a  refreshed  attitude  and  clear  head. 
Declining  golf  handicaps  nourish  collaborative  business  relationships.  It's  an  ethereal 
equilibrium  between  business  and  pleasure  that  spawns  a  perpetual  flow  of  Ideas. 


A  network  of  academic  Institutions,  including  one  of  the  nation's  top  research 
universities.  Is  a  breeding  ground  for  new  talent  and  the  products 
and  services  of  tomorrow.  World-renowned  scientific  Institutes,  such  as 
Scrlpps  and  Salk,  add  to  the  Intellectual  capital.  And  customers  and  suppliers 
alike  blanket  the  countryside.  Whether  It's  Bloscience,  Communications, 
Software,  the  Internet,  or  Defense  and  Space,  the  future  of  science  and 
technology  Is  San  Diego.  For  a  virtual  tour,  visit  www.techsperfectcllmate.org. 


www.techsperfectclimate.org 
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He  can  help  you  choose  between  a  nine  iran 

and  a  wedge.  But  can  he  help  you  choose 

between  a  CD  and  a  money  market  account? 
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Some  people  are  just  good  listeners.  Now  one  of  them  can  be  your  banker. 

Not  everyone  whose  game  needs  a  little  help  can  play  a  few  rounds  with  the  course  pro. 
But,  fortunately,  those  who  need  a  little  help  with  their  savings  can  get  the  sound  financial 
guidance  of  an  expert  at  Bay  View  Bank.  That's  right,  at  Bay  View  you  can  still  talk  with 
real,  live  human  beings.  People  who  not  only  listen,  but  offer  invaluable  advice  on  how 
to  invest  your  hard-earned  money.  Leaving  you  to  concentrate  on  more  leisurely  pursuits. 

Call  1-800-BAYVIEW  for  a  branch  near  you  or  visit  www.bayviewbank.com 


Bay  View  Bank. 

Genuine  Interest' 


)  2000  Bay  View  Capital  Corporation.  Member  FDIC. 
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Iberia  s  Intercontinental  Dusiness  L^lass.  /Vlore  space  between  seats. 

Traveling  and  relaxing  can  be  one  and  the  same.  Especially  when  you  have  ergonomically  designed  reclining 
seats  and  52  inches  of  room  between  your  seat  and  the  one  in  front.  Enjoy  access  to  SOO  plus  VIP  lounges 
worldwide,  and  when  flying  on  Iberia,  members  of  one\NOT\d  frequent  flyer  programs,  such  ^  /  AHdvantage'  /nay 
earn  and  redeem  frequent  flyer  miles  along  the  way.  Iberids  Intercontinental  Business  Class.  Just  Smile. 
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THE  CHIPS  ARE  UP 

Shanghai  is  gunning  to  become  a  microprocessor  powerhouse 

Hao  Min  had  plenty  of  Silicon  Valley  job  offers.  Af- 
ter all,  the  35-year-old  electrical  engineer  had 
attended  one  of  China's  premier  institutions,  Fu- 
dan  University,  and  done  postdoctoral  work  at 
Stanford  University.  Yet  in  1998,  Hao  forsook  the  U.  S.  for 
hometown  Shanghai.  Why?  Because  he  reckons  that,  over 
the  next  few  years,  the  city  v^dll  emerge  as  a  global  man- 
ufacturing and  design  center  for  the  chips  that  power 
PCs  and  portable  devices. 

Hao  is  doing  double  duty  to  try  to  make  that  happen. 
He  holds  two  jobs:  one  overseeing  the  semiconductor  lab 
at  his  alma  mater;  the  other  running  Shanghai  Hua  Hong 
ic  Co.,  a  state-controlled  chip-design  house.  Over  the 
decades,  Hao  notes,  chipmakers  chasing  lower  costs  have 
moved  from  America  to  Japan  to  Taiwan.  "Now,"  he  says 
hopefully,  "they  will  move  to  Shanghai." 
BOLD  MOVE.  China  is  counting  on  it. 
In  an  effort  to  take  the  economy  to 
the  next  level,  Beijing  has  designat- 
ed Shanghai  as  the  heart  of  a  21st 
century  electronics  industry  that  will 
not    only    assemble    pes    and    cell 
phones  but  also  design  them  and  sell 
them  to  the  world.  The  immediate 
goal  is  less  grandiose:  to  boost  fac- 
tory capacity  so  Chinese  companies 
won't  have  to  keep  sourcing  three- 
quarters  of  their  chipsets  overseas. 
"We  must  do  this,"  says  Ge  Qun,  a 
24-year-old    graduate    student    in- 
volved with  an  incubator  for  chip- 
design  startups.  "We  must  make 
these  chips  by  ourselves."  China  is 


BEHING  BIG 


GOAL  To  make  Shanghai  the  center  of  a 
21st  century  electronics  industry  that  will 
design,  manufacture,  and  market  everything 
from  PCs  to  personal  digital  assistants. 

ADVANTAGES  Drawing  on  a  pool  of  world- 
class  electrical  engineers,  Shanghai  already 
has  five  chip-fabrication  plants  and,  thus,  a 
head  start  on  its  Southeast  Asian  rivals. 

CHALLENGES  Providing  the  electricity  and 
water  that  chip  plants  require,  overcoming 
bureaucratic  speed  bumps,  and  keeping 
abreast  of  improvements  in  chip  technology. 


LOCAL  TALENT 

State  chip-design 
house  Shanghai 
Hua  Hong  is  sending 
staff  to  night  school 

now  looking  to  make  spe- 
cial application  chips  for 
PCS,  mobile  phones,  and  a 
wide  array  of  other 
products. 

It's  a  bold  move.  WhOe 
low  labor  costs  give  Chi- 
na an  edge  in  PC  assem- 
bly, the  semiconductor  in- 
dustry relies  instead  on 
billion-dollar  investments 
in  delicate  machinery. 
China's  unreliable  infra- 
structure can  hinder  the 
operations  of  a  chip  plant, 
which  needs  to  run  al- 
most constantly  to  make 
money.  And  even  as  new 
Chinese  plants  gear  up  to 
produce  8-inch  silicon 
wafers,  Taiwan  Semicon- 
ductor Manufacturing  Co. 
and  others  ai-e  advancing 
to  12-inch  wafers.  "I  don't 
see  China  catching  up," 
says  John-Paul  Ho,  managing  partner  of  Crimson  Ventures 
Ltd.,  a  Silicon  Valley  venture-capital  firm. 

China  is  determined  to  prove  the  skeptics  wrong.  Last 
year  it  produced  16.6  billion  chips,  up  55%  over  the  pre- 
vious year.  Sales  grew  51%,  to  $6.6  billion.  Already,  the 
city  and  the  surrounding  Yangtze  delta  are  home  to  some 
five  semiconductor  fabrication  plants,  including  joint  ven- 
tures with  the  likes  of  Phihps  Electronics  and  NEC.  Local 
demand  for  chips  is  growing  as  more  and  more  Taiwanese 
PC  makers  shift  their  production  to  the  Shanghai  region. 
And  finally,  boosters  say,  the  two  leading  universities, 
Fudan  and  Jiaotong,  could  play  a  nurturing  role  similar  to 
the  Cahfornia  institutions  in  Stanford  and  Berkeley. 

Eager  to  woo  investment,  local  officials  are  doing  every- 
thing from  overseeing  plant  construction  and  ensuring 
quick  hookups  to  power  and  water  to  building  new  access 
roads.  "The  support  is  excellent," 
says  Richard  Chang.  His  Shanghai- 
based  Semiconductor  Manufactur- 
ing International  Corj).  (sMic)  plans 
to  open  phase  one  of  a  $3.3  billion 
chip  foundry  in  2001.  IBM  has  an- 
nounced a  $300  million  chip  factory 
for  Shanghai,  while  Intel  Corp.  has 
broken  ground  on  a  $200  million 
expansion  of  its  current  chip- 
assembly  plant. 

Not  all  the  investment  is  going 
into  foundries.  Since  last  year,  the 
number  of  Shanghai  chip-design 
houses  has  doubled,  to  56.  A  city 
government-backed  incubator  called 
the  Shanghai  Research  Center  for 
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Integrated  Circuit  Design  hopes  to  have  41  tenants  by 
yearend,  according  to  Wang  Ye,  its  director.  One  of  them 
is  Shanghai  Fangcun  Semiconductor,  a  startup  that  designs 
chips  for  a  mainland  company  that  makes  personal  digital 
assistants  for  schools. 

BRAIN  DRAIN.  Foreign  design  houses  are  moving  to 
Shanghai  to  take  advantage  of  wages  that  are  about 
80%  lower  than  in  the  U.S.  Newave  Technology  Co.,  a 
Silicon  Valley  house  that  creates  chips  for  telecom  switch- 
es, has  shifted  all  its  research  and  development  to  Shang- 
hai. The  city  has  "plenty  of  talented  people,"  says  David 
Chen,  Newave's  new  director  of  engineering.  "And  the 
market  is  here." 

Still,  there  are  problems.  While  Shanghai's  two  big 
universities  spit  out  some  1,200  electrical  engineering  and 
computer  science  graduates  each  year,  about  half  head 
for  the  U.S.  The  tech-worker  shortage  is  so  dire  that 


Hao  Min  of  Shanghai  Hua  Hong  is  sending  staff  to  night 
school.  Red  tape  is  another  headache.  The  .$1.2  billion 
chip  plant  opened  last  year  by  Shanghai  Hua  Hong  NEC 
Electronics  Co.  has  trouble  importing  essential  spare 
parts.  "Customs  clearance  takes  three  to  five  days,"  says 
Toshio  Ohta,  an  executive  vice-president.  "In  Japan,  it's 
one  hour  for  urgent  needs."  That  means  one  of  Shanghai's 
largest  plants  is  operating  under  capacity. 

Hiccups  and  headaches  aside,  Shanghai's  push  into  the 
semiconductor  industry  illustrates  how  quickly  China  is 
moving  up  the  global  food  chain  in  the  electronics  industry. 
Semiconductor  makers  are  making  the  billion-dollar  in- 
vestments required  to  put  Shanghai  at  the  center  of  a 
knowledge-based  economy.  Who  knows?  Pretty  soon,  Chi- 
na may  be  designing  the  world's  electronic  gadgets — from 
the  chips  to  the  plastic  boxes  they  come  in. 

By  Bruce  Einhorn  and  Alysha  Webb  in  Shayighai 


CHASING  THE  DREAM  TO  SHANGHAI 

Winston  Wong's  first  idea 
was  to  build  a  chip-fabri- 
cation plant  in  the  U.S. 
But  his  dream  soured  four  years 
ago  when  this  son  of  Taiwanese 
billionaire  Y.C.  Wang  raised  only 
$200  million — not  nearly  enough 
to  proceed.  Switching  his  focus  to 
Asia,  Wong  turned  to  some  friends 
in  high  places. 

In  late  November,  Grace  Semi- 
conductor Manufacturing  Corp.  will 
break  ground  on  a  $1.6  billion  fab- 
rication plant  in  Shanghai.  Wong  is 
GSMC's  president,  and  his  chief 
business  partner  is  Jiang  Mian- 
heng,  son  of  Chinese  President 
Jiang  Zemin.  Also  backing  the 
project  are  state-owned  Chinese 
lenders  such  as  the  Bank  of  China, 
China  Construction  Bank,  and  Chi- 
na Commercial  Bank.  By  mid-2002 
GSMC  should  be  producing  50,000 
eight-inch  wafers  per  month. 
OBJECTIONS.  GSMc's  target  market  is 
the  growing  number  of  Shanghai- 
based  chip-design  houses.  Owing  to 
the  political  problems  between  Bei- 
jing and  Taipei,  these  designers  do 
not  use  Taiwan  foundries  and  are 
forced  to  look  elsewhere.  Yu  Jun, 
vice-president  of  the  Hong  Kong- 
listed  design  house  Shanghai  Fu- 
dan  Microelectronics  Co.,  says  the 
shortage  of  local  foundry  capacity 
is  a  big  impediment  to  developing 
new  products.  "We  can't  do  chip 
sets  because  you  need  close  rela- 
tions with  a  foundry,"  says  Yu. 

Wong  plans  to  play  a  big  part  in 
that.  "We  are  going  to  bring  up 


GRACE  SEMICONDUCTOR'S  WONG 

His  partner  is  the  son  of 
Chinese  President  Jiang  Zemin 

the  whole  electronics  industry,"  he 
declares.  But  he  must  tread  softly. 
Taiwan  prohibits  its  citizens  from 
investing  in  mainland  chip  fabs. 
And  Wong  says  neither  he  nor  his 
privately  held  Taiwan  company, 
Grace  THW  Group,  has  put  money 
into  GSMC.  "gsmc  has  hired  me  as 
president"  he  says.  "That's  all." 

Still,  Wong's  involvement  in  the 
project  has  prompted  objections  in 
Taiwan — especially  his  close  rela- 
tions to  Jiang  Jr.  Wong  has  had  to 
deny  the  surprising  allegation  that 
he  and  Jiang  helped  Beijing  fund 
the  campaign  of  President  Chen 


Shui-bian,  in  return  for  Chen's 
pledge  to  improve  cross-Strait  rela- 
tions. And  Wong  defended  Jiang  to 
BUSINESS  WEEK.  "He  is  very  low- 
key  and  sincere,"  Wong  says.  "He 
never  thinks  of  his  self-interest." 
Fending  off  wild  accusations  is 
nothing  new  to  Wong.  He  left  his 
family  company,  Formosa  Plastics 
Corp.,  five  years  ago  amid  a  storm 
of  publicity  surrounding  an  extra- 
marital affair.  Since  then,  he  has 
contended  with  other  accusations 
about  his  personal  and  business 
dealings.  "It's  vicious,"  he  says  of 
the  criticism.  "Totally  ridiculous." 
Wong,  however,  will  have  to  learn 
to  live  in  the  spotlight  if  he  is  go- 
ing to  achieve  his  dream  of  build- 
ing China's  premier  chip  foundry. 
By  Bfuce  Ehthorn  in  Taipei 
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SERVING  TWO  TO  TWENTY. 


Shopping  is  simply  more  fun  in  a  group.  Now,  Blue  Martini's  collaborative  capabilities  allow  groups  to  shop  online  as 
well.  With  it,  two  people  in  different  cities  can  browse  their  favorite  site  together,  two  dozen  people  can  be  taken 
through  an  online  product  demonstration  simultaneously  and  customer  service  representatives  can  guide  clients  through 
their  site.  The  uses  are  endless.  Browsers  turn  into  buyers.  And  nobody  has  to  be  lonely.  To  find  out  how  Blue  Martini's 
e-business  solutions  can  improve  your  customer's  experience,  visit  www.bluemartini.com/group. 
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ASIA'S    TECH    FUTURE 


TAIWAN 


MINDS  OVER  MATTER 

To  combat  industrial  flight,  Taiwan  must  transform  itself  into  a  knowledge  economy 


Over  the  past 
five  years, 
First  Interna- 
tional Comput- 
er  Inc.,  like  many 
Taiwanese  electronics 
companies,  has  been 
moving  its  production  to 
China.  The  PC  and  pe- 
ripherals maker  now  pro- 
duces most  of  its  moth- 
erboards on  the  mainland 
and  is  building  an  indus- 
trial park  in  Guangzhou 
that  will  make  every- 
thing from  PCS  to  Inter- 
net appliances. 

Is  there  anything  Fic 
doesn't  make  on  the 
mainland?  Well,  it  still 
does  research  and  devel- 
opment in  Taiwan — but 
maybe  not  for  long.  The  company  thinks  China  has  enough 
talent  to  handle  that  as  well — at  a  third  of  the  cost.  Before 
long,  Fic's  sole  Taiwan  presence  may  be  its  headquar- 
ters. And  many  of  its  corporate  counterparts  may  follow  it 
across  the  Taiwan  Straits. 

This  is  one  of  Taiwan's  worst  nightmares.  While  it  sur- 
vived the  exodus  of  its  shoe,  toy,  and  sporting  goods  fac- 
tories in  the  1980s,  the  loss  to  China  of  high-tech  manu- 
facturers is  worse.  Taiwan  weathered  the  Asian  financial 
crisis  of  1997-98  thanks  to  its  role  as  a  manufacturing 
center  for  the  likes  of  Dell,  Compaq,  and  IBM.  But  even 
then,  a  relentless  hoUovdng-out  of  the  industry  had  begun. 
Last  year,  only  half  of  Taiwan's  $40  billion  worth  of  Pes, 
peripherals,  and  semiconductors  were  made  at  home. 

Now  that  China  is  taking  over  that  role,  Taiwan  poli- 
cymakers hope  to  marshal  the  island's  brainpower,  en- 
trepreneurial skills,  and  capital  to  build  an  economy  of 
ideas — specifically  in  software  and  biotech.  "Taiwan  does 
not  have  any  choice,"  says  Stan  Shih,  chairman  and  CEo  of 
the  island's  top  PC  maker,  Acer  Group.  By  decade's  end, 
Shih  wants  Chinese-language  software  to 
account  for  a  third  of  profits. 
COLLEGE  TRY.  To  facilitate  its  ambitious 
transformation,  the  government  is  pouring 
hundreds  of  millions  of  dollars  into  re- 
search facihties  and  industrial  zones.  Last 
year,  it  opened  a  software  park  outside 
Taipei;  a  biotech  park  is  to  open  next 
year  near  Hsinchu,  where  Taiwan's  high- 
tech  industry  started  life  in  the  1970s. 
University  budgets  are  up  11%  this  year. 
And  the  government  plans  to  boost  r&d 
spending  from  1.9%  of  gross  domestic 
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State-backed  startups  like 
U-Vision  can  draw  on  a  rich 
talent  pool 
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product  to  3%  in  2010, 
compared  with  2.7%  in 
South  Korea  and  3.2% 
in  Japan.  "We  hope  [uni- 
versities] will  become 
the  centers  for  knowl- 
edge transfer  to  indus- 
try," says  H.  Steve 
Hsieh,  vice-chairman  of 
the  National  Science 
Council. 

The  government  also 
is  throwing  money  at 
companies.  The  state- 
backed  Industrial  Tech- 
nology Research  Insti- 
tute (ITRI)  has  invested 
in  several  new  startups. 
One  is  U-Vision  Biotech 
Inc.,  a  company  that 
specializes  in  tests  that 
divine  genetic  predispo- 
sition to  a  variety  of 
diseases.  Jerry  Huang, 
U- Vision's  chief  operat- 
ing officer,  says  Tai- 
wanese biotech  startups 
can  get  world-class  sci- 
entists for  half  the  salary  paid  in  the  U.  S. 

But  Taiwan  will  need  more  than  just  a  cost  advan- 
tage. That's  why  some  companies  are  trying  to  leverage 
the  island's  manufacturing  prowess  and  its  ties  to  Silicon 
Valley.  Earlier  this  year,  Terry  Chen,  41,  launched  a  Silicon 
Valley  startup,  Timogen  Systems.  It  makes  supply-chain 
management  software  that  integrates  multinationals  with 
their  Asian  suppliers.  Two-thirds  of  Chen's  60-member 
staff  works  in  Taipei.  Why?  Because,  he  says,  Taiwanese 
"know  how  to  manage  manufacturing  better  than  any- 
body else  in  the  world."  Likewise,  researchers  at  iTKl's 
Hsinchu  labs  are  trying  to  develop  biochip  products  that 
build  on  Taiwan's  prowess  in  semiconductor  fabrication. 
It's  all  encouraging — yet  Taiwan  faces  daunting  odds. 
For  starters,  South  Korea,  Singapore, 
and  China  also  have  software  and  biotech 
ambitions.  And  the  latter  is  a  notorious- 
ly difficult  business.  Moreover,  while  Tai- 
wan's software  industry  is  likely  to  gr"ow 
25%<  this  year,  the  hardware  business  is 
10  times  the  size.  Despite  their  past  suc- 
cesses, the  Taiwanese  may  find  their 
edge  in  hardware  manufacturing  won't 
easily  translate  into  the  new  knowledge 
industries. 

By  Bruce  Einhorn,  with  Macabe  Kcll- 
ker,  in  Thipei 
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STILL  WAITING  FOR  HIGH- 
SPEED INTERNET  ACCESS? 
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fired  of  waiting  for  broadband?  StarBand-  is  here  now.  StarBand  is  the 
irst  company  to  deliver  two-way,  high-speed  Internet  access  via  satellite  to  consumers, 
fs  always  on  and  its  available  virtually  everywhere.  If  you  can  see  the  southern  sky. 
'ou  can  get  StarBand.  Just  look  up.-  StarBand  is  available  now  at  selected  DISH  Network " 
retailers  and  through  MSN®  Highspeed  -  Satellite  at  your  local  RadioShack"  store, 
"or  more  info  go  to  www.StarBand.com  or  call  toll-free  1-800-^21-3^6^ 
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ASIA'S    TECH    FUTURE 


SINGAPORE 


A  BIOTECH  HUB 

The  country  is  heating  up  as  a  genomics  research  incubator 


Singapore  has  a  reputation  for  results.  So  some 
have  wondered  over  the  years  why  the  govern- 
ment was  lavishing  millions  of  dollars  on  the  In- 
stitute of  Molecular  &  Cell  Biology — a  basic  re- 
search organization  that  never  seemed  to  generate  a 
product.  Over  its  14  years  of  existence,  however,  the  In- 
stitute has  attracted  some  internationally  renowned  re- 
searchers. And  in  October,  their  work  paid  off.  The  Insti- 
tute won  a  vote  of  confidence  when  it  was  invited  to  join 
a  consortium  with  several  prominent  U.S.  and  British 
genetics  labs  to  complete  sequencing  of  the  puffer  fish 
genome^ — a  project  that  may  greatly  advance  human 
genome  research.  "People,  money,  and  technology  are  fi- 
nally coming  together  to  make  Singapore  a  key  player  in 
the  genomics  era,"  says  imcb  Director  Chris  Tan.  "The  op- 
portunities for  the  takeoff  are  immense." 

Such  successes  are  critical  if  Singapore  is  to  achieve  its 
aim  of  becoming  a  new  global  hub  for  biotechnology.  Al- 
ready it  is  a  manufacturing  base  for  glob- 
al dioig  companies.  Now,  the  government 
plans  to  spend  $4  billion  over  the  next 
five  years  to  develop  a  full-fledged  biotech 
industry.  The  funds  will  be  used  to 
sharply  boost  the  budget  for  basic  re- 
search, seed  new  medical  startups,  and 
lure  the  world's  biggest  multinationals  to 
make  Singapore  their  regional  base  for 
bringing  new  drugs  to  market.  "What 
we're  lacking  is  drug  discovery  and  de- 
velopment," says  Economic  Development 
Board  Chairman  Philip  Yeo.  "To  be  el- 
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A  LINK  TO  HUMANS 

The  Institute  of  Molecular  & 
Cell  Biology  is  sequencing 
the  puffer  fish  genome 

fective,  we  need  the  whole  value 
chain." 

The  government  hopes  to 
build  pharmaceuticals  and  med- 
ical devices  into  a  $7  billion  in- 
dustry in  five  years,  ranking  it 
alongside  electronics,  petro- 
chemicals, and  banking  as  a  pil- 
lar of  the  economy.  To  nurture  a 
critical  mass  of  researchers,  the 
government  is  expanding  life- 
sciences  programs  at  local  uni- 
\'ersities  and  is  sending  200  PhD 
candidates  to  the  West  on  full 
scholarships. 

TOUGH  COMPETITION.  By  2010, 
Yeo  hopes  to  lure  15  major  life- 
sciences  companies  to  build  re- 
gional drug  development  cen- 
ters. The  approach  is  one  that 
the  city-state  has  employed  to 
great  success  in  sectors  like 
semiconductors  and  chemicals: 
Singapore  will  help  finance  a 
multinational's  research  opera- 
tions, build  low-cost  facihties, 
and  even  contribute  equity  in  a 
new  venture.  It  also  will  grant  a 
10-year  tax  holiday.  "They  get  to  recover  their  investment 
and  pay  no  taxes,"  says  Yeo.  "I  get  jobs,  exports,  and  eco- 
nomic activity." 

Considering  Singapore's  small  size  and  the  tough  in- 
ternational competition  for  biotech  talent,  it  mil  be  an  up- 
hill climb.  "I  question  whether  Singapore  has  the  breadth 
and  depth  needed  to  build  a  world-class  research  cul- 
ture," says  Chandra  Rajam,  who  teaches  management  at 
the  National  University  of  Singapore  Business  School. 
"The  only  hope  is  to  bring  in  a  large  number  of  foreign- 
ers." That's  exactly  what  the  government  aims  to  do.  Al- 
ready, it's  a  regional  manufacturing  base  for  seven  of  the 
world's  biggest  drug  companies.  Among  them  they  produce 
nearly  $4  billion  worth  of  medicines  annually.  Over  the 
next  three  years,  Schering-Plough,  Wyeth-Ayerst,  and 
Merck  Sharp  &  Dohme  will  pump  nearly  $1  billion  into 
new  plants.  Some  companies  also  are  using  Singapore  as  a 
base  for  coordinating  other  operations  in  Asia. 

Ultimately,  Singapore  wants  to  become^ 
a  hotbed  of  homegrown  biotech  startups. 
But  it  will  take  years  before  new  prod- 
ucts stfirt  rolling  out  of  labs  such  as  IMCH. 
And  there  are  no  guarantees  that  Singa- 
pore will  ever  produce  a  blockbuster 
drug.  But  by  generating  international 
publicity  through  projects  like  the  [niffer 
fish  genome — and  many  more  years  of 
patience — Singapore  could  well  project 
itself  onto  the  world  biotech  map. 

Bu  Michael  Sli<iri, 
with  Pete  Engardio,  hi  SiiH/aporc 
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Europeans  are  only 
now  learning  of  the 

iioij     of  wide- 
spread sweatshops 
that  use  forced 
immigrant  labor 


I 


n  a  chilly  December  night  al- 
most two  years  ago,  a  desperate  Chi- 
nese man  appeared  at  military  poHce 
headquarters  in  Bergamo,  Italy,  beg- 
ging for  help.  His  25-year-old  wife, 
Deng  Xingmei,  an  illegal  immigrant, 
had  tried  to  flee  slavelike  working 
conditions  in  a  garment  sweatshop 
near  Milan.  But  the  Chinese  gangsters 
who  had  arranged  her  illegal  passage 
to  Italy  for  $25,000 — and  expected  her 
to  spend  years  working  off  her  debt — 
captured  her  at  gunpoint.  The  police 
tapped  her  husband's  phone  to  trace 
threatening  calls  from 
tiAi*k«i£wv  woRktRs     Chinese      mobsters, 

Foreign  Laborers  ' 

in  Italy  may  pvt  and  five  days  later 
2!^X^"'  they  freed  a  raped 
or  no  pay  and  beaten  Deng. 
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SLAVE  TRADCSl:  Joginder  Kaile 
(above)  smuggled  thoiisands  of 
Itidians  into  Europe.  Right: 
Imviigrants  crowding  into  Italy 
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Social  Issues 


INVESTIGATIVE   REPORT 


Deng  Xingmei's  kidnapping  turned  out  to  be  a  vital  break- 
through for  the  police.  Building  on  information  gleaned  from 
Deng's  imprisoned  tormentors,  Italian  authorities  launched  a 
nationwide  investigation.  After  16  months  of  undercover 

work,  "Operation  Sun- 
rise" climaxed  on  Apr. 
7  with  raids  on  sweat- 
shops in  28  cities  from 
Milan  to  Rome.  The 
raids  broke  up  a  criminal  network  of  some  200  gangsters  in 
China,  Russia,  and  Italy  involved  in  bringing  Chinese  immi- 
grants to  Italy  and  forcing  them  to  work  12  to  16  hours  a  day 
in  textile,  apparel,  shoe,  and  leather  factories  for  little  or  no 
pay.  And  the  police  are  far  from  fin- 
ished with  their  work:  Similar  raids 
continue  to  uncover  illegal  sweatshops 
every  week,  some  revealing  children 
as  young  as  11  working  20  hours  a 
day.  "The  [immigrants]  have  no  idea 
what  awaits  them,"  says  Lieutenant 
Tiziano  Benedetti,  who  headed  Opera- 
tion Sunrise. 

HAVOC.  And  many  Europeans  have  no 
idea  of  the  horrors  that  unfold  daily 
in  thousands  of  sweatshops  tucked  into 
the  grimy  suburbs  of  the  region's  great 
cities.  Western  Europeans  have  always 
prided  themselves  on  the  high  stan- 
dards its  governments  impose  on  em- 
ployers and  in  the  workplace:  Work- 
ers have  far  more  rights  and 
protections  than  workers  in  the  free- 


wheeling U.S.  Those  vaunted  protections,  however,  are  mean  ; 
ingless  to  the  hundreds  of  thousands  of  immigrants  now  flood  %, 
ing  into  Europe  from  the  old  Soviet  bloc,  China,  India,  South  jj 
east  Asia,  and  the  Balkans — from  anywhere,  in  other  words  ^y 
where  millions  of  people  are  desperate  to  escape  destitution  |f,, 

These  economic  refugees  pay  dearly  for  their  flight  to  th( :, 
prosperous  West.  Tens  of  thousands  wind  up  working  as  [,, 
forced  laborers  in  factories,  sweatshops,  and  service  industries  jj, 
run  by  mobsters  throughout  Western  Europe's  thriving  un  (,  | 
derground  economy.  Many  of  these  immigrants  become  part  o;  ^,. 
a  secret  underclass  of  the  exploited,  which  experts  are  noM  („, 
defining  as  tantamount  to  21st  century  slavery.  i\ 

This  emergence  of  a  new  black  economy  of  forced  laboren  f 


Criminal  gangs  based  in  China, 
ex-Soviet  countries,  the 
Balkans,  Africa,  Asia,  and  Latin 
America  recruit  illegal  immi- 
grants through  ads  in  local  pa- 
pers. They  promise  transit  to 
"the  good  life"  in  the  EU,  coun- 
terfeit documents,  and  a  job  on 
arrival  to  pay  part  or  all  of  the 
costs.  The  fee,  based  on 
distance,  ranges  from  $5,000 
(from  Egypt)  to  $10,000  (Af- 
ghanistan) to  $25,000  (China). 


Gangs  fly  illegal  immigrant 
from  Asia  mainly  to  staging 
eas  in  Moscow  and  Belgrac 
where  pools  of  immigrants 
spend  several  weeks  or  moi 
being  trained  or  working  in 
tories  run  by  criminal  orgar 
tions.  Those  from  the  ex-Sc 
Union  transit  through  Eastt 
Europe.  Immigrants  from  tl 
Balkans  and  the  Middle  Ea 
gather  in  Albania,  Greece, 
Turkey,  or  North  Africa. 
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"It's  the  fastest-growing  criminal 
maricei  in  the  world,"  says  a  U.N.  exec 


NEW  UNDERCLASS:  A  Chinese  immigrant  and  her  family  in  a  Paris  suburb.  The 
housing  was  raided  by  immigration  police 


5  a  dramatic  social  setback  for  the  welfare  states  of  Europe. 
There  is  no  doubt  about  it.  We  are  faced  with  a  modern 
lave  trade  that  cannot  be  accepted  or  tolerated  by  civilized 
ociety,"  says  Paul  Higdon,  director  of  the  criminal  intelligence 
irectorate  at  Interpol,  the  international  police  force,  in  the 
>ench  city  of  Lyons. 

In  a  two-month  investigation  involving  dozens  of  inter- 
iews  vdth  police,  victims,  immigration  authorities,  union  of- 
icials,  and  industry  leaders,  business  week  has  traced  the 
mergence  of  this  fast-spreading  economic  crime.  Only  re- 
ently  have  police  and  international  agencies  such  as  the 
I.N.  started  to  sound  an  international  alarm,  while  a  series 
if  raids  and  arrests  across  Europe  in  the  past  year  have  be- 


lat  gangs  arrange  the 
)ortation  of  small  numbers 
gal  immigrants,  usually  6 
people,  by  airplane,  bus, 
or  lorry  into  the  European 
They  often  use  counter- 
•urist  visas  and  round-trip 
s  so  that  local  authorities 
)t  alerted  to  any  irregulari- 
iny  would-be  immigrants 
Italy  under  the  guise  of 
;roups  destined  for  Venice 
rieste. 


Local  units  of  the  foreign  gangs 
shunt  arrivals  into  the  under- 
ground economy,  where  they  toil 
for  years  in  sweatshops  to  pay 
off  their  debt.  Sweatshops  are 
run  by  a  local  cell  of  the  foreign 
mafia  or  local  crime  rings  that 
contract  with  the  mafia  for  the 
supply  of  workers.  Sweatshops 
often  act  as  subcontractors  to 
larger  companies,  making  it  hard 
to  tell  if  larger  companies  are 
aware  of  immigrant  slave  labor. 


gun  to  reveal  a  vddespread  problem.  "We  are  just  seeing  the 
tip  of  the  iceberg,"  says  Pino  Arlacchi,  executive  director  of 
the  U.  N.  Office  for  Drug  Control  &  Crime  Prevention  in  Vi- 
erma  and  author  of  the  recent  book  Slaves:  The  New  Traffic 
in  Human  Beings.  "It's  the  fastest-growing  criminal  market 
in  the  world." 

DARK  CORNERS.  Europe,  of  course,  is  not  the  only  prosperous 
region  afflicted  by  this  underground  trade.  In  the  U.S.,  offi- 
cials know  that  illegal  immigrants  are  also  pressed  into  debt 
servitude,  but  have  trouble  defining  the  problem.  U.  S.  gangs 
have  gotten  more  sophisticated,  says  Kingman  Wong,  head  of 
the  trafficking  unit  for  the  FBI  in  Washington.  The  traffickers 
let  immigrants  make  a  new  life  on  their  own,  but  if  they  fail 
to  repay  mafia  bosses,  their  family  members  are  at 
risk.  That  way,  "there  are  fewer  horror  stories  that 
deter  others  from  coming,"  says  Wong. 

In  Europe,  where  the  trade  is  thought  to  be  newer, 
horror  stories  haven't  scared  off  the  thousands  seeking 
a  new  chance  in  a  modem  economy.  The  story  of  Eu- 
rope's sweatshops  and  the  people  who  toil  in  them  re- 
veals the  dark  side  of  the  changes  that  have  swept 
through  the  world  economy  in  the  past  decade.  A  dan- 
gerous mix  of  factors  has  come  together  since  the  col- 
lapse of  the  Berlin  Wall,  allowing  such  bondage  to  flour- 
ish. One  is  the  poverty  that  drives  destitute  classes  in 
much  of  the  world  to  emigrate  at  any  risk.  The  collapse 
of  ex-Soviet-bloc  economies  and  the  rapid  growth  of 
international  crime  rings  specializing  in  the  trafficking  of 
human  beings  have  also  created  an  expanding  supply  of 
illegal  immigrant  laborers  vulnerable  to  abuse. 

It's  a  sick  twast  on  free-market  economics:  Employers 
squeezed  by  global  competition  are  desperate  to  cut 
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costs,  and  middlemen — the  gangs — are  eager  to  provide  ille- 
gal workers  and  slash  the  price  of  labor  to  nearly  zero.  Eu- 
rope's rigid  market  regulations  and  its  high  labor  costs  are 

also  fostering  a  healthy 
demand  for  illegal 
workers  just  when  the 
opening  of  the  world 
economy  is  putting 
competitive  pressures  on  Europe's  second-tier  companies. 

So  the  sweatshops  that  once  flourished  only  outside  the 
rigidly  patrolled  borders  of  the  European  Union,  in  countries 
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such  as  Ibrkey  and  Morocco,  are  becoming  common  in  the  Eii 
itself.  Often,  outsourcing  production  to  such  sweatshops  is  the 
only  solution  for  small  and  midsize  suppliers  under  intense 
pressure  to  match  global  competition  on  prices.  "What  has 
emerged  is  a  stratum  of  slavery-like  work  that  takes  ad- 
vantage of  immigrants'  vulnerability,"  says  Francesco  Carche- 
di,  director  of  research  for  Parsec,  a  Rome  research  outfit 
working  on  a  report  on  the  trafficking  in  human  beings. 

It's  impossible  to  say  how  many  workers  in  Europe's  hid- 
den factories  could  be  called  contract  slaves — paying  with 
their  own  sweat  the  exorbitant  fees  traffickers  charge — under 


A  YEAR  OF  RAIDS 


LONDON  NOVEMBER, 

1999  Raids  on  properties 
owned  by  racketeer  Jogin- 
der  Kaile  reveal  a  finely 
organized  system  for  ex- 
ploiting illegal  immigrants 
from  India  and  Pakistan. 

MILAN  MAR.  14,  2000  25 

Chinese  immigrants  are 
discovered  in  a  rat-infest- 
ed sweatshop  in  Milan. 

GALLARATE,  ITALY  MAR. 

15,  2000  After  an  angry 
boss  burns  a  worker  alive, 
investigators  near  Milan 
uncover  what  is  thought  to 
be  an  underground  agency 
marketing  immigrants  for 
construction  work. 


ITALY  APR.  7,  2000 

Sweatshops  in  28  Italian 
towns  are  busted  after  16 
months  of  undercover  in- 
vestigations. "Operation 
Sunrise"  exposes  a  network 
of  some  200  gangsters 
smuggling  Chinese  workers 
into  textile,  apparel,  shoe, 
and  leather  factories. 

PARIS  MAY  10-11,  2000 

Police  raid  a  suburban 
warehouse  where  17  work- 
ers toil  six  to  seven  days  a 
week,  15  hours  a  day, 
with  pay  docked  heavily 
for  food  and  lodging. 

MILAN  JUNE  28,  2000  In- 
vestigators sequester 
ledgers  from  an  "employ- 
ment office"  in  Milan's 


Chinatown,  complete  with 
lists  of  available  illegal 
immigrants  and  job  open- 
ings. Ten  sweatshops  were 
identified  in  the  ledgers. 

MILAN  JUNE  28,  2000 

Police  raid  a  textile  sweat- 
shop in  a  48-sq.-yd.  win- 
dowless  garage,  discover- 
ing eight  people  using 
outdated  sewing  ma- 
chines. Temperatures  in- 
side reached  98F. 

MAIANO  MONTI  AUG.  1, 

2000  Police  discover  that 
11  Ukrainians  had  been 
"recruited"  in  their  home 
country  by  an  Italian  "em- 
ployment" agency,  then 
forced  on  arrival  to  work 
10-hour  days,  six  days  a 


week,  earning  $450  per 
month,  living  in  a  dormito- 
ry on  the  factory  grounds. 

MILAN  AUG.  30,  2000 

Four  Chinese  immigrants 
are  arrested  after  police 
discover  26  illegal  work- 
ers, including  children, 
producing  computer  cov- 
ers and  house  slippers. 

ROME  SEPT.  19,  2000 

Twenty-eight  Chinese  im- 
migrants are  apprehend- 
ed, and  some  20  escape 
during  the  blitz  of  a  de- 
pository on  the  periphery 
of  the  city.  One  31-year- 
old  man  was  freed  from 
the  7-sq.-yd.  room  where 
he  was  locked  in  to  sew 
precut  garments. 
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the  tlireat  of  violence  against  themselves  or  family  mem- 
bers and  earning  little  more  than  the  food  they  eat.  After  all, 
immigrants  through  the  ages  have  always  worked  in  the 
worst  conditions  in  their  adopted  countries,  accepting  the 
hardship  as  the  fii'st  step  up  the  economic  ladder. 

But  hardship  does  not  always  translate  into  outright 
bondage.  Certainly  not  all  illegal  immigrants  become  in- 
dentured slaves  or 
suffer  the  fate  of 
Deng.  And  there  is  a 
gray  zone  between 
what  experts  are  call- 
ing "superexploitation"  and  slavery. 

But  no  matter  how  you  look  at  it,  the  problem  is  huge. 
Trafficking  gangs  bring  hundreds  of  thousands  of  poor  im- 
migrants each  year  into  the  EU,  many  of  whom  are  de- 
ceived by  criminal  recruiters  who  promise  them  a  job.  Ille- 
gal immigration  to  the  EU  has  gone  from  an  estimated 
40,000  in  1993  to  500,000  this  year.  The  biggest  wave  of  il- 
legal immigrants  by  far  is  from  China,  where  highly  orga- 
nized criminal  networks  transport  illegals  and  press  them 
into  work.  According  to  conservative  estimates  by  re- 
searchers and  others,  at  least 
100,000  illegal  immigrants  are 
working  in  contract  slavery 
in  the  EU. 

The  basic  method  for  trap- 
ping these  immigrants  is  the 
same  worldwide.  Gang  mem- 
bers in  Asia  and  the  old  So- 
viet bloc  agree  to  smuggle 
workers  into  Europe  and  find 
them  jobs  and  lodging  for  a 
fee:  Most  illegals  agree  to  pay 
charges  ranging  from  $5,000 
to  $25,000  for  passage  into 
the  EU.  Some  of  the  Chinese 
moving  to  Europe  have 
enough  money  to  pay  the  fee 
upfront  and  can  start  their 
new  hfe  debt-free.  But  most 
others  are  poor,  ill-educated, 
and  full  of  fantasies  about  life 
in  the  West. 

Once  the  immigrants  land 
in  Europe,  without  papers, 
they  are  at  the  mercy  of  the 
gangs  that  transported  them 
and  the  bosses  who  employ 
them.  Anyone  who  balks  at 
the  dreary  underground  fac- 
tories where  immigrants  often 
sleep  and  eat  next  to  their 
machines  may  be  beaten  by 
the  local  ringleader  who  pays 
them  enough  only  to  survive 
while  their  debt  is  paid  down. 
"Before  your  employer  'pays' 
you,  he  deducts  an  unspecified 
sum  to  pay  the  debt — that's 
the  trap,"  explains  David  Ould, 
deputy  director  of  Anti-Slav- 
ery International  in  London. 

Poor  immigrants  are  easily 
ensnared.  One  victim,  Petronel 
Olteanu,  fled  abject  poverty  in 
Romania — not  realizing  he 
would  become  an  indentured 
slave  in  Italy.  He  was  smug- 


gled  into  Italy  by  a  "network"  he  refused  to  identify  out  c 
fear.  The  pale,  despondent  25-year-old  spoke  to  unsiNES 
WEEK  after  his  Italian  employer  was  indicted  on  charges  c 
murdering  one  of  Olteanu's  co-workers.  "I  knew  the  situatio 
I  was  getting  into  was  bad.  But  I  felt  like  I  was  trapped,"  h 
says  after  nervously  checking  a  reporter's  credentials. 
SLEEPING  WITH  RATS.  Sent  to  Gallarate,  30  minutes  north  c 
Milan,  Olteanu  was  forced  to  work  14  hours  a  day  laying  tile 
at  construction  sites  around  Milan  for  sustenance  pay.  Hi 
Italian  boss  hired  thugs  to  intimidate  and  beat  Olteanu  and  1 
co-workers  and  keep  them  from  any  thought  of  rebellior 
At  night,  they  were  locked  in  a  tiny,  rat-infested  room.  Say 
Olteanu:  "It  was  obvious  that  for  [the  boss]  we  were  possei 
sions."  Olteanu  was  finally  freed  in  a  March  police  raid  of  th 
warehouse  where  he  and  his  co-workers  were  held  captive 
Trafficking  in  and  exploiting  workers  like  Olteanu  is  bii 
business.  Global  profits  from  trafficking  have  zoomed  to  $9  bi 
lion,  according  to  a  recent  U.  N.  report,  and  now  exceei 
drug  profits,  police  say.  In  Trieste  alone,  investigators  estimat 
traffickers  took  in  $60  million  last  year,  police  believe. 

Are  the  traditional  mafia  from  Italy,  Russia,  and  China  in 
volved?  Police  investigators  in  Europe  are  still  trying  to  fig 

ure  that  out.  It's  clear  tha 
highly  organized  gangs  witl 
tentacles  stretching  fi*om  Bei 
jing  to  Milan  recruit  immi 
grants  and  transport  them  b;; 
plane,  truck,  and  boat  t 
work  in  much  of  Europe.  Chi 
nese  gangs,  which  are  world 
wide,  also  cooperate  witl 
gangs  in  Eastern  Europe 
Russia,  and  the  Balkans  t( 
arrange  safe  passage  an 
false  documents.  They  collab 
orate  with  undergroun 
employment  contractor: 
throughout  Europe.  What': 
not  known  is  whether  whol 
new  gangs  are  springing  u 
to  run  this  illegal  commerce] 
Italian  police  believe  they  re 
cently  nabbed  one  of  tht 
main  bosses  of  a  huge  Chi 
nese  trafficking  operation  in- 
volving 16  gangs,  (page  162) 
Some  traffickers  operate 
independently.  British  Indiar 
Joginder  Singh  Kaile,  39 
smuggled  thousands  of  fellow 
countrymen,  crammed  in  van;: 
or  cars,  6,000  miles  across 
Asia  and  Europe  to  Britain 
He  took  their  land  in  thej 
Punjab  as  payment  an 
forced  them  on  arrival  tc| 
work  in  his  sweatshops 
housing  them  in  squalid  con 
ditions  and  squeezing  more 
and  more  profit  out  of  theii 
cheap  labor.  Kaile  charged 
$10,000  a  person  for  a  jour- 
ney. Investigators  estimated 
he  made  a  profit  of  nearly 
$3,()()()  per  person,  becoming  a 
millionaire  in  the  process 
Last  November,  police  inves 
tigators  nabbed  Kaile,  who 
pleaded    guilty    to    multiple 
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p  it  on  your  waistband  or  belt  and  floor,  via  flie  stairwell,  twice  a 
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counts  of  trafficking.  He  is  serving  a  6/<-year  sentence. 
With  inadequate  resources  to  patrol  borders,  former  police 
states  such  as  Albania,  Russia,  Slovakia,  and  Yugoslavia 
have  become  bustling  transit  zones  for  tens  of  thousands  of 
immigrants  from  more  distant  regions.  "Five  years  ago, 
controls  were  so  tight  you  couldn't  even  move  within  Alba- 
nia from  one  city  to  the  next,  let  alone  cross  the  border,"  re- 
calls Albanian  Justice  Minister  Arben  Imami,  who  concedes 
that  his  country  has  become  a  major  thoroughfare  for  illegal 
immigrants.  Border  guards  and  immigration  officials  earning 
only  $50  to  $80  a  month  in  the  ex-Soviet  republics  are  eas- 
ily bribed  to  let  illegal  immigrants  pass. 

Europe's  $80  billion 
garment  industry  is  a 
prime  target  for  traf- 
fickers who  want  to 
place  semi-skilled 
workers.  Under  intense  pricing  pressure  and  subject  to 
sudden  swings  in  demand  based  on  fashion  trends,  European 
manufacturers  large  and  small  often  outsource  production  to 
subcontractors — who  in  turn  rely  on  a  chain  of  other  sub- 
contractors. 

Illegal-immigrant  labor  thus  provides  the  low  costs  and 
flexible  supply  that  Europe's  tough  labor  regulations  have  out- 
lawed. Police  who  have  raided  sweatshops  and  taken  testi- 
mony from  workers  say  these  mini-factories  produce  on  a 
just-in-time  basis,  responding  to  bulges  in  demand  by  clothing, 
leather,  and  shoe  manufacturers. 

The  turnaround  between  demand  and  delivery  can  be  as 
short  as  12  to  24  hours  and  usually  involves  low-to-mid-priced 
clothing.  When  demand  surges  for  a  certain  style  of  jacket,  for 
example,  manufactui-ers  deliver  patterns  and  expect  finished 
products  within  hours,  investigators  say.  "When  a  series  of 
clothing  runs  out,  a  manufacturer  will  bring  the  pattern  to  a 
subcontractor  and  ask  for  2,000  shirts  overnight,"  says  Pier  Lui- 
gi  Vigna,  head  of  the  National  AntiMafta  Commission  in  Rome. 
An  Ulegal  worker  with  no  access  to  a  union  or  legal  papers  may 


be  paid  only  650  per  piece — and  far  less  if  his  pay  is  being- 
docked.  Shirts  that  might  cost  $25  from  a  legal  subcontractor 
paying  normal  wages  and  taxes  can  be  obtained  for  between  $1 
and  $5  from  sweatshops,  police  say.  Meanwhile,  the  items  may 
retail  for  $50  or  more  in  European  shops. 

So  far,  no  major  manufacturers  have  been  prosecuted  for 
tapping  sweatshops  staffed  by  illegal  immigrants.  But  Italian 
and  French  investigators  say  that  several  large  companies  are 
under  investigation  and  that  recent  raids  have  revealed  links 
to  brand-name  apparel  companies.  "Many  expensive  retail 
shops  are  making  use  of  sweatshops,"  claims  Willy  Binigge- 
man,  deputy  director  at  Europol's  headquarters  in  The  Hague. 
"It's  always  by  subcontracting,  so  it's  difficult  to  prove  that 
the  buyers  knew  the  merchandise  was  produced  by  slaxe 
labor."  Italy's  Sunrise  raid  revealed  sweatshops  producing 
T-shirts  and  other  articles  of  clothing  with  the  insignia  of  Ital- 
ian soccer  teams.  These  popular  items  are  sold  to  small  shops 
or  distribution  companies. 

DESPERATE  PLEA.  Sometimes,  forced  laborers  grow  desperate 
enough  to  reach  out  to  the  police.  Rome  Municipal  Police 
Commander  Antonio  Di  Maggio  has  received  dozens  of  anony 
mous  letters  and  phone  calls  from  captive  workers  in  re- 
cent weeks.  Among  a  stack  of  letters  piled  on  his  desk,  one 
typed  on  old  crumpled  paper  with  a  manual  tyi)ewriter  ])lca(l- 
ed,  in  broken  Italian:  "Help  us.  We  are  seven  immigrant 
workers  in  trouble,  forced  to  work  long  hours  with  little 
food  and  often  abused.  We  are  being  kejjt  in  a  war-ehouse  and 
want  to  be  freed." 

Following  such  leads — as  well  as  complaints  from  neigh- 
borhoods about  the  noise  from  machines  that  run  all  night 
Di  Maggio  led   18  raids  in  September  on  sweatshops  and 
warehouses  on  Rome's  periphery,  snaring  (JO  illegal  worl\- 
ers,  40  of  whom  were  laboring  in  slavelike  conditions  and  li\ 
ing  in  utter  squalor.  Of  that  catch,   18  were  ("hinese  gar 
ment  workers.  In  one  bust,  "the  stench  inside  was  like  a  slap 
in  the  face,"  said  Di  Maggio. 

According  to  Chinese  victims'  testimonies  tak(>ii  with  the 
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Pictured  is  the  MINI-DIL  optoelectronics  package.  A  key 
component  for  linking  people  to  the  Internet  through  a 
wide  range  of  optical  telecommunication  lines,  from 
high-speed  trunks  to  low-end  subscribers. 
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aid  of  an  interpreter,  the  workers  were  locked  into  the  sweat- 
shop at  all  times  and  wor-ked  12  to  14  hotu's  a  day.  They  were 
paid  i'Mi/  a  pair  of  trousers,  or  roughly  $250  a  month.  Their 
employer  would  arrive  once  a  day  with  broth. 

The  same  kind  of  sweatshops  are  proliferating  in  the  poor- 
er districts  of  Paris —  in  the  city's  10th,  Uth,  and  18th  ar- 

rondissements  and  in 
the  suburban  neigh- 
borhoods to  the  north 
and  northeast  of  Paris. 
Here,  abandoned  build- 
ings and  factories  have  been  transformed  into  clandestine 
workshoj)s,  many  with  hidden  cellars,  trapdoors,  and  under- 
ground escape  routes  in  case  of  police  raids. 

Like  Di  Maggio,  Lucien  Contou,  head  of  the  division  for  the 
fight  against  illegal  labor  at  I'URSSAF,  France's  social-security 
collection  office,  follows  up  leads  about  the  strange  nighttime 
noise  of  machines  humming  and  reports  by  local  residents  of 
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foreigner's  walking  the  streets  at  8  a.m.,  among  others.  "We  g 
so  many  leads  that  we  can't  [follow)  them  all,"  says  Contou, 

In  June,  Contou  raided  a  building  in  Pantin,  just  northea 
of  Paris.  A  small  trapdoor  under  a  shelf  in  the  wall  led  to 
workshop  with  12  textile  machines.  Although  the  sewin 
machines  were  still  warm,  10  of  the  12  workers  had  alreac 
escaped  through  a  small  window  leading  to  a  back  alley.  Tl 
Chinese  boss  was  fined  $6,500  and  received  a  one-year  su 
pended  sentence.  Another  raid  by  Contou  revealed  a  Par 
sweatshop  run  by  a  Yugoslavian  with  false  papers.  He  ha 
locked  24  Laotian  workers  in  a  filthy  cellar  jammed  wit 
sewing  machines  and  beds;  the  case  is  under  investigation. 

One  illegal  Chinese  immigrant  from  southeast  China  spok 
vdth  BUSINESS  WEEK  on  the  condition  of  anonymity  who  d( 
scribed  a  furtive  world  in  which  it  seemed  impossible  to  pa 
off  her  debt.  The  30-year-old  woman  had  worked  in  10  swea 
shops  for  more  than  five  years  in  Paris,  sewing  clothing  an 
leather  handbags.  Because  it  was  safer,  she  always  pei 


WITNESSES  TO  A  MURDER 


For  40-year-old  Ion 
Cazacu,  the  decision  to 
flee  Romania  for  Italy 
was  a  fatal  one.  An  engi- 
neer by  training,  Cazacu 
hoped  to  provide  a  better 
life  for  his  wife  and  two 
daughters  by  working  in 
Italy.  So  he  contracted 
with  a  criminal  network  to 
smuggle  him  over  the  bor- 
der and  line  up  a  job  for 
him.  According  to  police 
reports,  Cazacu  ended  up 
being  indentured  to  an  un- 
registered construction 
company  in  the  province  of 
Varese,  about  30  minutes 
from  the  center  of  Milan. 
His  job:  laying  tiles  and 
building  cabinets. 

Working  in  Italy's  black 
market  turned  out  to  be 
worse  than  being  poor  in 
Romania.  Last  March, 
Cazacu  complained  to  his 
Italian  boss,  Cosimo  lan- 
nece,  that  he  and  his  co- 
workers were  not  being 
paid  promised  wages.  lan- 
nece  had  been  docking 
each  worker's  pay  for 
everything  from  housing  to 
transportation  and  locking 
Cazacu  and  11  other  workers  in  a 
24-square-yard,  rat-infested  room  at 
night.  Enraged  by  Cazacu's  con- 
frontation, lannece  beat  the  Roman- 
ian, doused  him  with  gasoline,  and  lit 
his  body  on  fire  in  front  of  four  co- 
workers, screaming:  "I'm  going  to 
burn  you."  Cazacu  suffered  third-de- 
gree burns  over  95%  of  his  body  and 
died  in  a  hospital  four  weeks  later. 
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0~WORKERS:  Three  Romanian 
victims  of  slave  labor  with  photo 
of  murdered  friend,  Ion  Cazacu 

On  the  evening  of  the  attack,  lan- 
nece dumped  Cazacu  at  a  nearby 
hospital  and  ordered  co-workers  to 
tell  police  it  was  an  accident.  "Ion 
was  cleaning  with  gasoline  and 
smoking  at  the  same  time.  That  is 
what  we  were  supposed  to  say,"  says 
Petronel  Olteanu,  anoth'jr  Romanian 
immigrant.  Cazacu  was  lucid  during 
the  weeks  in  the  hospital  before  his 


death,  and  co-workers 
managed  to  send  for  his 
wife  from  Romania.  Caza- 
cu struggled  to  warn  his 
wife  in  the  hospital  to 
leave  Italy,  because  lan- 
nece might  try  to  harm 
her,  too.  "He  kept  telling 
me  to  be  careful,  even  af- 
ter he  knew  that  lannece 
was  in  jail,"  says  his  wid- 
ow, Nicoleta  Cazacu,  a 
small  woman  with  jet- 
black  hair  and  dark  eyes. 
She  says  lannece  already 
had  tried  to  buy  her  si- 
lence, contacting  her  in 
the  Romanian  town  of 
Rimnicul  Vilcea  and  offer- 
ing her  $5,000  to  say  noth- 
ing about  the  incident. 

Overcoming  their  fear, 
Cazacu's  co-workers  defied 
lannace  and  went  to  the 
police.  lannece  is  now 
awaiting  trial  on  first-de- 
gree murder  charges.  In 
his  home,  police  found 
more  than  80  pages  of 
documents  containing  the 
names  of  businesses  and 
local  construction  compa- 
nies that  he  and  his  broth- 
er allegedly  assisted  in 
their  search  for  illegal  immigrant 
workers.  "This  dramatic  case  has 
kicked  off  a  series  of  investigations 
that  have  opened  our  eyes  to  a  situ- 
ation more  vast  than  we  expected," 
says  Giovanni  Broggini,  police  chief 
in  charge  of  criminal  investigations 
in  Gallarate.  If  so,  Cazacu  did  not  die 
in  vain. 

By  Kate  Carlisle  in  Gallarate 
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formed  her  work  at  night  to  pay  off  the  $17,000  cost  of  her 
trip  and  her  falsified  documents.  She  earned  $21  a  day  for  a 
112-hour  workweek.  Now  out  of  work — since  her  last  em- 
ployer was  shut  down  by  the  police  in  October — she  has 
had  to  borrow  money  from  friends  and  survives  on  rice  and 
bread.  As  for  her  $17,000  debt,  "I  don't  want  to  think  about 
it,"  she  says. 

EU  policymakers  so  far  have  done  little  to  fight  the  ex- 
ploitation of  illegal  immigrants.  For  starters,  many  politi- 
cians view  the  presence  of  immigrants  as  a  social  and  eco- 
nomic problem  in  itself.  Some  are  deported  when  discovered, 
and  others — usually  the  most  maltreated — are  classified  as  vic- 
tims and  allowed  to  remain  in  the  EU.  Still,  some  illegal  im- 
migrants are  actually 
starting  to  protest  in 
public  about  their 
plight.  Yet  few  laws 
are  on  the  books  to  se- 
verely sanction  the  new  forms  of  bondage.  In  the  U.  S.,  by 
contrast.  President  Bill  Clinton  recently  signed  a  law  raising 
penalties  for  traffickers  in  women  and  children. 

One  reason  Europe's  policymakers  may  be  loath  to  confi^-ont 
the  problem  is  that  a  thriving  underground  economy  helps 
power  Europe's  growth  and  competitiveness.  "We  [Euro- 
peans] are  benefiting  economically,"  says  David  Ould,  deputy 
director  of  Anti-Slavery  International. 

Illegal  immigrant  labor,  for  example,  has  fueled  economic 
growth  in  Prato,  a  leafy  suburb  of  Florence,  where  companies 
owned  by  legal  Chinese  residents  of  Italy  have  rebuilt  a 
moribund  textile  and  garment  industry.  Unemployment  in 
this  prosperous  community  hovers  around  5%,  among  the 
lowest  rates  in  Europe.  Chinese  residents — legal  and  ille- 
gal— cram  buses  in  the  city  center  but  live  and  work  in  a 
world  of  their  own.  "We  have  the  world's  leading  knitwear  in- 
dustry, with  sales  of  $1.2  billion.  It  is  thanks  to  the  Chinese 
that  this  sector  has  been  revitalized,"  says  Giuseppe  Gregori, 
General  Secretary  for  the  Italian  labor  union  c(jil  in  Prato. 


But  Prato's  nevvrfound  competitiveness  also  relies  on  a  labo 
force  that  pays  no  heed  to  Italian  labor  or  tax  law,  say: 
Gregori,  who  maintains  that  the  influx  of  arrivals  is  "groviin 
exponentially  and  is  very  difficult  to  control." 

Some  1,100  Chinese-owned  factories  and  workshops  an 
legally  registered  in  Prato,  but  officials  at  the  local  chambe; 
of  commerce  believe  the  total  is  much  larger,  with  some  40 
of  production  underground.  Legal  Chinese  workers  tota! 
8,000 — but  city  officials  believe  some  4,000  illegal  Chines 
immigrants  and  their  children  may  be  working  in  even  worsi 
conditions,  exploited  as  forced  laborers  until  their  heav; 
debts  are  paid. 

WILD  COASTLINE.  While  Europol  says  the  exploitation  of  im 
migrants  is  widespread  throughout  Europe — including  Austria, 
Belgium,  Britain,  and  France — the  problem  is  at  its  worst  i: 
Italy.  Its  5,000-mile  coastline  is  difficult  to  patrol.  More  im 
portant,  Italy's  underground  economy — at  28%  of  gross  do- 
mestic product,  by  far  the  largest  of  any  leading  industrializec 
country — makes  it  a  haven  for  mobsters  intent  on  wTinginj 
big  profits  out  of  illegal  immigrants.  "The  phenomenon  o 
human  trafficking  and  enslavement  is  expanding — a  fact  that 
we  [Europeans]  should  be  ashamed  of,"  says  Italian  Interior 
Minister  Enzo  Bianco. 

Italian  authorities  have  long  tolerated  a  thriving  black  econ- 
omy as  a  kind  of  social  safety  net  that  is  preferable  to  unem- 
ployment, refusing  to  crack  down  on  clandestine  enterprises 
But  as  Italy  has  become  more  prosperous,  the  local  workers 
have  moved  up  the  social  ladder,  leaving  harder,  industrial 
jobs  in  the  black  economy — such  as  the  toxic  process  of  cui-ing 
leather — to  immigrants.  Academics  think  illegal  immigi-ants 
fuel  as  much  as  70%  of  Italy's  underground  economy. 

Those  recruiting  illegal  immigrants  will  concoct  elaborate 
schemes  to  ensnare  new  victims.  One  Romanian  immigrant, 
Maria,  told  rusiness  week  she  was  lured  to  Italy  in  July, 
1999,  by  a  newspaper  advertisement  in  her  hometown  that 
sought  "young,  ambitious  workers  looking  for  a  better  life. 
Then  Maria,  23,  arranged  to  meet  in  a  coffee  shoj)  with  the 
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omployment  agent  who  had  phicod  the  ad.  Ho  was  an  Italian 
who  spoke  her  language  and  offei-ed  seemingly  normal  terms 
of  employment.  Smoothly  drawing  out  her  interests,  he 
promised  to  hel|)  Maria  eventually  enter  an  Italian  universi- 
ty and  become  a  fashion  designer. 

Maria  boarded  a  plane  bound  for  Venice,  along  with  three 
other  young  illegal  immigrant  women  and  the  agent.  She 
ended  up  in  a  sweatshop  where  one  woman  factory  worker 
with  chains  around  her  ankles  fearfully  admonished  her  not  to 

stay.  Alone  with  the 
agent,  she  implored 
him  to  allow  her  family 
to  pay  off  her  $4,000 
debt  in  cash  and  free 
her  from  the  agreement  to  work.  Eventually  he  relented,  but 
the  criminals  who  transported  Maria  still  pay  her  family 
threatening  visits  in  Romania  to  keep  her  from  exposing 
the  network. 

SPREADING  TENTACLES.  Sometimes,  it's  almost  impossible  to 
figure  out  when  a  factory  is  legitimate  and  when  it  is  ex- 
ploiting workers.  In  one  French  bust  in  April,  1999,  dubbed 
Operation  Cite  Interdite — whose  name  echoes  the  Forbidden 
City  in  Beijing  and  also  evokes  the  fortress-like  nature  of  the 
buildings  housing  the  workshops — a  swat  team  found  seven 
sweatshops  in  a  cluster  of  housing  projects  in  the  Paris  sub- 
urb of  Seine-Saint-Denis.  By  day,  the  small-scale  factories  op- 
erated legally,  employing  regular  workers.  By  night,  howev- 
er, machines  continued  to  hum,  operated  by  illegal  Asian 
immigrants,  some  of  whom  are  compelled  to  work  105  hours 
a  week.  The  bust  was  organized  by  Armand  Huby,  police 
chief  at  France's  Cen- 
tral Office  for  the  Sup- 
pression of  Irregular 
Immigration  and  the 
Employment  of  Illegal 
Immigrants.  Last  year 
alone,  the  group  man- 
aged to  uncover  18  in- 
ternational networks 
shuttling  illegal  immi- 
grants into  France. 

In  Europe,  interna- 
tional trafficking  gangs 
are  now  trying  to  ex- 
tend their  reach  into 
the  local  economy,  ac- 
quiring more  factories, 
restaurants,  and  shops 
to  launder  money  and 
recycle  workers.  Police 
and  international  agen- 
cies say  that  some 
slaves  who  eventually 
pay  off  their  debt  sign 
up  with  the  very  crimi- 
nal organizations  that 
smuggled  them  into  the 
EU.  Certain  Romanians 
living  in  the  Veneto  re- 
gion of  Italy  "run  the 
sweatshops  as  merci- 
lessly as  when  they 
were  workers,"  says 
Ugo  Melchionda,  an  im- 
migration specialist  at 
the  International  Orga- 
nization for  Migration, 
an  intergovernmental 
organization. 
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Unlike  the  U.S.,  Europe  faces  the  monumental  task 
coordinating  police  action  across  borders.  Interpol,  for  exar 
pie,  has  been  tracking  a  Croatian  trafficker  named  Jos 
Loncarcic,  who  is  believed  to  be  responsible  for  bringir 
some  10,000  illegal  Chinese  immigrants  into  the  EU.  When  1 
received  a  sentence  in  Croatia  for  smuggling  5,000  Egyptiai 
through  that  country  on  the  way  to  the  Eii,  he  fled  to  Slov 
nia,  where  he  applied  for  and  received  citizenship.  Loncarc 
is  also  wanted  in  Italy  in  connection  with  the  transport  of  : 
legal  immigrants. 

Closer  coordination  among  various  police  officers  may  ha\ 
kept  him  Irom  slipping  through  the  net.  At  least  the  groun( 
work  is  being  laid  for  tighter  cooperation.  The  U.  N.  hopes 
get  members  to  sign  a  protocol  on  trafficking  and  exploitatic 
of  human  beings  in  December  in  Sicily.  Bruggeman's  Ei 
ropol  unit  recently  arranged  expert  meetings  to  alert  ai 
thorities  in  EU  member  states  to  the  criminal  gangs  tran 
forming  illegal  immigrants — including  children — into  slave 
And  Interpol  finally  established  a  Children  &  Human  Tra 
ficking  Div.  last  year. 

But  it's  unlikely  that  traffiicking  in  Italy  and  the  rest 
the  EU  will  decline  without  a  major  legal  crackdown.  ] 
the  meantime,  investigators  say  the  growing  profits  froi 
workers  in  bondage  may  get  recycled  into  a  new  class 
criminal  organization.  The  twin  businesses  of  traffickin 
and  slave  labor  have  already  cast  a  dark  shadow  over  21i 
century  Europe. 

By  Gail  Edmondson  in  Prato,  Italy,  with  Kate  Carlisle  i 
Rome,  Inka  Resch  in  Paris,  Karen  Nickel  Anhalt  in  Berlii 
and  Heidi  Dawley  in  London 
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Dark  clouds  and  lightning  cast  a 
gloomy  aura  over  the  port  city 
of  Ti-ieste  on  Italy's  border  with 
Slovenia.  To  the  northeast,  the  50- 
mile  border  ininning  along  the  Juli- 
enne Alps  is  ringed  by  dense 


Social  Issues 


INVESTIGATIVE   REPORT 


forests,  valleys,  and  caves — ideal 
terrain  for  gangs  trafficking  illegal 
immigrants  into  Italy.  Each  year, 
traffickers  hustle  an  estimated 
35,000  Chinese  immigrants 
through  Trieste  from 
Eastern  Europe  and  the 
Balkans — and  from  there 
many  are  shunted  into 
Europe's  black  market 
economy  as  forced  labor- 
ers, authorities  say.  Asian 
and  other  gangs  revved 
up  trafficking  in  the  1990s, 
after  the  collapse  of  the 
Berlin  Wall.  Migrants  are 
flown,  driven,  walked,  or 
boated  across  as  many  as 
two  dozen  borders  be- 
tween China  and  Italy. 
"We  imagined  there  was  a 
problem,  but  we  didn't 
imagine  this  magnitude," 
says  Nicola  Maria  Pace, 
head  prosecutor  of  the 
Trieste  Antimafia  Force. 

Pace  is  one  of  Europe's 
top  authorities  on  the 
gangs  that  run  these  hu- 
man trafficking  operations. 
In  three  years,  he  and 
magistrate  Federico  Frez- 
za  and  their  team  have 
crippled  16  Chinese  gangs, 
arresting  103  members. 
The  most  recent  coup:  In 
January,  they  nabbed  Xu 
Bailing,  believed  to  be  one 
of  two  overlords  control- 
ling 16  Chinese  gangs  that 
they  had  identified  operating  out  of 
Trieste,  together  with  Croat  fugitive 
Josip  Loncarcic. 

EFFICIENT.  Pace  doesn't  just  nab 
crooks.  He  studies  them.  Operating 
out  of  two  rooms  in  the  city's  18th 
century  Palace  of  Justice,  Pace's 
team  is  one  of  the  first  to  systemati- 
cally gather  data  on  trafficking.  He 
has  accumulated  20,000  hours  of 
wiretapped  phone  conversations  be- 
tween gang  members  since  1997. 


Pace's  research  confirms  that  the 
trafficking  rings  are  highly  organized 
and  global  in  their  reach.  The  proto- 
col is  grim  but  efficient:  Once  they 
land  in  Italy,  Chinese  immigrants  are 
held  prisoner  by  the  gangs  until 
someone  "buys"  them,  fronting  the 
$25,000  fee  for  their  transit  and  ex- 
tracting years  of  labor  in  return. 
"It's  big  business,  and  it  will  contin- 
ue because  there  is  a  big  market  for 
it,"  says  Pace.  In  addition  to  the 
Chinese,  his  group  also  identified  27 
gangs  fi*om  Croatia,  Slovenia,  the 
Philippines,  and  Bangladesh  operat- 


ing in  Italy  and  throughout  Europe. 

Another  key  finding:  Italy,  with 
its  unpatrollable  borders  and  rich 
underground  economy,  is  the  central 
receiving  and  distribution  center  of 
illegal  immigrants  for  the  entire  Eu- 
ropean Union.  Trafficked  Eastern 
European  women  are  lined  up  and 
auctioned  off  as  prostitutes,  much 
like  slaves  in  the  19th  century,  to 
Italian  racketeers  on  a  stretch  of 
road  between  TVieste  and  Venice. 


Chinese  immigrants,  by  contrast, 
tend  to  be  shunted  into  sweatshops 
and  restaurants.  Pace  also  has  come 
across  cases  of  Chinese  "selling"  a 
family  member  into  slavery  for 
$5,000  in  their  hometown.  By  the 
time  they  reach  Europe,  they  are 
purchased  for  $13,500. 
NUMBERS  GAME.  Hard  to  believe? 
Pace  has  the  database  to  prove  it. 
The  phone  numbers  his  team  tapped 
were  found  inside  the  shirt  cuffs, 
shoe  soles,  or  on  Band-Aids  worn  by 
illegal  immigrants  who  were  busted 
crossing  into  Italy.  Traffickers  rou- 
tinely strip  immigrants  of 
their  papers,  giving  them 
only  a  phone  number  of  a 
local  contact.  "The  hidden 
phone  numbers  are  the 
first  thing  we  go  for  in  a 
bust,"  says  Pace.  He  will 
never  forget  the  horror  of 
a  strange  background 
sound  on  one  of  the  tapes 
of  a  conversation  between 
members  of  rival  gangs. 
"It  chilled  us  to  the  bone 
when  our  interpreter  ex- 
plained that  what  we 
were  hearing  was  the 
sound  of  fingers  being  cut 
off  as  punishment  for 
stealing  a  competitor's 
slaves,  Pace  says. 

The  next  step  for 
Pace's  team  is  to  uncover 
possible  links  between 
traffickers  and  the  Chi- 
nese triads,  the  Russian 
mafia,  and  the  Italian 
mafia.  Circumstantial  evi- 
dence points  to  collabora- 
tion. For  starters,  Moscow 
and  Kiev  are  major  hubs 
for  illegal  immigrants 
headed  for  Italy.  For  that 
effort,  however.  Pace  and 
other  investigators  will 
require  significantly  more 
resources.  "We  could  dou- 
ble arrests  if  we  doubled  staff,"  says 
Frezza.  For  now,  they  still  face  an 
uphill  battle  convincing  others  that 
trafficking  and  slavery  go  hand-in- 
hand  in  the  21st  century — and  that 
so  many  poor  people  are  lured  into 
servitude  in  the  European  Union. 
"If  your  choice  is  to  die  of  starvation 
in  your  home  country,  being  a  slave 
in  Italy  could  sound  like  paradise," 
says  Pace. 

By  Gail  Edmondson  in  Trieste 
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"It  takes  more  than  one  basket." 


"One  basket  definitely  isn't  the  right  approach, 
or  awhile  you  could  do  well  by  putting  everything  in 
rowth  stocks.  But  today's  market  demands  a  broader 
ivestment  strategy. 

"Value  investing  can  be  a  good  way  to  diversify, 
gives  you  a  significant  upside  potential  because 
ou  buy  equities  when  they're  'out  of  season.' 

"When  the  market  recognizes  these  stocks 
ave  been  undervalued...  suddenly  their  prices  aren't 
0  low  anymore." 

Dr.  Bob  FroeWich,Vice  Chairman,  Global  Strategist 
Kemper  Funds  Group* 


Kemper-Dreman 
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KDHAX  (as  of  9/30/00) 

Past  performance  is  no  guarantee 
of  future  results. 


10.39% 

One 
Year 

16.49% 

Five 
Year 

20.21% 

Ten 
Year 

Talk  to  your  financial  representative  about 
the  long-term  thinking  behind  every  Kemper 
fund.  And  visit  us  at  www.kemper.com 
for  detailed  market  commentaries  written 
by  Bob  Froehlich. 

1-800-KEMPER5 


KEMPER  FUNDS 

Long-term  investing  in  a  short-term  world  ' 

Mutual  Funds     -     Annuities     -     Retirement  Plans 


"he  opinions  and  forecasts  expressed  are  those  of  Bob  Froehlich  as  of  8/00  and  may  not  actually  come  to  pass.  This  information  is  subject  to 
change  at  any  time,  based  on  market  and  other  conditions,  and  should  not  be  construed  as  a  recommendation  of  any  specific  security. 

Due  to  the  fund's  concentration  in  the  financial  sector,  the  fund  may  be  subjected  to  greater  share  price  volatility  than  a  more  diversified 
portfolio.  Adjusted  average  annual  total  returns  as  of  9/30/00.  Investment  returns  and  principal  value  will  fluctuate,  so  shares,  when 
edeemed,  may  be  worth  more  or  less  than  original  cost.  The  returns  include  the  maximum  sales  charge  of  5.75%  for  Class  A  shares.  The 
eturns  measure  net  investment  income  and  capital  gain  or  loss  from  portfolio  investments  assuming  reinvestment  of  dividends.  Different 
classes  of  shares  are  offered,  and  their  performance  will  vary  because  of  differences  in  loads  and  fees  paid  by  shareholders  investing  in 
different  classes. 

Dall  the  number  above  for  a  prospectus  containing  more  complete  information,  including  management  fees  and  expenses.  Please  read  it 
:arefully  before  you  invest  or  send  money 

'A  Business  Unit  of  Scudder  Kemper  Investments,  Inc. 

\lo  chickens  (or  eggs)  were  harmed  in  the  making  of  this  ad. 
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International  Business 


BANKING 


MORE  OF  THE  SAME  AT  LAZARD? 
DON'T  BANK  ON  IT 

Shareholder  pressure  has  already  forced  a  restructuring  and  the  naming  of  a  successor 
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La  maison.  The  house.  That's  in- 
variably how  Michel  David-Weill 
refers  to  Lazard  Freres,  the  leg- 
endary international  investment 
bank  that  the  courtly  Frenchman  has 
run  for  almost  a  quarter  of  a  century. 
The  term  fits  the  123-year-old  bank's 
view  of  itself  as  an  intimate  power  bro- 
ker of  the  corporate  high  and  mighty  in 
both  Europe  and  the  United  States. 

David-Weill  professes  serene  confi- 
dence  in   the   business   his  ancestors 
founded  in  the  mid-19th  century.  "I'm 
rather  optimistic,"  he  says.  "The  house 
is  working  quite  well."  But  his  pa- 
trician world  view  jars  with  the  re- 
ality of  global  finance  today,  where 
giants  like  Goldman,  Sachs  &  Co. 
and  Morgan  Stanley  Dean  Witter 
&  Co.  woo  clients  with  armies  of 
experts  and  wads  of  capital  to  finance 
their  deals.  And  lately  it's  at  odds 
with  the  day-to-day  reality  of  life  at 
Lazard  as  well. 

Indeed,  David-Weill's  cozy  world  is 
being  shaken  as  never  before.  Amid 
an  unprecedented  exodus  of 
talented  bankers  and  the  loss 
of  key  clients,  particularly 
in  the  U.  S.,  Lazard  has 
slipped    in    rankings    of 
global  merger-and-acqui- 
sition  deals  to  11th  place 
this  year,  compared  with 
6th  place  in  1997.  And  a 
revolt  of  shareholders  in 
the  web  of  publicly  held 
companies  that  Lazard 
and  four  families  control 
forced  it  to  announce  a 
reorganization     of    the 
structure  on  Nov.  13. 
On    the     investment 

OPTIMISTIC 

David-Weill  says  his 
investment  bank 
doesn't  want  or  nec'^ 
to  link  up  with  a 
strategic  partner 


banking  front,  David-WeiU,  67,  appointed 
Lazard  veteran  William  R.  Loomis  as 
the  bank's  first  American  CEO  on  Nov. 
15.  The  amiable  Californian,  who  at- 
tended his  first  Lazard  supervisory 
board  meeting  in  Paris  that  day,  says 
he  and  his  partners  are  already  drawing 
up  plans  to  anchor  star  performers  at 


the  privately  held  firm,  whose  one  iit 
largely  autonomous  Paris,  New  Yorl<  ff 
and  London  partnerships  were  meldel  E ' 
into  one  this  year.  The  moves  will  in  •(  " 
elude  granting  options  to  invest  in  nev  if> 
equity  and  hedge  funds  the  bank  is  set  i  i 
ting  up.  Moreover,  says  Loomis,  thi  Sf 
bank  is  considering  trimming  the  profit  w 
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it  flow  to  the  four  French  fami- 
s — including  David-Weill's — who 
ntrol  40%  of  the  firm  through  di- 
rt  and  indirect  holdings.  The  goal, 
/s  Loomis,  is  to  attract  the  best 
ople:  "The  idea  is  to  keep  the 
indards  of  partnership  very  high, 
t  to  lower  them." 
Loomis  will  remain  in  New 
rk — ^in  an  office  next  to  the  one 
ivid-Weill  keeps  there.  Geographi- 
ly,  anyway,  that  puts  him  at  some 
Tiove  from  the  turmoil  in  the  em- 
•e's  Paris  nerve  center.  That  office 
fending  off  a  public  revolt  by  mi- 
rity  shareholders  led  by  iiKS  War- 
rg  and  French  dealmaker  Vincent 
)llore.  The  mutiny  has  forced 
ivid-Weill  to  begin  simplifying  the 
tmoded  structure  that  holds  some 
%  of  Lazard  LLC  and  valuable 
ikes  of  blue  chip  outfits  like  French 
)d  giant  Danone,  Italian  insurer 
isicurazioni  Generali  and  British 
jdia  giant  Pearson.  The  sharehold- 
er activists  are  trying  to  unlock 
the  value  of  the  shares  by  forc- 
ing their  sale  (chart). 

Though  Lazard  as  a  busi- 
ness isn't  directly  involved,  the 
dispute  has  drawn  unwanted 
attention  to  the  way  the  pri- 
vate entities  use  labyrinthine 
structures  to  control  public  com- 
panies, hobbling  minority  share- 
holders in  the  process.  "The  way 
they  have  managed  the  holding 
companies  makes  it  look  bad,"  says 
a  senior  London-based  investment 
banker. 

David- Weill  and  Loomis  staunch- 
ly defend  the  bank's  practices  and 
prospects,  pointing  out  that  busi- 
ness has  never  been  so  good. 
Loomis  says  that  earnings  this 
year  will  exceed  $500  million  and 
that  the  backlog  of  business  is  at 
record  levels. 

EMBODIMENT.  One  thing  is  clear: 
The  arrival  of  the  loyal  and  mild- 
mannered  Loomis'  doesn't  signal 
major  change.  "We've  been  through 
a  period  of  turmoil  and  now  need 
stability,"  says  Loomis.  "Without 
Michel's  100%  backing,  I  couldn't 
be  successful.  He  truly  embodies 
the  perspective  of  the  firm." 

Even  with  that  acquiescent  per- 
spective, Loomis,  who's  not  known 
as  one  of  the  bank's  top  rainmakers, 
might  not  get  a  chance  to  truly  put 
his  imprimatur  on  Lazard.  For  one 
thing,  the  French  patriarch  insists 
he  has  no  plans  to  retire.  More- 
over, David-Weill  has  shown  a  dis- 
couraging lack  of  interest  in  sharing 
control  with  putative  successors — 
who  usually  don't  last  long  in  their 
No.  2  roles.  Early  this  year,  vice- 


LAZARD'S  WEB 


The  Lazard  Group  uses  outside  vehicles  to 
control  key  stakes  in  European  assets 


LAZARD  PACT 


Investment  firm  controlled  by  Lazard  insiders. 


RUE  IMPERIALE  DE  LYON 


Publicly  traded  holding  company  Raider 
Vincent  BollorejmasJ  31%  stake. 
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Core  holding  company  that  directly  or 
indirectly  controls  stakes  in  the  following: 
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LAZARD  LLC 
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PEARSON 


♦DIRECT  STAKE 

chairman  Steven  Rattner — a  previous 
heir  apparent — jumped  ship,  taking  three 
promising  young  partners  with  him  to 
start  a  private  equity  business.  Even 
David-Weill's  talented  son-in-law  Edouard 
Stem,  who  had  tried  to  reduce  overhead 
and  bring  in  younger  partners,  walked 
away  in  mid-1997.  "Michel,"  says  one  for- 
mer partner,  "has  never  developed  the 
loyalty  of  people  in  the  firm." 

Similar  frustrations  are  behind  the 


PATIENT 

Loomis,  now  next 
in  line  to  run 
Lazard  Freres, 
may  have  some 
waiting  to  do. 
David-Weill  has 
no  immediate 
plans  to  retire 


broader  talent  exodus,  say  other  for- 
mer partners.  The  defections  read  like  a 
roll  call  of  the  best  and  brightest  deal- 
makers  on  both  sides  of  the  Atlantic. 
In  1998,  Lazard's  star  financial  institu- 
tions specialist.  Ken  Wilson,  bolted  for 
Goldman  Sachs,  followed  by  Gerald 
Rosenfeld,  now  chief  executive  of  Roth- 
schild North  America  Inc.  and  Michael 
J.  Price,  who  headed  up  Lazard's  valu- 
able telecommunications  business.  Most 


recently,  two  high-profile  departures 
rocked  the  staid  Paris  branch:  Co- 
head  of  M&A  David  Dautresme,  a 
Lazard  veteran,  resigned,  as  did  top 
dealmaker  Pierre  Tattevin,  who  left 
to  join  Rosenfeld  at  Rothschild. 
"You  can't  afford  that,"  says  one 
former  associate. 

The  talent  drain  in  New  York  is 
one  part  of  the  now-global  partner- 
ship's problems.  The  U.  S.  tradi- 
tionally provided  the  lion's  share  of 
Lazard  profits,  so  the  merger  struc- 
ture assumed  that  the  U.S.  busi- 
ness was  worth  three  times  that  of 
France  and  Britain.  With  the  falling 
away  of  such  stalwart  clients  as 
United  Technologies,  WorldCom, 
and  Time  Warner,  New  York-gen- 
erated business  has  now  fallen 
sharply  relative  to  London  and  es- 
pecially Paris. 

AU  CO^rTRAIRE.  Loomis  disputes  the 
extent  of  these  problems.  Although 
acknowledging  the  loss  of  talent  in 
New  York,  he  notes  that  a  dozen 
new  partners  have  hired  on  there 
in  the  past  15  months,  including 
prominent  Washington  insider  Ver- 
non E.  Jordan  Jr.  And  last  year 
Loomis  brought  in  the  restructur- 
ing team  from  BT  Alex.  Brown  fol- 
lowing Deutsche  Bank's  merger 
vdth  Brown  parent  Bankers  Trust.  It  is 
now  advising  on  the  restructuring  of 
South  Korea's  Daewoo  Group,  one  of 
the  largest  such  deals  in  history. 

As  for  Lazard's  future,  David-Weill 
and  Loomis  insist  that  the  preference 
for  ever-bigger  investment  banks  is  a 
passing  fad.  Clients,  Loomis  says, 
might  use  giant  banks  for  more  com- 
modity-type transactions  like  bridge  fi- 
nancing, while  retaining  Lazard  for  fo- 
cused advisory  work.  And  he  says 
ambitious  young  bankers  will  always 
be  attracted  to  elite  operations  like 
Lazard.  "There  are  people  who  don't 
want  to  work  in  those  huge  places," 
Loomis  says. 

Certainly,  a  merger  or  an  outright 
sale  is  not  in  the  cards — even  if  various 
Lazard  partners  have  quietly  broached 
the  issue.  For  instance,  the  $1.4  billion 
Dresdner  Bank  is  paying  for  New  York 
investment  boutique  Wasserstein  Perel- 
la  &  Co.  generated  much  interest  in 
Lazard  offices.  David-Weill — the  last 
word  at  Lazard — says  he  has  no  inten- 
tion of  selling,  and  certainly  not  for  the 
$4  billion  accounting  group  Ernst  & 
Young  says  the  firm  is  worth.  "If  we 
were  to  sell,  let's  say  I'd  be  disappoint- 
ed to  only  get  that  much,"  he  notes 
with  a  smile.  But  it  remains  to  be  seen 
whether  he  and  Loomis  can  restore  the 
luster  of  the  Maison  Lazard. 

By  John  Rossant 
in  Paris 
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International  Business 


FRANCE 


WHITHER  EUROPE? 
ASK  FELIX 

Ambassador  Rohatyn  talks 
about  convergence  and  reform 

1;/  a  Europe  that  is  undergoing 
ivrenching  change,  few  Americans 
have  been  as  well-equipped  to  repre- 
sent the  U.  S.  as  Felix  G.  Rohatyn, 
the  former  head  of  hazard  Freres  & 
Co.  in  New  York.  In  December,  Rolmtyyi 
will  be  ending  a  three-year  stint  as  the 
U.  S.  Ambassador  to  France.  With  his 
stellar  contacts  and  Continental  back- 
ground— the  Vienna-born  banker  spent 
several  years  in  France  before  reach- 
ing the  U.S.  in  19It2 — Rohatyn  has 
helped  defuse  the  oftentimes  anti-Amer- 
ican rhetoric  of  the  French  Establish- 
ment. He  took  some  time  out  to  reflect 
on  France,  the  European  Union,  and 
transatlantic  relations  with  European 
Regional  Editor  John  Rossant. 

Q:  With  the  euro,  France  and  Europe 
are  entering  into  uncharted  territory. 
How  much  is  France  really  opening 
up? 

A:  It's  hard  to  generalize,  but  the  poht- 
ical  leadership  and  a  vast  part  of  the 
public  still  have  profound  questions 
about  capitalism  and  markets.  This  is 
somewhat  in  contradiction  to  the  needs 
of  a  globalized  economy.  [Yet]  compa- 
nies that  I  never  thought  would  be  pri- 
vatized, like  Air  France,  France  Tele- 
com, and  Aerospatiale,  are  now  all 
private. 

Work  needs  to  be  done  on  basic  is- 
sues like  creating  pension  funds.  The 
pay-as-you-go  system  here,  especially 
with  the  demographics,  will  lead  to  a 
catastrophe.  And  one  of  the  results  is 
that  American  pension  funds  own  a 
greater  and  greater  portion  of  French 
equities,  which  politically  will  be  a 
problem  over  time.  In  this,  and  on  the 
need  to  lower  taxes,  the  Germans  are 
conceptually  ahead  of  the  French. 

Q:  How  much  of  the  euro's  continued 
slide  is  based  on  capital  flows? 
A:  The  large  capital  flows  toward  the 
U.  S.  are  results  of  the  success  the  euro 
has  had  in  creating  very  big  capital 
markets.  This  has  spurred  growth.  Eu- 
ropean companies  are  now  making  big 
investments  in  the  U.  S.,  creating  a  net 
outflow  of  long-term  capital  without  a 
counterbalancing  reverse  flow. 


4 4 We... were  overoptimistic... 
that  with  the  arrival  of  the 
euro,  Europe  would  'happen'?? 


The  picture  of  tomorrow's  Europe  is 
becoming  more  hazy — and  markets  re- 
quire as  much  certainty  as  possible. 
We  — including  myself — were  overopti- 
mistic in  thinking  that  with  the  arrival 
of  the  euro,  Europe  would  "happen." 
We  were  wrong.  Convergence  of  things 
like  labor  legislation  and  economic  pol- 
icy is  only  slowly  beginning  to  take 
place. 

Q:  The  U.S.  is  a  political  role  model 
for  the  Etiropeans.  Will  the  electoral 
impasse  between  Gore  and  Bush  cfmnge 
European  perceptions  of  American 
democracy? 

A:  That  will  depend  on  how  this  turns 
out.  So  far,  one  effect  has  been  to  con- 
firm the  view  of  a  lot  of  Europeans 
who  question  our  social  and  political 
structures.  I've  been  trying  to  explain 
that  what  happened  showed  a  system 
that  actually  works  quite  well  in  an 


anomalous  situatior 
"^Two  things  that  wer 
shocking  (to  Europeans 
were  the  network 
making  wrong  calls  o 
the  election  not  one 
but  twice.  Also  outr 
geous  is  the  amount 
money  that  went  in 
these  elections.  Telev 
sion  and  politics  are  b 
coming  Siamese  twin 
and  that  is  shocking  t| 
Europeans.  Unfort 
nately,  it  leads  peopll 
here  to  criticize  th 
whole  system  and  que; 
tion  the  legitimacy 
our  leadership. 

Q:  What  factors  will  q, 
feet  transatlantic  r 
lations  under  a  ne 
Administration  ? 
A:  There  is  an  int' 
gration  taking  place  i 
business  and  inves 
ment,  both  within  E 
rope  and  between  E 
rope  and  the  U.S.,  tha 
will  far  outpace  thi 
political  integration  ii 
Europe — and  will  driv^ 
it.  And  those  invest 
ment  flows  to  the  U.  S 
will  mean  hundreds  o 
thousands  of  nev 
Americans  working  fo 
European  companies,  ii 
addition  to  the  3.5  mil] 
lion  to  4  million  who  al 
ready  do  so.  Look  ai 
the  mergers  taking 
place  in  Europe.  These  are  forces  thai 
will  be  driving  European  and  trans 
atlantic  structures.  Business  needs 
for  example,  common  [structures]  foi 
drug  and  food  approvals.  Probably  w( 
need  a  joint  U.  S.-European  antitrust 
authority. 

Q:  What  do  you  plan  to  do  when  yor 
get  back  to  New  York? 
A:  I  have  a  lot  of  friends  on  both  sides 
of  the  Atlantic,  and  a  number  havt 
proposed  we  do  some  things  together.  1 
will  probably  work  on  a  book  about 
the  things  I've  done  and  seen.  Com 
ing  here  as  ambassador  has  brought 
me,  in  a  way,  a  full  circle:  In  11)40  and 
1941,  we  were  able  to  flee  occupied 
France.  Then,  GO  years  later,  I  return 
as  U.S.  ambassador".  A  pretty  good  first 
and  last  chapter.  In  between,  of  course 
I've  seen  the  evolution  of  the  U.S.  fi- 
nancial system. 
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Some  people  don't  think  twice  about  going  to  Annerican  Airlines 
for  help  changing  their  Qantas  ticket.  Are  you  one  of  them? 


Plans  change,  Minutes  count.  Wouldn't  it  be  nice  to  belong  to  an  alliance  that  allows 


you  to  rely  on  any  of  its  airlines  for  assistance,  no  matter  which  one  you're  flying'! 


You  can.  Welcome  to  oneworld" 


revolves  around  you. 


AmericanAirfnes 
Aer  Lingus  Jb 
BRITISH  AIRWAYS  "^ 
tSM  Cathay  Rkcific 

mcfUAM 

1-AIMCI-III.E 


L.a. 


}j»Mrj»s 


Eligible  fares  only.  All  oneworld  benefits  are  only  available  to  passengers  on  scfieduled  flights  that  are  both  operated  and  mar1<eted  by  a  oneworld  member  airline.  (Marketed 
means  there  must  be  a  oneworld  member  airline  flight  number  on  your  ticket.)  American  Airlines,  Aer  Lingus.  British  Airways,  Cathay  Pacific.  Finnair,  Itieria,  LanChile  and 

Qantas  are  all  trademarks  of  their  respective  companies. 

www.oneworldalliance.com 


International  Business 


PHARMACEUTICALS 


AN  ABOUT-FACE  AT  AVENTIS 

Setbacks  have  it  seeking  a  retreat  from  the  much-ballyhooed  "life  sciences" 


Aventis  was  going  to  be  the  hold- 
out. As  rivals  such  as  Pharmacia 
&  Upjohn  in  the  U.S.,  Novartis  in 
Switzerland,  and  AstraZeneca  in 
Britain  sold  or  spun  off  their  agricul- 
tural businesses  during  the  past  month, 
Strasbom-g's  Aventis  didn't  budge.  After 
all,  when  France's  Rhone-Poulenc  and 
GeiTnany's  Hoechst  fornied  Aventis  last 
December  by  merging  their  drug  and 
agricultural  businesses,  they  proudly 
proclaimed  their  new  company  the 
world  leader  in  "life  sciences."  By  ap- 
plying the  same  kind  of  gene-based 
technology  used  in  drug  discovery  to 
agiiculture,  their  thinking  went,  Aventis 
could  realize  major  cost  savings  and  a 
host  of  promising  new  products,  in- 
cluding enriched  seeds  and  disease- 
and  insect-resistant  grains. 
Nearly  a  year  later,  it's^ 
clear  the  life-sciences 
model  is  dead.  A  dis- 
tressed commoditic 
market  and  increa:- 
ing  consumer 
fears  about  ge 
netically  modi- 
fied foods  have 
forced  Aventis 
to  follow  the  pack. 
On  Nov.  15,  the 
company  announced 
Aventis  would  sell  off  its 
$2.7  billion  crop-sciences 
operations  by  the  end  of 
2001.  Aventis  is  currently 
in  discussion  with  Ger- 
many's Schering,  which 
owns  a  24%  stake  in 
Aventis  Crop  Sciences, 
about  possibilities,  includ- 
ing an  initial  public 
offering. 

TAINTED  TACOS.  The  re- 
cent fiasco  surrounding 
StarLink,  a  genetically 
engineered  corn  devel- 
oped by  Aventis  for  ani- 
mal feed,  most  likely 
played  a  part  in  the  de- 
cision. Aventis,  Europe's 
second-largest  drug  com- 
pany, found  itself  em- 
broiled in  controversy  in 
October,  when  traces  of 
StarLink   corn   showed 


up  in  taco  shells  in  the  U.  S.  Aventis  no 
longer  produces  StarLink,  and  has 
withdrawn  its  registration  with  the  En- 
vironmental Protection  Agency.  "Our 
future  is  clearly  pharma,  where  we  in- 
tend to  post  sustained  double-digit,  top- 
line  growth,"  says  Jiirgen  Dormann, 
chairman  of  the  management  board. 

But  unloading  the  agriculture  divi- 
sion is  no  easy  task.  An  outright  sale  to 
a  major  rival  would  face  antitrust  prob- 
lems because  Aventis  Crop  Sciences 


DORMANN:  "Our 
future  is  clearly 
pharvia,  where  we 
intend  to  post  sus- 
tained...  growth" 


REVAMPING  AVENTIS 

AGROCHEMICALS  Maker  of  the 
controversial  StarLink  bioengineered 
corn  (left),  Aventis  owns  the  second- 
largest  agrochemicats  business  in  the 
world.  But  executives  say  they'll  spin  it 
off  and  focus  on  drugs. 

U.S.  SALES  Ranked  12th  in  the  U.S. 
by  sales,  it  needs  to  establish  a 
stronger  position  in  the  world's  most 
lucrative  prescription-drug  market — 
and  pronto. 

WEAK  PIPELINE  Aventis  will  need 
to  license  new  drugs  from  biotechnol- 
ogy companies  or  rival  drug  compa- 
nies to  ensure  steady  sales  growth. 

DATA;  COMPANY  REPORTS,  BUSINESS  WEEK 


controls  about  15%  of  the  global  mar 
ket.  And  market  conditions  are  unfa 
vorable  for  floating  shares.  When  Syn 
genta,  the  merged  agrochemicals 
businesses  of  Novartis  and  AstraZenec; 
PLC,  went  public  on  Nov.  13,  its  marke 
valuation  was  around  $5  billion,  rough 
ly  half  of  what  its  parent  companies 
had  anticipated. 
EURO  BOOST.  Until  recently,  however 
the  life-sciences  approach  had  servec 
Aventis  well.  On  Nov.  9,  Aventis  re 
ported  sales  of  $13  billion  for  the  firsi 
nine  months  of  2000,  up  12%  from  thf 
previous  year,  with  pretax  profits  o: 
$814  million.  The  good  news  for  in- 
vestors is  that  Aventis  "is  on  target  tc 
achieve  40%  earnings  growth  for  2000,' 
says  Commerzbank  European  drug  an 
alyst  Mark  Clark. 

Of  course,  the  weakness  of  the  eurc 
has  certainly  helped  exports.  But  ac- 
cording to  analysts,  savings  derived 
from  the  merger  are  fueling  earnings 
growth.  "The  challenge  will  be  making 
the  right  moves  to  maintain  top-line 
growth  once  the  merger  story  has 
played  out,"  says  Mark  Ravera, 
an  analyst  at  Mehta  Partners,  phar- 
maceutical and  biotech  investment  ad 
visers  in  New  York. 

That  means  expanding  sales  in  the 
U.S.,  the  world's  biggest  market  for 
prescription  drugs.  Although  Aventis  is 
the  sixth-largest  drugmaker  in  the 
world,  with  a  4%  share  of  the  market,  it 
ranks  a  mere  12th  in 
the  U. S. 

Aventis  also  must 
bring  a  steady  flow  of 
new  drugs  to  market 
And  its  recent  record 
is  good.  Two  drugs 
put  on  the  market 
four  years  ago,  allergy 
medication  Allegra 
and  anti-bloodclotting 
drug  Lovenox,  are  ex- 
pected to  reach  $1  bil- 
lion in  annual  sales 
this  year.  A  drug 
company  counting  on 
drugs,  not  ag  prod- 
ucts? That's  what  you 
call  focus. 

By  Kerry  CapcU 
in  LoudoH 
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Integration  problem?  What  integration  problem? 

We've  done  the  near-impossible  m  the  10  years  we've  been  in  the  business:  integrate 
1300  customers  globally  (like  Nike,  Barnes&Noble.com,  PETsMART),  handle  a  record- 
setting  10  billion  transactions  in  one  day,  integrate  thousands  of  disparate  platforms  and  win 
Product  of  the  Year  from  cAI Journal.  SeeBeyond  is  also  the  strategic  partner  of  choice  for  the  top 
three  independent  systems  integrators.  So  we're  pretty  sure  that  whatever  your  problem,  it'll  be 
no  problem  for  us.  Call  1-877-676-2877,  or  go  to  seebeyond.com. 
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International  Business 


A  NEW  TRICK 

Toshi  Doi, 
AIBO's 
creator, 
predicts 
robots  in 
every  home 


JAPAN 


HOW  MUCH  IS  THAT  ROBOT 
IN  THE  WINDOW? 

Sony  is  lowering  its  price  and  raising  its  goals  for  AIBO 


When  Sony  introduced  AlBO  in 
Japan  last  year,  it  quickly  became 
the  consumers'  best  friend — that 
is,  for  those  who  could  get  their  hands 
on  one  of  the  $2,500,  Umited-edition  crit- 
ters. Japan's  allotment  of  3,000  sold  out 
in  20  minutes.  In  the  U.  S.,  Sony's 
servers  crashed  as  millions  tried  to  buy 
the  2,000  AIBOs  allocated  for  America. 
Sony  has  gone  on  to  sell  40,000  more. 
Japanese  fans  account  for  90%  of  the 
purchases  of  AlBO,  which  means  "com- 
panion" in  Japan  and  also  stands  for 
Artificial  Intelligence  Robot.  This  was  no 
simple  Furby-like  toy,  but  a  sophisti- 
cated robot  that  could  chase  balls  and 
bark  for  attention.  Not  since  the  Walk- 
man and  PlayStation  has  a  Sony  product 
created  such  a  stir. 

Now  the  madness  seems  about  to 
start  anew.  As  Sony  sees  it,  the  over- 
whelming response  last  year  demon- 
strates that  the  world — or  at  least 
Japan — is  ready  for  entertainment  ro- 
bots. So  on  Nov.  16,  Japan's  best-known 
brand  began  taking  orders  for  its  sec- 
ond-generation AIBO,  the  first  model  to 
be  produced  in  unlimited  quantities.  This 
time  the  robot  is  not  part  of  the  canine 
family  but  resembles  a  lion  cub. 

The  new  AIBO  boasts  a  64-bit  micro- 


processor and  32  bytes  of  memory, 
putting  it  in  the  same  league  as  a  high- 
end  PC.  This  digital  'bot  is  more  dexter- 
ous than  its  predecessor:  In  addition  to 
all  the  usual  tricks — heeling  or  chasing  a 
baU — it  does  a  little  dance  and  waves  a 
front  paw  on  hearing  its  name.  Speech- 
recognition  software  lets  it  learn  up  to  50 
commands. 

And,  of  course, 
there's    the    lower 
price:  $1,500  or  so,  but 
that's  expected  to  fall  if 
these  AIBOs  are  a  hit. 
"In  Japan,  the  market 
will  be  very  large,"  pre- 
dicts Toshi  T  Doi,  presi-   SMART  PET 
dent   of  Sony's   Digital   »,,..,        ,  ,  /., 

Creatures     Laboratory   With  add-On  SOftWarC, 
and  AIBOS  creator.  "As   jt  can  take  digital 
the  price  goes  lower,  I      ,      ,  j 

think  the  same  thing  will  photos  on  command 

happen  in  the  U.S.  and 
Europe."  And  as  the  technology  be- 
comes more  sophisticated,  it  could  be 
adapted  to  uses  besides  entertainment. 
Some  predict  that  future  generations  of 
home  robots  could  do  the  laundry  and 
assist  the  elderly  and  handicapped. 

Sony  may  be  on  to  something  big. 
There  are  already  dozens  of  Web  sites 


dedicated  to  the  dij 
tal  creature,  plus  : 
AIBO  Club  with  ov 
30,000  members.  Ea 
lier  this  year,  Soi 
Chairman  and  ci 
Nobuyuki  Idei  a 
proved  the  creation 
Entertainment  Rob 
Co.  to  oversee  tl 
marketing  and  pr 
duction  of  the  Ail 
series,  which  will  grow  to  include 
sorts  of  animals,  including  dragon 
"We're  under  a  lot  of  pressure  to  su 
ceed,"  admits  Satoshi  Ajnagai,  preside, 
of  the  new  venture. 
ROBO-KITTY.  Sony's  top  brass  wants  Ail 
to  turn  into  the  next  big  company  hit,  c 
a  par  with  PlayStation,  which  now  ean 
$5  billion  a  year.  Yet  with  PlayStatio 
Sony  built  on  the  well-established  bai 
of  the  video-game  industry.  Pioneering 
new  market  poses  a  different  set  of  ch£ 
lenges:  Sony  needs  to  nurture  a  tier 
third-party  vendors  that  can  devek 
programs  and  interchangeable  parts  ft 
AIBO.  To  that  end  Doi,  the  Sony  scientis 
has  helped  organize  Robodex  2000,  a  r 
botics  conference  set  for  Yokohama 
late  November.  He  has  invited  ventui 
capitalists  and  other  robot  designers 
attend  in  the  hopes  of  spurring  the  ne 
industry. 

But  before  generations  of  robots  stai 

walking  off  the  store  shelves,  Sony  hs 

to  create  widespread  demand.  Hitosl 

Kuriyama,   Sony   analyst   for   Merri 

Lynch  Japan,  beheves  the  price  muf 

eventually  drop  to  something  like  $30 

before  AIBO  will  have  intematior 

al  mass  appeal.  Sony  plans 

start  manufacturing  60,00 

units  a  month,  all  at  the: 

VAio  notebook-PC  factor 

in  central  Japan. 

If  Sony  discovers  a  mas 

market,  rivals  won 

be  far  behind.  Mai 

sushita  Electric  Ir 

dustrial  Co.  is  workin 

on  a  robocat  as  a  con 

panion  for  senior  citi 

zens.  Honda  Motor  C( 

will    soon    announce 

new  version  of  its  staii 

climbing  humanoid  ro 

bot,  the  P3.  And   NR* 

Corp.'s  cute  RlOO  is  a  moving  remot 

control  that  can  change  television  chan 

nels  or  turn  on  lights.  Within  a  decade 

Doi  predicts,  every  household  in  Japai 

will  have  as  many  as  three  r'obots.  Wli 

knows?    Maybe    they'll    be    aces    a 

PlayStation  too. 

By  Irene  M.  Kiinii  in  Toky 
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COMMENTARY 

By  Brian  Bremner 


THIS  TIME.  THE  REBEL  WITH  A  CAUSE  GOULD  WIN 


V 


leteran  observers  of  Japanese  pel 
'itics  might  be  forgiven  for  play- 
ing down  the  recent  turmoil  in 
the  ruling  Liberal  Democratic  Party. 
Yes,  Koichi  Kato,  a  reformer  and  se- 
nior member  of  the  LDP,  has 
launched  an  internal  rebellion  to  pro- 
voke the  downfall  of  Prime  Minister 
Yoshiro  Mori's  l,l)l'  government.  But 
plenty  of  other  efforts  to  cure  the 
I,DP's  addiction  to  pork  have  failed 
miserably.  Why  should  things  be  dif- 
ferent this  time? 

The  cynics  are  right 
to  be  wary.  But  the 
63-year-old  Kato  may 
have  a  better  chance 
than  earlier  reformers 
of  forcing  some 
change.  That's  because 
his  predecessors  tried 
to  rein  in  the  LDP  at  a 
time  when  Japan  could 
still  afford  the  party's 
fondness  for  over-the- 
top  public  spending. 

This  time  around, 
the  government  is  plain 
tapped  out — and  Kato 
and  his  allies  are  bold 
enough  to  say  so.  "If 
we  wait  any  longer," 
says  Kato's  senior  ad- 
viser, Hiroshi  Ueki, 
"the  Japanese  economy 
vdll  collapse." 

Kato  certainly  has 
the  facts  on  his  side  as 
he  plots  to  oust  Mori 
and  set  up  a  new  LDP-led  coalition 
that  would  push  ahead  with  market 
reforms  and  take  a  wrecking  ball  to 
Japan's  public-works  edifice.  The 
budget  deficit  is  now  clocking  10%  of 
gross  domestic  product.  Bankruptcies 
are  at  a  postwar  high.  And  the 
Nikkei  is  dovm  21%  since  the  begin- 
ning of  the  year.  The  LDP  has  re- 
sponded with  more  public-works 
schemes,  but  this  attempt  to  goose 
the  economy  is  having  less  and  less 
impact,  especially  since  local  govern- 
ments are  too  broke  to  pay  their 
share  for  the  latest  projects. 

The  looming  crisis  is  spurring  ldp 
rank-and-filers  to  join  Kato's  cause. 
Most  of  his  45-member  faction,  plus 
the  19  lawmakers  in  a  smaller  group 


run  by  ally  Taku  Yamasaki,  are  back- 
ing a  no-confidence  vote  against  Mori 
that's  expected  from  the  opposition 
Democratic  Party  of  Japan  (dpj)  this 
month.  The  opposition  controls  about 
200  votes,  so  a  Kato-led  defection 
could  prove  lethal  in  the  480-member 
lower  house  of  the  Diet.  If  Mori 
went  down,  the  LDP  would  have  the 
option  of  calling  a  general  election, 
or,  more  likely,  installing  another  re- 
volving-door Premier. 

Kato  would  be  a  strong  contender 


REFORM 


Kato  wants  to  push  ahead 
with  market-opening  measures  and  end 
Japan's  dependence  on  public  works 


CONTENDERS:  Kato  (Left)  may  bring  down  Mori  (right) 


for  the  throne,  but  opposition  inside 
his  party  is  fierce.  While  the  Har- 
vard-educated career  politician  has 
long  been  considered  for  the  top  job, 
the  LDP  detests  mavericks.  Undaunt- 
ed, Kato  has  taken  his  case  to  the 
Japanese  media  and  baldly  stated 
that  if  the  ldp  doesn't  back  him,  he 
may  bolt  for  the  DPJ  and  set  up  a  re- 
formist opposition  government  with 
that  party's  Yukio  Hatayama  and 
Liberal  Party  chief  Ichiro  Ozawa. 

There  is  no  denying  that  Mori,  the 
current  Prime  Minister,  has  been 
nothing  short  of  a  disaster  for  the 
LDP  since  he  assumed  the  job  in 
April  follovidng  the  death  of  his  pre- 
decessor, Keizo  Obuchi,  from  a 
stroke.  Mori's  cabinet  has  been  beset 


with  scandal  after  scandal,  including 
the  resignation  of  his  right-hand 
man.  Cabinet  Secretary  Hidenao 
Nakagawa,  who  quit  in  disgrace  last 
month  for  tipping  off  his  mistress 
about  an  impending  drug  investiga- 
tion by  prosecutors. 

The  dilemma  for  the  LDP  is  that 
the  party  represents  the  kind  of  cod- 
dled businesses — construction  compa- 
nies, retailers,  and  distributors — that 
have  the  most  to  lose  from  the  kind 
of  deregulatory  shock  therapy 

backed  by  Kato  and 
his  allies.  Other  execu- 
tives, meanwhile, 
aren't  in  the  mood  for 
full-fledged  political  cri- 
sis— not  with  the  econ- 
omy still  stumbling 
along.  Mitsubishi  Mo- 
tors Corp.  Chief  Execu- 
tive Officer  Takashi 
Sonobe,  who  believes 
Kato  will  fail,  says  "if 
the  Prime  Minister 
changes,  it  won't  affect 
economic  policies  much." 

Nonetheless,  some 
fear  a  Kato-led  rebellion 
could  delay  passage  of 
$44  billion  worth  of  sup- 
plementary public- 
works  spending  expect- 
ed by  yearend.  "If 
that's  stalled,  the  shock 
to  the  market  will  be 
severe,"  says  Shigenori 
Okazaki,  a  political  ana- 
lyst with  tiBS  Warburg  Japan  Ltd. 

Kato  isn't  flinching,  however. 
Should  he  manage  to  grab  the  Pre- 
mier's chair,  his  immediate  priority 
will  be  ordering  up  the  kind  of 
spending  cuts  needed  to  get  the 
central  government's  budget  mess 
under  control,  while  opening  the 
economy  to  greater  competition. 
Long-range,  of  course,  that's  what 
Japan  needs.  In  the  shorter  term,  it 
means  more  turmoil.  Kato  may  not 
succeed.  But  more  and  more  Japan- 
ese are  listening  to  the  disturbing 
things  he  has  to  say. 

Bureau  chief  Bremner  covers 
Japanese  politics  and  finance  from, 
Tokyo. 
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One-Stop  holiday  gift  giving  for 
your  business.  The  Offer  Zone! 

A  gourmet  basket  for  your  client.  A  gift  certificate  for  your  employees. 
Whatever  is  on  your  business  gift  list  —  get  it  at  the  Offer  Zone  for  Small 
Business.  The  American  Express''"  Corporate  Card  for  Small  Business  |m^_ 
lets  you  take  advantage  of  free  shipping  and  handling,  savings  of  up 
to  35%,  and  even  valuable  gifts  with  purchase.  And  the  Card's 
Online  Fraud  Protection  Guarantee  means  you're  not  responsible  for  any 
unauthorized  charges.  So  for  great  holiday  gifts,  visit  the  Offer  Zone  for 
Small  Business  at  americanexpress.com/sbofferzone. 
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MEXICO:  CAN  FOX  GOVERN 
VITH  THE  PRI  IN  A  SHAMBLES? 


■or  most  of  a  century,  the  Institutional  Revolutionary 
■  Party  (PRi)  was  Mexico's  most  powerful  political  institu- 
tion. But  now  the  PRi  is  in  a  shambles:  Not  only  is  it  still 
eling  from  the  shock  of  losing  the  presidency  for  the  first 
ne  to  National  Action  Party  (PAN)  candidate  Vicente  Fox 
it  July,  but  it  is  leaderless,  nearly  bankrupt,  and  bereft  of  a 
fining  ideology.  The  next  several  months  will  determine 
lether  the  PRI  can  pull  itself  together  to  become  a  viable  o{> 
sition  force — or  whether  it  is  doomed  to  splintpr,  or  pven 
•iappear. 

The  PRl's  struggle  for  survival 
s  profound  implications  for  Mex- 
}  as  it  ends  seven  decades  of  one- 
rty  rule  when  Fox  takes  office 

Dec.  1.  You  would  think  the  new 
ministration  would  cheer  the  par- 
's disarray.  After  all,  feuding  fac- 
»ns  of  hard-liners,  technocrats,  and 
formers  can't  even  agree  on  how 

choose  a  new  leader  of  the  PRI, 
lich  has  traditionally  been  headed 
'  the  Mexican  President. 
But  Fox's  allies  fear  that  a  divided  PRI  could  actually  make 
far  harder  for  the  new  administration  to  implement  key 
onomic  and  political  reforms.  Says  Felipe  Calderon,  PAN 
ider  in  the  lower  house  of  Congress:  "Until  the  PRI  rebuilds 
ielf  and  determines  who  truly  leads  the  party,  their  decision- 
aking  will  be  torturously  difficult,  and  it  will  slow  us  down." 
The  first  signs  of  trouble  could  appear  on  Dec.  2,  when  de- 
ite  begins  on  next  yeai-'s  budget.  Anticipating  a  slowdown  in 
e  U.S.,  Fox  is  planning  an  austere  budget  with  sharp 
lending  cuts.  But  the  pri's  sizable  faction  in  Congress  could 
lid  the  budget  hostage  to  demands  for  more  social  spending, 
lat  could  scuttle  plans  to  keep  the  deficit  low,  possibly 
(ooking  investors.  Fox  also  faces  battles  on  tax  reform  and 
)ening  the  electricity  industry  to  private  investment. 
As  long  as  he  has  no  anointed  PRI  leader  with  whom  to  ne- 


FOX  AND  MADRAZO: 

They  may  square  off 


gotiate.  Fox  will  have  to  horsetrade  with  competing  groups  of 
PRI  deputies  to  win  approval  for  reforms.  Bound  by  party  dis- 
cipline in  the  past,  PRI  deputies  usually  voted  as  a  bloc.  Now, 
until  the  party's  fate  is  decided,  the  PRi's  211  congressional 
deputies  and  60  senators  will  be  free  to  vote  as  they  like. 
RADICAL  MAKEOVER.  That  may  only  accelerate  the  fight  for  the 
party's  heart  and  soul.  Already,  PRI  reformers  are  calling  for  a 
radical  makeover.  "We  want  a  new  party  name,  a  new  party 
emblem,  and  a  totally  new,  democratic  party  structure,"  says 
Agustin  Basave,  a  leader  of  the  PRi's 
"Renewal"  faction.  If  reformers  fail  to 
transform  the  PRi,  they  are  expected 
to  form  a  new  social  democratic  party. 
Old-style  PRi  pols  will  resist  a  dra- 
matic makeover.  Tabasco  Governor 
Roberto  Madrazo,  a  leading  contender 
to  head  the  party,  has  pledged  a  more 
modest  overhaul  to  give  more  power 
to  regional  party  bosses.  But  moderate 
PRiistas  think  he's  the  wrong  man  for 
the  job:  He  is  linked  to  several  elec- 
tions marred  by  allegations  of  fraud. 
Moderates  would  prefer  someone  like  46-year-old  Diodoro 
Carrasco,  Interior  Secretary  for  outgoing  President  Ernesto 
Zedillo.  Madrazo  could  have  a  chance  of  beating  Carrasco, 
though,  because  many  party  members  are  furious  at  Zedillo 
for  allowing  the  PRI  to  lose  the  presidency.  "Zedillo  may  look 
like  a  democrat  internationally,  but  he  was  an  authoritarian 
party  leader  who  was  responsible  for  the  PRi's  downfall," 
grumbles  Senator  Manuel  Bartlett,  a  PRI  hard-liner. 

The  showdown  will  likely  take  place  next  spring,  when  the 
party  is  expected  to  hold  a  national  assembly.  However  it 
plays  out,  there's  no  doubt  that  a  major  remapping  of  Mexi- 
co's political  landscape  is  under  way.  After  years  of  fighting 
the  PRi's  one-party  rule,  the  new  Mexican  President  must 
gear  up  for  the  rough-and-tumble  of  democracy. 

By  Geri  Smith  in  Mexico  City 


GLOBAL  WRAPUP 


GOING  PRIVATE 

►  Norway's  ruling  Labor  Party  voted 
tn  Nov.  12  to  privatize  up  to  one-third 
of  Statoil — the  state-owned  energy 
company.  The  decision  was  a  big  win 
for  Prime  Minister  Jens  Stoltenberg 
as  well  as  the  company.  Statoil  wants 
to  have  private  shareholders  to  re- 
duce political  interference  in  the  com- 
pany and  force  better  performance. 
And  it  wants  to  use  shares  as  curren- 
cy for  alliances  and  acquisitions. 

Managers  are  worried  that  mergers 
in  the  industry  have  left  Statoil  too 


small  to  compete  with  the  likes  of  bp 
Amoco  PLC  and  Exxon  Mobil  Cor]). 
Stoltenberg  still  has  to  overcome 
nationalist  skeptics  in  the  parliament. 
But  the  company  thinks  the  privatiza- 
tion— probably  in  the  form  of  a  new 
share  issue — could  occur  by  next  sum- 
mer. If  Statoil  were  to  be  completely 
privatized  today,  its  market  value 
would  be  $17  billion,  analysts  say. 

SIGH  OF  RELIEF  IN  SPAIN 

►  Big  Spanish  investors  in  Latin  Amer- 
ica are  breathing  a  sigh  of  relief  now 
that  it's  clear  the  International  Mone- 


tary Fund  plans  a  package  to  keep  Ar- 
gentina fi-om  defaulting  on  $20  billion  in 
debt  payments  due  next  year.  Shares  of 
Banco  Bilbao  Vizcaya  Argentaria  had 
slumped  12%,  while  those  of  Banco 
Santander  Central  Hispano  fell  10%  af- 
ter jittery  investors  began  dumjjing  Ar- 
gentine bonds  and  rates  soared  in  late 
October.  Both  banks  are  heavily  ex- 
posed to  Argentina.  Their  shares  have 
since  recovered  part  of  their  loss. 

Even  so,  Spanish  Finance  Minister 
Rodrigo  Rato  is  in  talks  with  the  IMF 
on  how  to  participate  in  the  rescue 
package. 
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These  days,  state-of-the-art  healthcare  begins 
many  months  before  birth  and  lasts  for  a  lifetime. 
It's  delivered  by  medical  professionals  who  use 
a  vast  array  of  technology — tools  that  represent 
a  modern  revolution  in  diagnosis,  monitoring,  and 
treatment.  Siemens  is  a  leader  in  the  revolution. 


with  major  advances  in  ultrasound  and  related 
diagnostic  imaging  techniques,  as  well  as  in  critical 
care,  respirator/  care,  oncology,  cardiology,  urology, 
audiology,  and  surgery.  Our  goal  is  simple:  to 
provide  care  givers  with  the  technical  resources 
they  need  to  make  the  world  a  healthier  place. 

We're  Siemens.  We  can  do  thaf 


ki-c^ 


'if!  II 


www.usa.siemens.com 


©Siemens  Corporation  1999 


Media 


INVESTING 


CAN  LIBERTY  MEDIA 
GET  ITS  GROOVE  BACK? 

John  Malone's  baby  has  been  burned  by  bad  investments 


Dealmakers  at  John  Malone's  Liberty 
Media  Corp.  used  to  joke  that  a  sec- 
retary v'orking  there  was  worth  $2 
billion.  That's  when  the  market  valued 
Liberty  and  its  skeleton  staff  of  40  at  a 
robust  $80  billion.  No  more.  Since  earlier 
this  year,  Liberty's  stock  has  taken  a 
beating,  falling  by  68%  as  its  portfolio 
of  more  than  75  media  and  technology 
companies  has  lost  favor  with  the  market. 
To  get  to  that  $2  billion-per-employee 
level  now,  "we'd  have  to  lay  off  a  lot  of 
people,"  says  Liberty  President  and  Chief 
Executive  Officer  Robert  "Dob"  Bennett. 
"And  that  isn't  going  to  happen." 

Worse  yet.  Liberty,  long  revered 
among  stock  analysts  for  its  nearly  in- 
fallible ability  to  pick  winners, 
seems  to  have  lost  its  way.  Re- 
cent investments  have  gone  sour, 
from  Internet  startup  Price- 
line.com to  business  phone-ser- 
vice provider  Teligent  Inc.  And 
in  its  biggest  black  eye.  Liberty 
put  $500  million  into  icg  Com- 
munications just  seven  months 
before  kkj's  Nov.  14  bankruptcy 
petition.  That  raised  questions 
among  Liberty's  faithful  as  to 
whether  the  company  had  lost 
its  magic,  rushing  to  catch  hot 
sectors  instead  of  doing  its  tra- 
ditional due  diligence.  "The  is- 
sue is  not  that  icg  cratered,  but 
why  was  John  there  in  the  first 


place,"  says  one  long-time  associate  of 
Liberty  Chairman  Malone. 

But  a  day  later,  on  Nov.  15,  Malone 
got  some  good  news.  AT&T  announced 
that  it  intended  to  spin  off  Liberty.  For 
most  of  the  last  year,  since  AT&T  bought 
Malone's  cable  company  Tele-Communi- 
cations Inc.  for  $52  billion,  Malone  has 
been  angling  for  just  that  kind  of  free- 
dom. Being  appended  to  AT&T  and  its 
large  cable  holdings.  Liberty  executives 
say,  was  crimping  Malone's  style  as  reg- 
ulators weren't  likely  to  allow  him  to 
buy  TV  stations  or  satellite  businesses. 
Now,  the  spin-off  is  likely  to  recharge 
his  dealmaking  batteries. 

He  already  has  his  finger  in  just  about 

Malone's  Incredible 
Shrinking  Portfolio 


LIBERTY  MEDIA 
HOLDINGS 

DATE 
OBTAINED 

ORIGINAL 
VALUE  ($MIL.) 

CURRENT 
VALUE  ($MIL.) 

'     LOSS 

EMMIS  COMM. 

1999 

150 

65.5 

!   84.5 

1 

IDTC 

March 

130 

111.9 

18.1 

ICG  COMM. 

April 

500       ! 

5.0 

1 495.0 

PRIMEDIA 

April 

200 

83.0 

117.0 

PRICELINE.COM 

August 

95         i 

12.2 

82.8 

TOTAL  LOSSES  FOR  THESE  HOLDINGS: 

$797.4 

DATA:  COMPANY  REPORTS 


every  media  pie,  from  his  9%  stake 
Time  Warner  to  a  21%  stake  in  Bar 
Diller's  usA  Networks.  These  we 
amassed  after  trading  small  stakes 
strategic  companies,  such  as  the  18 
stake  in  News  Corp.,  which  began  wi 
Malone's  holdings  in  regional  sports  cha 
nels  and  ownership  of  a  tiny  satellite  u 
link  center. 

But  Liberty's  more  recent  buys  see 
to  have  strayed  from  that  successful  fo 
mula.  It  rushed  into  a  badly  overcrowd< 
telecommunications  market  and  made 
vestments  in  sectors  that  critics  say 
didn't  understand,  such  as  the  $400  m 
Hon  bet  on  franchising  company  Cenda 
Corp.,  now  whittled  to  just  $115  millio 
MARKET  CONFUSION.  For  now,  Libert 
insists  that  it's  on  the  right  track.  Be 
nett  points  to  its  record  of  picking  wi 
ners  and  sees  more  gains  in  Liberty 
portfolio.  "We  are  long-term  ass( 
builders,"  says  Bennett.  "We  see  inves 
ing  to  build  value,  not  to  sell  six  montl 
down  the  road."  And  the  company  st 
has  its  supporters  on  Wall  Street.  UI 
Warburg  analyst  Christopher  P.  Dixc 
puts  Liberty's  asset  value  at  more  tha 
$50  billion,  nearly  $5  a  share  above  its  n 
cent  price  of  $15)^.  Also  on  Nov.  15,  Lil 
erty  announced  net  income  of  $2.62  billio 
on  gains  from  its  assets,  vs.  a  $213  mi 
Hon  loss  in  the  year-ago  period.  Its  stoc 
rose  just  0.4%. 

What's  ailing  Liberty?  Even  Malor 
confidants  are  no  longer  sure  its  keiretsi^ 
style  works  today,  in  which  Liberty  buj 
stakes  in  disparate  companies  that 
pushes  to  work  together.  For  one  thind 
media  companies,  already  heavily  conso 
idated,  have  less  need  to  partner  wit 
Liberty  outfits.  Liberty's  falling  stoc 
price  also  reduces  its  currency  to  mak 
deals.  Moreover,  smaller  companies  hav 
easier  access  to  capital  than  in  the  1980; 
when  Liberty  backed  upstarts  such 
Ted  Turner  and  BET  Holdings  Inc 
founder  Robert  Johnson. 

That  doesn't  mean  Liberty  ha 
given  up  on  wheeling  and  dealing 
Bennett  says  Liberty  is  still  on  th 
lookout  for  companies  it  can  tak 
stakes  in,  especially  after  the  spin 
off  expected  in  the  second  quarte 
of  2001.  "We  are  still  interested  ii 
content,  last  mile  distribution,  an( 
technology  companies,"  he  told  an 
alysLs  on  Nov.  15.  "And  we  udll  re 
visit  investments  we  had  to  pius; 
over  before"  because  of  Liberty'; 
ties  to  AT&T.  Of  course,  befoi-e  tlia 
hapf»ns.  Liberty  will  need  U)  figun 
out  where  the  bottom  is  for  what  i 
holds  now. 

By  Ronald  Grovci 
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.ight  is  the  source  of  life. 

With  Alcatel  Optronics,  light  is  also 

the  source  of  the  Internet. 


With  the  Internet  or  telecommunications  networks,  you  need  to  communicote  instantly.  Alcatel 
Optronics  designs  and  produces  components  that  transport  information  in  the  form  of  light 
via  optical  fibers.  By  providing  ultra-fast  and  reliable  data  transport  solutions,  Alcatel  Optronics, 
one  of  the  v/orld  leaders  in  optical  components,  gives  the  Internet  its  real  speed:  that  of  light. 
Alcatel,  world  leader  in  optical  net^vorking. 


ARCHITECTS    OF    AN    INTERNET    WORLD 
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REGULATORS 


HOW  AOL  TIME  WARNER  WILL 
SHAKE  UP  THE  NET 

There  will  be  fewer  ISPs,  but  a  healthy  rivalry  will  remain 


The  interminable  haggling  by  regu- 
lators over  the  long-pending  merg- 
er between  America  Online  Inc.  and 
Time  Warner  Inc.  may  seem  like  just 
the  usual  noise  out  of  Washington.  But 
as  the  Federal  Trade  Commission  and 
the  companies  cobble  together  a  settle- 
ment to  unleash  the  $183  billion  deal, 
the  resulting  blueprint  could  end  up  re- 
shaping the  future  of  the  Internet 
industry. 

The  parties  may  not  come  to  a  final 
agreement  until  early  December,  but 
the  elements  of  the  regulatory  compro- 
mise are  now  emerging.  And  they  sug- 
gest hopeful  news:  The  next  generation 
of  the  Internet  may  not  be  as  hyper- 
competitive  as  today's  Web-access  busi- 
nesses, but  neither  will  the  lights  go 
out  on  healthy  rivalry. 
MUST-DO  LIST.  That's  because,  according 
to  industry  sources,  the  FTC  is  demand- 
ing that  AOL  Time  Warner  hook  up  at 
least  one  independent  Internet  service 
provider  (iSP)  to  Time  Warner's  high- 
speed cable  pipes.  That  way,  AOL,  the 
nation's  largest  isp,  won't  automatically 
dominate  broadband.  The  FTC  is  also 
likely  to  require  the  new  company  to 
sign  up  two  additional  isps  within  90 
days.  And  the  feds  want  some  of  those 
ISPs  to  be  national-scale  providers,  not 
just  smaller  players  that  present  little 
competitive  threat.  Already,  Time  Warn- 
er is  trying  to  strike  a  deal  with  Earth- 
Link,  the  nation's  No.  2  ISP  after  AOL 
(table).  And  in  Columbus,  Ohio, 
Time  Warner  Cable  is  conducting 
a  small-scale  test  of  technology 
that  allows  it  to  carry  multiple 
ISPs  on  its  system  there. 


Vying  For 
Access 

To  win  approval  for  its 
merger  with  AOL,  Time 
Warner  might  fiave  to 
open  up  its  high-speed 
cable  links  to  rival  ISPs: 

■,.■:■:•  JUPITER  RESEARCH  BW 


Then,  to  ensure  that  aol  Time 
Warner  doesn't  stop  at  just  three  com- 
petitors, any  subsequent  ISPs  that  may 
be  having  problems  reaching  agree- 
ment with  the  new  company  will  be 
able  to  demand  arbitration.  Regulators 
are  focusing  on  cable  because  it  is  more 
widespread  than  competing  broadband 
technologies  such  as  the  telephone  com- 
panies' digital  subscriber  lines  (DSLs) 
and  satellite. 

True,  the  FTc's  pro-  

posed  provisions  don't 
guarantee  that  the 
7,000-isp  market  of  to- 
day survives  intact — 
and  may  even  hasten 
more  consolidation.  In- 
deed, unless  the  FTC 
requires  AOL  Time 
Warner  to  sign  up  at 

least  one  national,  one  

regional,  and  one  local 
ISP  per  market,  the  company  may  end 
up  with  just  a  handful  of  national  ISPs — 
those  with  the  biggest  businesses,  such 
as  EarthLink,  Microsoft  Network,  and 
Prodigy.  "Most  isPs  will  never  end  up 
on  Time  Warner's  networks,"  says 
Charles  Ardai,  CEO  of  Juno  Online  Ser- 
vices Inc.,  an  independent  isP  that  is 
putting  the  finishing  touches  on  an  ac- 
cess agreement  with  Time  Warner. 
"There  are  only  10  to  20  of  any  size." 
Adds  Jeff  Chester,  executive  director 
of  the  Center  for  Media  Educa- 
tion: Most  ISPS  "would  be  digi- 
tal toast.  You  might  as  well 
make  room  in  cyberspace 
for  6,999  graves." 
Yet   the    small    fry,   which 


DSL  operators 
may  push 
harder  for 

ISPs'  business 


make  up  the  bulk  of  the  isp  industry  t 
day,  may  not  automatically  wither 
the  vine.  They  could  team  up  in  joii 
ventures  to  capture  the  cable  guys'  a 
tention  or  opt  for  broadband  with  DS 
Indeed,  DSL  operators  may  step  up 
the  plate  and  vie  more  aggressively  f( 
these  isps'  business  by  undercutting  c 
ble's  prices.  Already,  isps  are  dissatisfi( 
with  cable's  terms.  Typically  the  cab 
companies  charge  online  services  a  b 
cut  of  their  retail  revenues.  For  i 
stance,  Time  Warner  Cable  takes  aboi 
70%  of  Road  Runner's  subscriber  fee 
leaving  the  online  service,  a  Time  War 
er  unit,  only  30%. 

FATTER  PROFITS.  By  contrast,  DS 
providers  offer  a  more  favorable  whol 
sale  pricing  scheme — generally  charj 
ing  ISPs  a  flat  fee  for  each  subscribe 
somewhere  around  $25  a  month.  Th; 
gives  ISPS  more  flexibility  to  fatten  pro 
its,  especially  as  phone  rates  head  dow 
because  of  relentles 
competition,  note 
Juno's  Ardai.  "We'r 
not  thoroughly  coi 
vinced  that  cable  wou 
be  a  viable  commerci 
option,"  says  Stephe 
A.  Heins,  marketing  d 
rector  at  NorthNet  Ii 
ternet      Service 

Oshkosh,  Wis.,  an  n 

with  2,500  subscriber 
"There's  no  incentive  for  us  to  do  it  if 
isn't  profitable  for  us." 

But  regardless  of  how  many  isPs  ai 
signed  up  by  AOL  Time  Warner,  Wasl 
ington's  goal  isn't  to  replicate  today 
crazy-quilt  dial-up  isp  market  in  a  broae 
band  world.  While  regulators  can't  gua 
antee  that  tomorrow's  Web  access  bus 
ness  will  be  as  competitive  as  today's 
they  can  try  to  ensure  that  AOL  doesn 
dominate  the  medium  right  off  the  ba 
Ironically,  through  an  AOL  Time  Warne 
pact,  the  FTC  may  be  able  to  spur  moi 
competition  in  the  high-speed  Interne 
world  than  the  market  alone  would  hav 
wrought. 

By  Catherine  Yang  in  Waskmgto>Y 
with  Roger  O.  Crockett  in  Chicago 
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WHO'S  STILL 
STANDING? 

Our  semiannual  IT  update  finds  champs-and  chumps 
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Dot-com  stocks  may  have  melted 
down,  but  don't  think  for  a 
minute  that  the  e-business  phe- 
nomenon is  over.  To  the  contrary, 
many  outfits  providing  tools  that  help 
companies  get  onto  the  Web  are 
still  flying.  Take  Micromuse,  a  San 
Francisco-based  seller  of  software 
that  monitors  and  manages  far- 
flung  data  networks.  Its  business 
is  roaring  because  corporations 
moving  to  e-commerce  insist  on 
reliable,  high-quality  Internet  connec- 
tions— which  Micromuse  can  help  deliv- 
er That  has  won  it  customers  such  as 
America  Online,  British  Telecommuni- 
cations, and  Global  Crossing,  helping  to 
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more  than  double  Micromuse's  revenues 
this  year  Crows  Chief  Executive  Gre- 
gory Q.  Brown:  "Market  demand  has 
been  very,  very  high." 

He's  not  the  only  one  smiling.  De- 
^^^  spite  the  tech-stock  wreckage, 
^  •  ^  companies  ranging  from  e-com- 
merce software  makers  to  sellers 
of  networking  equipment  are  con- 
tinuing to  grow  and  profit  might- 
ily off  the  rush  to  e-business.  The 
most  successful  among  them  are 
helping  brick-and-mortar  stalwarts  get 
online.  KMC  Inc.,  for  instance,  shij)s  scads 
of  data  storage  machines  to  companies 
that  are  moving  their  operations  to  the 
Web,  such  as  the  216-year-old  Bank  of 


New    York,    founded    by    Alexande 
Hamilton.  After  a  slow  start  in  e-busi 
ness.  Global  2000  companies  "have  start 
ed  to  play  offense,"  says  EMc;  Chief  Ex  i 
ecutive  Michael  C.  Ruettgers.  While  i  t\< 
slowdown  in  the  Net  sector  might  trin  i 
demand  for  storage  and  reinvigorate( 
competitors  such  as  IBM  and  Hitach 
Data  Systems  could  soon  start  wrestinj 
market  share,  for  now,  EMC  is  seeinj 
boffo  returns.  Sales  in  the  first  half  o  u: 
this  year  climbed  '.VZ'/c  from  the  same 
period  in  1999,  to  $4.4  billion,  and  prof 
its  surged  52.5%,  to  $««7  million. 

Results  that  good  or  better  ju-e  ty})ica 
of  the  top-performing  comi)anies  in  th( 
BUSINESS  WEEK  Info  'IVch  1(K).  Our  semi 
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lual  checkup  of  the  top  tech  players 
Is  30  whose  shares  beat  the  Standard 
Poor's  500-stock  index  during  the  past 

months,  including  some  that  have  ap- 
pelated more  than  40%.  The  best-per- 
ming sectors:  software  and  services. 
It's  not  hard  to  figure  out  why.  No 
.tter  what  happens  to  the  market  or 
!  economy,  companies  have  to  invest 

Web  technologies — or  risk  getting 
ished  by  their  competition.  "There's 
mendous  pressure  to  Internet-enable 
siness  operations,"  says  analyst  David 
einer  of  Prudential  Volpe  Brown. 
The  rise  of  e-business  enriches  more 
m  just  sellers  of  Web  tools.  Consider 
i  No.  1  stock  performer  on  our  IT  100 
date,  contract  manufacturer  Sanmina 

San  Jose,  Calif.  Its  shares  have 
ired  more  than  65%  since  May,  thanks 
blistering  revenue  and  profit  growth 
d  Sanmina's  focus  on  building  the 
uipment  that  powers  the  Net.  Unlike 
shops  that  churn  out  low-margin 
3,  Sanmina  gets  80%  of  revenues  from 
iking  pricey  communications  products 
•  customers  like  Cisco  Systems,  Nortel 
itworks.  Motorola,  and  Sun  Microsys- 
Tis.  "We  make  bricks  for  building  the 


Internet  infrastructure,"  says  CEO  Jure 
Sola,  who  co-founded  Sanmina  in  1980. 
Still,  the  aggregate  performance  of 
the  IT  100  is  a  far  cry  from  the  glory 
days  of  the  tech-stock  boom.  The  an- 
nual BUSINESS  WEEK  list,  released  in 
June,  uses  a  combination  of  revenues, 
revenue  growi:h,  profitability,  and  stock 
return  to  rank  the  100  hottest  technol- 


The  10  Top  Performers 

B MONTHS       12  MONTHS     lUNE 
RANK/COMPANY  NAME                    TOTAL  RETURN  TOTAL  RETURN  RANK 

1   Sanmina 

65.1 

72.5      85 

2  NVIDIA 

48.1 

269.1        4 

3  Network  Appliance 

45.2 

267.9      13 

4  Micromuse 

43.9 

117.8      95 

5  BEA  Systems 

41.6 

273.0      72 

6  Comverse  Technology  37.4 

73.9      70 

7  Siebel  Systems 

36.3 

180.6        2 

8  Jabil  Circuit 

32.9 

40.2      49 

9  Ciena 

32.3 

272.1      81 

lOCelestica                  31.8 

MORE  RANKINGS  ON  PAGE  18f 

69.9      54 

ogy  companies  on  the  planet.  The  98 
entrants  still  left  from  last  spring's  tal- 
ly— two  have  been  acquired— sagged  by 
an  average  of  19%  between  May  12  and 
Nov.  13,  compared  with  a  4.4%  decline 
in  the  S&P  500  and  the  Nasdaq's  16% 
drop  over  the  same  period.  A  year  ago, 
when  tech  issues  were  sizzling,  our  IT 
100  companies  rose  37%  in  six  months. 
CREAMED.  Blame  a  loss  of  faith  in  the 
Internet.  Although  the  dozen  Net  com- 
panies on  the  IT  100  posted  revenue 
growth  of  more  than  60%  in  the  last 
two  quarters,  a  third  of  them  showed  a 
loss  and  four  others  barely  eked  out  a 
profit.  Sales  growth  alone  isn't  enough 
for  investors  these  days,  who  knocked 
an  average  of  38%  off  the  group's 
shares.  The  worst  performer  on  the  list 
was  New  York-based  e-mail  marketer 
NetCreations,  down  79%.  Despite  more 
than  quintupling  its  revenues  and 
tripling  profits,  NetCreations  got 
creamed  in  the  dot-com  collapse  and 
agreed  in  October  to  sell  out  to  Double- 
Chck  for  $191  million.  Its  market  cap 
peaked  at  nearly  $1.1  billion  in  March. 
Other  down  segments  further  under- 
score Wall  Street's  skittishness.  The  26 
semiconductor  companies  in  this  year's 
IT  100  together  posted  delirious  56% 
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revenue  growth  in  the  first  half  of  this 
year  compared  with  1999.  They  were 
led  by  memory-chip  maker  Micron 
Technology,  contract  fabricator  Taiwan 
Semiconductor  Manufacturing,  and  com- 
munications chip  darling  Broadcom.  Yet 
investor's,  spooked  by  concerns  that  the 
industry  is  hurtling  toward  overcapaci- 
ty and  slower  profit  growth  in  2001, 
drove  shares  for  the  IT  lOO's  semicon- 
ductor makers  down  an  average  of  28%. 
So  it  went,  too,  for  makers  of  comput- 
ers and  peripherals,  whose  24%  rev- 
enue growth  was  answered  by  a  22% 
stock  plunge. 

"PROFIT  SIDE."  So  where  were  the  most 
lucrative  comers  for  tech  stock  returns? 
By  all  measures,  the  first  place  to  look 
is  among  companies  serving  up  soft- 
ware. The  top  of  the  IT  100  chart  is 
loaded  with  them — and  not  just  No.  4- 
ranked  Micromuse.  Siebel  Systems,  a 
maker  of  programs  that 
help  companies  manage 
customer  relationships, 
placed  No.  7.  And  at  No.  5, 
there's  bea  Systems,  a 
five-year-old  company  that 
started  out  making  eso- 
teric software  plumbing  for  corporate 
networks  and  now  has  an  estimated 
70%  share  of  the  market  for  Web 
servers  that  run  Java  programs.  Chief 
Executive  William  T.  Coleman  III  exults 
that  after  50  years  of  being  viewed  as 
corporate  overhead,  information  tech- 
nology finally  is  recognized  as  a  strategic 
imperative.  "Now,  for  the  first  time, 
we're  on  the  profit  side,"  he  says.  That's 
helping  to  drive  explosive  growth  in 
Web  software  tools.  BEA,  for  instance, 
saw  sales  chmb  80%,  to  $340  million,  in 
the  last  six  months. 

Some  sellers  of  Internet  hardware 
also  remain  Wall  Street  favorites,  de- 
spite worries  of  a  spending  slowdown 
for  communications  gear.  Tucked  into 
the  top  of  the  IT  100  is  Ciena  (No.  9),  a 
leading  maker  of  optical  networking 
systems.  It  saw  sales  surge  74%,  to 
$419  million,  in  the  past  six  months  as 
carriers  turn  increasingly  to  speedy  op- 
tical technology  to  handle  their  crush  of 
Net  traffic.  No.  3  Network  Appliance, 
meanwhile,  makes  specialized  Net  serv- 
er computers  that  manage  oceans  of  e- 
mail  and  other  data  flowing  around 
wired  businesses.  NetApp  registered 
122%  half-year  sales  growth,  although 
some  investors  worry  that  it  me  get 
pummeled  by  giant  FMC. 

Don't  ignore  the  contract  manufactur- 
ers either.  Four  of  them — Sanmina,  Jabil 
Circuit,  Celestica,  and  Flextronics  Inter- 
national— rose  into  the  top  20  of  the 
IT  100  over  the  past  six  months.  Why 


A  20-YEAR-OLD 
OVERNIGHT  SUCCESS 


No  doubt  Paul  Levy,  chairman  of      issues  in  recent  weeks.  Rational's 
Rational  Software  Corp.,  thinks       shares  climbed  from  $36.72  to  a  peak 
these  heady  days  are  long  over-      of  $69.50  in  late  September  before 
due.  After  nearly  20  years  as  a  little-    setthng  at  $44.88  on  Nov.  13 — making 
known,  slow-growing  software  com-       it  No.  15  on  the  six-month  update  of 
pany.  Rational  has  turned  into  a  business  week's  top  100  info-tech 

speed  demon.  What  was  a  $50  miUion    performers.  "Some  of  it  is  foresight," 
business  just  five  years  ago  could  top    says  Levy.  "Some  of  it  is  luck.  And 
$800  million  in  annual  revenues  in  some  of  it  is  persistence." 

fiscal  2001,  ending  next  March.  The  Levy's  foresight  was  to  spot  the 

reason?  Rational's  software — tools  importance  of  the  Net  four  years  ago 

that  help  other  people  build  pro-  and  revamp  his  products  so  they 

grams — has  become  essential  to  turn-    work  well  on  the  Web.  With  Ratio- 
ing  established  companies  into  e-  nal's  tools,  a  company  can  build  its 

Net  software  with  the  latest 
technologies,  manage  the  project, 
,„^-—^^^^^^^^^^^^  test  it,  and  make  sure  it  works 
L  ^l^^^^^^^^^^^^l  ^e^'^^e  putting  it  online.  The 

f  'V  ^WHte^ii^l^^^^^^^^^^^l  software,  including  Rational's 

Data  Modeler,  is  not  cheap.  A 
sale  can  run  more  than  $100,000. 
But  by  using  it,  a  company  can 
build  its  e-business  applications 
up  to  50%  faster,  analysts  say. 
And  it  helps  them  sleep  easier, 
too.  "Nothing  is  more  expensive 
than  putting  out  something  that 
breaks,"  says  customer  Matthew 
RATinilAI   QflFTWARF  Hildenbrand,  director  of  quality 

nH  I  lUnML  dUP  I  tvnnc  assurance  at  e-marketplace  host 

IT  100  RANK  15  VerticalNet  Inc. 

CHAIRMAN  Pa   I  I  pwv  ^^^  °^  ^^^^  ^^^  helped  Rational 

.". dominate  the  $1.2  billion  market 

THE  BUSINESS  Makes  software  tools  for  Net  software  tools.  It  has 

that  help  companies  create  only  a  few  sizable  ri- 

and  test  e-business                 Ra1::i<:7naV  vals,  including  Ster- 
applications  such  as  Web             .h„  .-<..v.,op™e„,  co,„p,„,     jj^g  Software  Inc. 

inventory  management  programs  and  Telelogic  ab.  The  result:  Ra- 

tional  has  a  38%  market  share, 

ESTIMATED  2001*  REVENUES  according  to  researcher  Interna- 

$800  million,  up  40%  from  2000  tional  Data  Corp.  The  other  two 

ESTIMATEd'2001*  PROFITS have  just  8%  each. 

$133  million,  up  48%  from  2000  ,F°^  ^^e  old-timers  at  Ratio- 

.~ - -... nal,  success  is  sweet.  Levy  and 

•Fiscal  year  DATA;  CREDIT  SUISSE  fIRST  BOSTON         y   g    j^j,  Porce  Academy  claSS- 

businesses.  Thanks  to  the  Net,  mate  Michael  T.  Devlin,  Rational's 
Rational's  boring  stuff  is  cool.  "The  CEO,  started  the  company  after  they 
market  has  finally  come  to  them,"  left  the  military  in  1980.  Fortunately 
says  analyst  John  McPeake  of  Pru-  for  them,  the  computer  technology 
dential  Securities.  they  used  was  similar  to  Net  tech- 
NOT  CHEAP.  That  has  certainly  nologies.  "All  the  stuff  Rational  had 
spruced  up  the  company's  financials.  been  working  on  became  key  to  mak- 
For  fiscal  2000,  Rational  delivered  ing  the  Internet  breathe,"  says  Levy. 
$85  million  in  profits  on  $572  million  The  partners  waited  out  a  two- 
in  revenues — sales  growth  up  40%  decade  countdown  for  what  is  turn- 
over 1999.  Its  stock  had  a  similar  pop  ing  out  to  be  a  rocket  ship  ride, 
over  the  past  six  months,  though  it  By  Jim  KerKtcttcr 
was  hit  by  the  broad  sell-off  in  tech                                     in  Cupertino,  Calif. 
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Now  Featured  on  Merit  Cigarettes. 


Cigarettes  made  with  PaperSelect  may  be  less  likely  to  ignite  certain  fabrics.* 


PaperSelect  features  ultra-thin  paper  rings  that  work  like  speed  bumps,  causing  the 
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-  ultra-thin  -I 
paper  rings 


It  may  even  put  itself  out  when  resting  in  an  ashtray  You  still  get  the  same  rewarding  taste, 


iJ?f/?/r  ^  '    ,^^//-   A    only  now  with  our  patented  cigarette  paper. 


/    Look  for  Merit  cigarettes  now  made  with  PaperSelect. 


aretles  made  with  this  paper  were  evaluated  under  a  laboratory  test  method  designed  by  the  National  Institute  of  Standards  and  Technology  to  measure  the  likelihood  that  cigarettes  will  ignite  the  three  test 
ics  specified  in  this  test  method.  Under  this  testing  method,  these  cigarettes  producer!  fewer  ignitions  of  the  three  test  fabrics  as  compared  to  the  same  cigarettes  made  without  the  special  paper.  It  is 
ortant  to  note  that  the  test  fabrics  are  not  necessarily  representative  of  the  kinds  of  fabrics  one  might  find  in  a  particular  home  or  elsewhere.  These  cigarettes  are  not  "fire  safe."  Do  not  handle  or  dispose  of 
rettes  made  with  this  special  paper  with  any  less  care  than  other  cigarettes.  Anything  that  burns,  including  cigarettes  or  cigarette  ashes,  can  cause  a  fire  if  handled  carelessly. 


SURGEON  GENERAL'S  WARNING:  Smoking 
Causes  Lung  Cancer,  Heart  Disease, 
Emphysema,  And  May  Complicate  Pregnancy. 


©Philip  Morris  Inc.  2000 

For  more  information  about  PM  USA  and  its  products, 
visit  www.philipmorrisusa.com  or  call  1-877-PMUSAWEB. 
Ultima:  1  mg  "tar,"  0.1  mg  nicotine-Ultra  Lights:  5  mg  "tar,"  0.5  mg 
nicotine-Lights:  8  mg  "tar."  0.6  mg  nicotine  av.  per  cigarette  by  FTC  method 
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so  hot?  "In  two  woi'ds,  Internet  infra- 
structure," says  analyst  Jerry  H. 
Labowitz  of  Meirill  Lynch  &  Co.  He  ar- 
gues that  contract  manufacturers  are 
largely  immune  to  the  ebb  and  flow  of 
demand.  The  reason:  No  matter 
what  happens  to  the  economy  in 
the  next  few  years,  equipment  sell- 
ers will  outsource  more  produc- 
tion to  cut  costs. 

At  the  other  end  of  the  scale 
ai'e  the  scores  of  companies  whose 
six-month  stock  performance  lagged  be- 
hind the  s&i'  500  and  Nasdaq.  Many  are 
chipmakei'.s,  but  some  are  providers  of 
telecom  services,  such  as  WorldCom  and 
Sprint  PCS  Group,  which  face  rapidly 
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eroding  prices.  The  bottom  10  perform- 
ers r-un  the  gamut  from  Internet  com- 
panies to  E^f:  peripheral  makers  to  Apple 
Computer,  whose  stock  jjlunged  64%  on 
fears  that  its  comeback  might  be  r-un- 
ning  out  of  steam.  Most  of  the 
I^ooi-ly  performing  companies  were 
hammered  for  missing  quarterly 
sales  estimates  or  warning  of 
slower  growth.  Web  content  syn- 
dicator  InfoSpace  (No.  94)  and  por- 
tal Yahoo!  (No.  91)  were  hurt  by 
fears  of  lower  Net  ad  growth.  No.  97, 
Viant,  got  dragged  down  by  a  collapse 
among  Net  consulting  outfits — worsened 
by  its  overreliance  on  shaky  dot-com 
customers. 


The  six-month  returns  of  the  IT  1 
suggest  a  market  that's  awfully  lick 
Even  though  the  stock  performance 
many  companies  appears  out  of  wha 
with  their  fundamentals,  the  market  c 
serves  some  credit  for  consistency.  Foi 
teen  of  the  top  20  six-month  [jerforme 
also  rank  among  the  top  20  for  t 
whole  year,  while  half  of  the  bottom 
also  are  in  the  basement  for  12-mon 
stock  returns.  The  trick  for  investo 
is  to  spot  those  patterns — and  now, 
always,  they  can  hardly  do  better  th 
by  investing  in  companies  that  help  ot 
er  businesses  make  more  money. 

By  Andy  Reinhardt  in  San  Matt 
Calif.,  with  bureau  reports 


SONIGBLUE  IS  SINGING  A  NEW  SONG 


Kenneth  F.  Potashner  knew  it  was 
time  for  a  change.  His  company, 
S3  Inc.,  was  having  a  good  run 
selling  graphic  accelerator  chips  for 
multimedia  computers.  Investors  had 
bid  shares  up  by  more  than  1,500%, 
pushing  S3's  market  cap  to  $2.3  bil- 
lion in  March  from  $150  million  18 
months  earlier.  But  after  the  current- 
model  chip,  his  engineers  had  noth- 
ing in  the  pipeline — the  kiss  of  death 
in  the  cutthroat  semiconductor  busi- 
ness. "It's  a  pretty  hostile  environ- 
ment," Potashner  says.  His  solution: 
Buy  Diamond  Multimedia  Systems 
Inc.,  a  customer  that  accounted  for 
16%  of  S3's  sales.  If  he  owned  Dia- 
mond, Potashner  reasoned,  he'd  have 
a  captive  market  for  his  chips. 

Then  a  funny  thing  happened  on 
the  way  to  the  deal  table.  After  see- 
ing the  gusto  with  which  his  15-year- 
old  son  downloaded  songs  from  the 
Internet,  Potashner  realized  that  Di- 
amond's Rio — the  first  portable  MP:5 
player  on  the  market — was  the  com- 
pany's real  gem.  Now,  Potashner  is 
selling  off  his  chipmaking  assets  and 
focusing  on  consumer  gadgets,  Inter- 
net access  devices,  and  home  net- 
working equipment.  To  underscore 
the  change,  on  Oct.  31  he  shed  the 
geeky  S3  moniker  for  the  trendier- 
sounding  SONICblue  Inc.  The  name, 
Potashner  says,  sounds  "aggressive, 
fast,  with  a  real  deep  foundation." 
BAD  TIMING?  Sounds  great.  Trouble 
is,  investors  aren't  impressed.  De- 
spite the  new  business  and  spiffed- 
up  name,  SONICblue's  stock  has 
tumbled  29%/  in  the  six  months  end- 
ed Nov.  13,  dropping  the  company 


to  54th  in  business  week's  Info 
Tech  100  from  No.  19  in  June.  The 
problem:  SONICblue,  based  in  Santa 
Clara,  Calif.,  made  the  shift  just  as 
Wall  Street  soured  on  the  Internet. 
Music-industry  lawsuits  seeking  to 
ban  Web  sites  such  as  Napster  and 
MP;?.com  from  offering  free  song 
downloads  didn't  help  either.  "If 
there  are  no  freebies,  why  buy  an 


SONICBLUE  (FORMERLY  S3) 

IT  100  RANK  54 

CEO  Ken  Potashner 

THE  BUSINESS  The  former  maker 

of  semiconductors  for 

gadgets  such  as  MPS        S#NIC 

players  and  handheld 

computers  is  shifting  gears:  It'll  skip 

the  chips  and  make  the  gadgets. 

EST.  2000  REVENUES*  $157  mi I- 

['.°.":..^.P J.^°^°..^''.°'^..l^.^.?  ly  broken  with  the'  past,  but 

£5j_  2000  NET  LOSS*  whether  Wall  Street  likes  the  fu 

$114.1  million 

'Continuing  businesses  only  DATA:  FIRST  CALL 


MP3  player?"  says  Lehman  Brothers 
Inc.  analyst  Joe  To. 

Still,  the  music  hasn't  died  entirely 
at  SONICblue.  Analyst  To  predicts 
that  the  company  can  increase  rev- 
enues 150%  annually  for  the  next 
two  years  from  this  year's  projected 
$157  million  in  sales.  He  expects 
SONICblue  to  get  back  into  the 
black  by  the  middle  of  2001,  up  from 
a  loss  of  $114  million  this  year. 

Why  the  upbeat  tune?  An  Octo- 
ber deal  between  Napster  and  Ber- 
telsmann to  create  a  subscription 
service  for  Napster  users  could  give 
Internet  swapping  of  MP3  files  a 
new  lease  on  life.  And  the  Rio  play- 
er outsells  all  other  MP3  players,  say 
researchers  Cahners  In-Stat  Group, 
besting  offerings  from  the  likes  of 
Sony  and  Samsung. 

That's  just  for  starters.  SONIC- 
blue also  is  licensing  its  products  to 
companies  such  as  Nike  Inc.  For 
the  shoemaker,  it's  building  a  tiny 
oval-shaped  player  that  Nike  is  flog- 
ging as  a  stocking  stuffer  for  run- 
ners and  other  jocks  this  Christmas. 
And  Potashner  plans  to  take  digital 
data  far  beyond  the  PC  In  Novem- 
ber, he  bought  British-based 
blue    empeg  Ltd.,  which  makes  MP:5 
players  for  cars.  And  soon  he'll 
launch  the  "WebPad"— a  handheld 
Net  appliance.  "We  needed  to  jetti- 
son our  histoi'y"  to  build  the  busi- 
ness, Potashner  says.  He  has  dear- 


ture  remains  in  doubt. 

By  Cliff  Edwards 
in  Sania  Clara,  Calif. 
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WHEN  EMPLOYEES  ARE  HAPPY  WITH  THEIR  401  (k)  PLAN,  IT  SHOWS.  They  work  harder 
and  stay  with  you  longer.  We  should  know.  As  the  nation's  401  (k)  leader,  we've  been  helping 
growing  businesses  and  their  employees  secure  their  financial  futures  for  over  50  years.  No  wonder  more 
companies  choose  The  Principal*  for  their  401  (k)  plans.'''  Investment  options,  recordkeeping,  loan  services, 
plan  member  education  and  asset  allocation-we've  got  what  you  need,  plus  personalized  service  and  local 
support  to  make  the  process  easy.  What's  not  to  love?  If  you'd  like  to  hear  what  a 
401(k)  plan  from  The  Principal  can  do  for  your  employees,  call  1-800-986-3343  (ext.  80080). 
One  of  our  representatives  will  be  happy  to  help,  no  matter  what  you're  wearing. 
We     UNDERSTAND      WHAT      YOU'RE     WORKING      FOR" 

www. principal. com 


Principal 


Financial 
Group 


I 


0201)11  I'rincipjl  Lilt  liniir.iiKi:  Company,  Do  M,mi»,  lA  MV)1.   I'rodutl^.  and  ^trvitts  offered  throuBh  I'roicipal  Lilt  Iniuranic  Company  (Tlic  Piincipal  ),  us  subsidiario  and  alhliaicN.  Mucual  lund>  disiribuud  ihrouKli 
Princor  Financial  Servicer  Corporation  (Member  SIPCl.  -CKi  Magazine,  April/May  2000,  based  upon  total  plans  served  in  1999  by  insurance  companies,  banks  and  investment  firms. 
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HOW  THE  REST  STACK  UP* 


RANK 

COMPANY  NAME 

6  MONTHS 
TOTAL  RETURN 

12  MONTHS 
TOTAL  RETURN 

JUNE 
RANK 

11 

SBC  Communications 

30.7 

16.0 

90 

12 

Cognos 

30.3 

143.8 

76 

13 

Veritas  Software 

26.0 

118.6 
90.8 

43 

14 

EMC 

23.7 

26 

15 
16 

Rational  Software 
Broadcom 

22.2 
9.4 

102.8 
81.3 

73 
17 

17 
18 

i2  Technologies 
Flextronics  International 

8.3 
8.2 

211.1 
47.2 

44 
31 

19 
20 

Xilinx 
Scientific-Atlanta 

6.1 
4.9 

40.1 
103.8 

9 
38 

21 

Solectron 

Sun  Microsystems 

4.8 

-18.8 

86 

22 

4.7 

43.0 

11 

23 
24 

VoiceStream  Wireless 
Maxim  Integrated  Products 

3.7 
2.8 

20.0 
40.9 

69 
92 

25 

Art  Technology  Group 

2.3 

38.6 

88 

26 

Amdocs 

0.2 

76.4 

12 

27 
28 

Hon  Hai  Precision 
Take-Two  Interactive  Software 

-1.3 
-2.5 

15.6 
1.4 

27 
93 

29 

IDT 

-3.1 

45.3 

48 

30 

Microsoft 

-3.5 

-25.5 

75 

S&P  500  Index 

-4.4 

-2.1 

31 

Tellabs 

-5.3 

-20.9 

66 

32 

Verisign 

-7.2 

29.5 

96 

33 

America  Online 

-11.2 

-34.0 

78 

34 

NH  DoCoMo 

-13.2 

-4.8 

40 

35 

CDW  Computer  Centers 

-15.4 

66.4 

6 

36 

Logitech  International 

-15.7 

194.4 

42 

Nasdaq  Composite  Index 

-15.9 

-7.7 

37 

Cisco  Systems 

-16.0 

20.7 

25 

38 

China  Telecom  (Hong  Kong) 

-16.3 

46.7 

21 

39 

Compuware 

-16.7 

-71.3 

82 

40 

SCI  Systems 

-17.4 

17.2 

80 

41 

PC  Connection 

-17.7 

71.0 

7 

42 

Tech  Data 

-18.0 

30.0 

61 

43 

Integrated  Device  Technology 

-19.0 

84.3 

56 

44 

Asustek  Computer 

-19.6 

-31.9 

59 

45 

Powerwave  Technologies 

-20.1 

132.1 

18 

46 

JDS  Uniphase 

-20.9 

36.0 

23 

47 

SK  Telecom 

-21.3 

49.0 

53 

48 

Analog  Devices 

-22.0 

55.4 

10 

49 
50 

Nortel  Networks 
CTS 

-25.9 
-25.9 

6.4 
-37.0 

55 
16 

51 

Lattice  Semiconductor 

-26.1 

-5.0 

84 

52 

Murata  Manufacturing 

-26.5 

-17.9 

47 

53    Gateway 


-26.9 


-52.1 


83 


RANK 

COMPANY  NAME 

6  MONTHS 
TOTAL  RETURN 

12  MONTHS 
TOTAL  RETURN 

JUNE 
RANK 

54 

SONICblue  (S3) 

-29.4 

-8.4 

19 

55 

Nextel  Communications 

-30.4 

-28.0 

68 

56 

Nokia 

-30.8 

23.3 

1 
41 

57 

ADC  Telecommunications 

-31.0 

74.9 

58 

Legend  Holdings 

-31.3 

95.2 

8 

59 

Altera 

-32.8 

-12.9 

52 

60 

STMicroelectronics 
Oracle 

-32.9 

23.2 

20 

61 

-33.3 

52.0 

3 

62 

Hewlett-Packard 

-34.5 

12.6 

98 

63 

KEMET 

-36.0 

41.1 

35 

64 

Symantec 

-36.8 

-26.0 

28 

65 

BroadVision 

-36.9 

-2.1 

34 

66 
67 

Cypress  Semiconductor 
Taiwan  Semiconductor 

-37.2 
-37.3 

4.0 
-24.6 

22 
5 

68 

Conexant  Systems 

-38.8 

-59.0 

77 

69 

Atmel 

-39.4 

3.8 

63 

70 
71 

Computer  Associates 
Texas  Instruments 

-39.6 
-40.0 

-51.6 
-15.9 

51 
50 

72 
73 

Chartered  Semiconductor 
AVX 

-40.1 
-40.3 

-18.9 
19.1 

57 
39 

74 

Ericsson  (L  M)  Telephone 

-40.8 

1.4 

29 

75 

Sapient 

-41.2 

-34.1 

91 

76 

Getronics 

-41.5 
^3.8 

-40.8 
-15.0 

45 
60 

77 

Tokyo  Electron 

78 
79 

Infineon  Technologies 
LSI  Logic 

-44.6 
-45.1 

NA 
-16.2 

46 
37 

80 

Titan 

-46.4 

-14.3 

62 

81 

Micron  Technology 

-46.7 

-11.9 

14 

82 

Netcom  AB 

-49.9 

-27.5 

32 

83 

Amkor  Technology 

-50.1 

-12.4 

33 

84 
85 

Advanced  Micro  Devices 
Vignette 

-50.3 
-51.3 

60.5 
-26.2 

36 
89 

86 

Sprint  PCS  Group 

-51.5 

-38.9 

71 
24 

87 

Dell  Computer 

-51.6 

-42.2 

88 

ATI  Technologies 

-51.9 

-17.9 

64 

89 

Yahoo!  Japan 

-52.6 

-44.8 

15 

90 
91 

Citrix  Systems 
Yahoo! 

-55.0 
-56.0 

-39.6 
-43.8 

67 
94 

92 

Lexmark  International  Group 

-56.7 

-52.8 

79 

93 

WorldCom 

-60.3 

-72.1 

97 

94 

InfoSpace 

-61.0 
-64.0 

28.5 
-57.2 

100 

95 

Apple  Computer 

58 

96 

Internet  Capital  Group 

-66.6 

-87.4 

30 

97 

Viant 

-76.1 

-89.1 

87 

98     NetCreations 


'  TWO  COMPANIES,  BURR-BROWN  AND  NETWORK  SOLUTIONS,  WERE  ACQUIRED 


-78.8 

DATA:  STANDARD 


-67.7 

I  POOR'S  COMPUSTAT, 
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T^  'Think  about  it 


Datek  Online.  Built  to  trade, 

^erhaps  it's  no  surprise  that  an  online  broker  is  specifically  designed  to  execute  trades.  The  real  news  is 

hat  too  many  online  brokers  still  aren't.  In  fact,  they  often  have  little  to  do  with  executing  your  trade  at  all. 

father,  they  nnay  send  your  order  to  trading  desks,  market  makers  or  other  middlemen  who  execute  the  orders  the  old  way. 

Datek,  however,  has  developed  proprietary  technology  that  automatically  routes  your  order  in  an  effort  to  get  you  the  best 

jvailable  price  in  the  current  market.  That's  why  Datek  pledges  that  if  your  marketable  online  order  is  not  executed  withm  60 

seconds,  they'll  waive  the  $9.99  commission*  To  learn  more  about  how  Datek  is  truly  built  to  trade,  visit  wwwdatek.com. 
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Built  to  trad 


1-877-88-dateki 


ONLINE 


O 


'Sixiv-secondcommiimentappliestoonlineordersihai3remarkeiableafter  9  45  A.M.  Eastern  Time  The  order  cannot  be  a  short-sale  and  Ihe  market  must  not  be  crossed,  locked  or  hailed  Certain  restnctioos  Apply  Sm  Web  sit*  for  details  I 
All  online  trades  are  onlv  S9  99  up  to  5.000  shares.  ] 

High  volumes  ol  leading  and  volatility  may  result  in  executions  at  prices  significantly  away  from  the  pnce  quoted  or  displayed  at  order  entry 
System  response  and  access  times  may  vary  due  to  market  conditions,  system  performance  and  other  factors  '3:2000  Datek  Online  Member  NASD/SIPC 
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The    Tenth    Annual    Forum    ({ 
f  Chief    Financial    Officers 

February   Efl-March    En   EDDl 

,   The    Breakers!   Palm    Beachn  FL 

i. 
e"  Premier    Corporate    Finance    Event 


rom  February  28-March  2,  2001,  BusinessWeek  will 
gather  together  America's  top  Chief  Financial  Officers 
in  Palm  Beach,  Florida  for  the  year's  most  prestigious 
corporate  finance  event.  !l  This  private,  invitation- 
only  forum  at  The  Breakers  will  focus  on  the  ways  in 
which  CFOs  can  take  "e.biz"  to  the  next  level,  guiding 
their  companies  toward  utilizing  the  Net's  full 
potential  for  speed,  efficiency  and  innovation. 


Conducted  in  a  retreat-like  setting,  the  forum 
encourages  coUegial  interaction  so  that  participants 
may  gain  the  well-founded  knowledge  that  is  only 
derived  from  exchanging  ideas,  sharing  experiences, 
and  engaging  in  compelling  discussions.  Topics 
include:  "Finding  an  E-Business  Model  that  Works", 
"Supply-Chain  Management  Comes  of  Age"  and 
"The  Implications  of  Going  Wireless."  The  Annual 
BusinessWeek  Forum  of  Chief  Financial  Officers 
is  an  exclusive  event  reserved  for  today's  elite 
financial  leaders.  >^- 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today.  If  you 
have  not  received  one,  but  believe  you  should  attend,  please  contact  us. 
Simply  call  212.512.6673. 
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IN  PARTNERSHIP  WITH 

Zurich    Financial    Services 

SPONSORED  BY 

LeapSource 
riilliman    S    Robertsonn     Inc- 
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Sloan  School  of  Manafjcmcnt,  MI'I' 


WARREN    C.     JENSON 
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Ciiicf  Financial  Orficcr  and  SKVI', 
vSt.ratogic  Planning  and  Ad minist ration 
pricol ine.com  I ncorporalod 


JERRY    n.     KENNELLY 
Senior  Vice  I'tcsidont,  CFG 
and  S(!cret,ary 
Inktomi  (Joi'poralion 


^. 
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THE  MARKET  EXISTS 
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Carol  Sage  found 

the  car  that  she 

wanted  on  the 

j^^-v'-.r"- 

Web-using  a  Ford 
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pilot  program 
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AUTOS 


WHERE'S  MY 
DREAM  CAR? 

Why  built-to-order  autos  aren't 
rolling  out  of  cyberdealerships 


^^CTf^' 


All  Brenda  Clough  wanted  was  a 
new  Toyota  Celica  without  a 
tacky  spoiler  on  the  trunk.  But 
not  one  of  the  six  dealerships  near 
her  Northern  Virginia  suburb  could 
come  up  with  one,  even  though  spoilers 
are  listed  as  an  option  on  the  car.  "I 
told  my  dealer  it  was  a  deal-breaker," 
says  Clough,  45.  Just  as  shocking, 
though,  was  when  the  science-fiction 
writer  discovered  that  it  took  three 
months  of  surfing  the  Internet  and  old- 
fashioned  phone  calls  to  Toyota  dealer- 
ships in  surrounding  states  before  she 
could  find  a  Celica  sans  spoiler.  Clough 
bought  the  car,  even  though  it  lacks 
anti-lock  brakes,  side-impact  air  bags, 
and  a  winterizing  package — all  of  them 
options  she  would  gladly  have  paid  a 
few  thousand  dollars  to  get. 

Such  buying  experiences  were  sup- 
posed to  soon  become  a  thing  of  the  past. 
It  has  been  more  than  a  year  since  Ford 
Motor  Co.  and  General  Motors  Corp.  an- 
nounced with  much  fanfare  that  they 
would  harness  the  Internet  to  revolu- 
tionize the  way  they  built  and  sold  cars. 
The  companies  said  they  would  spend 
millions  to  explore  how  to  deliver  cars 
the  way  Dell  Computer  Corp.  spits  out 
computers — taking  a  customer's  order, 


building  exactly  that  vehicle,  and  deliv- 
ering it  within  a  couple  of  weeks.  The 
goal:  Let  customers  use  the  Web  to  get 
what  they  want  and  feed  that  informa- 
tion back  through  the  system  to  deal- 
ers, suppliers,  designers,  and  factories 
to  smooth  out  the  entire  process. 

Yet  today  the  way  you  buy  cars  has 
changed  hardly  at  all.  Close  to  90%  of 
car  buyers  still  get  their  cars  out  of 
existing  dealer  stock,  and  40%  make 
some  kind  of  compromise  on  styling. 
And  nothing  has  changed  if  you  want  to 
order  a  car  that's  not  available  in  in- 
ventory: It  takes  30  days  before  the 
auto  maker's  order  system  accepts  the 
request  and  10  more  to  get  the  order 
into  the  production  schedule.  Add  3 
days  to  build  and  15  days  for  shipping. 


Now,  Detroit's  sights 

are  lower:  Don't  build 

the  car  to  order,  find  it 

on  an  online  network 


A 


and  it's  easily  two  mont 
before  your  custom  car 
delivered.  Auto  make 
now  are  trying  to  cut  t 
delivery  time  in  half,  but 
could  be  up  to  10  years 
fore  true  build-to-order  sj 
tems  are  widespread.  Ma 
T.  Hogan,  president  of  gj 
e-GM  e-commerce  unit,  cc 
cedes,  "It's  still  in  the  fc 
mative  stages." 
EASIER  SAID.  That  has 
many  observers  wonderii 
if  carmakers  were  ju 
blowing  a  lot  of  e-smol 
last  year.  Lost,  they  sa 
was  a  realistic  sense  of  ju 
how  much  companies  wou 
have  to  tear  things  u 
Auto  makers  have  been  la 
ing  the  groundwork  to  bui 
custom  cars,  but  they  a 
finding  that  connecting  de; 
ers,  assembly  plants,  ar 
suppliers  in  one  seamless  Internet  cha 
is  no  simple  task.  "To  move  to  a  tn 
build-to-order  system  will  take  a  mon 
mental  change,"  says  Michael  Robine 
managing  director  of  automotive  r 
search  outfit  OSM  Forecasting  Inc. 
Northville,  Mich. 

Auto  executives  say  they  haven't  gi 
en  up.  Limited  build-to-order  systen 
may  be  in  place  in  the  next  couple 
years.  GM,  for  instance,  is  starting 
build  custom  versions  of  its  Celta  con 
pact  in  Brazil.  Starting  early  next  yea 
it  plans  to  offer  one-week  delivery,  whi( 
is  possible  because  the  car  has  only 
few  combinations  of  options.  But  it  wi 
take  GM  several  years  to  implement  sin 
ilar  plans  globally,  says  Anthony 
Koblinski,  gm's  executive  director  of  oi 
der-to-delivery  projects.  In  time,  he  say 
"We  think  we  can  make  it  easier  fo 
customers  to  choose,  and  reduce  th 
com])lexity  that  the  factories  face." 

Meanwhile,  Detroit  is  moving  foi'war 
with  less  ambitious  Internet  buying  in 
tiatives.  These  test  programs  work 
find  the  desired  vehicle  within  cxistin 
inventoi-y — with  the  right  combination 
colors,  options,  and  amenities — and  go 
it  to  the  buyer  the  same  day.  There's  n 
schlepping  aj'ound,  since  the  inventoiy 
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•  car 
that  can  see 
and  talk? 


"Very  responsive." 

Delphi  Automotive  Systems  is 
working  to  make  vehicles  respond 
to  drivers  as  well  as  the  road.  Our 
Communiport'  Mobile  MultiMedia 
Systems  can  navigate,  download, 
read,  listen  and  speak.  Our 
Forewarn'  Collision  Avoidance 
Systems  will  help  drivers  see 
360  degrees  around  them.  And 
our  42-volt  system  can  power 
all  this. ..and  more.  To  find  out 
more  about  how  these  future 
technologies  can  respond  to 
you,  visit  www.delphiauto.com. 


Automotive  Systems 


marketpla 


WHAT  A  GREAT  LOCATl 


Introducing  the  e-marketplace  alliance:  IBM,  i2  and  Ariba.  Three  Q^i 


ist  names  in  e-business  working  together  to  help  make  your  business 
leff  iciently  —  whether  you  buy  or  sell  ships,  sleds  or  seafood.  It's  b2bx3. 


www.ibm-i2-ariba.com  or  call  877  426  2676;  priority  code:  emarketl 


Industrial  Management 


Carmakers  must  learn  what  consumers  want  sooner 


all  listed  online.  And  by  agreeing  to 
join  the  network,  dealers — who  have  re- 
sisted the  idea  of  building  cars  to  or- 
der-— already  have  agi-eed  to  trade  cars 
at  prices  that  are  available  on  the  Web. 

Car  execs  insist  that  such  systems 
could  still  make  a  big  difference  for  cus- 
tomers— and  if  applied  on  a  wide  scale, 
could  save  billions  for  car  companies 
and  their  support  systems.  "The  big 
money,"  says  Gary  E.  Dilts,  Daimler- 
Chrysler's  vice-president  for  retail 
strategies  and  dealer  relations,  "is  your 
ability  to  react  to  the  market." 
COSTLY  COLORS.  That  means  forget 
Dell  for  now.  The  auto  makers  would  be 
happy  to  become  as  advanced  at  meet- 
ing demand  as  Wal-Mart  Stores  Inc. 
The  Arkansas-based  retailer  excels  at 
tracking  the  buying  habits  of  its  cus- 
tomers and  making  sure  the  right  stock 
is  available  where  and  when  it's  needed. 
The  car  companies,  by  contrast,  cur- 
rently plan  production  with  an  educated 
guess  at  what  demand  will  be  for  cer- 
tain models.  If  they're  wrong — and  they 
often  are — dealers  sell  cars  with  un- 
wanted colors  and  options  by  cutting 
deals.  "Today,  we  build  a  certain  number 
of  vehicles  and  try  to  sell  them,"  says 
Brian  P.  Kelley,  a  Ford  vice-president 
and  president  of  the  company's  Con- 
sumer Connect  e-commerce  unit.  "To- 
morrow, we  will  build  vehicles  that 
there  is  demand  for." 

Some  experts  doubt  that  building  tru- 
ly customized  cars  on  demand  will  ever 
attract  mass  interest.  What  buyers  re- 
ally want  is  to  go  to  a  dealership  and 
find  a  vehicle  that  has  the  right  color 
and  perhaps  a  couple  of  options,  says 
Maryann  Keller,  who  resigned  as  presi- 
dent of  Priceline.com  Inc.'s  auto  retail 
group  in  early  November.  Most  con- 
sumers who  bought  cars  from  Priceline 
had  strong  preferences  for  color,  interi- 
or amenities,  engine  size,  and  safety 
equipment,  but  didn't  care  about  cus- 
tomizing the  rest,  she  says. 

So  it  may  be  that  auto  makers  just 
need  to  do  a  better  job  of  matching  in- 
ventory to  demand.  And  in  that  regard. 


Detroit  is  working  to  get  ahead  of  the 
Japanese.  Ford  has  launched  a  pilot  pro- 
gram in  Canada  that  will  locate  an  exact 
vehicle  for  a  customer's  specs — currently 
confined  to  Focus  compacts,  Taurus 
sedans,  and  Windstar  minivans— and  get 
it  to  a  nearby  dealer  It  worked  for  Car- 
ol Sage,  who  foimd  her  Windstar  minivan 
online  using  Ford's  program.  A  single 
mother  in  St.  Catharines,  Ont.,  Sage  says 
she  doesn't  have  time  for  car  shopping. 
She  was  happy  to  let  the  dealers  find 
her  exact  car  choice  after  she  plugged 
her  specs  into  a  Web  site.  Says  Sage: 
"If  you  don't  have  four  or  five  hours  to 
go  to  the  dealership,  it's  the  way  to  go." 

KICKING  THE  TIRES 
OYER  THE  WIRES 

You  can 't  get  a  car  custom  built  fast, 
but  you  can  custom  order  it  on  ttie  Web 

300 


CARS  SOLD  VIA  THE  WEB 


200 


100 


TOTAL  VEHICLE  SALES: 
17  MILLION 


A  THOUSANDS 

DATA:  FORRESTER  RESEARCH  INC. 

Ford  plans  to  expand  the  system, 
called  FordDirect.com,  and  roll  it  out  in 
California  next  year.  «M  has  a  similar 
pilot  program  in  Minneapolis,  where 
Oldsmobile  Alero  buyers  can  choose  a 
car  from  the  inventory  of  one  of  sev- 
eral dealers  in  the  area.  In  a  couple 
of  months,  (JM  will  add  a  feature  that 
allows  build-to-order  of  sorts:  If  your 
car  of  choice  can't  be  found  in  one  of 
the  seven  pilot  dealerships,  (JM's  as- 
sembly plant  in  Lansing,  Mich.,  will 
custom  build  it  with  a  target  delivery 
time  of  15  to  HO  days.  Meanwhile,  Toy- 
ota, which  announced  plans  for  a  five- 
day  delivery  system  last  year  and  then 


" 


recanted,  is  working  with  Seattle  de 
ers  to  pool  inventory  and  trade  ca 
to  satisfy  customers. 

But  if  they  hope  to  expand  such  sy  ' 
tems  beyond  local  markets,  carmake  , 
will  need  more  sophisticated  technoloj  ^ 
to  track  consumer  shopping  habits  ar 
match  them  with  inventory.  That's  wl 
Ford  has  tapped  software  maker  Triloj 
to  set  up  a  system  similar  to  the  or 
used  by  Wal-Mart.  "The  auto  manufa 
turers  still  don't  have  great  informatic 
about  what  consumers  are  shopping  foi 
says  Chris  Porch,  CEO  of  the  Ford-Tri 
ogy  venture. 
LESS  GUESSWORK.  The  potential  payo 
is  big  enough,  though,  that  they're  lik( 
ly  to  keep  trying.  Andersen  Consultin 
estimates  that  auto  makers  could  boo: 
per-vehicle  profits  by  as  much  as  $850 
they  had  the  right  vehicles  in  inventor 
Forrester  Research  Inc.  estimates  thf 
the  dealers  and  manufactui'ers  could  ad 
$7.7  biUion  to  their  bottom  Hnes  if  the 
didn't  have  to  drop  the  price  to  sell  a  V( 
hide  that  wasn't  what  customers  want 
ed.  Says  om's  Hogan:  "If  you're  mor 
precise  with  inventory,  customers  wi 
be  less  concerned  with  price." 

That  would  also  play  to  the  concern 
of  local  dealers,  who  have  so  far  prove 
remarkably  resistant  to  predictions  tha 
they  would  be  supplanted  by  e-tailing  o 
national  car-sales  chains.  Dealers  bal 
at  build-to-order  schemes — after  all,  th 
last  thing  they  want  to  do  is  tell  a  cus 
tomer  to  wait  for  a  newly  built  ca 
when  they  have  cars  on  the  lot  to  push 
"The  instinct  is,  we've  lost  a  sale,"  say 
Cliff  Johnson,  a  Fort  Worth  Ford  deale] 
However,  he  says  dealers  are  willing  ti 
trade  within  their  inventory  unde 
FordDirect.com. 

Cars  probably  will  be  sold  prett^ 
much  as  they  ai'e  now  for-  the  Ibrvseeabli 
futur-e.  Detroit  may  not  be  able  to  di'liv 
er  yet  on  its  futuristic  vision  of  custom 
built  cars,  but  someday  soon  it  could 
least  have  more  of  the  r-ight  vehicles  irj 
stock.  And  even  that  would  save  buyei-i| 
like  Clough  some  tr-uck-size  headaciics. 
By  David  Welcli  in  IMroi 
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ANUFACTURING 


Ml  DAYS 

!)F  THE  INDUSTRIAL  RAJ? 

idia's  dynasties  may  lose  control  of  their  empires-thanks  to  hostile-takeover  fever 


■or  the  scions  of  India's  sleepy,  Old- 
■  Guard  companies,  the  last  six 
weeks  have  been  most  unpleasant. 
I  Oct.  10,  Arun  Bajoria,  an  upstart 
e  dealer  from  Calcutta,  revealed  that 
had  bought  14%  of  languishing  tex- 
e  maker  Bombay  Dyeing  &  Manu- 
;turing  and  would  seek  a  board 
at.    Bajoria   hasn't   disclosed   his 


plans,  but  the  121-year-old  group  is 
now  more  attractive  for  the  pricey  land 
its  Bombay  mills  sit  on  than  for  its 
cloth,  analysts  say. 

The  market  has  only  gotten  scarier 
since.  On  Oct.  13,  Renaissance  Estates, 
a  young  New  Delhi  construction  com- 
pany, revealed  that  it  had 
accumulated  more  than 


5%  of  Gesco,  a  real-estate  spin-off  of 
venerable  Great  Eastern  Shipping  Co. 
and  would  bid  600  a  share  for  a  51% 
stake.  Gesco's  share  price  has  since 
nearly  tripled  to  90(2. 
CHEERING  SHAREHOLDERS.  Then,  in  ear- 
ly November,  news  broke  that  cigarette 
maker  and  hoteher  ITC  Ltd.  had  bought 
5%  of  posh  East  India  Hotels  Ltd.  since 
the  start  of  the  year.  ITC  coolly  called 
the  buying  "routine  treasury  opera- 
tions." Aware  of  iTc's  moves,  the  Oberoi 
family.  East  India's  founders,  has  boost- 
ed its  stake  to  39%,  from  36%,  in  the 
past  few  months. 

Hostile-takeover  fever  has  finally  hit 
India,  and  long-abused  minority  share- 
holders are  cheering.  The  three  am- 
bushes have  helped  boost  the  bench- 
mark Bombay  Sensex  index  13% 
since  Oct.  20,  its  first  good  bounce 
since    February.    How    far 
f  iwould-be  raiders  will  get 

is  still  uncertain.  In- 
dia's takeover  regime 
is      still      largely 
untested,  and  the 
old  industrial  fami- 
lies   retain    great 
power.       But       if 
raiders  have  their 
way,    the    Bombay 
market  could  witness 


*  Few  founding 

families  own 

more  than  a  small 

part  of  their 


company's 
shares 
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If  raiders  have  their  way,  the  Bombay  market  may 
witness  a  wave  of  takeovers  that  rocks  the  Establishmeni 


COMPANIES 


a  wave  of  takeovers  that  rocks  the 
Establishment. 

Technically,  hostile  takeovers  have 
been  legal  since  securities  regulators 
adopted  a  new  nnerger  and  acquisition 
code  in  1997.  But  upstart  companies 
didn't  bother  with  India's  industrial  ele- 
phants until  now.  Hot  tech  stocks  were 
everyone's  preoccupation.  As  those 
stocks  have  fallen,  however,  aggressive 
Indian  businessmen  have  taken  a  new 
look  at  the  national  champions  that  have 
long  dominated  their  sectors  via  gov- 
ernment-granted monopolies.  Many  of 
these  companies'  share  prices  are  be- 
low their  net  asset  values  per 
share — sometimes  drastically  so. 
That  makes  takeovers  a  cheap 
way  to  buy  real  estate,  ships, 
factories,  and  dominant,  if  of- 
ten poorly  run,  businesses. 

Hostile  raids  are  especially 
tempting  because  few  founding 
families  own  more  than  a  small 
part  of  their  shares.  Instead, 
big  blocks  are  held  by  family 
allies  in  the  state  financial  in- 
stitutions such  as  the  Unit 
Trust  of  India  and  Industrial 


The  rest,  usually  40%  to  60%,  is 
in  public  hands. 

The  banks  and  fund  compa- 
nies, which  hold  some  40%  of 
Indian  share  capital,  are  the 
key  to  cracking  the  dynasties' 
grip — or  at  least  boosting  returns  for 
other  shareholders.  For  decades,  the 
families  have  run  the  companies  like 
fiefdoms,  giving  scant  attention  to  share 
price.  The  financial  institutions,  which 
together  with  family  nominees  domi- 
nate corporate  boards,  seldom  question 
decisions. 

However,  should  they  decide  to 
break  ranks  and  sell  to  a  top-bidding 
raider,  a  takeover  could  succeed.  That's 
more  likely  now  because  some  finan- 
cial groups  have  nonstate  sharehold- 
ers— including  foreigners — to  whom 
they  must  also  answer,  and  those  new 
shareholders  are  showing  growing  signs 
of  restlessness. 

No  wonder  the  investment 
bankers — including  those  at  big  West- 
em  banks — now  consider  all  top  Indian 
groups  vulnerable,  including  industrial 
conglomerate  Mahindra  &  Mahindra 
and  the  Tata  and  Birla  groups,  which 
are  leaders  in  the  truck,  chemical,  and 


cement  markets  (table).  Tata  unit  Telco, 
India's  largest  truckmaker,  for  instance, 
has  a  market  cap  of  about  $430  mil- 
lion, down  from  more  than  $1  billion 
early  this  year.  But  its  book  value  is 
$645  million.  "Anyone  who  owns  less 
than  20%  of  their  company  is  a  poten- 
tial target.  They  had  better  worry," 
says  Jay  Daniel,  head  of  research  at 
Corporate  Database,  a  Bombay  data- 
analysis  firm. 

The  recent  ambushes  have  jolted  the 
family-run  concerns.  Gesco's  Ghanshyam 
Sheth,  the  nephew  of  the  company 
founder,  and  Nusli  N.  Wadia,  the  head  of 


CIRCLING 
THE  WAGONS 


The  market  caps  of  some  old-line  Indi 
an  groups  are  smaller  than  their  book 
values.  Now  raiders  are  appearing. 


SECTOR 


SHARE  PRICE*     BOOK  VALUE 


GREAT  EASTERN  SHIPPING 

Shipping,  Real  Estate 

0.72 
0.34 

0.80 

EICHER 

Tractors 

2.10 

INDO  GULF 

Minerals,  Fertilizer 

0.81 

1.48 

BOMBAY  DYEING 

Textiles 

2.50 

3.35 

GRASIM 

Cement,  Textiles 

4.95 

6.58 

MAHINDRA  &  MAHINDRA 

Tractors,  Real  Estate 

3.16 

3.62 

TELCO 

Trucks 

1.91 

2.52 

DATA:WALLETWATCH,  SMIFS,  CORPORATE  DATABASE 
•OOLURS/SHARE 

Bombay  Dyeing  and  the  grandson  of  Mo- 
hammad AJi  Jinnah,  founder  of  Pakistan, 
rushed  to  India's  securities  regulators, 
alleging  that  their  companies'  potential 
acquirers  had  violated  the  takeover  code 
by  disclosing  their  intentions  too  late. 
They  also  claimed  that  the  code  was  un- 
fair and  demanded  that  it  be  changed. 
The  regulators  don't  seem  to  have  been 
swayed,  so  far. 

Covering  all  their  bets,  on  Nov.  7, 
Gesco's  Sheth  family  countered  Renais- 
sance Estates'  move.  The  family  an- 
nounced it  will  team  up  with  Mahindra 
on  a  tender  offer  for  the  shares  needed 
to  build  a  stake  of  51%  in  Gesco.  The 
deal  would  give  Mahindra  control  but  let 
Ghanshyam  Sheth  keep  running  the 
company.  This  is  not  a  sellout,  says 
Sheth:  "[It's]  a  joint  venture  that  will 
enable  us  to  become  a  huge  player  in 
the  real-estate  market." 

But  Renaissance  Estates  isn't  show- 
ing any  signs  of  backing  off.  "This  is  a 


test  case  for  India,"  says  Abhishe 
Dalmia,  a  managing  director  of  the  cor 
pany,  who  says  he  has  a  $50  million  w^ 
chest  to  play  with. 

Even  if  the  raiders'  bids  are  unsuj 
cessful,  minority  shareholders — indivic 
uals  and  funds — benefit  from  increasel 
demand  for  the  shares.  The  Ambar 
brothers,  who  run  Reliance  Grouji, 
which  has  $5  billion  in  annual  revenue^ 
said  they'll  increase  their  stake  to  51<! 
from  40%.  The  Tata  group  has  bee! 
buying  back  shares  in  its  43  quotei 
companies.  The  share  price  of  unprol 
itable  Telco  has  risen  more  than  209 
in  November. 

CORPORATE     ARISTOCRACY  ' 
Minority  shareholders  can' 
resist  counting  their  chick 
ens.  "Shareholders  will  makJ^ 
money  in  a  hostile  takeover,] 
says  Mahesh  Keswani,  a  pril 
vate  investor  from  Bombaf 
who    has    held    a    block    o| 
Great     Eastern     Shipping 
shares    for    20    years.    H( 
watched    helplessly   as   his 
shares  in  Gesco's  parent  com 
pany  sank  from  $6.50  in  199^? 
to  about  70(?  now.  That  in- 
cludes a  recent  20%  bounce 
after    Great    Eastern 
nounced  a  buyback. 

Is  this  the  dawn  of  a  peri- 
od of  forced  consolidation? 
Some  skeptics  doubt  it.  Af 
financial  institutions  watchec 
passively  for  five  years  as  their  holdings 
in  the  old  corporate  aristocracy  lost  up 
to  75%  of  their  value.  And  even  if  In- 
dia's blue-blooded  industrialists  wanted 
to  sell,  they  probably  wouldn't  out  ol 
snobbery,  says  Kayu  Mehta,  head  of  pri- 
vate equity  at  Bank  of  America  in  India. 
Selhng  to  a  mere  jute  trader  from  Cal- 
cutta would  be  intolerable.  "DuPont 
may  have  been  more  welcome,"  he  says. 
For  the  moment  that's  not  an  option, 
since  foreign  companies  still  can't  make  [J 
takeover  bids  in  India. 

For  all  that,  the  taboo  against  chal- 
lenging the  industrial  rajahs  is  shat- 
tered. The  next  test  will  come  when 
regulators  rule  on  the  validity  of  the 
bids  for  Gesco  and  Bombay  Dyeing.  If 
they  go  through,  the  game  will  have 
truly  begun — and  the  old  families  will 
ignore  the  market  at  their  peril. 

Bif  Mmijeet  Kripalaiii 
in  Bonihdj/ 


ter  all. 
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e-Travel 

Bookines 
Take  Off 


E-travel  is  soaring.  Last  year,  2.2  million 
business  travelers  spent  $3  billion  booking 
on  the  World  Wide  Web.  This  year,  that  number  is  expected  to  quadruple.  By  2003,  it's 
estimated  that  online  business  travel  purchases  will  reach  a  staggering  $20  billion. 


Why  such  explosive  growth? 

Companies  are  finding  that  by  using  the  Web 
for  corporate  travel  purchasing,  they're  able  to 
control  direct  and  indirect  costs  in  ways  they 
never  were  able  to  before.  By  reducing  their 
reliance  on  travel  agencies  -  which  now 
charge  hefty  fees  for  bookings  -  companies 
can  slash  their  travel  management 
costs  even  while  improving  traveler 
satisfaction.  New  B2B  corporate  travel 
portals  allow  consumers  to  review 
virtually  all  their  choices  of  travel 
inventory  whether  it's  an  airline  seat, 
hotel  room  or  rental  car,  giving  travelers 
exponentially  improved  choice. 
The  Web  is  also  a  brilliantly  efficient  tool 
that  correlates  all  travel  management  functions: 
purchasing,  administration,  and  reporting. 
Web-based  systems,  from  expense  reporting 
"solutions"  to  data  warehousing,  arm  companies 
with  the  information  they  need  to  make  advan- 
tageous deals  with  travel  suppliers.  The  Web 
is  also  a  means  by  which  travel  suppliers  can 
build  and  maintain  relationships  with  corporate 
customers,  allowing  frequent  and  targeted 
communications  with  travelers  and  travel 
managers,  and  improved  customer  service  and 
quality  control,  all  while  shifting  purchasing 
power  from  supplier  to  buyer. 


1SS6 


Want  to  learn  more  about  e-travel 
management?  Read  about: 

HOW  THE  NEW  B2B  MARKETPLACE 
AFFECTS  TRAVEL  PURCHASING: 

The  Web  is  providing  strategic  alternatives  to 
the  traditional  ways  of  buying  travel. 

SURFING  THE  TOP  TRAVEL  SITES: 

The  best  sites  for  booking,  mapping,  meeting 
planning,  even  last-minute  travel  arrangements 

INNOVATIONS  IN  THE  WORLD  OF  'E': 

How  travel  suppliers  are  inventing  new 
technology  products  and  services  to  streamline 
purchasing  and  improve  the  overall 
travel  experience. 
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000  Delta  Air  Lines,  Inc. 


assenger  request: 


n 


ni  but  fUA^  UAIS 


leiia  means: 

heckiiig  in  at  the  curb  w/yoiir      ticket^ 
ettiiig  your  boarding  pass  at  tlie  curb  w/your      ticket 
oing  straiglit  to  tlie  plane  from  tlie  curb  w/your      ticket 
kipping  any  lines  on  your  way  there 


^I>elti 


delta.com 


SPECIAL    ADVERTISING     SECTION 


How  the  B2B  Marketplace  Affects 

Travel  Purchasins 


Strategic  Alternatives  to  the  Traditional  Ways  of  Buying  Travel 


FIVE  YEARS  AGO,  if  you  were 
going  on  a  business  trip,  you 
pict^ed  up  the  phone  and 
either  called  airlines  and  hotels 
directly,  or  you  called  a  travel 
agent,  who  made  the  arrangements 
and  took  a  commission  -  paid  for 
by  the  supplier  -  for  their  trouble. 
Today,  if  you  make  a  booking 
through  a  travel  agent,  you're  likely 
to  pay  somewhere  around  $50  per 
transaction  for  the  privilege,  now 
that  commissions  have  dwindled 
to  a  trickle.  Multiply  that  $50  by 
several  hundred  (or  thousand) 
travelers  taking  five  (or  50)  trips  a 
year,  and  it's  easy  to  see  why  com- 
panies of  all  sizes  are  looking  to 
alternatives  to  travel  agencies  to 
handle  the  reservations  part  of  the 
travel  purchasing  process. 

Many  of  the  world's  best  run 
corporations  are  now  using  purchasing 
portals  and  empowering  their  employees 
to,  in  essence,  act  as  their  own  travel 
agents.  A  click  on  the  "travel"  icon  on 
the  portal  home  page  or  a  link  off  a 
corporate  intranet  allows  these  travelers 
to  tap  into  a  powerful  database  similar 
to  the  ones  professional  travel  coun- 
selors use.  The  intranet  may  have  been 
built  by  a  high-tech  specialist  in  corpo- 
rate travel  applications,  like  TRX,  or  by 
the  IT  specialists  at  a  mega-agency  like 


American  Express  or  Maritz,  or  by 
a  Global  Distribution  System,  like 
Worldspan  or  Sabre.  (If  you  work  for 
a  small  or  mid-size  company,  you're 
more  likely  to  use  a  travel  Web  site 
like  Expedia,  Travelocity,  trip.com  or 
biztravel.com.) 

Still,  whichever  "reservation 
engine"  you  use,  you'll  be  able  to  find 
the  flights  and  fares,  hotel  rooms,  cars 
and  limousines  you  need  and  still  remain 
within  your  company's  purchasing 
guidelines,  which  get  downloaded  in 
such  a  way  that  employees  cannot 
make  a  reservation  out  of  corporate 


policy  without  special  permission. 
Users  can  also  find  all  the  informa- 
tion they  could  possibly  want  on 
restaurants,  nightlife,  currency, 
safety  and  weather  conditions  in 
their  destinations.  It's  even  possible 
to  click  on  a  map  that  shows  where 
your  appointments  are  in  relation  to 
the  airport,  hotel,  favorite  restaurant 
and  regional  office.  Click  on 
another  icon  and  an  expense  report 
template  pops  up  on  the  screen, 
already  filled  in-prepopulated,  in 
expense  wonk  parlance  -  with 
spending  details  off  a  Web-based 
credit  card  feed.  Add  out-of-pocket 
expenses,  click  on  send,  and  an 
expense  report  is  done  in  less  than 
a  minute. 

The  B2B  marketplace  and  corporate 
travel  are  natural  partners.  The 
Web  helps  streamline  awkward 
processes,  such  as  multiple  backing- 
and-forthing  with  travel  agents  on  the 
phone  to  hammer  out  itinerary 
specifics,  or  clogging  the  accounting 
department  workflow  with  paper 
expense  reports.  The  Web  also  adds 
price  transparency  to  the  mix,  allowing 
travelers  to  make  informed  and  sound 
point-of-sale  purchasing  decisions. 
Meanwhile,  that  B2B/corporate  travel 
partnership  is  being  enhanced  as 
suppliers  improve  their  interfaces,  add 
to  their  menu  of  services  and  create 
interesting  new  relationships  with 


Earn  a  free  vacation  faster.  Get  both  hotel  points  it  airline  miles  for 
the  same  stay  at  over  2,000  hotels  in  the  Hilton  HHonors"  family. 

Hilton  HHonors 
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To  enroll  in  Hilton  HHonors  or  to  make  reservations,  call  your  professional  travel  agent  or  call  l-800-HHONORS. 
Or,  receive  a  1,000  point  bonus  by  enrolling  online  at  www.hiltonhhonors.com. 

Online  enrollment  bonus  offered  through  December  31,  2000  Hilton  HHonors  membership,  earning  of  points  and  miles,  and  redemption  of  points 
are  subiect  to  HHonors  Terms  and  Conditions.  ©2000  Hilton  HHonors  Worldwide 


complementary  supplier  partners. 

One  of  the  best  examples  of  strategic 
partnerships  in  the  B2B  environment 
has  been  made  by  e-Travel,  a  subsidiary 
of  Oracle.  It  teamed  up  with  Continental 
Airlines,  Delta  Air  Lines,  Hertz, 
Amtrak  and  Pegasus  Solutions  (a  hotel 
representation/booking  firm)  to  enable 
multiple  participants  to  buy  and  sell 
travel  products  on  the  Web,  including 
airline  and  rail  tickets,  hotel  rooms, 
rental  cars  and  chauffeured  car  services. 
e-Travel  eliminates  many  of  the  costs 
(and  inefficiencies)  associated  with 
intermediaries  in  the  traditional  travel 
distribution  chain. 

There  are  essentially  four  compo- 
nents to  the  e-Travel  Marketplace: 
links  to  travel  suppliers  that  allow 
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Cisco,  Lucent,  MetLife,  Nike  and 
Xerox)  with  the  world's  leading  airline, 
hotel,  retail  and  car  rental  suppliers. 
The  GetThere  Marketplace  also  pro- 
vides value-added  services  for  the 
corporate  traveler,  such  as  wireless 
access,  online  ground  transportation 
and  restaurant  reservations. 

Other  interesting  new 
partnerships  include 

Worldspan,  the  Global  Distri- 
bution System  (GDS),  and 
FlightTime.com,  a  global  provider  of 
air  charter  services,  recently  formed  a 
partnership  that  will  allow  Worldspan 
agents  to  book  executive  and  commer- 
cial air  charter  services  on  more  than 
2,000  aircraft,  including  jets  and 


turboprops,  on  behalf  of  their  clients. 
FlightTime's  features  include  a  frequen 
flyer  program  and  a  search  function 
that  matches  all  suitable  aircraft  to  the 
customer's  needs. 

Concur,  the  automated  expense 
report  expert,  has  launched  The 
Concur  Business  Advantage  which 
consolidates  travel  purchasing  for 
small  and  mid-size  companies,  negoti- 
ates discounts  with  travel  suppliers 
and  runs  orders  through  Concur' s 
workflow  and  approval  process. 
Concur' s  partners  in  this  effort  include 
Microsoft  which  will  offer  "marketing 
and  research  and  development 
resources,"  Nortel  Networks  and 
Safeco,  each  of  which  invested  $35 
million  in  the  venture.  • 


Many  of  the  world's  best  run  corporations  are  now  using  purchasing 
portals  and  empowering  their  employees  to  act  as  their  own  travel  agentsJr 


corporations  to  interact  directly  with 
suppliers  to  purchase  and  pay  for  travel 
services;  additional  Internet-based 
corporate  travel  management  services 
hosted  by  e-Travel,  such  as  expense 
reporting;  additional  services  hosted 
by  partners,  such  as  Internet-based 
meeting  planning  services  offered 
through  StarCite;  and  an  online  com- 
munity to  define  and  communicate 
best  e-practices  in  corporate  travel 
management.  e-Travel  services  are 
used  by  several  major  global  corpora- 
tions, including  Ingensoll-Rand,  The 
Philip  Morris  Corporation  and  Joseph 
E.  Seagram  and  Sons,  Ltd. 

Similarly,  the  GetThere  Market- 
place, the  world's  largest  Internet 
marketplace  focused  on  B2B  travel 
services,  is  a  framework  that  connects 
major  buyers  of  corporate  travel 
services  (including  Boeing,  Chevron, 
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Life  is  hectic  enough. 
Here's  how  to  stay  in 

uOntroJ  of  your  trip. 
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TRAVELLER 
BENEFITS 


Access  your  real-time 
itinerary  anywhere 

Check  flight  arrivals, 
departures,  and  gates 

Retrieve  and  send 
itinerary  by  e-mail 

Access  by  laptop, 
PDA,  or  Web  phone 

From  the  creators 
of  Travelocity.com 


I  ntrod  uci  ng  Sabre 
Vi  rtua  My  There 

It's  everything  you  need  to  make  your 
travel  experience  sinnpler,  easier,  and 
more  enjoyable.  It's  the  personal  travel 
website  that  puts  you  in  control.  And  it's 
free.  With  Sabre  Virtually  There,  you 
have  access  to  a  world  of  travel  infor- 
mation-via  your  PC,  PDA,  or  Web  phone. 
You're  always  connected  to  your  itinerary, 
weather  information,  flight  times  and 
gates,  dining  and  entertainment  options, 
and  other  destination  information.  And 
so  are  your  co-workers,  family  and  friends. 
Ask  your  travel  professional  or  visit  us 
online.  And  find  out  why  more  and  more 
travellers  are  finding  Sabre  Virtually 
There  to  be  virtually  indispensable. 


.'iV-'^l  rAr.'i', 


www.virtuallythere.com 


The  Sabre  logo.  Sabre,  Sabie  VirluallyTriere  and  Travetocily.com  are  IrademarKs  antf/or  ssrvice  marks  ol  an  atfirate  of  Sabte  Inc 
Sabre  Virtually  There  operates  vvilb  handheld  devices  v»ith  Palm  08*  Version  3,X  or  Micfosoff  CE.©2000  Sabre  Inc.  All  RlflMs  Rsssrred 


Ily,  a  room  witf^v 

Explore  it  all  with  our 


STSN'  is  Marriott's  preferred  provider  of  high-speed  Internet  access. 
©2000  Marriott  International,  Inc. 


jw.  of  the  world. 

-speed  Internet  service  powered  by  AT&T 


You  met  with  the  clients.  You  made  the  presentation. 
You  clinched  the  deal.  Now,  what  are  you  going  to  do  for  you? 

At  Marriott  and  Renaissance  Hotels  you've 
got  the  whole  world  at  your  fingertips.  With  super-fast  high-speed 
Internet  connections  powered  by  AT&T,  you  can 
check  out  what's  going  on  in  town,  read  your  local  newspaper  or 

just  sit  back  and  watch  the  sun  set  in  Hawaii. 

All  from  the  comfort  of  your  room.*  Enjoy  yourself  a  little. 
You've  worked  hard  today.  In  fact,  go  ahead, 
book  a  flight  online  and  watch  that  sunset  in  person. 
For  more  information  and  reservations  visit  marriott.com 
or  call  your  travel  agent  or  1-800-228-9290. 

thinking  of  you  I 

RENAISSANCE.      ^amOtt. 

HOTELS  •  RESORTS  •  SUITES  HOTELS    RESORTS    SUITES 

|h-speed  Internet  access  is  being  rolled  out                             ,     ^ATftT   ^^^^^H  I 

3ll  Marriott  hotel  brands  around  the  world.  t  ^^ jHlllll^^g 
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Innovations  in  the 


World  of  E 


E -INNOVATIONS  for  corporate 
travelers  aren't  just  about  making 
reservations,  although  there  are 
now  more  ways  to  buy  an  airline  ticket 
than  most  people  ever  dreamed  possible: 
at  auctions,  blind,  reverse  and  other- 
wise; through  virtual  travel  agents 
which  offer  the  entire  range  of  corpo- 
rate travel  suppliers  (air,  hotel,  car, 
etc.)  at  one  portal  or  through  individual 
vendors,  whether  they  be  boutique 
hotels,  car  rental  companies,  corporate 
jet  charters  or  even  peddlers  of  corpo- 
rate travel  information.  You  can  even 
use  the  Web  to  find  someone  to  water 
your  plants  (and  your  cat)  while 
you're  on  an  extended  business  trip. 
Here  are  some  of  our  e-picks. 

New  Ways  to  Buy  Tickets 

Delta  Air  Lines  (www.delta.com) 
has  formed  a  partnership  with 
new  barter  Web  site  BigVine.com 
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(www.bigvine.com), 
allowing  the  carrier  to 
make  unsold  airline  seats 
available  on  the  site. 
Don't  have  enough 
barter  credit  on  BigVine 
to  book  a  flight  for 
your  next  business  trip? 
BigVine  partner, 
American  Express,  will 
set  up  credit  lines  for 
prospective  barterers. 
You  don't  want  to 
pay  full  fare,  but  you 
don't  want  totally  distressed  inventory 
either  (like  the  1 1 :00  pm  Friday  night 
flight  to  Sheboygan)  on  a  brand  you 
can't  choose,  the  way  you  have  to  at 
blind-auction  Web  sites. 

That's  why  there's  Savvio.com,  a 
new  site  that  provides  discounted  air 
fares  that  continue  to  drop  in  price  in 
real  time,  as  you  watch,  until  a  buyer 
steps  in.  The  display  shows  options  by 
airline,  flight  number,  aircraft  type 
and  availability  before  you  enter  a  bid, 
so  you  know  exactly  on  what  you're 
bidding.  An  e-mail  notification  feature 
alerts  you  when  the  ticket  you  covet 
reaches  a  specified  price;  the  AutoBuylt 
feature  automatically  snags  a  fare  if 
and  when  the  price  you've  determined 
arrives.  Something  else  to  like:  you 
can  also  earn  frequent  llyer  miles  on 
most  flights  booked  at  the  site. 

Yatra  (www.yatra.com),  a  start-up 
B2B  corporate  travel  marketplace. 


m 
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pools  participating  companies  into  ai 
enormous  "virtual  buyer"  with  signi 
cant  purchasing  power.  Travel  suppli 
then  target  Yatra  users  with  service 
upgrades  and  discounts  as  high  as  40 
percent.  A  fuzzy  logic-driven  "value 
assessment"  engine  considers  50  facto 
(such  as  departure  time,  airline  and 
airport)  at  point  of  sale  to  optimize 
purchasing  decisions.  Yatra' s  real-ti 
information  capabilities  are  a  hit  witF 
travel  managers  tracking  corporate 
travel  spend;  its  concept  (and  technol 
ogy)  was  just  selected  as  a  "Pundits 
Pick  for  New  Whiz  Bang  Technology 
at  the  recent  eTravelWorld  conferenc|tn 
in  Orlando. 


.1 
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Interesting  Ways  to  Stay  Wired 
When  You're  on  the  Road 
(Or  in  the  Air) 

Inflight  Internet  content  provider 
intlightonline,  intent  on  being  the 
biggest  company  in  its  space,  has 
recently  added  1 7  new  content  partnei 
to  its  existing  50  and  expects  to  doubh 
that  number  before  the  end  of  the  yeai 
Business  travelers  can  use  inflight 
online  to  stay  in  touch  with  the 
office  via  real-time  e-mail,  book 
transportation  through  eliniousine.coi 
or  make  a  dinner  reservation  through 
Restaurantrow.com.  Shoppers  will  be 
able  to  connect  to  all  sorts  of  purveyor: 


t\ 

Inc 
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igs.com,  GourmetMarket.com, 
llage.com,  OfficeMax. com, 
alE.state.com,  Lycos,  Fidelity 
estments.  Lands'  End,  Hertz,  and 
5d0g.com.  News  addicts  will  be  able 
Drowse  Hoover's  Online  business 
vs,  sports  scores,  stock  quotes  and 
er  interactive  information  sources. 
d  soon,  airline  schedules,  booking 
vices,  airport  gate  information  and 
ections  will  be  available  through 
ipQuest.com.  Inflight  Internet 
inections  will  cost  a  fraction  of  the 
>t  of  typical  airphone  connections, 
ompany  spokesperson  said. 
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details  (such  as  aircraft  type  and  meal 
information)  and  book  their  flights. 

An  Innovative  Way  for  Real-Time 
Flight  Info  to  Boost  Service 

Flight  delays  and  even  the  odd  early 
arrival  can  cause  a  ripple  effect  for 
travelers  even  after  they  get  off  the 
plane  -  especially  if  they've  rented  a 
car.  To  keep  customer  service  levels 
high  even  when  airports  have  been 
socked  with  delays,  Hertz  is  using  a 
new  satellite  technology  called  Flight 
Arrival  Notification  Systems  to  provide 
#1  Club  Gold  personnel  at  airport 


booked  online  a  reasonable  amount  of 
time  to  make  fixes.  Travelocity,  for 
example,  allows  complimentary 
changes  to  the  first  ticket  purchased. 

Meanwhile,  Galileo  launched 
ViewTripTM  (www.viewtrip.com),  a 
clever  tool  that  allows  travelers,  their 
travel  arrangers,  business  associates 
and/or  family  members  to  view  -  in 
real  time  -  the  most  current  air,  hotel 
and  car  rental  reservations  booked 
on  the  Galileo  or  Apollo  computer 
reservation  systems.  ViewTrip,  only 
a  few  months  old,  is  designed  as  the 
companion  for  Galileo  Wireless^*^ 


• 


You  don't  want  to  pay  full  fare,  but  you  don't  want  totally  distressed 
inventory  either  (like  the  11:00  pm  Friday  night  flight  to  Sheboygan). 


iportant  Ways  to  Get  Airline 
formation  &  Assistance 

Jow  that  most  major  carriers  are 
part  of  airline  alliances,  making 
iervations,  getting  information  and 
iding  assistance  is  getting  easier 
in  ever.  Travelers  on  AeroMexico 
'ww.aeromexico.com. mx),  for 
stance,  can  make  searches  and  book 
rectly  off  the  airline's  newly- 
hanced  Web  site,  or  access  flight 
formation  via  the  SkyTeam  site  at 
ww.skyteam.com. 
SkyTeam,  whose  anchors  (besides 
sroMexico)  include  Delta,  Air  France 
id  Korean  Air,  currently  offers  over 
400  daily  flights  to  45 1  destinations 
98  countries. 

The  alliance's  integrated  information 
chnology  network  enables  passengers 

•  contact  SkyTeam' s  659  airport 

id  city  ticket  offices  or  call  centers 

•  ascertain  flight  schedules,  service 


locations  with  real-time  flight  infor- 
mation. With  it,  employees  can  prepare 
Gold  rental  stalls  in  response  to  poten- 
tial flight  delays  and  cancellations, 
ultimately  leading  to  more  efficient 
and  productive  service.  Hertz  also  has 
upgraded  the  wireless  technology  used 
by  airport  courtesy  shuttle  bus  drivers 
and  their  colleagues  at  Hertz  #1  Club 
Gold  rental  facilities,  speeding  up  car 
delivery  even  faster  than  it  already  is. 

Noteworthy  New  E-Tools  for  Flyers 

One  of  the  biggest  reasons  corpo- 
rate travelers  are  reluctant  to 
book  on  the  Web  is  the  fear  that  they 
won't  have  any  recourse  if  they  goof 
up  by  typing  in  a  wrong  date,  or  for 
not  allowing  enough  time  for  a  con- 
nection, or  more  likely,  because  of  a 
change  in  their  plans  mid-trip.  Web- 
based  reservation  systems  and  airlines 
are  now  allowing  passengers  who've 


which  lets  travelers  not  only  view 
their  itineraries  but  make  changes  to 
their  flight  schedules  via  any  book- 
markable  wireless  device  or  PDA. 

Interesting  Ways  to  Keep  Up  With 
Frequent  Itinerary  Changes 

Sabre,  one  of  the  industry's  most 
innovative  technology  pioneers, 
has  launched  another  first:  The 
Virtually  There  Web  site  which 
shows  travelers  their  up-to-the-second 
itineraries  -  even  ones  that  have  been 
modified  several  times  -  and  other 
information  on  the  site  and  through 
wireless  devices. 

"Now,  the  60  million  travelers  who 
book  reservations  in  Sabre  each  year 
have  the  flexibility  to  retrieve  their 
travel  information  anytime,  anywhere, 
via  any  device,"  said  Scott  Smith,  senior 
vice  president  and  general  manager  of 
Sabre  BTS.  "Travelers  from  more  than 
500  companies  subscribing  to  Sabre 
BTS  are  now  also  able  to  wirelessly 
book  their  trips." 
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Virtually  There  users  also  will 
receive  proactive  alerts  about  flight 
cancellations,  delays  and  gate  changes. 
The  potential  savings  in  transaction 
costs  and  increase  in  productivity  and 
efficiency  through  the  use  of  the  site 
are  substantial,  travel  managers  say, 
because  employees  can  quickly  and 
easily  obtain  the  answers  they  need 
without  having  to  contact  travel  con- 
sultants -  which  lowers  agency  fees 
while  boosting  traveler  productivity. 

Information  services  include 
Virtually  There  To  Go  which  lets 


travelers  deliver  their  personalized 
itineraries  to  their  PDAs  and  other 
mobile  devices;  Sabre  Virtually  There 
Flight  Tracker  which  allows  travelers' 
business  associates,  friends  and  family 
members  to  view  exactly  where  their 
planes  are  at  any  time  during  the 
flights;  and  Sabre  Virtually  There 
Restaurant  Guide,  an  online  resource 
for  locating  and  making  reservations. 

"All  of  these  tools  make  travel 
planning  more  convenient,  time  efficient 
and  pleasant  for  Sabre  Connected'^'^ 
travele-s,"  said  Nancy  Raynor,  gener- 
al manage,  "or  Sabre  Virtually  There. 
"Unlike  (-ther  (  iline  sites,  travelers 
can  access  these  features  directly  from 
their  itineraries,"  she  added. 
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New  Ways  to  Encourage 
Compliance  on  Airfare  Purchasing 

Ever  wonder  whether  the  Internet 
fare  you've  just  seen  beats  your 
company's  negotiated  fare  on  the 
same  route?  Want  to  get  corporate 
credit  (not  to  mention  frequent  flyer 
points)  for  booking  an  airline  ticket 
oj^the  Web?  The  new  interactive 
booking  system  at  www.delta.com 
lets  travelers  view  all  their  options, 
comparing  all  types  of  fares  (discounted, 
Internet-only,  corporate,  full)  and 
allows  the  company  to  easily  capture 
purchasing  information  (to  be  applied 
toward  a  volume  agreement).  For  the 
travel  manager,  the  system  tracks  who 
actually  purchased  what  and  when,  as 
well  as  the  amount  of  savings  achieved, 
in  a  format  that's  downloadable  directly 
into  a  spreadsheet. 

Noteworthy  Hotel  E-Services 

Road  warriors  are  notorious  for 
turning  hotel  rooms  into  offices, 
which  is  one  of  the  reasons  why 
Embassy  Suites  hotels  is  so  popular 
with  guests.  For  the  second  year  in 
a  row,  the  chain  won  the  top  honor 
in  the  prestigious  J.D.  Power  & 
Associates  2(XX)  Domestic  Hotel  Guest 
Satisfaction  Study  ^"^  for  "Highest 
Guest  Satisfaction  Among  All-Suite 
Hotel  Chains."  What  guests  liked, 
besides  great  service:  the  practical 
advantage  of  two  rooms.  It's 
wonderful  not  to  wake  up  facing  your 
laptop  computer,  even  nicer  to  have  a 
room  that  doubles  as  a  conference 
room  if  you  need  a  confab  with  a  client 
or  colleague  without  the  awkwardness 
of  a  queen-sized  bed  in  the  room. 
To  further  impress  customers. 


Embassy  Suites 
now  offers  high- 
speed Internet 
access,  chain- 
wide.  Not  only 
are  the  guest 
rooms  wired  with 
dataports  offering  up 
to  50  times  the  speed  of  a 
conventional  modem,  but  the  meetin 
rooms  are  also  hooked  up,  and  many 
the  public  areas  are  as  well.  Another 
e-advantage:  the  opportunity  to  plan 
a  meeting,  quickly  and  easily,  online 
at  the  Embassy  Suites  Web  site 
(www.embassy-suites.com).  By  click 
ing  the  'Plan  a  Meeting'  icon,  you  ca 
request  sleeping  room  blocks  and 
schedule  an  entire  week's  worth  of 
events,  all  backed  by  the  company's 
strict  Meeting  Guarantee. 

A  revamped  hotel  Web  site  worth 
checking  out  is  at  Marriott.com  whic 
has  added  an  Express  Reservations 
feature  and  customized  content  for 
travelers  and  meeting  planners.  By 
voluntarily  registering  basic  profile 
information,  travelers  eliminate  the 
need  to  re-enter  personal  information 
whenever  making  reservations. 

Provide  information  about  your  trav( 
preferences,  such  as  the  cities  you  moi 
often  visit,  your  favorite  activities  anc 
preferred  Marriott  brands  (Marriott, 
Renaissance,  Residence  Inn,  Courtyarc 
TownePlace  Suites,  Fairfield  Inn,  Spring 
Hill  Suites,  Ramada  International), 
and  the  site  delivers  content  that  meet! 
these  interests.  You  can  also  choose 
to  receive  e-mails  about  relevant  new 
offers,  products  and  services. 

We  also  like  the  deal  Hilton  Hotel 
has  just  struck  with  LodgeNet  to  provid 


You   CAN    ALWAYS    SPOT 


WHO  DIDN   T    FLY    AEROMEXICO. 


The  driver  can  wait,  but  it's  unlikely  the  meeting  he's  taking  you  to  can. 


NEXT  TIME,  FLY  THE  AIRLINE  THAT,  FOR  10-YEAR5,  HAS  PROVEN  TO  BE  MORE  PUNCTUAL  THAN  ANY  MAJOR  U.S.  CARRIER.* 


YOU  LL  STILL  BE  EASY  TO  SPOT.  BUT  NO  ONE  SAID  BEING  FIRST  TO  ARRIVE  WAS  A  BAD  THING. 


AEROMEXICO. 


1  -800-237-6639     www.aeromexico.com 


on  dn  ontime  arrival  data  comparison  of  Aeromexico's  system  wide  operations,  derived  from  internal  company  records,  and  the 
1^  nnpr,ition<,  of  the  maior  U.S.  carriers,  as  published  in  DOT's  Air  Travel  Consumer  Reports,  for  calendar  years  (1990)  through  (1999) 


inlLMactive  television  services  to  220 
Hilton  hotels  in  the  United  States,  and 
in  the  formation  of  a  50-50  joint  ven- 
ture company,  InnMedia  LLC,  to  offer 
high-speed  Internet  access  via  TV 
to  hotel  guests  -  not  just  in  Hiltons  but 
in  other  upscale  brands.  LodgeNet's 
interactive  television  service  which 
provides  on-demand  movies  and  music, 
Nintendo  64  games,  Internet  access 
via  the  television  and  other  features 
will  begin  being  phased  in  during  the 
fourth  quarter. 

Streamlined  E-Expense  Reports 

Who  doesn't  want  an  easier  way 
to  do  an  expense  report?  New 
interactive  tools  from  American 
Express  gives  Corporate  Cardmembers 
quicker  and  easier  access  to  their  T&E 
spending  information.  "Corporate  Card 
Check  Your  Bill"  allows  Corporate 
Cardmembers  to  review  all  of  their 
account  information  (unbilled  charges, 
current  charges  and  six  months'  worth 
of  previously  billed  charges)  online. 
Several  other  interactive  features, 
from  international  currency  converters 
to  profile  update  capability,  allow 
Cardmembers  to  more  efficiently 
manage  their  T&E-related  paperwork. 
24/7  access  to  billing  information 
greatly  simplifies  the  often-aggravating 
preparation  and  reconciliation  of 
expense  reports.  Missing  a  statement 
or  individual  receipt?  Billing  informa- 
tion is  posted  for  six  months.  Billing 
disputes  can  also  be  initiated  online  at 
the  site.  Enroll  at  www.americanex- 
press.com,  click  on  the  "Corporations" 
tab  and  select  "Check  Your  Corporate 
Card  Bill  Online."  Personal  Cards 
may  be  registered  at  the  same  time  as 
Corporate  Cards. 
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SPECIAL    ADVERTISING    SECTION 

New  E-Ways  to  Evaluate  the  Real 
Cost  of  Changing  a  Flight 

Want  to  know  quickly  how  much 
it'll  hurt  (or  help)  to  change  an 
airline  ticket?  Expedia.com' s  Exchange 
Calculator  provides  estimated  costs 
for  changing  previously  purchased 
tickets.  Enter  the  new  dates  and  times 
you  prefer  to  travel  and  you'll  be 
stepped  through  a  search  of  the  available 
alternate  flights  and  their  costs.  After 
you  select  a  new  flight,  the  Exchange 
Calculator  displays  an  estimated  cost 
or  airline  credit,  as  well  as  any  penalty 
fees  that  may  apply.  Customers  have 
no  obligation  to  buy  the  new  flight(s) 
and  are  welcome  to  use  the  Exchange 
Calculator  to  determine  whether  or  not 
to  make  a  change  at  all. 

Clever  New  E-Valet 

Part  of  the  trouble  with  business 
travel  isn't  the  trip  itself,  it's 
what  road  warriors  need  to  get  done 
before  they  leave  or  while  they're 
away. A  new  Internet  site,  FreeToGo 
(www.freetogo.com),  is  aimed  squarely 
at  travelers  who'd  love  someone  to 
take  care  of  all  sorts  of  quotidian  details 
for  them:  putting  their  newspapers  and 
mail  delivery  on  hold,  finding  a  pet 
sitter,  downloading  passport  renewal 
forms  and  shopping  for  travel  necessi- 
ties, such  as  sundries,  luggage  and 
electrical  adapters.* 
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A  spacious  two-room  suite,  free  c  o  o  ke  d  -  t  o  -  o  r  d  e  r  breakfast,  nightly  Manager's 
Reception  and  Hilton  HHonors"*  hotel  points  and  airline  miles. ^  All  for  the  price 
of    an    ordinary    hotel    room.    Call    I  -  8  O  O  -  E  M  B  A  S  S  Y   or    visit    embassysuites.com 


EMBASSY     SUITES 
HOTELS" 
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THE  TOUGH 

SPORT-UTILITY 

VEHICLE 

SOFTENS  UP 


Say  Good-bye  to  the 
Shake,  Rattle,  and  Roll 

The  new  herd  ofSUVs  drive  more  like  big  cars  than  big  trucks 


0 


tea 


iver 


BY  DAVID  WELCH 

Iet's  face  it.  The  closest  most  sport-utility 
vehicle  owners  get  to  using  the  off-road 
capabilities  of  their  trucks  is  rumbling 
through  the  gravel  in  the  country  club 
parking  lot.  But  for  a  decade,  millions  of 
people  have  flocked  to  sport-utilities  de- 
signed off  the  foimdations  of  pickup  trucks. 
That  means  most  buyers  are  paying  big  sticker 
prices  and  enduring  a  bone-shaking  ride  just  to 
have  the  hip  image  that  comes  with  an  suv. 

Sensing  an  opportunity,  for- 
eign carmakers  have  created  a 
class  of  sport  ute  with  a  gentler 
ride.  This  approach,  building  on 
car  and  minivan  platforms,  has  worked  well  with 
luxury  models,  suvs  such  as  Toyota's  Lexus  RX 
300,  launched  as  the  first  of  this  breed  in  1998, 
rides  on  a  Camry  sedan  platform  and  is  a  smash 
hit.  The  RX  300  has  a  much  smoother  drive  than 
popular  pickup-based  suvs  like  the  Ford  Ex- 
plorer and  Chevrolet  Blazer.  It  was  quickly  fol- 


Automobiles 


MERCEDES 
ML320 


lowed  by  the  Mercedes-Benz     Starts  at: 
M-Class,  built  on  a  truck  base     $35,300 

but  with   lots   of  automobile     

hardware;  the  nimble  BMW  X5;     The  most  truck- 
and  this  month,  the  minivan-     like  of  the  new 
based  Acura  MDX.  breed,  the 

The  MDX  clearly  leapfrogs     M-Class  suffers 
the  competition.  Honda's  U.  S.    from  cabin 
engineering  team  took  basic     noise,  but  is 
hardware  from  the  hot-selling     still  a  Benz 
Odyssey  minivan  and  stepped 
it  up  to  make  the  MDX  a  nimble  drive.  The 
MDX,  which  starts  at  $35,300,  handles  almost 
as  well  as  the  agile  BMW  X5  and  better  than  the 
RX  300  and  M-Class.  And  Acura  has  packed 
this  vehicle  with  more  standard  luxury  ameni- 
ties than  its  rivals. 

Driving  it  on  Detroit's  highways — which  can 
seem  at  times  like  going  off-road — the  MDX  rolls 
smoothly  right  over  potholes,  railroad  tracks. 


and  the  like.  True  to  its  Odyssey  roots,  the  N  ^ 
has  a  comfortable  ride  suitable  for  family  tra-  ** 
Its  smoothness  is  matched  by  a  quiet  cat 
which  allows  conversation. 

The  Acura  handles  nearly  as  well  as  the  B 
X5 — which  many  consider  to  be  the  best-driv  ^^^ 
SUV  on  the  market.  I  took  an  off-ramp  witl 
suggested  speed  of  40  mph  at  about  70  mph  i 
the  MDX  took  the  bend  with  aplomb.  The  con 
nation  of  stiff  body  and  high-tech  suspens 
keep  the  MDX  stable  on  tight  turns 

Make  no  mistake,  the  $40,0 
plus  BMW  X5,  laimched  last  y( 
is  the  ultimate  suv  driving  r. 
chine.  But  with  a  six-cylinc  ' 
engine,  it's  at  least  $10,000  more  than  the  M 
With  an  eight-cylinder,  it'll  set  you  back  $50,( 
or  more.  And  the  Bimmer  is  equipped  with 
less  luxury  on  the  inside.  Says  recent  MDX  bi^ 
er  Christopher  Choudhry  of  Dallas:  "I  rea 
liked  the  BMW,  but  I  just  couldn't  justify  t 
difference  in  price." 

The  MDX  is  also  far  more  versatile,  with  seat: 
for  seven  people,  vs.  five  in  each  of  its  three  cl  "' 
competitors.  Engineei-s  at  Honda  r&d  Americas 
Maiysville,  Ohio,  fought  hard  for  that.  The  vehi 
was  designed  with  American  tastes  in  mind,  wh 
is  the  mission  of  Honda's  R&D  center  these  da 
"We  said  this  vehicle  has  to  seat  seven,"  sa 
Frank  Paluch,  chief  engineer  on  the  MDX  progi-a 
"At  fii'st,  Japanese  management  said  no.  Th 
wanted  something  more  like  the  RX  300.  We  o 
vinced  them  that  Americans  want  passenger  sp; 
and  functionality." 

Having  won  the  day,  the  MDX  team  designei 
two-person  bench  seat  that  folds  easily 
into  the  floor  so  the  rear  compart 
ment  can  double  as  cargo  space. 
However,  the  bench  is  best  suit- 
ed for  kids.  I  stand  over  six 
feet,  and  I  can  sit  back  there 
only  if  I  scrunch  up  my  legs 
accordion-style  against  the  back 
of   the    second    row.    All    the 
same,   the    MDX  has   the   best 
seating  for  any  suv  save  the 
big,  unwieldy  American  full-size 
models  such  as  the  Ford  Expedi- 
tion. And  my  MDX  averaged  ovei- 
17  miles  per  gallon  with  its  V-(i 
engine.  That's  a  sipi)er  next  to  the 
big  eight-])assenger  suvs  that  get 
about  14  miles  per  gallon. 
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BMWX5 

starts  at: 

$40,000 

The  best  driver 
in  the  group,  the 
BMW  comes  as 
either  a  225-hp 
V-6  or  a  $50,000 
282-hp  V-8.  The 
V-6  can  easily 
reach  $45,000 
with  audio  and 
comfort  add-ons 


MW  had  no  such  American  input.  If 
'  engineers  had  gone  to  a  music 
e  and  compared  the  number  of 
pact  disks  to  cassettes,  they  might 
J  put  a  CD  player  in  my  $45,000 
car.  The  car  also  lacked  heated 
s.  All  of  its  competitors  offer  these 
nities  for  less  cash.  True,  the  X5, 
I  an  inline  six-cylinder  engine,  dri- 
like  a  dream.  But  its  heavy  doors, 
t  passenger  space,  spartan  interior, 
hard  leather  seats  seem  to  be  say- 
"It  drives  like  a  BMW,  so  don't 
plain  about  all  the  little  things." 
lonversely,  Lexus  understands  lux- 
In  true  Lexus  fashion,  the  RX  300 
ures  the  poshest  interior.  Even 
igh  the  current  RX  300  is  the  oldest 
ts  class,  it's  still  tops  for  comfort, 
seats  are  the  softest  and  best  able 
ushion  the  driver  and  passengers 
n  the  road.  The  four-wheel-drive 
sion  starts  at  $;^5,655,  though  load- 
it  with  premium  stereo  equipment 
a  navigation  system  can  easily 
h  the  sticker  upward  of  $42,000. 
)ther  trade-off:  The  RX  300  doesn't 
die  like  the  X5  and  mdx.  Still,  it's 
ter  to  drive  than  its  fourth  chief 
ipetitor — the  Mercedes  M-Class. 
Ay  test  car  was  the  $3(5,000  ML- 
,  powered  by  Mercedes'  3.2-liter  V-6.  It  ac- 
hates smoothly,  but  that  doesn't  make  up  for 
rough  ride.  On  any  tight  bend,  the  M-Class 
IS  hard  into  the  turn  the  way  a  truck  would. 
d  it's  noisy.  The  engine  sounds  nice,  but  it 
ij  vades  the  entire  cabin.  Why  buy  an  M-Class? 
;h  a  $35,000  sticker  that  roughly  matches  the 
'\\  ;e  of  the  entry-level  Mercedes  C-Class  sedan, 
a  cheap  way  to  get  into  a  Benz. 
The  luxury  suv  market  is  set  to  expand.  In 
spring.  General  Motors  will  launch  the  Buick 
ndezvous,  based  on  the 


LEXUS 
RX300 

starts  at: 

$35,655 

The  optional 
navigation 
package  (far 
right),  brings 
the  luxurious 
Lexus  to 
$40,000-plus 


same  platform  as  the  Pontiac  Aztek.  Cadillac's 
yet  unnamed  entry  will  follow  in  late  2002.  In 
2003,  Lexus  will  have  an  all-new  RX  300,  featur- 
ing a  third  row  of  seats.  And  Mercedes  will  re- 
design the  M-Class  around  the  same  time — with 
a  stretched  version  offering  more  seating  coming 
shortly  after  that. 

Luxury-vehicle  buyers  should  continue  to  ben- 
efit from  the  competition  in  the  sport-utility  mar- 
ket. For  now,  though,  Aciora's  mdx  is  the  best 
buy  among  this  more  refined  breed  of  SUV. 


ACURA  MDX 

Starts  at: 

$35,300 

Perhaps  the  best 
value,  the  MDX  drives  as 
ivell  as  the  BMW,  and  in- 
riuding  options  comes  to 
less  than  $40,000 
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THE  AMT,  TECH 
STRATEGIES, 

LIFE  INSURANCE 
FOR  WOMEN 


Staying  Out  Of 

The  Tax  Twilight  Zone 

The  alternative  minimum  tax  holds  traps  for  the  unwary 


BY  MIKE  McNAMEE 

This  has  been  a  wild 
and  crazy  year  for  in- 
vestors— and  the  pain 
isn't  over  yet. 
Whether  you  were 
lucky  or  unlucky  in 
2000,  the  Internal 
Revenue  Service  could  have 
a  surprise  for  you  next  April: 
the  alternative  minimum  tax 
(AMT).  Either  big  capital 
gains — the  kind  you  might 
have  if  you  cashed  in  your 
chips  early  in  the  year — or 
incentive  stock  options  can 
shove  you  into  this  parallel 
tax  universe,  where  deduc- 
tions disappear  and  standard 
tax  planning  gets  stood  on 
its  head.  The  result:  a  com- 
plicated tax  return  and  a  big- 
ger check  made  out  to  "U.  S. 
Treasury." 

A  quick  review  of  your 
2000  income  and  deductions 
can  tell  you  whether  you're 
likely  to  land  in  the  AMT 
trap  (table,  page  216).  And 
if  you  act  before  yearend, 
you  have  a  chance  to 
escape  the  AMT — or  to 
make  the  best  of  a  bad  situation. 

The  AMT  was  designed  in  the  1970s  to  catch 
high-income  investors  who  use  hefty  tax  breaks 
to  wipe  out  their  IRS  tab.  Now,  it's  catching 
many  less-than-wealthy  families,  because,  unlike 
the  regular  income  tax,  its  rate  brackets  and 
exemptions  aren't  adjusted  for  inflation. 
The  new  Congress  might  reform  it,  but 
the  rollback  would  be  small. 

The  AMT's  Form  6251  requires  you 
to  add  back  to  your  taxable  income  a  long  list  of 
"preference  items" — from  state  and  local  income 
and  property  taxes  to  net  operating  losses.  You 
then  recompute  your  taxes  based  on  26%  and 
28%  rates,  vs.  the  15%  to  39.6%  used  for  the  reg- 
ular tax  tables,  and  pay  the  higher  of  the  two 
tallies. 

These  calculations  hold  traps  for  the  unwary. 
If  capital  gains  make  up  a  large  share  of  your  in- 
come, as  they  might  if  you  cashed  out  appreci- 
ated stocks  this  year,  they  can  shove  you  into  the 


Taxes 


AMT.  The  reason:  In  place  of  personal  exei 
tions  and  some  itemized  deductions,  the  AMT 
lows  only  a  $45,000  exemption  ($33,750  for  sin 
taxpayers)  that  starts  phasing  out  when  y 
income  hits  $150,000  ($112,500  for  singles)."  ) 
gains  can  push  your  income  to  the  point  whi 
those  exemptions  disappear,  increas 
your  odds  of  paying  AMT. 

Exercising  incentive  stock  opti( 
can  also  land  you  in  AMT  territory.  ( 
tions  let  you  buy  your  company's  stock  at  a  1 
low-market  price,  isos  are  most  rewarding 
you  hold  the  shares  you  buy  for  a  year,  so  ;i 
profit  is  taxed  at  the  capital-gains  rate.  If  you 
subject  to  the  AMT,  however,  you've  got  to  coi 
as  AMT  income  the  difference  between  the  |)i 
you  pay  and  the  stock's  market  value  al  i 
time  you  exercise  the  option,  and  pay  up  to  2; 
in  taxes. 

That  could  be  especially  painful  for  liigli  It 
employees.  "A  lot  of  people  exercised  o|)ti 
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Could  the  Mid-Cap  Stock  Fund  be  our  best  kept  secret? 


Much  attention  is  paid  to  the  hot 
new  start-up  companies  and  the 
established  blue  chips.  But,  some- 
times the  best  opportunities  may  be 
right  in  the  middle.  The  Fidelity  Mid- 
Cap  Stock  Fund  generally  invests  in 
companies  with  market  capitalization 
between  1  and  15  billion.  Mid-caps 


hold  a  unique  position  in  the  market 
—  around  long  enough  to  be  fairly 
stable,  but  still  having  the  potential  for 
significant  growth  —  you  may  want  to 
consider  them  as  part  of  a  diversified 
portfolio.  Put  the  expertise  and  service 
of  Fidelity  to  work  for  your  portfolio 
to  help  you  see  yourself  succeeding. 


Fidelity 
Mid-Cap 
Stock  Fund 

Yesterday's  start-ups.  Tomorrow's  blue  chips? 

1  year  5  year  Life  of  Fund^ 


MORNINGSTAR 

•  ***• 

Morningstar  Overall  Rating"" 
as  of  9/30/00; 


69.95% 


26.57%        26.60% 


Returns  as  of  9/30/00.'  Past  performance  is  no  guarantee  of  future  results.  Mutual  fund  returns  have  sustained  significant  gains  and  losses  recently 
due  to  stock  market  volatility  in  certain  sectors.  Current  performance  may  be  lower  than  performances  stated.  Please  visit  Fidelity.com  for  current 
performance  figures.  The  securities  of  smaller,  less-known  companies  may  be  more  volatile  than  those  of  larger  companies. 

The  Overall  Rating  is  based  on  a  weighted  average  of  a  fund's  ratings  for  the  3-,  5-,  and  10-year  periods.  As  of  9/30/00,  the  number  of  funds  in  the 
Morningstar  Domestic  Equity  Fund  Category  was  3876,  2419,  and  796  for  the  3-,  5-,  and  10-year  periods,  respectively. 


FMeliiy  ^-^  Inuesimenis' 


1-800-FIDELITY    Fidelity.com 

more  information  on  any  Fidelity  fund,  call  for  a  free  prospectus  and  read  it  carefully  before  investing.  TDD  SERVICE:  1-800-544-0118  for  the 
if  and  hearing-impaired  9a.m.-9p.m.ET. 

rningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  9/30/00  and  are  subject  to  change  every  month.  Morningstar  ratings  are 
;ulated  from  a  fund's  3-,  5-,  and  10-year  average  annual  returns  in  excess  of  the  90-day  Treasury  bill,  including  loads,  if  appropriate,  and  a  risk  factor  that 
ects  performance  below  the  90-day  Treasury  bill.  Ten  percent  of  funds  in  an  asset  class  receive  five  stars,  22.5%  receive  'our  stars,  35%  receive  three 
's,  22.5%  receive  two  stars,  and  10%  receive  one  star.  Data  provided  by  Morningstar,  Inc.  Although  gathered  from  reliable  sources,  data  completeness 
I  accuracy  cannot  be  guaranteed.  Morningstar  is  a  registered  trademark  of  Morningstar,  Inc.  and  is  not  affiliated  with  Fidelity  Investments, 
e  fund  was  also  rated  five  stars  for  the  3-  and  5-year  periods,  10-year  period  not  available.  'Life  of  fund  is  as  of  inception  date:  3/29/94.  'Average 
lual  total  returns  for  the  period  ending  9/30/00  include  changes  in  share  price,  reinvestment  of  dividends  and  capital  gains.  Share  price  and  return 
.V  vary  and  you  will  have  a  gain  or  loss  when  you  sell  your  shares.  Fidelity  Distributors  Corporation.  116619 
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Taxes 


wlu'ii  stock  prices  were  high,  but  since  then  the 
stocks  have  tanked,"  says  Martin  Nissenbaum, 
head  of  personal  finance  and  taxes  for  Ernst  & 
Young.  If,  say,  you  paid  $1  to  exercise  an  option 
when  your  stock  was  at  $11,  you  have  a  potential 
AMT  of  $2.80  per  share.  If  the  stock  has  since 
fallen  75% — as  many  tech  stocks  have — ^you  could 
owe  more  in  taxes  than  the  shares  are  worth. 

What  to  do?  One  way  out  is  a  "disqualifying 
disposition" — a  stock  sale  that  removes  the  op- 
tion's special  tax  treatment.  If  you  sell  the  shai'es 
within  a  year,  you'll  owe  ordinary  tax,  but  that 
could  be  less  than  the  AMT.  Taking  the  same  ex- 
ample— shares  bought  at  $1  that  are  now  worth 
less  than  $3 — you'd  owe  only  79<Z  in  tax,  even  at 
the  top  rate.  What  if  you  still  want  to  own  the 
stock?  Unless  you  took  a  loss,  you  can  buy  back 
the  same  stock  immediately.  "Try  to  exercise 
options  early  in  the  year  so  you'll  have  the  most 
flexibility  if  the  stock  falls,"  says  Bernard  Kent, 
a  tax  partner  with  Price waterhouseCoopers. 

Even  this  late,  you  can  take  steps  to  avoid  the 
AMT.  Collect  income  now  that  you  normally 
wouldn't  get  until  next  year,  and  put  off  pay- 
ments that  might  increase  your  deductions.  Don't 
pay  investment  expenses,  legal  fees,  or  state  or 
local  taxes  now:  If  you  wind  up  owing  amt,  you'll 
be  denied  the  deductions  for  those  costs. 

If  you're  first  encountering  the  amt,  deter- 
mine if  it's  a  onetime  hit  or  a  new,  permanent 
feature  of  your  taxes.  Smart  accountants  can 
time  your  finances  so  you'll  be  in  and  out  of  the 
AMT  in  alternate  years.  That  helps  get  you  the 
most  mileage  from  income,  deductions,  and  stock 
options.  It's  tricky,  but  worth  the  effort  if  build- 
ing your  wealth — not  Washington's — is  your  goal. 
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FOR  THIS  TAX  BREAK, 
SHOULD  YOU  HOLD  'HOLDRS'? 


If  it  looks  like  an  exchange-trad- 
ed fund  and  acts  like  an  etf,  is 
it  also  an  etf  for  tax  purposes? 
Maybe  not.  Our  story  "Making 
the  Best  of  Your  Clunkers" 
(BW — Nov.  13)  presented  strate- 
gies for  wringing  tax  benefits  out 
of  your  portfolio.  One  was  to  sell  a 
losing  stock,  replace  it  with  a  simi- 
lar ETP,  wait  31  days,  and  reverse 
the  trade — and  avoid  the  Internal 
Revenue  Service's  wash-sale  rules, 
which  disallow  tax-loss  deductions 
if  you  buy  back  too  soon.  The  etf 
works  like  a  placeholder,  keeping 
you  invested  in  the  sector  in  case 
there's  an  interim  rally. 

But  the  strategy  may  not  pass 
muster  with  the  iRS  if  you  use 
one  breed  of  etf,  the  holdrs. 
According  to  Diane  Gamick,  an 
equity  derivatives  strategist  at 
Merrill  Lynch,  which  created 
HOLDRS,  these  vehicles  are 
grantor  trusts,  and  legally  speak- 
ing, the  HOLDRS  owner  owns  the 
underlying  stocks  in  the  portfo- 


lio. As  such,  replacing  Yahoo! 
with  Internet  holdrs  could  be 
seen  as  violating  the  wash-sale 
rule,  at  least  with  the  part  of  th 
HOLDRS  that  represents  Yahoo! 
SPDRs,  or  "Spiders,"  and  iShares 
two  other  forms  of  etfs,  don't 
have  this  problem  since  they  art 
organized  as  investment  compa- 
nies, the  same  as  mutual  funds. 

Three  etf  experts  business 
week  spoke  vdth  took  issue  wit] 
Garnick.  Al  Blomquist,  editor  of 
The  Weekly  Reader,  an  etf 
newsletter,  says  the  holdrs 
trust  is  a  separate  security  from 
its  underlying  holdings. 
Blomquist,  also  a  financial  plan 
ner,  has  clients  using  them  in 
tax-related  sales. 

Regulation  lags  innovation, 
and  the  tax  code  does  not  yet 
address  the  holdrs.  Until  the 
U.  S.  Tax  Court  steps  in,  in- 
vestors concerned  about  the 
holdrs'  viability  as  a  replace- 
ment might  use  other  etfs. 


ABGsoftheAMT 


Will  you  trigger  the  alternative  minimum  tax  when  you  calculate  your  2000  tax 
return?  Here's  a  method  to  estimate  your  risk  of  owing  AMT: 


1ADD  UP  YOUR  "PREFERENCE  ITEMS"  Certain  deductions 
and  credits  that  you  claim  on  your  regular  tax  return  are 
disallowed  on  the  AMT.  The  major  ones  include: 

INCENTIVE  STOCK  OPTIONS  The  difference 

between  the  price  you  paid  for  the  stock  and 

the  market  value  at  the  time  you  bought  it  $ 


STATE  &  LOCAL  TAXES  PAID  Remember  to 

include  the  tax  you  paid  on  capital  gains  $_ 

MISCELLANEOUS  DEDUCTIONS  i.e.,  investment  and 
legal  fees,  unreimbursed  employee  expenses        $_ 

INTEREST  ON  PRIVATE-PURPOSE  MUNI  BONDS       $. 

ACCELERATED  DEPRECIATION,  BUSINESS 
CREDITS  For  proprietors,  partners,  and 
Subchapter  S  shareholders  $_ 

PERSONAL  EXEMPTIONS 

($2,800  per  family  member)  $. 

TOTAL*  $ 


2  COMPARE  YOUR  ...,  ,„,„,,„  „,„..,, 

PREFERENCE  AMT  TRIGGER  POINTS 

ITEMS  If  they  exceed  income  couple  single 

the  "trigger  points"  $100,000      $30,770       $28,518 

on  this  table,  you're       200;000 33;284 31075 

likely  to  be  subject        • 

to  AMT.  300,000        39,170         57,035 

400,000        80,600        98,465 

500,000      122,030       139,893 


3 DODGE  THE  AMT  OR  TAKE  ADVANTAGE  OF  IT? 
•  If  you're  just  over  the  AMT  line,  you  might  escape  the  lev 
by  putting  off  deductions  (postpone  paying  state  taxes  and  le- 
gal and  investment  expenses)  or  accelerating  income  into  2000 

•  If  you're  deep  in  AMT  territory,  pile  as  much  income  into  2000 
as  you  can.  It'll  be  taxed  at  a  lower  rate  (28%  top  rate  vs. 
39.6%  top  rate)  than  if  you  claim  it  in  a  year  when  you  don't 
owe  AMT. 


'Other  preference  items  may  apply  In  your  situation 

DATA:  ERNST  &  YOUNG;  BW 
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Listen  with  more 
intelligence. 


LITTLE  RICHARD 


fFrom  computer  modems  to  the  newest  MP3  players^  ST  microchips  are  the  brains  behind 
fhe  latest  ways  to  enjoy  music. 

Whether  it's  TuttiFrutti  or  Beethoven's  Ninth,  the  digital  revolution  has  forever  changed  how  we 
listen  to  music.  And  S7"is  a  star  performer  in  the  process. 

Sfsupplies  microchips  for  computer  modems,  sound  cards,  solid  state  and  hard  disk  storage 
devices,  active  loudspeakers,  and  portable  MPS  players. 
People  want  better  access  to  music,  and  Sfis  listening. 


^ 


We  put  more  intelligence  into  everything. 


STMicroelectronics  (formerly  SGS -THOMSON)  •  www.st.com  •  A  world  leader  in  semiconductors  for  consumer  products, 
automotive,  telecommunications,  computer  penpherals,  industrial  automation  and  control  systems  •  For  opportunities:  http://jobs.st.com 

STMicroelectronics 
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Merrill's  Tech  Guru 
Draws  the  Big  Picture 

Steven  Milunovich  is  bullish  on  the  Internet  huildout 


INTERNET  STOCKS 
WILL  LANGUISH  FOR  A 
WHILE,  HE  THINKS 

"What  happens 
after  a  bubble 
bursts  is  that 
the  real  business 
shows  up  5  to  10 
years  later" 


\all  Street  brokerage  firms  employ 
]  armies  of  analysts  to  cover  technology 
stocks,  but  nearly  all  focus  on  a  nar- 
row group,  such  as  e-commerce  com- 
panies, networkers,  or  PC  makers. 
That's  why  Merrill  Lynch  named  vet- 
eran computer  analyst  Steven 
Milunovich  as  its  global  technology  strategist, 
a  new  position  for  the  firm. 

Milunairich's  job  is  to  synthesize  the  ideas  of 
Merrill's  110  techru)logy  analysts  who  cover  near- 
ly 500  companies  into  colierent  advice.  He  is  to  fo- 
cus 07i  big-picture  trends,  which  are  often  ne- 
glected by  analysts  caught  up  in  quarterly 
earnings  forecasts.  Given  Merrill's  vast  reach, 
with  15,900  brokers  serving  over  six  million  house- 


ftolds,  Milunxyvich's  views  cc 
become  influential.  Persmval 
nance  Editor  Susan  Sc, 
recently  spoke  to  Milunov\ 
JfO,  about  techtiology  invest 

Q:  Are  you  bullish? 
A:  Over  the  long  term, 
Technology  will  continue  tc 
one  of  the  fastest  growing 
tors  of  the  economy. 

Q:  Wliat  about  the  short  ter 
A:  We  might  see  a  bounce 
tween  now  and  January 
cause  tech  stocks  have  staj 
a  yearend  rally  in  eight  of 
past  10  years.  But  I  doubt 
will  make  new  highs.  Pri| 
earnings  ratios  are  still  ger 
ally  high  by  historic  standaij 
Tech  stocks  have  to  fall  anc 
er  10%  to  15%  before  be| 
fairly  valued. 

Q:  Hoiv  do  you  pick  stocks^ 
A:  Tech  investing  is  thems 
If  you  can  get  the  big-pictJ 
trends  right,  it  quickly  lei 
you  to  the  baskets  of  sto^ 
that  should  do  well  over  tir 


Q:  What's  an  example? 
A:  Say  you  decided  in  the  ea 
1990s  that  data  network: 
could  be  a  big  thing.  Bs 
then,  there  were  a  handful 
major  players,  like  Cisco  S 
tems  and  Cabletron  Syster 
It  wasn't  clear  how  big  n 
working  would  be  or  wh 
companies  would  succeed.  0'' 
time,  some  went  out  of  bi 
ness  or  merged  with  othe 
and  Cisco  became  the  gori 
If  you  had  initially  bought 
basket  of  stocks  of  the  ma 
players,  you  could  have  n 
rowed  your  portfolio  to 
winners  over  time. 


Q:  What's  today's  key  theme? 
A:  The  buildout  of  the  Internet  will  drive  te( 
nology  over  the  next  five  to  ten  years.  It's  no 
new  theme,  but  we  are  still  early  in  the  gar 
We  argue  that  no  more  than  20%  of  the  Int 
net's  plumbing  is  in  place  in  the  U.S.  Globa 
the  buildout  is  ])robably  closer  to  10%. 

Q:  Which  stocks  ivill  best  capitalize  on  this? 
A:  The  ini'rastructure  players  are  well  jjositiont 
Sun  Micro.systems  could  dominate  the  serv 
category.  In  storage  devices,  we  like  KMC,  N 
work  Api)liance,  and  Veritas  Software.  In  col 
munications  equipment,  ('isco,  Nortel  Nctworlj 
and  .JDS  Uniphase  are  good  choices.  Softwal 
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1-800-OK-CANON, 

sit  www.imagerunner.com 
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The  imageRUNNER  5000  has  landed  along 

Hole  Punch  .  ....  ,  ,  r^        ,        ..       ,     ,  > 

With  legions  of  new  fans.  People  attracted  by 

its  seamless  network  fit.  By  its  ability  to  output  50  ppm  and  deliver 

full-finishing  capabilities  right  from  the  desktop.  Plus,  it's  built  on  the 

highly  acclaimed  imageRUNNER  product  platform.  Which  may  explain 

why  the  latest  in  the  imageRUNNER  line  is  attracting  lines  of  its  own. 

At  Canon,  we're  giving  people  the  know-how  to  realize 

the  full  power  of  the  digital  office. 


The  new 
imageRUNNER 
is  here. 


5  D  D  D 


OdnOll    KNOW  HOW 
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will  be  important,  so  Ariba,  Oracle,  and  niche 
players  like  Pivotal  and  Mercury  Interactive. 

Q:  How  about  the  wireless  Internet? 

A:  The  wireless  buildout  has  barely  begun.  We 
think  the  de\ice  companies,  such  as  Re- 
search in  Motion,  Palm,  and  Handspring 
will  thrive,  as  well  as  new  software 
names,  such  as  Phone.com  and  services 
companies  like  Aether  Systems. 

Q:  Which  sectors  do  yo7i  favor? 

A:  We  think  data  storage  will  be  one  of 

the  highest  growth  areas  in  technology 

and  exceed  our  expectations  over  time. 

As  Internet  use  becomes  more  pervasive, 

increasingly  data  will  be  stored  digitally, 

fanning  demand  for  data-storage  devices. 

Q:  What  sectors  do  you  avoid? 
A:  We're  underweighting  Inter- 
net stocks.  We've  seen  a  bubble 
type  of  industry;  first  there  was 
hypergrowth,  and  then  the  bub- 
ble burst.  It's  like  in  the  early 
1980s,  when  a  hundred  disk  drive 
companies  emerged  and  then  col- 
lapsed. People  were  saying  the 
PC  thing  is  over — and  that  was 
before  Microsoft  went  public. 
What  happens  after  a  bubble 
bursts  is  that  the  real  business 
shows  up  5  to  10  years  later.  So, 
Internet  stocks  will  prob- 
ably languish  for  a  while. 


emerged  as  the  leaders.  Next  came  the  Pc  t 
giving  rise  to  Microsoft,  Dell,  and  Intel.  N 
we're  in  the  network-computing  period,  wh 
is  about  building  the  plumbing  of  the  Interne 

Q:  What's  the  best  way  to  value  tech  stocks? 
A:  Revenues  are  a  better  predictor  than  eamii 
of  tech-stock  prices  in  the  short  term.  A  good 
ample  is  Nortel.  Its  third-quarter  earnings  b 
estimates,  but  revenues  were  disappointing,  i 
its  share  price  has  since  fallen  29%.  That  said, 
still  think  Nortel  is  a  good  stock  to  own  becai 
it's  a  leader  in  the  high-growth  fiber-optics  ar 
If  you  look  at  the  Merrill  Lynch  100  Tech  ind 
which  represents  the  largest  tech  stocks,  t 
top  10  stocks  in  terms  of  earnings  growth  r( 
an  average  113%  over  the  past  three  years.  I 
the  top  10  revenue  growers  rose  134%. 

Q:  Wfiy  are  investors  paying  more  attention 
revenues  than  earnings? 
A:  One  reason  is  because  some  tech  compan 
don't  have  earnings.  Another  is  because  it's  hai 
er  for  management  to  manipulate  revenues 
most  important,  revenues  are  a  company's  o> 
gen.  You  can't  sustain  high  earnings  withe 
strong  revenue  growth.  Look  at  some  of  t 
biggest  tech  blowups  of  the  past  year,  such 
IBM,  Xerox,  Lucent,  and  Unisys.  In  every  ca; 
earnings  growth  handily  exceeded  revenue  gai: 

Q:  Anything  else  important  about  revenues? 
A:  Be  wary  of  big  tech  companies  whose  re 

Merrill's  Top  Tech  Picks 


STOCK 


SYMBOL 


RECENT 
PRICE* 


52-WEEK 
RANEE 


EST.  5-Y(l 
GROWTH 


Q:   When  Internet  stocks  revive, 
which  will  be  the  names  to  own? 

A:  Our  inclination  is  to  go  with  ^  ^       ^ 

today's  leaders,  thinking  that  they  ADM.SYSTEMS ADBE $72^06 $170-$53 24% 

will  decline  less  and  bounce  back  CADENCE  DESIGN  SYS.       CDN         23.00  28-21         25 

first.  So  America  Onhne,  Yahoo!,  cjsco  SYSTEMS CSCO 50.38 82-33 32 

and  eBay.  But  still  be  cautious. 


DST  SYSTEMS 


DST 


54.75 


61-26 


24 


Q:  Are  there  cheap  tech  stocks  EMC  EMC         78.88         105-30 

tfmt  invest/yrs  should  buy  now?  NORTEL  NETWORKS  NT         38.56  86-25 

A:  There  are  cheap  stocks  but  —-- p^^ '^^^^ :j^:^^- 

whether  they  are  screammg  buys  

isn't  clear.  For  instance,  Compaq  Com-  SANMINA SANM 92.44 120-39 


puter,  Dell  Computer,  Microsoft,  and  In 
tel  have  fallen  to  attractive  levels,  and 
they  wall  probably  bounce  back  a  bit. 
But  they  were  the  leaders  of  the  PC  era 
of  computing,  and  the  fundamentals 
don't  support  investing  in  them  over  the  next 
few  years.  You're  better  off  buying  high-quality 
companies,  like  EMC  and  Network  Appliance,  be- 
cause they  are  in  sync  with  the  new  trends. 

Q:  Are  you  sounding  the  death  knell  for  Pes? 
A:  PCS  will  continue  to  be  big  sellers,  but  they 
will  no  longer  drive  technology.  The  tech  industry 
changes  dramatically  every  12  to  15  years,  and 
the  market  leaders  of  one  period  rarely  lead  the 
next.  In  the  1970s  and  early  1980s,  mainframes 
were  dominant,  and  companies  like  IHM  and  Dioc 
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As  of  Nov.  13  **Average  annual  growth  in  earnings  per  share 

DATA;  MERRILl  LYNCH  &  CO.,  BLOOMBERG  FINANCIAL  MARKETS 


enues  are  approaching  $^^0  billion.  A  study  by  tl 
Coiporate  Executive  Board  and  partly  funded  1 
Hewlett-Packard  found  that  the  sales  growtli 
Fortune  50  companies  tended  to  stall  at  $30  b 
lion.  Compaq  hit  the  wall  around  that  mark,  ar 
sales  are  slowing  at  Lucent,  Intel,  and  I)( 
Companies  I'd  watch  in  here  are  Ericsson,  Ni 
tel,  and  Nokia.  Hewlett-Packard's  reveiuK 
slowed  at  $40  billion  but  then  reaccelerated  foi- 
few  ([uarters.  However,  its  recent  earnings  di 
appointment  shows  the  bigger  you  get,  the  liai 
er  it  gets. 
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The  McGraw-Hill  Companies 

Keeping  the  world  up  to  speed* 


l.TX   Till 


WHO  DEPENDS 

ON  US  FOR 

INFORMATION? 


PERHAPS  YOU 
SHOULD  ASK 
WHO  DOESN'T? 


buld  be  a  Ci 
._.,  'school  studenf: 
between.  Chonces  are  you  rely  on 
The  McGraw-Hill  Companies  for 
information  to  help  you  make  the 
most  out  of  your  life. 

www.mcgraw-hill.com 
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BY  TODDI  GUTNER 


YOUR  MONEY  AND 
YOUR  LIFE  INSURANCE 

I  was  reviewing  my  corporate  life  insurance 
benefits  recently  when  I  suddenly  realized 
that  I  was  grossly  underinsured.  While  the 
coverage  is  designed  to  help  support  my  family  if 
I  die,  I  couldn't  achieve  that  goal  without  buying 
additional  insurance. 

It  turns  out  I'm  not  unusual.  Women,  whether 
they  work  in  or  outside  the  home,  tend  to  un- 
derestimate their  economic  contribution  to  the 
family.  So  they  don't  make  adequate  provisions  to 
offset  the  loss  of  their  in- 
come, which  could  leave 
their  families  vulnerable 
to  financial  disaster  should 
they  die.  In  my  case, 
since  my  husband  earns 
about  twice  what  I  do,  I 
figured  all  would  be  fine  if 
he  were  properly  insui'ed. 
But  the  reality  is,  we  de- 
pend on  both  our  salaries 
to  pay  our  mortgage  and 
care  for  our  two  small 
children.  Without  my 
share,  my  husband  would 
be  in  an  economic  bind. 
"Women  often  see  their 
salary  as  the  secondary 
income,"  says  Diane  Sav- 
age, a  senior  manager  at 
benefits  consultant  Wat- 
son Wyatt  Worldwide. 
"But  it's  not  just  fun 
money  because  a  big  part 
of  it  is  used  to  support 
the  lifestyle  of  the  family." 
CALCULATIONS.  So  you 
have  to  determine  how 
much  insurance  you  need 
and  the  most  cost-effec- 
tive way  to  purchase  it.  Many  big  companies 
provide  some  life  insurance  benefit,  but  the 
amount  is  usually  insufficient.  For  example,  my 
employer,  The  McGraw-Hill  Companies,  auto- 
matically insures  me  for  one  year's  salary,  up 
to  $100,000.  But  many  financial  planners  recom- 
mend that  each  wage  earner  in  a  dual-income 
couple  be  covered  for  five  to  seven  times  gross 
annual  income.  Other  advisers  suggest  you  de- 
termine the  family's  yearly  financial  needs,  mul- 
tiply the  number  by  20,  and  make  sure  the  two 
spouses'  combined  coverage  is  adequate.  Both 
methods  assume  you'll  want  life  insurance  for 
20  years,  or  until  your  children  reach  adulthood. 
Web  sites  such  as  Quicken.com  or 
QuickQuote.com  can  give  you  rough  estimates 
of  how  much  insurance  you'll  need. 


1. 


Even  if  you  earn 
less  than  your 
husband,  your 
income  counts. 
Make  sure  you 
have  enough 
coverage  to 
prevent  putting 
your  family  in 
financial  jeopardy 
should  you  die 


Don't  think  that  if  you're  a  stay-at-home  m< 
er  none  of  this  applies  to  you.  You  need  to 
termine  what  it  would  cost  to  replace  the 
vices  you  provide,  such  as  child  cj| 
housekeeping,  cooking,  and  transportation.  E 
if  your  spouse  has  substantial  assets  or  ea 
enough  to  cover  these  expenses  easily,  you  she 
be  insured  for  at  least  $100,000  for  immedi 
cash  needs,  says  John  Hixson,  president  of 
nancial  Management  Professionals,  a  finan 
planning  firm  in  Lake  Charles,  La.  But  for  th 
couples  that  do  not  have  substantial  assets 
high  income,  a  policy  of  at  least  $250,000  is  m 
appropriate. 

Generally,  you  have  three  sources  from  wl 
to  purchase  life  insurance:  your  employer,  y 
spouse's  company,  or  private  plans.  Securing  s 
plemental  coverage  fr 
your  own  company  is 
venient,  but  you  hs 
more  policy  choices  if  ;> 
go  outside.  Also,  becai 
employers  must  insure 
their  workers  regardl 
of  health,  their  rates 
often  higher  than  those 
private  insurers.  At  T 
Graw-Hill,  for  example 
could  increase  my  cov 
age  fivefold  for  an  ex 
$59.80  a  month  in  20 
But  the  premium  is 
locked  in  and  could  r 
every  year  after  that, 
ternatively,  I  could  bu; 
20-year  policy  with  t 
same  amount  of  covert 
from  Prudential  Insurai 
Co.  for  a  fixed  monti 
premium  of  $52.92 

About  10%  of  comi 
nies  offer  some  covera 
to  a  spouse  for  free,  wl 
66%  let  you  buy  it, 
cording    to    William 
Mercer,     a     human 
sources  consulting  fir 
But  it's  advisable  to  buy  a  policy  that's  not  fri 
your  spouse's  employer,  whether  you  work  oi 
side  the  home  or  not.  You  need  the  portability 
the  insurance  in  case  your  spouse  becomes  i 
employed  or  you  get  divorced.  "The  more  } 
own  independent  of  the  marriage,  the  bett( 
says  Anna  Rappaport,  a  principal  with  Willi 
M.  Mercer.  I'm  glad  it's  corporate  benefits  seas( 
Reviewing  my  benefits  statement  has  motivat 
me  to  make  sure  I  am  properly  insured  fi 
now  on. 
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For  more  on  insurance,  or  to  join 

a  discussion  in  our  forum,  see  hers.onlme  at 

www.businessweek.com/investor/ 


QUESTIONS?  COMMENTS?  E-nfiail  hers@businessweek.com  or  fax  (212)  512-2538 
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igine  having  all  the  world's  best  e-business 
'otectlon  at  your  beck  and  call.  24/7.  Now 

you  can  have  managed  network  security 
d  availability  services  via  the  Internet  with 
nyCIO.com,  the  world's  first  infrastructure 
■lication  service  provider  (ASP).  It  features 
services  built  on  the  world's  leading  prod- 
Jcts  like  McAfee,  PGP  and  CyberCop.  So 
myCIO.com  is  continuously  on  the  job, 
efending  your  company  against  the  many 
threats  you  face  from  both  inside  and  out. 
i/isit  myCIO.com  today  for  a  FREE 

30-day  trial  of  managed  security. 
Then  sign  up  for  a  little  peace  of  mind. 
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The  Barker  Portfolio 


THE  UNSUNG  HERO 
OF  FUND  INVESTORS 


BY  ROBERT  BARKER 


Who  is  Mercer  Bullard?  And  just  what  does 
Mercer  Bullard  want?  Those  aren't  ques- 
tions I  ever  dreamed  would  occur  to 
me — or  interest  you.  But  they  drove  me  the 
other  day  to  hear  him  out  over  coffee  and  orange 
juice.  A  couple  hours  of  intense,  nonstop  talk 
later,  I  had  a  crushing  headache  and  two  convic- 
tions: First,  few  investors  will  ever  know  the 
name  Mercer  Bullard.  Second,  if  you  own  a  mu- 
tual fund,  you  will  likely  end  up  in  his  debt. 

Bullard  is  the  founder  of  something  called 
Fund  Democracy.  Right  now,  that  amounts  to  a 
home  office,  a  Web  site,  and  some  startling  am- 
bitions. "I'd  like  Fund  Democracy  to  be  the  lead- 
ing advocate  for  mutual  fund  shareholders — an 
effective  advocate  for  change,"  Bullard  said.  "And 
I  want  to  make  a  living  doing  it." 

Since  leaving  his  legal  post  in  the  Securities 
&  Exchange 
Commission's 
fund-regulation 
division  last  Jan- 
uary to  start 
Fund  Democra- 


Mercer  Bullard 


CURRENT  JOB  CEO,  Fund  Democracy 

LAST  JOB  Attorney,  U.S.  Securities 
&  Exchange  Commission 

FORMER  BOSS'S  DESCRIPTION 

"A  tenacious,  pig-headed  person — 
and  that's  a  compliment" 

WEB  SITE  www.funddemocracy.com 


SCHOOLING  B.A.,  Yale  University; 
M.A.,  Georgetown  University;  J.D., 
University  of  Virginia 


PERSONAL  39  years  old.  Lives  in 
Chevy  Chase,  Md.,  with  wife  and 
three  children 

HEROES  Arthur  Ashe,  Jack  Bogle 

QUOTE  "This  is  hardball  in  the 
worst  way" 

DATA;  BUSINESS  WEEK 


cy,  Bullard  has  made  notable 
headway  toward  that  first 
goal.  Most  remarkably,  he  in- 
tervened last  May  in  a  case 
involving  Barclays  Global  In- 
vestors, which  manages  $833 
billion  in  assets,  to  enhance 
disclosure  of  risks  in 
"iShares,"  a  group  of  ex- 
change-traded funds  i«;i  rolled 
out  with  much  fanfare.  Now, 
he's  helping  speed  along  a 
pending  SKC  rule  to  make 
funds  invest  at  least  80%  of  assets  in  the  way 
their  names  imply,  so  a  municipal  bond  fund 
would  be  at  least  80%  in  munis.  "He  knows 
how  to  push  the  right  buttons,"  said  Bany  Bar- 
bash,  a  Shearman  &  Sterling  partner.  Barbash, 
who  hired  Bullard  in   1996,  when  he  ran  the 


SK(;'s  fund  division,  added:  "He's  a  tenaci( 
pig-headed  person — and  that's  a  complimen 
Not  everyone  who  has  encountered  Bull 
admires  him  as  much,  although  they're  care: 
stay  anonymous.  His  criticism  of  the  SEC 
angered  some  former  colleagues,  and  the 
vestment  Company  Institute,  an  industry  gri 
Bullard  opposes  on  many  issues,  declined  to 
cuss  him.  A  fund  industry  attorney  explai 
why:  "I  don't  think  the  ici  is  prepared  for  soi 
body  like  him.  They  tend  to  view  the  SEc| 
their  private  jurisdiction.  They're  of  the  v; 
right  now  that  he's  just  a  speck." 
STRATEGY.  Bullard  made  his  way  to  the  SEC  a: 
touching  the  right  academic  bases,  clerking  ft 
U.S.  Appeals  Court  judge,  and  spending 
years  at  a  big-name  Washington  law  firm, 
also  worked  four  years  at  a  Pentagon  con 
tant,  studying  options  in  limited  nuclear  w  ^'^ 
fare  and  picking  up  strategic  smarts. 

Hearing  all  of  this,  though,  I  couldn't  h 
wondering  who,  after  a  long  bull  market,  era 
such  a  champion?  But  Bullard  rightly  sees  fu 
as  they  are  and  knows  how  much  better  tl 
might  be.  The  law  demands  funds  be  run 
the  benefit  of  investors, 
fund  companies.  His  prime  t 
get  is  changing  the  law 
make  fund  directors  barg 
harder  with  fund  manage 
over  fees.  Directors'  roles,  p 
such  issues  as  how  often  fui 
should  disclose  their  holdin 
came  up  in  October,  when  Fi 
Democracy  sponsored  a  sym 
slum  that  put  Paul  Roye, 
SEC's  current  top  fund  reg-u 
tor,  right  on  the  hot  seat.  R 
said  later  that  he  was  hap 
to  have  the  chance  to  he 
from  the  investor  advocates 
For  all  the  hell  Bullard 
raising,  he  has  made  only  sc; 
progress  toward  his  second  a 
bition — making  a  profit  fr 
Fund  Democracy.  He  aims  to  create  a  publishi 
operation  and  data  base  on  fund  governance  tl 
financial  advisers  will  find  valuable.  He's  trying 
raise  capital  from  the  likes  of  investment 
searcher  Morningstar.  "He  wants  to  capital 
on  [having  made]  a  name  for  his  organizatio 
Morningstar  CEo  Don  Phillips  told  me.  Yet, 
Phillips  said  Morningstar  has  learned,  "advoca 
doesn't  necessarily  translate  into  revenues, 
something  you  do  because  it's  right." 

That's  why  the  fund  world's  Old  Guai'd  may 
happy  to  hojie  they  can  wait  BuUai-d  out.  My  b 
Mercer  Bullard  will  keep  causing  them  headad 
far  more  wicked  than  the  crusher  he  put  on  n 
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For  a  Q&A  with  Mercer  Bullard,  please  go  to  barkeronlin 
www.businessweek.com/investor/  or  AOL  keyword:  BW  Da 
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JICING  UP  CAMINUS 


GENE  G.  MARCIAL 

Iware  biggies 
et  Caminus' 
llie  in  utilities, 
uyout  may  loom 
Tarm-implement 
l(er  Gehl.  And 
!  election  snafu 
lid  boost  Diebold 
ing  machines 


Hilary  Kramer,  investment  strategist  and  se- 
nior managing  director  at  multibillion-dollar 
Cisneros  Group,  is  ever  on  the  prowl  for  un- 
dervalued growth  stocks  that  she  deems  are  po- 
tential buyout  bait.  Her  latest  pick:  Caminus 
(cAMZ),  an  energy  play  with  takeover  spice  added. 

In  recent  days,  the  stock  has  jumped  from 
25  to  more  than  31 — on  record  third-quarter  re- 
sults and  rumors  that  a  couple  of  large  enter- 
prise-software companies  are  eyeing  Caminus — 
a  provider  of  software  and  consulting  services  to 
electric  and  gas  utilities  and  energy  traders  in 
North  America  and  Europe.  Among  its  cus- 
tomers: American  Electric  Power,  Conoco, 
ConEdison,  and  PG&E  Energy  Trading. 

Who  is  after  Caminus?  "It  appears  that  Peo- 
pleSofL  and  Germany's  SAP 
are  looking  to  expand  into 
energy,"  says  Kramer.  She 
notes  that  both  are  enter- 
prise resource  planning 
companies  that  develop 
broad  applications  soft- 
ware. PeopleSoft,  whose 
market  cap  is  $12.3  billion, 
develops  enterprise  soft- 
ware for  finance,  human 
resources,  and  supply-chain 
planning.  SAP,  with  a  mar- 
ket value  of  .$51  billion,  is 
the  world's  largest  maker 
of  collaborative  e-business 
software  solutions. 

"Caminus   would   give 
SAP  or  PeopleSoft  entry 
into  a  slice  of  the  energy 
market  that's  growing  an-   KRAMER:  Hunting 
nually  at  30%  to  40%,"  takeover  targets 

says  Kramer.  SAP  and  Peo-   

pleSoft  already  make  financial  software  systems 
that  they  could  apply  to  yet  another  rich  market, 
she  says.  "PeopleSoft  is  always  on  the  lookout  for 
possible  acquisitions,"  says  spokesman  Steve 
Swasey.  sap  didn't  return  a  phone  call.  Cami- 
nus CEO  David  Stoner  declined  comment. 

James  LoGerfo  of  Banc  of  America  Securities 
rates  Caminus  a  "strong  buy,"  with  a  12-to-18 
month  price  target  of  45  based  on  its  "robust 
earnings  growth  and  solid  future  prospects." 


A  LONG 
DRY  SPEf 


GEHL 


IS  GEHL  HEADING 
FOR  A  HARVEST? 
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I  he  pressure  is  mounting  on  Gehl 
(gehl),  a  maker  of  farm  and  light 
construction  equipment,  to  take 
swift  action  in  the  face  of  sagging  earn- 
ings and  soggy  stock.  Two  major  in- 
vestor groups  are  urging  the  company 
to  come  up  with  options  to  boost  share- 


holder value — ^including  putting  the  company  up 
for  sale.  Behind  the  move  are  Heartland  Advisors, 
which  owns  8.5%,  and  a  group  headed  by  takeover 
artist  Harold  Simmons,  which  has  6.3%. 

In  a  recent  letter.  Heartland  President  William 
Nasgovitz  reminded  Gehl's  board  that  it  had  a 
"fiduciary  responsibility  to  respond  decisively" 
to  severe  problems  plaguing  Gehl.  And  a  group 
composed  of  cic  Equity  Partners,  Newcastle 
Partners,  and  Simmons'  Contran  warned  that  it 
may  make  a  bid  for  Gehl. 

Paul  DeRobbio,  managing  director  at  CIC  Eq- 
uity, says  the  group  will  either  seek  control  of 
the  board  or  make  a  tender  offer.  In  June,  CIC 
proposed  to  buy  Gehl  at  a  substantial  premium 
to  its  trading  price.  The  offer  was  rebuffed,  says 
DeRobbio.  He  hopes  Chairman  and  CEO  William 
Gehl  will  "respond  more  positively"  when  the 
Simmons  group  makes  its  next  move. 

DeRobbio  notes  that  the  stock,  which  hit  19  in 
June,  coDapsed  to  8  in  mid-October  before  bounc- 
ing to  12  recently — mainly  because  of  renewed 
buyout  rumblings.  Gehl  didn't  return  calls. 

VOTING  MACHINES 
FLORIDA  WOULD  LOVE 

Some  pros  think  they  have  found  what  could 
be  a  timely  "electoral  baDoting"  play:  Diebold 
(DBD),  the  largest  maker  of  automated  teller 
machines  and  electronic  and  physical  security 
equipment.  The  bizarre  turn  of  events  in  Florida 
has  cast  a  bright  light  on  Diebold 's  recent  pur- 
chase of  Brazil's  Procom  Industria  Electronica, 
which  makes  simple,  foolproof,  and  secure  elec- 
tronic voting  machines — used  by  100  million 
Brazilians  during  the  local  elections  in  October. 
The  Diebold  voting  machine,  tje2000,  has  a  nu- 
meric keypad  and  small  liquid-crystal-display  mon- 
itor. Tapping  in  a  candidate's  number,  his  or  her 
digitized  photo  shows  up  on  the  monitor.  The  vot- 
er presses  a  green  button 
to  cast  the  vote.  Each  voter 
has  an  electronically  regis- 
tered number.  About  20  pri- 
vate companies  make  elec- 
tronic touch-screen  voting 
devices.  What's  Diebold's 
plan  for  its  machine?  "We 
are  looking  into  all  options 
on  how  to  market  it  in  the 
U.  S.,"  says  spokesman 
Mike  Jacobson.  Diebold  has 
yet  to  determine  its  selling  price. 

Shares  of  Diebold  jumped  from  26  to  30  on 
Nov.  13  when  investors  got  a  whiff  of  Diebold's 
voting  machine.  Matthew  Wolfersberger  of  Mc- 
Donald Investments  raised  his  rating  that  day 
from  a  hold  to  a  buy. 
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Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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Figures  of  the  Week 


■  STOCKS 

S&P  500 

Nov.    May    Nov.    Nov  9-1 5 

1560 I -1420 


U.S.  MARKETS 


Nov.  15 


%  change 
Year  to   Last  12 
Week      date    months 


GLOBAL  MARKETS 


Nov.  15 


%  c 
Year 

Week      d 


1495 


1430 


1365 


1300 


jtt 


1390.0 

•1370 

•1345 
•1320 


COMMENTARY 

A  haywire  week  in  the  markets,  which 
reeled  with  election  contusion  and  bleak 
earnings  forecasts.  On  Nov.  13,  the  Nas- 
daq closed  below  3000-a  tirst  in  over  a 
year-prompted  by  Hewlett-Packard's  earn- 
ings shortfall,  yet  it  rebounded  the  next 
day  with  its  lOth-largest  gain  ever.  It 
ended  the  week  down  2.0%.  The  Dow 
shed  1.8%,  and  the  S&P  500  lost  1.4%. 
A  stable  Federal  Reserve  policy  on  inter- 
est rates  helped  curb  further  damage. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P500  1390.0  -1.4  -5.4  -0.3 

Dow  Jones  Industrials  10,707.6  -1.8  -6.9  -0.5 

Nasdaq  Composite  3165.5  -2.0  -22.2  -1.7 

S&P  MidCap  400  513.4  -1.7  15.5  21.5 

S&P  SmallCap  600  215.3  -0.6  8.9  17.5 

Wilshire  5000  12,926.0  -1.7  -6.4  0.6 

SECTORS 

Business  Week  50*  1104.4  -1.9  -15.1  -4.1 

Business  Week  Info  Tech  100**    763.9  -1.3  NA  NA 

S&P/BARRA  Grovrth  780.8  -0.9  -12.0  -4.1 

S&P/BARRA  Value  623.5  -1.8  2.1  3.0 

S&P  Energy  932.7  0.8  11.8  9.3 

S&P  Financials  153.4  -3.3  15.3  6.3 

S&P  REIT  81.7  0.2  11.0  11.5 

S&P  Transportation  697.3  3.3  16.8  8.7 

S&P  Utilities  323.2  -0.7  42.2  35.0 

GST!  Internet  299.1  -12.7  -58.0  -43.9 

PSE  Technology  948.9  -0.2  -2.4  27.8 
*Mar.  19,  1999  =  1000       **Feb.  7,  2000=1000 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
IVIexico  City  (IPC) 
FUNDAMENTALS 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Revision* 

•First  Call  Corp, 

TECHNICAL  INDICATORS 


Nov.  14      Wk.  agi; 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1441.5  1441.8 

51.0%  56.0°/! 

0.74  0.59 

1.93  2.17 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Pollution  Control 

Forest  Products 

Railroads 

Toys 

Specialty  Appar.  Retailers 


46.4 
26.8 
24.9 
23.7 
23.6 


Defense  Electronics 

HMOs 

Hospital  Management 

Food  Wholesalers 

Pollution  Control 


176.2 
71.0 
64.6 
61.6 
58.7 


Long-Dist.  Telecomms. 
Communications  Equip. 
Oil  &  Gas  Drilling 
Computer  Systems 
Office  Equip.  &  Supplies 


-21.4 

-13.7 

-13.2 

-9.8 

-7.6 


Long-Dist.  Telecomm 
Metal  &  Glass  Contai 
Office  Equip.  &  SuppI 
Furnishings  &  Appliai 
Gold  Mining 


MUTUAL  FUNDS 


EQUITY  FUND  CATEGORIES 

4-week  total  return 


% 


Weekending  Nov.  14 
■  S&P  600  ■  U.S.  Diversified  MAN  Equity 
52-week  total  return 


%     -3        0        3        6        9       12 
Data:  standard  &  Poor's 


Leaders 

Miscellaneous  7.4 

Financial  6.8 

Mid-cap  Value  5.9 

Large-cap  Value  5.1 
Laggards 

Japan  -5.6 

Technology  -5.3 

Communications  -2.8 

Natural  Resources  -2.7 

EQUITY  FUNDS 

4-week  total  return 


52-week  total  return 

Leaders 

Health 

Mid-cap  Growth 

Natural  Resources 

Real  Estate 

Laggards 

Precious  Metals 

Japan 

Diversified  Pacific/Asia 

Pacific/Asia  ex-Japan 


%      52-week  total  return 


67.7 
19.2 
18.9 
18.7 

-25.4 
-20.5 
-17.2 
-10.1 


% 


Leaders 

Fidelity  Select  Paper  19.5 

Gintel  16.5 

Rydex  Basic  Materials  Inv.  14.9 

Rydex  Transportation  Inv.  14.2 
Laggards 

Credit  Suisse  Inst  Jap.  Gr  -23.9 

Grand  Prix  A  -18.4 

Thurlow  Growth  -18.2 

PBHG  Tech.  &  Comms.  -17.8 


Leaders 

Dresdner  ROM  Biotech.  N  178.3 
Munder  Fram.  HIthcre.  B  166.2 
Schroder  Cap.  Mic.  Cap  Inv.  157.9 
Franklin  Biotech.  Disc.  A  130.8 
Laggards 
Apex  Mid  Cap  Growth 
Credit  Suisse  Inst.  lap.  Gr. 
U.S.  Glob.  Inv.  World  Gold 


-60.7 
-54.1 
-46.2 
Warburg  Pincus  Jap.  Sm.  Co.  -46.2 


■  INTEREST  RATES 

KEY  RATES 


Nov.  1 5    Week  ago 


Id 

BISti 


n/IONEY  MARKET  FUNDS 


6.14%       6.13% 


kni 


90-DAY  TREASURY  BILLS 


6.36 


6.41 


1 -YEAR  TREASURY  BILLS 


6.15 


6.16 


10-YEAR  TREASURY  NOTES 


5.71 


5.87 


.kill. 


30-YEAR  TREASURY  BONDS 


5.77 


5.89 


30-YEAR  FIXED  MDRTGAGEt 

tBanxQuote,  Inc. 


7.76 


7.79 


Htf 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  m 
bonds,  assuming  a  31%  federal  tax  rate 

10-yr.  bond     3C 


GENERAL  OBLIGATIONS 

....'♦;7.6% D„ 

TAXABLE  EQUIVALENT 

6.90 

liu 

INSURED  REVENUE  BONDS 

4.91 

TAXABLE  EQUIVALENT 

7.12                   Jl 

I  THE  WEEK  AHEAD 


/ 


INTERNATIONAL  TRADE  Tuesday,  Nov.  21, 
8:30  a.m.  est^-  The  U.S.  trade  deficit, 
covering  both  goods  and  services,  likely 
rose  to  $30  billion  in  Septennber,  from 
$29.4  billion  in  August.  That's  the  medi- 
an forecast  of  economists  polled  by  Stan- 
dard &  Poor's  MMS,  a  unit  of  The  Mc- 
Graw-Hill Companies.  Exports  are 
expected  to  be  unchanged  in  September, 
after  jumping  3.6%  in  August,  to  $93 
billion.  Imports  probably  grew  to  about 
$123  billion,  after  edging  up  0.8%  in 
August,  to  $122.5  billion.  Foreign  trade 


had  little  effect  on  economic  growth  in 
the  third  quarter,  but  it  subtracted  signif- 
icantly from  first-half  growth. 

FEDERAL  BUDGET  Tuesday,  Nov.  21,  2p.m.  rsr 
►  The  U.S.  Treasury  is  likely  to  report  a 
monthly  deficit  of  $17  billion  for  October, 
the  first  month  of  fiscal  2001,  says  the 
S&P  MMS  survey.  That  compares  with  a 
deficit  of  $26.7  billion  in  October,  1999. 
For  all  of  fiscal  2000,  Washington  posted 
a  surplus  of  $236.7  billion,  the  largest 
surplus  on  record.  The  new  Congress  and 


White  House  will  debate  how  to  i 
ture  surpluses. 

UNEMPLOYMENT  CLAIMS  Wednesday  N 
22,  8:30  a.m.  [st>  New  filings  for 
unemployment  insurance  probably 
taled  about  300,000  for  the  week 
Nov.  18.  Claims  had  posted  an  une 
ediy  large  jump  in  the  first  week  of 
vember,  when  they  rose  to  344, 00( 
309,000.  The  Labor  Dept.  said  the 
was  caused  by  temporary  layoffs  in 
auto  industry. 
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performance,  down  1.9%,  tracked  the  broader  mari<ets.  Best  Buy  was  by  far  tfie  biggest  loser  with 
line  after  the  company  warned  earnings  for  fiscal  third  and  fourth  quarters  will  fall  below  esti- 
:ial  stocks-Schwab,  Citigroup  and  Capital  One  Financial--were  down.  Oracle,  up  16.4%,  and  Xil- 
6  were  among  the  few  bright  spots. 

COMPANY  PERFORMANCE 


Daily:  Nov.  9-1 S 
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%  change 

Since 
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ft 

Week 
0.9 

3/1/00 
-22.8 
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k     Company 

Week 

3/1/00 

26 

Intel 

-2.8 

-28.4 

-  irner 

-10.5 

-11.7 

27 

Tribune 

-0.5 

1.8 

"  (Stems 

2.8 

-18.7 

28 

Xilinx 

19.8 

-6.4 

nil  

16.4 
0.2 

-19.2 
50.5 

29 

Enron 

-2.1 

16.5 

30 

Lexmark  International 

0.0 

-62.6 

'Stems 

7.4 

-73.9 

31 

Omnicom  Group 

-3.8 

-14.1 

Stanley  Dean  Witter 

-4.2 

-7.0 

32 

America  Online 

-12.2 

-13.3 

" 

-5.2 

-48.0 

33 

Guldant 

-6.0 

-23.1 

rechnologles 

-7.8 

-65.5 

34 

MBNA 

-0.2 

65.9 

se  Technology 

7.0 

12.5 

35 

Pfizer 

-5.1 

35.1 

rosystems 

-6.4 

-4.1 

36 

Solectron 

-13.6 

0.2 

0.1 

^8.1 

37 

Gateway 

-13.2 

^0.3 

Schwab 

-8.2 

2.0 

38 

Wells  Fargo 

-4.7 

29.0 

epot 

-3.9 

-28.8 

39 

General  Dynamics 

5.8 

72.7 

nputer 

-16.9 

-41.4 

40 

Texas  Instruments 

13.4 

-41.6 

6.5 

8.1 

41 

Capital  One  Financial 

-10.7 

51.6 

<  Appliance 

-28.9 

-19.9 

42 

General  Electric 

-3.8 

19.9 

flic 

-1.9 

12.3 

43 

Kansas  City  Southern  Industrie; 

.     1.3 

104.1 

9.3 

3.6 

44 

Wal-Mart  Stores 

0.5 

0.0 

-ware 

1.1 

-58.1 

45 

Paccar 

2.9 

2.2 

Materials 

-1.6 

-53.7 

46 

PE  Biosystems  Group 

-11.1 

-0.3 

ternational 

^.0 

46.6 

47 

Merck 

0.9 

52.7 

ter  Associates 

-4.7 

-53.6 

48 

Adobe  Systems 

1.2 

61.8 

ly 

-37.5 

^0.5 

49 

Reliant  Energy 

2.4 

94.8 

mm 

21.9 

-39.4 

50 

Citigroup 

-5.4 

29.6 

•RODUCTION  INDEX 

Change  from  last  week:  0.0% 
Change  from  last  year:  13.2% 

lUSTRIAL  OUTPUT 


NOV.  4=1 /b, 3 

1992=100 

_^^'^'*~^ 

^^^^                    The  index  is  a  4-week 

moving  average 

Mar 
1999 


July 
2000 


Nov. 
2000 


itlon  Index  declined  to  176.3  in  the  week 
4,  from  177.5  in  the  previous  w/eek.  Before 
of  the  four-week  moving  average,  the  index 
)  176.9  from  176.8.  After  seasonal  adjust- 
y  output  decreases  in  autos,  trucks,  electric 

and  lumber,  along  with  fewer  refinery  runs 
,  offset  an  increase  in  steel  production  and 
m  rail-freight  traffic.  The  index  has  moved 
:  trend  in  recent  weeks. 
1  each  of  the  index  components  is  at  wwvi.business- 

production  index  Copyright  2000  by  The  McGraw-Hill 


■  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S4P  PERSONAL  WEALTH  Real  time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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adored  directory 


Reach  these  Business  Week  advertisers  on  the  Web: 


AeroMexico 

www.aeromexico.com 

Alcatel 

www.alcatel.com 

Allianz  AG 

www.allianz.com 

American  Electric  Power 

www.aep.com 

American  Financial  Advisors 

www.americanexpress.com/ 
advisors 

American  Honda  Motor  Co. 

www.honda.com 

americanexpress.com 

www.americanexpress.com 

Ashland 

www.ashland.com 

Asiana  Airlines 

www.flyasiana.com 

AT&T 

www.att.com 

Avaya 

www.avaya.com 

Blue  Martini 

www.bluemartini.com 

BMW  of  North  America,  Inc. 

www.bmwusa.com 

Boston  Consulting  Group 

www.bcg.com/ 
breal(ingcompromises 

BREITLING  WATCHES 

www.breitling.com 

Broadwing 

www.broadwing.com 

BusinessObjects 

www.businessobjects.com 

Cadence 

www.cadence.com 

Canon  USA 

www.usa.canon.com 


Cap  Gemini  Ernst  &  Young 

www.capgemini.com 

Celanese  AG 

www.celanese.com 

Cemex 

www.2cemex.com 

Charles  Schwab 

www.schwabwelcome.com 

Charles  Schwab 

www.charlesschwab.com 

CNF  Transportation 

www.freight.com 

Cognos 

www.cognos.com 

Comdisco 

www.comdisco.com 

Commerce  One 

www.commerceone.com/ 

Compaq 

www.compaq.com 

Credit  Suisse  First  Boston 

www.csfb.com 

Data  Return 

www.datareturn.com 

Dell  Computer  Corporation 

www.dell.com 

Delphi  Automotive  Systems 

www.delphiauto.com 

Delta  Air  Lines,  Inc. 

www.delta-air.com 

Deutsche  Bank  AG 

www.deutsche-bank.com 

Embassy  Suites 

www.embassysuites.com 

Ericsson 

www.ericsson.com 

Ernst  &  Young 

www.ey.com 

Fidelity 

www.fidelity.com 


Focal  Communications 
Corporation 

www.focal.com 

Fujitsu 

www.fujitsu.com 

Genuity 

www.genuity.com 

Global  One 

www.global-one.net 
Goldman  Sachs 

www.gs.com 

GP  Worldwide 

www.gpworldwide.com 

Headstrong 

www.headstrong.com 

Hilton  Hotels 

www.hilton.com 

HP/PSG 

www.hp.com 

HYSTER 

www.hysterusa.com 

Hyundai  Electronics 

www.hei.co.kr 

i2  Technologies 

www.i2.com 

IBM 

www.ibm.i2-ariba.com 

IBM 

www.ibm-siebel.com 

IBM  Global  Sen^ices 

www.ibm.com/services/us4 

Interland,  Inc. 

www.interland.net 

Jamcracker 

www.jamcracker.com 

James  Martin  &  Co. 

www.jamesmartin.com 

Kyocera 

www.kyocera.com 

LAWSON  SOFTWARE 

www.lawson.com 


LeadersOnllne 

www.leadersonline.com 

Lexus 

www.lexus.com 

Lotus 

www.lotus.com/ 

superhumansoftware 
Marimba 

www.marimba.com 
Marriott 

www.marriott.com 
Morgan  Stanley  Dean  Witter 
www.morganstanley.com 
MOTOROLA  DIGITAL  DNA 
www.digitaldna.com 
myCIO.com 
www.mycio.com 
NetLedger 
www.netledger.com 
Nortel  Corporate 
www.nortelnetworks.com 

NTT  Communications 
Corporation 

www.ntt.com/world 
NYTimes.com 

www.nytimes.com 

OMRON 

www.omron.com 

One  World  Alliance 

www.oneworldalliance.com 

Oracle 

www.oracle.com 

PEPCO 

www.pepco.com 

PHILLIP  MORRIS 

www.philipmorris.com 

Rational 

www.rational.com 

Redleaf 

www.redleaf.com 

Ricoh  Company,  Ltd. 

www.ricoh-usa.com 

Robertson  Stephens 

www.robertsonstephens.com 

Sabre 

www.sabre.com 

Saudi  Aramco 

www.saudiaramco.com 

Savin 

www.savin.com 


Make  your  best  customers  l) 


See  and  hear  from  the  experts  at 

www.sas.com/webcast 


SeeBeyond 

www.seebeyond.com 

Siemens 

www.siemensmobilebiz.com 

Singapore  Airlines 

www.singaporeair.com 
SportBrain 

www.sportbrain.com 

ST  Microelectronics 

www.st.com 

Starband 

www.starband.com 

Stonebridge  Technologies 

www.stonebridgetechnologies.co 

Texas  Instruments 

www.ti.com 

The  Hertz  Corporation 

www.hertz.com 


The  Peninsula  Group 

www.peninsula.com 

THE  PRINCIPAL  FINANCIAL  GROj 

www.principal.com 

The  Timken  Company 

www.timken.com 

TOSHIBA 

www.toshiba.com/tacp 

Trend  Micro 

www.trendmicro.com 

Tropicana  Products,  Inc. 

www.tropicana.com 

UBS  WARBURG 

www.ubswarburg.com 

United  States  Postal  Service 

www.usps.com 

VERITAS  Software  Corporation 

www.veritas.com 

Versata 

www.versata.com 

Williams 

www.williams.com 

WINTERTHUR  INTERNATIONAL 

www.winterthur-int.com 

WorldCom 

www.wcom.com 
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The  Power  to  Know,. 


'm  e-Intellii^ence 


PLAN  YOUR  FUTURE. 
ONEDAYATATIME. 


Prepare  for  another 
successful  year  with 
the  200 1  Business  Week 
Planner  in  desktop  and 
pocket  formats. 


USA  Credit 
card  holders  may  call 

TOLL-FREE 
800-553-3575. 

Asl<forDeptBC4l 
We  honor 

AmEx/Diners/Visa/ 
MasterCard 


Wmn€MmrY 


Order 
Ho>Na\ 


Materials  and  workmanship  fully 
guaranteed  or  your  money  back. 


Available  in  black  or  burgundy,  the  Business  Week 
inner  will  keep  you  on  schedule  with  a  I  3-month  calendar, 
:ernational  dialing  codes,  time  conversion  charts,  and 
iportant  toll-free  numbers.  The  desktop  version  also  features 
32-page,   four-color  world   atlas;   detailed   information 


ime  (Mr/Mrs/Ms)  _ 

impany 

Idress  


about  39  U.S.  and  international  cities;  and  even  a  wine 
vintage  guide. 

Whether  purchased  separately  or  in  a  matching  skived 
leather  set,  the  2001  Business  Week  Planner  will  ensure  that 
you  make  the  most  of  each  and  every  day. 


D/Postcode 
0  Title 


_State/Country_ 

^Tel_ 


Send  me  your  color  brochure  and  information  on  quantity 
ticounts  and  customization  options. 

I  name  for  blocl<ing 


llem 

Code 

Regular 

Kour  Pnce 

Quantity 

Total  USS 

Black  Desk  S  Pocket  Planner  Set 

BW2I0 

US$48.9S 

USSi9.00 

Black  Desk  Planner 

BW207 

US$34.9S 

USJ2;.95 

Black  Pocket  Planner 

BW204 

US$1  ;.9S 

1)S$I4.S0 

Burgundy  Desk  S  Pocket  Planner  Set 

BW226 

USJ48.95 

IJSJi9.00 

Burgundy  Desk  Planner 

BW2I( 

ffi$J4.9S 

US$27.9S 

Burgundy  Pocket  Planner 

BW2I8 

US$I!.9S 

UStl4.S0 

Personalization  US$4.7S  per  item 

Handling/Packing  (USA)  USi2.S0  per  item 

Pnces  include  delivery  by  surface  mail 
but  do  not  include  local  dudes  or  taxes. 

Handling/Packing  (ex.  UU)  USSS.IS  per  item 

N.j.  tesidenc  add  t'/,  Sales  lax 

' 

nil  IKS 

□  Check  enclosed  payable  to  "Business  Week  Planner" 

□  Bill  my  Company  (Purchase  Order  &  Company  letterhead  enclosed) 
n  Charge  to  Q  AmEx  O  Diners  Club  Q  Visa 


□  MasterCard 


lilp  coupon  and  mail  check  to  BUSINESS  WEEK  PLANNER,  Dept.  BC4 1 
0.  Box  1 597.  Fort  Lee,  NJ  07024,  USA  or  Fax  20 1  -46 1  -9808 


bcpirauon  Date , 


_  Signature  _ 


Kgn.  jt  ;0|-4||-004n    or  (.«  to  ?0|.46l 


Index  to  Companies 

This  index  gives  the  starting  page  tor  a  stoiy  or  feature  with  a  significant 
reference  to  a  company.  IVlost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  28 

Acer  (ACRRF)  142 

Adams  Harkness  &  Hill 

66 
Advanced  Semiconductor 

Business  138 
Aerospatiale  166 
Aether  Systems  (AETH) 

218 

Air  France  166 
Altera  (ALTR)  44 
Amazon.com  (AMZN)  44, 

64 
American  Electric  Power 

(AEP)  225 
American  Express  (AXP) 

102 
American  Freightways 

(AFWY)  66 
America  Online  (AOL) 

178,180,218 
Andersen  Consulting  190 
Apple  Computer  (AAPL) 

180 

Ariba(ARBA)218 
ArthurAndersen  14,60 
AstraZeneca(AZN)168 
AT&T  (T)  38, 44,  54, 64, 

176 

Aventis(AVE)168 
B 


Bank  of  America  (BAG) 

38, 66,  225 
Bank  of  New  York  (BK) 

180 

BEA(BEAS)180 
Best  Buy  (BBY)  44 
BET  Holdings  176 
Birinyi  Associates  44 
BMW  21 2 
Boston  Consulting  Group 

132 

British  Telecom  (BTY)  180 
Broadcom  (BRCM)  180 
C 


Cabletron  Systems  (CS) 

218 

Caminus  (CAMZ)  225 
Campbell  Soup  (CPB)  66 
Carbon  Nanotechnologies 

76 

CBS  (VIA)  35 
Celestica(CLS)180 


Cendant  (CD)  176 
CIC  Equity  Partners  225 
Ciena  (CIEN)  180 
Cisco  Systems  (CSCO) 

64,180,218 
Cisneros  Group  225 
Citigroup  (C)  44 
CMGI  (CMGI)  66 
Coca-Cola  (KO)  91 
Commerzbank168 
Compaq  Computer  (CPQ) 

142,218 

Conoco  (COC.B)  225 
Consolidated  Edison  (ED) 

225 

Contra  n  225 
Credit  Suisse  44 
Crimson  Ventures  139 
CSM  Forecasting  190 
D 


Daewoo  Motor  35, 38 
DaimlerChrysler  (DCX) 

62,190 

Danone  Group  91 
Dell  Computer  (DELL)  38, 

44,59,142,180,190, 

218 

Deloitte  &  Touche  60 
Deutsche  Bank  (DBK)  38 
Deutsche  Banc  Alex. 

Brown  (DBK)  62 
Diamond  Technology 

Partners  (DTPI)  38 
Diebold  (DBD)  225 
Digital  Equipment  (CPQ) 

218 

Doubleclick  (DCLK)  180 
Dow  (DOW)  76 
Dow  Jones  (DJ)  44 
E 


Earthlink  (ELNK)  178 
eBay  (EBAY)  21 8 
EMC  (EMC)  180,  218 
EMI  132 

Ericsson  (ERICY)  218 
Ernst  &  Young  60 
F 


Fainway  Construction  70 
FCB  Worldwide  91 
FedEx  (FDX)  66 
First  Call  44 


First  International 

Computer  142 
Flextronics  (FLEX)  180 
Foote  Cone  &  Belding  91 
Ford  (F)  190,  212 
Formosa  Plastics  140 
Forrester  Research 

(FORR)190 

France  Telecom  (FTE)  166 
Freightliner  (DCX)  62 

G 


Gatorade  (OAT)  91 
Gehl  (GENU  225 
General  Electric  (GE)  110 
General  Motors  (GM)  14, 

34F,190,212 
Global  Crossing  (GX)  180 
Global  Financial  Advisors 

44 

Goldman  Sachs  (GS)  44 
Grace  (THW)  140 
Grace  Semiconductor 

Manufacturing  140 

H 


Handspring  (HAND)  218 
Heartland  Advisors  225 
Hewlett-Packard  (HWP) 

38,44,59,218 
Hicks  Muse  Tate  &  Furst 

66 

Home  Depot  (HD)  70 
Honda  (HMC)  212 
honestbrokercom  14 


l/B/E/S/44 

IBM  (IBM)  64,  76, 142, 

218 
ICG  Communications 

(ICG)  38,  66, 176 
lnfoSpace(INSP)180 
Integral  Capital  Partners 

44 

Intel  (INTO  44, 218 
International  Data  182 
IVAX  (IVX)  38 
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Editorials 


THE  ECOIVOMIC  CHALLENGE  AHEAD 


Pity  the  new  President,  wiioever  he  may  be.  Upon  taking 
the  oath  of  office  in  January,  he  is  Hkely  to  immediately 
face  a  sharply  declining  economy  that  Wall  Street  fears  just 
might  slide  into  recession.  Unless  he  is  careful,  a  legacy  of  bit- 
ter partisanship  from  the  election  could  pressure  the  President 
to  take  policy  measures  that  are  either  too  extreme  or  simply 
wrong  for  what  could  turn  out  to  be  the  first  big  downturn  of 
the  New  Economy  (page  38).  As  Bob  Woodward  shows  in  his 
new  book.  Maestro:  Aian  Oreeyispan's  Fed  and  the  Am£rican 
Boom,  it  took  an  unusual  deal  on  fiscal  policy  between  Presi- 
dent Clinton  and  Federal  Reserve  Chairman  Alan  Greenspan 
that  actually  went  against  core  elements  of  the  Democratic 
Party  to  lay  the  conditions  for  a  decade  of  growth.  The  new 
President  should  be  prepared  to  be  just  as  flexible. 

The  unalloyed  truth  is  that  the  forces  of  higher  interest 
rates,  higher  energy  prices,  and  a  growing  tech  wreck  are 
pulling  down  the  growth  rate  from  6%  toward  3%.  The  only 
question  is  how  low  it  will  go.  The  political  uncertainty  and 
limited  mandate  that  will  surroimd  the  next  President  threat- 
en to  contribute  to  the  slowdown.  One  of  Greenspan's  favorite 
arcane  leading  indicators,  the  price  of  scrap  steel,  is  already 
at  a  14-year  low.  Economists  at  J.  P.  Morgan  &  Co.  and  else- 
where are  already  on  a  "hard  landing"  watch,  giving  recession 
a  30%  to  40%  chance  of  occurring  next  year. 

It  is  the  shape  of  the  slowdown  that  represents  the  clear 
and  present  danger  to  economic  policy  of  the  new  Presi- 
dent. This  downturn  in  the  business  cycle  may  turn  out  to  be 
like  no  other.  Capital  investment  for  information  technologies, 
not  consumer  spending,  has  been  the  driving  force  in  the  long 
expansion.  Growing  at  30%  to  40%  annually,  IT  outlays  are 
now  being  scaled  back,  as  the  dot-com  bubble  bursts,  telecom 
giants  stagger,  and  high-tech  companies  forecast  slowing 
earnings  ahead.  How  far  corporations  will  go  in  cutting  back 
their  high-tech  investment  is  a  key  question. 

The  stock  market  will  be  a  major  influence  on  whether 
there  is  a  soft  or  hard  landing.  With  the  Nasdaq  already 


down  about  40%  from  its  highs  of  last  spring,  a  big  pull 
could  weaken  the  economy.  The  stock  market  plays  a  bi 
role  in  the  New  Economy  than  in  the  Old — attracting  ca 
from  overseas  and  keeping  the  dollar  strong,  boosting 
sumer  spending  via  the  wealth  effect,  generating  a  fee 
budget  surplus  through  capital-gains  and  income  taxes 
ing  startups  and  sparking  innovation  with  initial  publi 
ferings,  as  well  as  financing  corporate  investments  in  i 
mation  technologies.  With  more  people  owning  stocks 
margin  debt  at  record  highs,  the  economy  is  clearly  mon 
nerable  today  to  a  drop  in  the  stock  market  than  befor 

Adding  to  this  vulnerability  is  an  increasingly  fragile 
al  economy.  Without  much  fanfare,  the  world  econom; 
hitched  itself  to  the  New  Economy  business  cycle.  As: 
particular,  rises  and  falls  with  tech. 

The  good  news  is  that  the  budget  surplus  provides  the 
President  with  plenty  of  fiscal  fodder  to  combat  any  se 
economic  downturn.  But  will  poUtics  blind  the  President- 
Congress — to  its  proper  use?  In  the  runup  to  the  elec 
both  parties  betrayed  their  promises  to  cap  spendinj 
blowing  billions  on  pork.  This  stimulative  fiscal  policy  wo 
at  cross-purposes  with  Greenspan's  efforts  to  slow  the 
omy  down.  It  made  his  job  that  much  harder. 

The  new  President  will  be  tempted  to  fall  back  on 
paign  promises,  be  it  massive  tax  cuts  or  enormous 
spending  programs.  Either  one  will  avoid  paying  down 
debt  and  will  extend  far  into  the  future.  The  correct  poU- 
much  more  modest,  short-term,  and  cyclically  oriented 
deed,  in  a  New  Economy  downturn,  new  fiscal  policy  l 
may  be  required  that  specifically  focus  on  reinvigorating 
ital  investment  in  information  technologies.  Greenspan,  i 
rious  student  of  productivity-driven  economic  growth,  ma 
ready  have  ideas  on  dealing  with  a  high-tech  slowdown 

The  bottom  line  is  politicians  cannot  make  fiscal  policy 
vacuum.  Consulting  the  Federal  Reserve  is  as  importar 
keeping  the  recovery  moving  as  it  was  in  getting  it  stai 


THE  BIG  FIVE'S  CHANCE  AT  SELF-REGULATION 


The  Secunties  &  Exchange  Commission  and  the  account- 
ing profession  have  come  to  a  reasonable  compromise 
over  a  serious  conflict  of  interest  issue  involving  the  sale  of 
consulting  services  to  companies  that  the  Big  Five  audit 
(page  60).  Those  accounting  firms  that  sign  on  to  the  agree- 
ment are  to  be  congratulated  for  recognizing  the  magnitude  of 
the  problem  and  for  seeking  a  solution. 

SEC  Chairman  Arthur  Levitt  originally  proposed  banning 
accountants  from  selling  lucrative  information-technology 
consulting  services  to  their  audit  clients.  Levitt  argued  that 
if  the  accountants  were  business  partners  with  the  compa- 
nies they  audit,  it  would  be  extremely  difficult  to  be  objec- 


tive. Under  the  compromise,  the  accounting  firms  wil 
able  to  design  and  sell  computer  systems,  but  it  will  b< 
to  the  client  audit  committee  to  disclose  to  shareholdei 
the  company's  annual  proxy  how  much  it  paid  to  the 
countants  for  the  services.  The  audit  committee  must 
verify  whether  or  not  the  consulting  services  have  impa 
the  auditors'  independence  in  any  way.  Finally,  the  co 
ration,  and  not  the  auditor,  must  own  the  information 
terns  installed. 

This  is  the  accounting  profession's  big  chance  for  self- 
ulation  in  the  high-tech  arena.  If  they,  or  their  clients,  bi 
this  agreement,  then  a  ban  will  almost  certainly  follow, 
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Introducing  the  new  Power  Mac"G4 
Cube:  A  supercomputer  miraculously 
engineered  into  an  eight-inch  cube. 
Though  it's  less  than  one  quarter  the 
size  of  most  PCs,  the  G4  Cube  offers  far 
greater  performance.  Its  G4  processor 
reaches  supercomputer  speeds  of  over 
three  billion  calculations  per  second 
(three  gigaflops).  So  you  have  more 
than  enough  power  to  make  desktop 
movies,  create  websites,  enjoy  advanced 
3D  games  or  watch  DVD  movies. 


ThePouwMac  G4Cube  comes 
with  slot-loading  DVD  drive, 
Apple-designed  Harman 
Kardon  stereo  speakers. 
a  new  pro  keyboard  and 
ergonomic  optical  mouse. 
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:ver  done  that. 


choose  from  three  petfectly 
matching  displays:  17 -inch 
(16-inch  viewable)  flat 
Diamondtron-CRT,  15-inch 
flat-panel  display  or  the 
breathtaking  22-inch  flat- 
panel,  widescreen  Apple 
Cinema  Display' 


Designed  to  be  cooled  without  a  fan,  the 
G4  Cube  is  one  of  the  quietest  computers 
ever  built.  And  it  comes  standard  with  a 
new  optical  mouse,  pro  keyboard  and 
Apple-designed  Harman  Kardon  stereo 
speakers.  True,  it  looks  like  it  belongs  in 
the  Museum  of  Modem  Art.  But  the  G4 
Cube  is  actually  a  supercomputer  that 
belongs  right  on  your  desk.  Call  1-800- 
MY-APPLE  orvisitwww.apple.com. 
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Viruses.  The  Internet  caused  the  problem.  It's  only  fit 


itt  hould  also  provide  the  solution. 


New  viruses  are  spreading  so  fast, 
anti-virus  solutions  can't  keep  up. 
Until  now.  9  myCIO. corn's  VirusScan 
ASaP  uses  the  Internet  to  deliver 
anti-virus  services  that  automatically 
update  your  entire  network  with  the 
latest  cures.  Instantly.  So  it  shuts  out 
bugs  before  they  can  infect  even  one 
person.  Bl  What's  more,  myCIO.com 
is  an  easy  upgrade  because  it's 
built  on  McAfee  technology,  the 
anti-virus  software  used  by  most 
businesses.  It's  all  part  of  the 
world's  #1  Internet  security  software 

i    at  Network  Associates.  Gi  So  don't 

\ 

;    let  your  security  take  a  turn  for  the 

worse.  Let  myCIO.com  exterminate 

your  problems  automatically.  9 

Visit  myCIO.com  for  a  free  trial  of 

VirusScan  ASaP.  You'll  see. 
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YET  FLEXIBLE  GAS  SUPPLY  MODE 
SAVING  MUNICIPALITIES  A  BUNDLE 

fl  whatever  gets  those  endorphins  going  I  M 


We  admit  it.  At  Dynegy,  we're  opportunity  junkieB.  Livin 
iTiarkfitplace  into  upside  for  our  clients.  For  example,  using  our  expertise  to  create  a  virtual  stortxge 
capability  so  a  western  city  can  save  on  unbundled  natural  gas  costs.  Cool  stuff  like  that.  Our  l^us^ 
to  market,  generate,  deliver  and  manage  energy  (and  now  broadband)  for  our  clients.  We  do  it  w« 
unmatched  market  sfwvy.  A  work  ethic  second  to  none.  A  contempt  for  canned  solutions.  And  we  do  it  wi 
In  Just  15  years,  we've  become  a  (;ompany  with  revenues  topping  $22  billion  and  we're  now  included 
on  the  S&p'soo.  All  of  which  makes  Dynegy  (NYSE:  DYN)  a  company  worth  watching.  Presumably  for  so 
opportunities  of  your  own.  Enjoy  the  rush.  r^ 
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Now  there's  a  simpler  way  to  manage 

yourcustomer-employee-supplier-partner- 

intra-extra-Inter-cross-platform-global- 

way-too-complex-digital-economynet. 


It's  one  Net.  Dive  in. 


You  can't  conquer  the  world  of  eBusiness  being  a  lonely  fish  in  an  isolated  pond.  You  need  the  fi-eedom  to 
connect.  So  your  employees,  partners,  suppliers  and  customers  can  work  together.  And  all  their  different 
operating  systems,  intranets,  extranets  and  the  Internet,  can  work  as  one  Net.  Securely  and  reliably.  That's  the 
strength  of  Novell's  Net  services  software.  It  lets  existing  technology  work  together.  And  gives  you  the  power 
to  change  your  eBusiness  as  fast  as  the  Net  economy.  So  dive  in  at  www.novell.com 

Novell 
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TOY  STORY 

It's  beginning  to  look  a  lot  like 
Christmas,  and  the  CEO  of  Toys  'R' 
Us,  John  H.  Eyler,  is  hell-bent  on 
making  this  the  season  the  retailer 
turns  around.  He's  revamping 
stores,  pumping  up  service,  and 
building  a  flagship  in  Times  Square. 
Here's  a  look  at  his  game  plan 
CLUBBY  BOARDROOMS  'R'  US 
With  two  ex-CEOs  as  directors, 
will  Eyler  really  have  free  rein? 
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We  develop  new  vaccines  and  combination  vaccines. 

So  that  protecting  our  children 


Wouldn't  it  be  wonderful  if  many  illnesses  were  just  a  memory?  At  Aventis,  we  are 
working  toward  this  goal.  As  a  world-leading  pharmaceutical  company  in  the  field  of  human  vaccines, 
we  help  protect  children  around  the  globe  from  infectious  diseases  such  as  polio,  diphtheria,  tetanus, 
pertussis,  meningitis  and  hepatitis  B.  We  can  prevent  up  to  six  illnesses  with  a  single  combination  vaccine. 
However,  for  a  number  of  diseases,  there  is  still  no  comprehensive  protection.  Therefore,  our  scientists  will 
continue  to  strive  to  develop  innovative  vaccines.  So  that  our  children  can  grow  up  more  carefree. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,   www.aventis.com 
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THE  DOT-COM  TIMES? 

THE  TWINKLING  LETTERS  ATOP 

Baltimore's  psiNet  Stadium, 
which  have  become  a  fixture 
on  the  city  sl^yline,  could  soon 
go  out.  Because  of  an  under- 
performing  acquisition,  PSINet's 
share  price  has  plummeted 


TALK  SHOW  ttit  was  clearly  the  most  effective  and  humaiK 
way  of  dispatching  the  bird.?? 

— Buckingham  Palace  response  to  criticmn  of  Queen  Elizabeth  II 
for  wringing  the  neck  of  a  live  pheasant  during  a  hunt 


ny  insists  that  the  deal 
is  still  on;  the  publicity 
is  just  too  good.  Says 
spokesman  Robert 
Leahy:  "Three  and  a  ''* 
half  million  people  see  that 
stadium  each  month  driving 
down  the  1-95  corridor." 

The  Ravens  say  they  have 
not  considered  PSINet's  prob- 
lems. But  the  team  might  be 
better  off  if  psiNet  fumbles. 


from  about  $61  in  March  to 
less  than  $2.  PSINet  may  even 
be  sold,  now  that  it  has  re- 
tained Goldman  Sachs  as  an 
adviser  So  what  happens  to 
that  big  stadium  sign  then? 

Nothing,  says  psiNet, 
which  in  1999  agreed  to  pay 
$105.5  million  over  20  years 
to  put  its  name  on  the  home 
of  the  National  Football 
League's  Baltimore  Ravens. 
It  has  already  paid  about 
$17  milHon.  Despite  its  ills, 
the  Internet  services  compa- 


Missing  a  payment  would 
breach  its  contract.  The  team 
could  then  resell  the  stadium 
name.  And  naming  deals 
have  gotten  very  rich.  Re- 
liant Energy  recently  inked 
a  30-year,  $300  million  deal 
to  name  a  stadium  complex 
in  Houston. 

With  money  like  that  float- 
ing around,  any  sentimental 
attachment  the  Ravens  may 
feel  for  that  sign  might  fade 
as  quickly  as  PSINet's 
fortunes.  Mark  Hyman 


MOTOR  CITY 

THE  AZTEC 
FAILS  TO  CONQUER 

PONTIAC  DEALERS  SAY  THAT 
shoppers  who  can  get  past 
the  looks  of  the  new  Aztek 
sport-utility  vehicle  usually 
end  up  liking  the  way  it 
drives.  But  the  angular  lines 
and  garish  styling  must  be 
stopping  more  people  than 
General  Motors  anticipated. 
The  Aztek  has  sold  slowly 
since  its  introduction,  forc- 
ing the  company  to  scale 
back  sales  projections  and  of- 
fer rebates. 

Introduced  in  August,  the 
Aztek  sold  only  6,700  units 


through  October.  The  compa 
ny  had  first  forecast  sales 
60,000  to  70,000  units  annua! 
ly.  So  in  late  November,  G 
slapped  a  $500  rebate  on  th 
car.  (Azteks  cost  fi"om  $22,00 
to  $27,000.)  Pontiac-GMC  Di 
General  Manager  Lynn  Mj 
ers  says  that  gm  has  als 
scaled  back  the  suv's  sale 
forecast  by  roughly  10,00 
units.  "Are  we  as  far  alon 
the  curve  as  we  need  to  be 
asks  Myers.  "Probably  not. 
In  fairness,  many  carmal 
ers  now  offer  rebates,  gm  o 
fered  new  rebates  on  16  otl 
er  cars  along  with  Aztek.  Bi 
ominously,  Aztek  inventorie 
are  still  piling  up  in  dealt 
showrooms.  That  could  pi 
pressure  on  the  forthcomin 
Buick  Rendezvous  suv,  whic 
will  be  built  alongside  tl 
Aztek  early  next  year,  g 
hopes  to  sell  between  40,0( 
and  50,000  of  those  vehicl* 
each  year.  David  WeU 


CAMPAIGN  2000 

VOTE  OF 
CONFIDENCE 

EVEN  AFTER  ONE  OF 

the  most  fractious 
elections     ever, 
America's  under- 
30  crowd — often 
thought  materialistic  and  apo- 
litical— retains  a  surprising 
glimmer  of  faith  in  politics. 
According  to  a  business 


THE  LIST  THE  NEW  DEMOGRAPHICS  OF  BLACK  AMERICANS 


African  Americans  are  still  concentrated  in  the  South  and  suffer  a  higher  poverty  rate  than 
non-Hispanic  whites,  according  to  1999  data  just  released  by  the  Census  Bureau.  A  bit  of 
good  news:  Black  married  couples  are  catching  up  to  whites  in  household  income. 


FINDING 


SUPPORTING  DATA 


THE  AFRICAN  AMERICAN  POPULATION  IS 
YOUNGER  THAN  THE  WHITE  POPULATION 


Age  18  or  younger; 
blacks:  33%;  whites:  24% 


AFRICAN  AMERICANS  ARE  MORE  THAN 
TWICE  AS  LIKELY  TO  LIVE  IN  CITIES 


Metro  area,  inside  central  city: 
blacks:  55,1%;  whites:  21.7% 


AFRICAN  AMERICANS  STILL  LAG  BEHIND    Those  with  at  least  a  bachelor's  degree: 


IN  HIGHER  EDUCATION 


blacks:  15%;  whites:  28% 


AFRICAN  AMERICANS  HAVE  A  GROWING    Married  couples  earning  $75,000  or  more: 
I    MIDDLE-INCOME  PRESENCE  blacks:  22.5%;  whites:  32.9% 


WEEK/Harris  Inte 
active  poll  of  1,6^ 
adult 
PREZ  take 

WHO?         Nov.    1 

Nov 

young  people,  ask 
if  the  political  p: 
cess  is  a  "true  ti 
of  the  pubhc  wil 
answered  affirmatively  mo| 
often  than  their  elders.  So: 
34%  of  18-  to  24-year-olds 
30%  of  those  25  to  29  s, 
they  were  extremely  co 
dent,  very  confident,  or  co: 
dent.  The  percentages  fell 
older  groups.  Of  those  ov 
65,  72%  were  somewhat 
not  confident  of  the  proce 
"The  surprise  of  this  pol 
says  David  Krane,  Harris  ; 
nior  veep,  "is  that  older  p( 
pie  are  bummed  out." 

Yes,  only  54%  of  the  ] 
to  24-year-old  responder 
voted.  But  46%  of  them  s: 
this  wild  election  would  m;i| 
them  more  likely  to  voti 
the  future.  Maybe  the  ap0| 
ical  young  need  what  th 
elders  seemingly  don't  wsi 
More  close  elections. 
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With  all  efforts  focused  on  one  goal,  success  becomes  a  far  surer  thing.  This  is  what  we 
believe  at  Syngenta,  a  new  global  company  dedicated  solely  to  agribusiness.  Syngenta  brings 
together  the  industry-leading  skills  of  Novartis  and  Zeneca  to  form  a  company  that  will 
create  new  potential  in  the  world  of  agriculture.  With  over  23,000  employees  worldwide, 
a  dedicated  R&D  team  of  5,000  and  pro  forma  sales  in  1999  of  US$  7  billion,  we  are 
focused  on  the  development  of  innovative  crop  protection,  seed  solutions  and  sustainable 
agriculture  around  the  world.  Focus  isn't  just  a  philosophy  at  Syngenta,  it's  how  we'll  grow. 


syngenta 


w  w  w.syngenta  .com 
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EVERYTHING'S 
JUST  DUCKY 


TO  THE  LONG-STANDING  FINAN- 

cial  icons  of  the  bull  and  the 
bear,  need  we  now  also  add 
the  lowly  duck? 

National  Discount  Brokers 
Group  already  had  a  mallard 
as  its  logo  (NDB  sees  duck  de- 
coys as  emblematic  of  the 
wealthy  customers  it  wants) 
when  it  added  this  entry  to 
its  voice-mail  system  this  sum- 
mer: "If  you  would  like  to 
hear  a  duck  quack,  press  7." 


NDB  says  that  number  has 
been  pressed  8  million  times — 
and  account  growth  is  up 
by  75%.  In  insurer 
AFLAc's  TV  ads,  a 
frustrated  duck 
tries  to  brag  about 
the  insurer  by  say- 
ing "AFLAC!"  But 
the  humans,  of  course, 
hear  only  "quack."  AFLAC's 
ad  agency,  Kaplan  Thayer 
Group,  says  the  goofy  ads  test 
twice  as  recognizable  as  those 
of  other  insurers.  So  look  for 
new  duck  ads  in  2001. 

Also,  insurer  Geico  has  a 
spokesduck.  He  shows  the 
savings  customers  can  reap 
with  Geico  by  briefly  covering 
his  face  viath  his  wing,  only 
to  reveal ...  a  smaller  bill. 

So  why  a  duck?  Trish  Wat- 
son, a  partner  at  marketing 
consultants  Peppers  and 
Rogers,  says  the  comic  ads 
stand  out  in  the  staid  finan- 
cial category.  "It's  great 
brand  recognition."  And  good, 
too,  for  a  few  extra  wise- 
quacks.  Roy  Furchgott 


AMUSEMENTS 

NOW  THE  BLIND  CAN 
ENJOY  MOVIES.  TOG 

VISUALLY  IMPAIRED  AMERI- 
cans  who  love  movies  have 
long  been  "out  of  sight,  out  of 
mind"  to  Hollywood.  But  re- 
lief is  on  the  way,  thanks  to 
government  prodding  and 
two  different  technologies. 


EARFUL:  AU  on 

the  sowiidtrack 


The  Telecommunications 
Act  of  1996  mandates  that 
TV  shows  be  both  captioned 
and  described,  pes  does  that 
now.  But,  the  Federal 
Communications  Commission 
wants  the  biggest  broadcast 
and  cable  networks  to  com- 


ply in  2002.  Says  former  FCC 
Chairman  Reed  Hundt: 
"Government  should  guaran- 
tee that  multimedia  helps 
the  blind  hear  and  the  deaf 
see — meaning  all  the  things 
broadcast." 

Here  are  two  tools  that 
could  help  meet  that  goal: 
Talking  Films,  a  startup  in 
Perth,  Scotland,  sells  movie 
soundtrack  CDs  whose  audio 
tracks  include  a  sotto  voce 
narration  of  the  action.  Its 
first  such  co,  of  the  British 
comedy  East  Is  East,  is 
now  on  sale  in  London  and 
may  soon  be  available  in 
the  U.S.  Talking  Films 
hopes  to  have  deals  for 
three  more  films  by  Christ- 
mas. Technology  No.  2,  from 
an  arm  of  the  wgbh  Educa- 
tional Foundation  in  Boston, 
is  Descriptive  Video  Service. 
Already  in  76  U.S.  theaters, 
DVS  provides  both  dialogue 
and  description  over  head- 
sets. About  200  DVS-enhanced 
films  are  already  available  by 
catalog.  Joan  Oleck 


RECOUNT  2000 

MAKING  HAY  WHILE 
THEY  TALLY  BALLOTS 

THE    FIGHT    OVER    FLORIDA'S 

Presidential  vote  is  giving 
designers  and  hawkers  of  po- 
litical memorabilia  a  once-in- 
a-lifetime  chance  to  cash  in. 

Since  Nov.  8,  online  auc- 
tioneer eBay  has  been  flooded 
with  everything  from   "I 
Tried  to  Vote"  bumper 
stickers  to   "Elec- 
toral        College" 
sweatshirts.  Open- 
ing bids  for  replicas 
of    the    now    infamous 
"butterfly  ballot"  in  Palm 
Beach  County  range  from 
$5  to  $300.  And  issues  of 
papers    with    the    "Bush 
Wins"  headline?  Sellers  are 
asking  up  to  $21,000  for  the 
New  York  Post's  version — but 
less  than  $20  for  The  San 
Francisco  Chronicle  version. 


Billy  T^angares,  a  Los  Ang 
les  graphic  artist,  quicl-i 
put  phrases  such  as  Recou 
2000  and  Revote  2000 
everything  from  lunch  box 
to  mouse  pads.  "I  jumped 
this,"  says  Tsangares,  \\ 


sells  his  wai 

at      liveacti 

elections.com 

One  eBay  seller  wa 

$1,000  for  the  Net  addn 

Gorerecount2000.com.  No  l 

ders  yet.  But  with  this 

election,  anything  could 

happen.        Nicole  St.  Pie 


THE  BIG  PICTURE 


CHRISTMAS  ON  THE  WEB  Hispanic  consumers  are 
expected  to  shop  online  more  often  than  whites  or  Africai 
Americans.  Because  Hispanic  families  tend  to  be  larger 
the  convenience  of  shopping  from  home  increases.  And 
money  is  no  barrier.  Households  earning  less  than  $50,00( 
are  as  willing  to  shop  online  as  those  making  more. 


AFRICAN 

DATA  ONLINt  RflAII  PARINlliS       AMERICANS 
INC,  OCTOBER  SURVEY  Of  l.DOO 
ADULT  WEB  USERS 


PERCENl 


FOOTNOTES  Share,  by  sex,  of  tech  industry  MBAs  who  are  one  to  three  reporting  levels  from  the  CEO:  men,  54%;  womon,  5 
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CERTIFIED  PRE-OWNED  LEXUS 


Certified  Pre-Owned  Lexus. 
The  Lexus  Of  Pre-Owned  Vehicles 


Given  the  standards  for  which  Lexus  is  known,  we  simply  couldn't  relax  when  it  came  to  our 
pre-owned  automobiles.  So,  following  tradition,  each  Certified  Pre-Owned  Lexus  is  backed  by  the 
Lexus  of  warranties*  for  three  years  from  your  purchase  date  or  100,000  total  vehicle  miles.  You'll 
even  get  a  complimentary  leaner  cart  — not  a  shuttle  — on  service  visits.  Visit  your  Lexus  dealer 
today.  And  test-drive  the  only  cars  that  are  Lexus  Certified  Pre- 


CERTIFIEP 


Owned.  Not  to  mention,  the  only  ones  that  are  worthy  of  the  title.      ONLY  AT  YOUR  LEXUS  DEALER 


lexuscpo.com 


©2000  Lexus,  a  Dmsion  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly. 
'See  your  Lexus  dealer  for  details  on  the  limited  three-year/lOO.OOO-total-yehicle-mile  warranty,  t  Service  loaner  cars  available  on  warrantable  repairs  only. 
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Readers  Report 


GREENSPAN  AND 

THE  PRODUCTIVITY  SLOWDOWN 

"Still  pumped  up"  (News:  Analysis  & 
Commentary,  Nov.  13)  gives  Alan 
Greenspan  a  big  pat  on  the  back  for 
forecasting  the  post-1994  productivity 
boom.  Yet  Greenspan  is  portrayed  as  a 
passive  observer  of  the  current  situa- 
tion, when  his  six  consecutive  increases 
in  the  Fed  funds  rate  have  exacerbated 
the  risk  of  a  productivity  bust. 

The  investment  boom  of  the  past  five 
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STriL 
PUMPED  UP? 


Maybe,  not.  That 
'  celebrated  growth 

in  pro<iut'thil>' 
[  coulfl  In'  iH'jiking 


years  that  you  cite  as  the  engine  of 
productivity  is  in  danger  of  being 
choked  off  by  higher  interest  rates.  The 
article  cites  companies  cutting  back  on 
capital  spending  because  higher  interest 
rates  and  lower  stock  prices  are  boost- 
ing the  cost  of  capital.  But  these  higher 
rates  were  engineered  by  Greenspan, 
in  part  in  an  effort  to  cool  off  stock 
prices.  That  Greenspan  should  be  able 
to  take  a  pass  on  the  negative  econom- 
ic consequences  of  his  massive  interest 
rate  increases  is  beyond  the  pale. 

Bernie  Schaeffer 
Cincinnati 

To  Greenspan's  delight,  stock  prices 
are  reflecting  a  slowing  economy.  We 
should  put  into  perspective  the  possible 
impact  on  corporate  performance. 


The  U.  S.  economy  has  been  expan 
ing  for  almost  two  decades.  Since  tl 
1981-82  recession,  we  have  performt 
with  exceptional  vigor  most  of  the  tim 
In  fact,  there  were  only  four  quarters- 
which  gross  domestic  product  did  n 
increase  in  absolute  terms — two  in  19£ 
one  in  1991,  and  another  in  1994.  Ther 
fore,  growth  has  occurred  in  68  out 
72  quarters.  The  "recession"  of  1990- 
was  merely  a  speed  bump  on  the  ro 
to  prosperity.  We  submit  that  any  slo^ 
down  in  the  next  year  or  two  is  like 
going  to  be  anoth 
speed  bump. 

The  $9  trilHon  U 
economy  is  a  diver 
fled  and  growing  e 
gine  that  has  broug 
benefits  to  most  U 
citizens.    Its    glol 
corporate  structure 
now  embracing  a; 
benefiting  from  a  tr 
revolution  of  efficie  f :? 
cy  brought  on  by  t  •■ 
integration  of  Int(    s 
net  technology  into  almost  every  asp*  : 
of  economic  activity.  Cost-containmt  l;, 
strategies  are  being  implemented  acre  tiri; 
the  board.  If  we  do  enter  a  period  of  :  li  yi 
cession,  it  will  likely  be  short  and  mi  i<: 
Instead  of  getting  excited  about  t  r;. 
short  term,  decision  makers  and     i!\r 
vestors  should  continue  to  plan  for  loi  ?\ 
term  expansion. 

Raymond  Loj  fjiii, 

James  Goi  il-ii 

Pace  Univers  s  i 

White  Plains,  N  tim 


DON'T  BLAME  R&D 

FOR  XEROX'  SHORTCOMINGS 


Singling  out  Xerox  Corp.'s  Palo  A 
Research  Center  as  an  example,  aut 
Peter  Coy  says  that  its  inventions 
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CORRECTIONS  &  CLARIFICATIONS 

What  it  it  breaks?"  (Technology  Buying 
iuide,  Nov.  13)  said  the  price  of  Apple 
'.omputer  Inc.'s  AppleCare  extended  war- 
anty  was  $249  for  three  years.  That  figure 
pplies  to  the  company's  PowerMac  line  of 
omputers.  The  price  of  its  iMac  series  war- 
anty  is$149. 


le  or  nothing  for  Xerox'  shareholders 
d  that  any  co-owners  will  demand 
it  PARC  researchers  work  on  "more 
ictical,  short-term  business  problems" 
lesearch  labs  get  real.  It's  about 
16,"  News:  Analysis  &  Commentary, 
»v.  6).  He  later  says  corporate  re- 
irch  and  development  labs  once  re- 
nbled  "ivory  towers,"  but  that  "PhDs 
!  now  getting  their  hands  dirty  on 
il-world  customer  problems."  The 
nly  veiled  implication:  We've  got  to 
n  in  those  pointy-headed  intellectuals 
what  he  calls  a  "dream  factory." 
Coy  misrepresents  reality.  PARC  re- 
irchers  did  their  job,  but  Xerox'  busi- 
;s  leaders  failed  to  grasp  the  value  of 
!  R&D.  What  would  companies  give 
lay  to  own  rights  to  Ethernet  net- 
rking,  the  graphical-user  interface, 
even  just  the  lowly  mouse  itself? 
A.pple  Computer  Inc.  was  largely 
^ed  on  PARC  research,  and  Apple's 
)fits  would  have  accrued  to  Xerox 
1  Xerox'  leaders  been  on  the  ball, 
rox'  accountants,  lawyers,  and  mar- 
ers  failed  to  deliver  on  the  El  Dora- 
turned  up  by  Xerox'  engineers.  The 
iblem  Coy  has  unwittingly  put  his 
jer  on  is  the  tendency  to  use  r&d  as 
vhipping  boy  for  failures  by  techni- 
;y  benighted  management. 

Stephen  R.  Cooper 
St.  Louis 

(Os  LET  THEIR 

ILLETS  DO  THE  VOTING 


'Do  CEOS  vote?  Not  always — and  not 
in"  (Government,  Nov.  6)  told  only 
f  the  story.  While  it  gave  a  rundown 
whether  CEOs  head  to  the  polls  on 
iction  Day,  it  missed  the  opportunity 
lote  that  many  CEOs  who  do  not  vote 
ose  to  influence  the  election  through 
ir  contributions. 

Uthough  Lawrence  J.  Ellison  of  Or- 
;  Corp.  hasn't  voted  since  1992,  he 

made  political  donations  since  1996 
5124,000,  while  Oracle's  contributions 
3unt  to  almost  $800,000.  And  Ora- 
3  lobbying  expenses  for  1999  alone 
ped  $2  million.  While  C.  Michael 
nstrong  of  AT&T,  John  F.  Welch  of 
aeral  Electric  Co.,  and  Steve  Case 
America  Online  Inc.  find  it  difficult  to 

to  the  voting  booth,  their  compa- 


nies have  found  it  easy  to  give  soft 
money  in  the  amounts  of  $3  million, 
$848,000,  and  $250,000  for  this  election 
cycle.  And  Steven  F.  Goldstone,  chair- 
man of  Nabisco  Group  Holdings  Corp., 
said  that  "he  does  not  vote  in  protest  of 
the  system."  Yet,  according  to  lobby  fil- 
ings in  1999,  he  authorized  $650,000  to 
be  used  to  lobby  officials. 

The  arrogance  of  these  CEOs,  who 
choose  to  speak  through  their  wallets  or 
through  their  lobbyists  rather  than  the 
ballot  box,  helps  drive  the  fight  for  cam- 


paign finance  reform.  Democracy,  after 
all,  is  supposed  to  be  based  on  the  con- 
cept of  "one  man,  one  vote."  Given  the 
current  system,  who  can  blame  these 
CEOS  for  not  voting? 

Amy  Kauffman 

Hudson  Institute 

Washington 

Voting  is  a  responsibility  of  every 
citizen.  Possibly  many  of  these  execu- 
tives see  themselves  more  as  global  cit- 
izens and  feel  no  particular  allegiance  to 


"In  the  spirit  of  'winning  at  all  cost,'  I  find  your  notion  of 
'leaving  it  to  Williams  Communications'  diabolically  smart. " 


Being  smarter  wins.  Williams'  sophisticated  next-generation  network 
means  brilliant  local-to-global  connectivity,  plus  greater  capacity  and 
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Readers  Report 


this  counti-y.  In  that  case,  I  say  take 
them  off  of  corpoi'ate  welfare  just  as  I 
think  most  able-bodied  welfare  recipi- 
ents should  have  a  full-time  job. 

Some  might  say  they  are  too  busy, 
but  that  is  only  an  excuse.  I  have  been 
an  active  person  most  of  my  life.  In 
1958,  I  voted  absentee  as  a  soldier  in 
Korea.  I  have  voted  in  every  election 
since  I  became  ehgible  49  years  ago. 

Bob  Headland 
San  Diego 

HOW  CAN  ECONOMISTS  PUT  A 
PRICE  TAG  ON  THE  ENVIRONMENT? 

Gore's  "reckless  and  offensive  pas- 
sion for  the  environment"  (Economic 
Viewpoint,  Nov.  6)  exemplifies  the  flaws 
characterizing  naiTow  econonnic  analysis. 
CuiTent  economic  modeling  has  a  woeful 
poverty  of  tools  for  factoring  in  true 
costs  associated  with  environmental 
degradation.  It  does  not  take  an  Exxon 
Valdez  for  degradation  to  occur, 
but  it  is  often  more  insidiously 
produced  through  lost  habitat 
and  other  factors.  It  is  an  es- 
tablished fact  that  nearly  10,000 
species  of  plants  and  animals  are  on 
the  verge  of  extinction.  Countless  others 
have  become  extinct  in  recent  decades 
at  a  rate  unseen  in  history. 

Similarly,  the  scientific  community  is 
in  overwhelming  consensus  about  the 
reality  of  global  warming.  Where  in 
your  models  do  you  factor  in  the  lost 
riches  and  the  dislocations  we  are  likely 
to  experience  because  of  weather 
change?  The  models  do  not  account  for 
long-term  costs,  complex  wide-ranging 
relationships,  or  damage  to  large  num- 
bers of  people.  To  ignore  such  realities 
and  criticize  Al  Gore  for  being  coura- 
geous enough  to  take  a  stand  is  truly 
reckless  and  offensive. 

Rafael  K.  Reyes 
Foster  City,  Calif. 

Robert  J.  Barro's  article  shocks  and 
dismays  me.  I  expect  such  articles  from 
people  running  for  of^ce,  not  from  Har- 
vard professors.  Barro,  like  many  other 
Americans,  falls  into  the  trap  of  thinking 
revenue  and  cost  are  adequate  reasons 
to  do  just  about  anything.  Who  is  he  to 
judge  what  portion  of  nature  is  attrac- 
tive? What  relevance  does  our  ever  see- 
ing it  have  to  the  well-being  of  the  plan- 
et? By  the  way,  Professor  Barro,  what 
is  the  "cost"  of  losing  a  species  forever? 
I'd  love  to  see  the  math  on  that  one. 

Barro  also  fails  to  address  a  basic 
fact  known  to  rest  of  the  world  except 
us:  Americans  waste  huge  amounts  of 
energy.  If  Americans  chose  to  cut  back 


consumption  even  in  the  slightest,  we 
could  solve  our  energy  problem  over- 
night. But  since  sport-utility  vehicles, 
24-hour  air  conditioning,  and  inefficient 
home  construction  are  popular  among 
Americans,  they  choose  to  ignore  the 
impact — until  it  hits  their  wallets.  I 
laugh  in  the  face  of  suv  owners  who 
cry  at  the  pump.  I  say  "for  shame"  to 
those  who  know  they  are  wasting  ener- 
gy unnecessarily  and  do  it  anyway,  sim- 
ply because  they  can  afford  it. 

No  wonder  the  rest  of  the  world  is 
disgusted  with  us.  We  won't  slow  down 
our  consumption  long  enough  to  even 
evaluate  the  situation  properly.  We  just 
continue  to  chase  "revenue"  and  limit 
our  personal  "cost." 

James  F.  Kennedy 
Madison,  N.J. 


PILOTS'  PAY  HIKES  PALE 
BESIDE  EXECS'  PARACHUTES' 

"Will  United's  M'oes  spread?"  (Man- 
agement, Nov.  13)  was  well  done,  but  as 
a  United  Airlines  pilot,  I  think  a  few 
points  were  missed.  The  pilots'  pension 
plan  increased  from  9%  to  11%  with 
this  contract,  the  same  level  that  ex- 
isted prior  to  1981.  The  pilots'  new 
wages  come  to  annual  compounded  in- 
creases of  3%  to  3.5%  over  seven 
years — not  so  generous.  For  compari- 
son, consider  the  executive  compensation 
raises  and  thefr  "parachute"  prices. 

We  have  paid  an  inflated  price  for 
our  own  stock  for  six  years  and  were 
not  enamored  of  it.  Why  would  we  want 
United  to  purchase  overpriced  US  Air- 
ways Group  Inc.  stock  when  no  one  else 
does,  even  at  normal  prices?  Have  you 
noticed  any  new  employee  stock  ovmer- 
ship  plans  of  late? 

R.  C.  McCormick 
Crystal  Lake,  111. 

DON'T  EXCLUDE  THE 

BALTICS  FROM  A  NEW  EUROPE' 


As  a  former  vice-minister  of  defense 
of  Lithuania,  I  feel  obliged  to  express 
my  concerns  about  "Is  NATO  about  to 
make  a  bad  move  in  the  Baltics?"  (In- 
ternational Outlook,  Nov.  13).  The  au- 
thors' reference  to  the  three  Baltic  na- 
tions as  "former  Soviet  republics"  shows 
their  lack  of  understanding  of  history. 


The  Baltic  nations  were  occupied  ar 
forcibly  incorporated  into  the  Sovii 
Union  following  the  1939  signing  of  tl 
Molotov-Ribbentrop  Pact,  which  esta 
lished  spheres  of  interest  betwee 
Berlin  and  Moscow.  After  the  Sovi' 
occupation  of  the  Baltic  countries 
1940,  their  governments  were  ove 
thrown  and  Stalinist  puppet  regimes  i 
stalled.  In  the  years  that  followed,  on 
third  of  the  population  of  these  natio:  i 
was  murdered  or  exiled  to  Siberia. 

Lithuania,  Latvia,  and  Estonia  a 
three  small,  peaceful  nations  seekii 
membership  in  NATO  to  ensure  that  th( 
freedom  and  independence  are  protee  ft 
ed.  They  cannot  forget  the  two  ce 
turies  during  which  Russia  subjugate 
and  terrorized  them,  especially  duri  ,  . 
the  Soviet  occupation.  They  want  gu£ 
antees  that  this  vdU  never  happen  aga 
All  the  Baltic  people  want  is  to  secu 
their  liberties  and  do  their  part  to  cc 
tribute  to  overall  security  in  Euroj 
They  are  doing  this  by  forming  th( 
own  armed  forces  which  are  beii 
trained  to  defend  themselves  and 
contribute  to  European  security  throu 
NATO  and  U.  N.  peacekeeping  operatioi  . . 

When  diplomats  speak  of  a  new  E  W 
rope  that  is  whole  and  free,  they  cam  ■ 
ignore  the  people  of  Lithuania,  Latv 
and  Estonia  as  was  done  at  Yalta. 

Rom  Kilikausk 
Fairfax 
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:eiVA 

iternet-connected  digital 

ICTURE  FRAME 


A/HAT  TO  THEIR  WONDERING  EYES 

SHOULD  APPEAR 


If  you're  wondering  what  to  get  someone  this  holiday  season, 
here's  something  to  look  into.  Ceiva.  It's  the  world's  first  digital 
picture  frame  that  lets  you  share  photos  over  the  internet.  It's  easy 
to  set  up.  Easy  to  use.  You  don't  even  need  a  computer  to  receive 
photos.  Every  day  the  Ceiva  frame  automatically  updates  and 
displays  your  new  photos.  And  anyone  you  want  can  send  you 
photos  from  just  about  anywhere.  So  give  someone  a  Ceiva 
picture  frame  this  holiday  season.  And  open  up  a  totally  new  way 
to  look  at  pictures. 

SHARE photos 

EVERYDAY 

ceiva.com  or  1.877.MY.FRAME 


ailable  at  CIRCUIT  CITY 


amazon.com.  ceivA.com 


Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

tech&yo  ii@businessweek.com 


WHY  MOST  OF  US  CAN'T 
HAVE  BROADBAND 


At  this  point, 
no  one  knows 
who  will  pay 
to  overhaul 
the  nation's 
enormous 
infrastructure 


The  postcard  was  a  cruel  tease.  For  just 
$40  a  month  and  no  startup  charges, 
Northpoint  Communications  and  partner 
Microsoft  Networks  told  me,  I  could  tap  the  In- 
ternet with  high-speed  digital  subscriber  line  (DSL) 
service  at  home.  I  knew  better  because  the  offer 
came  just  a  day  after  Verizon  Communications 
told  me  I  cannot  get  DSL  now  or  in  the  foresee- 
able future.  The  card  was  particularly  puzzling  be- 
cause Verizon,  over  whose  wires  the  service  would 
run,  is  in  the  process  of  acquiring  Northpoint. 
Meanwhile  our  cable  company,  Comcast,  says  it 
will  offer  Internet  access  in  my  suburban  Wash- 
ington neighborhood — someday. 

I'm  disappointed,  but  not  surprised,  to  be 
stuck  among  the  95%  or  so  of  Americans  without 
high-speed  Internet  service.  Despite  all  the  hype 
and  talk  of  broadcast-type  video  and  CD-quality 
audio  over  the  Net,  we  are  a  dial-up  nation,  and 
we  are  likely  to  remain  that  way  for  a  long  time 
to  come. 

The  figures  tell  the  story.  Mike  Lowe,  market 
analyst  for  Cali-aers  In-Stat,  estimates  that  as  of 
the  end  of  September,  there  were  1.6  million 
DSL  customers,  about  1.3  million  of  them  resi- 
dential. The  two  major  providers  of  cable  In- 
ternet service,  Excite@Home,  controlled  by  AT&T, 
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and  Time  Warner's  Road  Runner,  have  abo 
3.3  million  subscribers.  Those  numbers  add  up 
less  than  5%  of  the  105  million  households 
the  U.  S. 

While  broadband  services  are  growing  vei 
rapidly — 174%      in      the      past      year 
Excite@Home — the  absolute  number  of  su 
scribers  added  is  relatively  small.  Issues 
money  and  technology  are  likely  to  keep  a  a 
on  the  number  of  new  subscribers.  Both  inte 
active  cable  and  DSL  require  vast  infrastructui 
overhauls  that  financial  markets  are  unwillir 
to  fund.  Stung  by  a  sinking  stock  price  ar 
plunging  profits  from  long  distance,  AT&T  h 
abandoned  its  grand  dream  of  reinventing  its 
as  a  provider  of  voice  and  data  services  ov 
the  cable  network  it  purchased.  Instead,  it 
spin  off  AT&T  Broadband,  leaving  open  tl 
question  of  who  will  finance  the  overhaul  of  i. 
nation's  largest  cable  network. 
UPGRADE  VICTIM.  The  DSL  situation  is  grimmi 
The  technology  runs  high-speed  service  over  e 
isting  copper  phone  lines  but  is  subject  to  lots 
technical  restrictions.  For  one  thing,  the  ci 
tomer  must  be  within  15,000  feet  of  a  central 
fice,  and  that's  as  the  wire  runs,  not  as  the  en 
flies.  Furthermore,  there  must  be  an  old-fas 
ioned  analog  line  all  the  way  from  the  custom 
to  the  switch. 

I  am  a  victim  of  Verizon's  upgraded  pho 
technology.  My  service  comes  from  a  "digit 
loop  carrier,"  a  metal  cabinet  down  the  stre 
where  my  phone  signals  are  digitized,  then  r 
layed  to  the  central  office  on  a  high-speed  lir 
While  some  carriers,  notably  BellSouth,  pi 
vide  DSL  through  that  sort  of  setup,  Verizc 
which  admits  that  it  is  struggling  with  dema: 
from  the  homes  it  can  serve,  has  no  plans 
follow  suit. 

Verizon  estimates  that  because  of  distan 
and  other  restrictions,  just  over  half  of  its  su  ,^ 
scribers  will  ever  qualify  for  DSL  service.  Fi 
thermore,  cable  companies  often  can  let  ci 
tomers  install  their  own  Internet  service  ji  t ;. 
by  hooking  up  a  modem,  but  dsl  usually  i 
quires  sending  a  crew  to  every  home — a 
trucks  and  crews  are  in  very  short  supply. 

The  situation  isn't  completely  hopeless.  Sta 
up  StarBand  Communications  will  begin  offeri 
two-way  satellite  Internet  access  in  Decemb 
It  requires  a  clear  view  of  the  southern  sky. 
$70  per  month  after  about  $600  in  startup  cot- 
it's  more  expensive  than  either  DSL  or  cah 
But  you  can  get  it  anywhere  you  can  set  U| 
satellite  TV  antenna.  Sales  and  installation 
being  handled  by  Radio  Shack  and  Echost 
both  experts  in  mass  deployment.  Hughes  El 
tronics'  DirecTV  plans  to  offer  a  similar  serv 
next  year. 

The  advantages  of  broadband  are  impress! 
an  Internet  connection  that  is  always  availa 
and  fast  enough  for  content,  such  as  high-cjual 
audio,  and  applications  you  can  rent  and  use 
required.  N(j  wcjnder  providers  can't  meet  the 
mand.  Unfortunately,  most  of  us  will  be  on 
outside  looking  in  for  a  long  time  to  come. 
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GREENSPAN 

The  Man  Behind  Money 

By  Justin  Martin 
Perseus  .  284pp  •  $28 


111 

.;reenspan 

tEVEALED 


t  the  peak  of  the  global  financial 
crisis  in  the  fall  of  1998,  Fed- 
eral Reserve  Chairman  Alan 
eenspan  seemed  at  a  loss  about  what 
do.  The  central  bank  had  just  cut  in- 
vest rates  for  the  first  time  in  2'/^ 
irs,  but  investors  had  paid  this  no 
id.  Stock  prices  were  fluctuating  wild- 


ly. Bond  trading  had  come  to  a 
virtual  halt.  Nobody,  it  seemed, 
wanted  to  take  on  any  risk.  In  a 
rambling,  abstruse  speech  to  a 
group  of  business  economists, 
Greenspan  described  the  situation 
as  scary  and  confessed  he  had  nev- 
er seen  anything  like  it  before.  Had 


GREENSPAN:  Greenspan's  luck  finally 
Paradoxical  run  out?  Was  the  econ- 
personality        omy  headed  for  disas- 

ter?  No.  Just  over  a 

week  later,  he  surprised  the  markets 
by  cutting  interest  rates  again,  this  time 
ordering  a  reduction  on  his  own  instead 
of  waiting  for  the  next  meeting  of  the 
Fed's  monetary  policy  committee.  In- 
vestors cheered.  Stock  prices  zoomed 
higher.  And  the  crisis  passed. 

It's  thanks  to  that  sort  of  astute  mon- 
etary management  that  the  74-year-old 
Greenspan  has  achieved  the  status  of 
an  economic  oracle  who  holds  the  fate  of 
the  U.  S.  economy  in  his  hands.  He  has 
even  become  a  cultural  icon,  showing 
up  in  a  cameo  role  in  an  episode  of  the 
hit  television  cartoon  show  The  Simp- 
sons. But  despite  all  the  attention, 
Greenspan  remains  something  of  a 
paradox.  A  onetime  acolyte  of  the  late 
libertarian  author  Ayn  Rand,  Greenspan 
is  a  staunch  believer  in  free  markets 
and  the  power  of  the  individual.  Yet  he 
has  spent  much  of  his  career  in  gov- 
ernment, including  the  past  13  years  at 
the  Fed.  A  self-confessed  introvert, 
Greenspan  nevertheless  is  a  regular  on 
the  cocktail-party  circuit  that  brings  to- 
gether the  capital's  movers  and  shak- 
ers— the  so-called  "A"  list.  He's  a  self-ef- 
facing man  who  avoids  confrontation, 
yet  has  prospered  in  a  city  known  for 
its  publicity-seekers  and  partisanship. 

Two  new  books  try  to  peel  away  the 
mystery  shrouding  the  monetary  man- 
darin and  explain  how  his  mind  works. 
In  Maestro:  Greenspan's  Fed  and  the 
American  Boom,  the  country's  best- 
known  investigative  reporter.  Bob 
Woodward,  offers  an  inside  look  at  the 
central  bank  during  the  Fed  chief's 
reign,  from  the  stock 
market  crash  of  Oc- 
tober, 1987,  up  to  the 
prosperous  current 
days.  Former  For- 
tune magazine  writer 
.Justin  Martin  reaches 
back  even  further  in 
his  effort  to  separate 
the  man  from  the 
monetary  myth.  In 
Greenspan:  The  Man 
Behind  Money,  Mar- 
tin provides  a  well-re- 
searched overview  of 
Greenspan's  life,  from 
his  birth  in  1926  through  his 


WOODWARD  SHOWS  THE  FED  CHAIRMAN'S 


UNUSUAL  SKILL  AT  POLITICAL  POWER  GAMES 


El      I 
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bi"ief  stint  tis  a  saxophonist  and  clar- 
inetist in  a  jazz  band  in  the  1940s  to 
his  present  life  as  the  world's  premier 
economic  policymaker.  Both  books  re- 
ward the  reader  with  a  wealth  of  detail 
about  Greenspan's  comings  and  goings 
over  the  years.  But  in  the  end,  they 
come  up  short  in  explaining  the  Fed 
chief's  paradoxical  personality. 

Perhaps  because  it  concentrates  on 
Greenspan's  time  at  the  Fed,  Wood- 
wai'd's  book  is  more  interesting.  While  it 
doesn't  contain  any  startling  revela- 
tions— in  fact,  many  of  the  stories  in 
the  book  have  been  told  before — it's  still 
replete  with  the  sort  of  fly- 
on-the-wall  reporting  for 
which  The  Washington  Post 
assistant  managing  editor  is 
known.  There's  then-Trea- 
sury Secretary  James  Bak- 
er gloating  "We  got  the  son 
of  a  bitch"  after  maneuver- 
ing Paul  Volcker  out  of  the 
Fed  and  replacing  him  Math 
Greenspan.  There's 

Greenspan  getting  top-se- 
cret briefings  from  then-De- 
fense Secretary  Dick 
Cheney  before  the  Persian  Gulf  war — 
briefings  that  helped  him  set  interest- 
rate  policy.  And  there's  Greenspan  phon- 
ing conservative  radio  talk-show  host 
Rush  Limbaugh  to  urge  him  to  back 
Clinton's  1995  Mexico  bailout. 

As  with  Woodward's  previous  books, 
it's  clear  that  he  enjoyed  unparalleled 
access  to  many  of  the  principal  players 
in  this  saga,  including  Greenspan.  How 
else  would  he  know  that  the  Fed  chief 
gets  a  pain  in  his  stomach  whenever 
he's  about  to  say  something  that  could 
backfire?  But  as  he  has  done  previously, 
Woodward  likely  won  that  access  by 
agreeing  not  to  identify  many  sources, 
leaving  it  to  the  reader  to  guess  at  the 
origins  of  much  information. 

What  comes  across  most  clearly  in 
Woodward's  book  is  Greenspan's  skill  in 
playing  the  political  power  games  that 
determine  who  survives  in  the  cutthroat 
world  of  Washington.  It's  a  skill  that 
Woodward  greatly  admires — after  all, 
along  with  Carl  Bernstein,  the  author 
made  his  reputation  by  helping  to  bring 
down  a  President,  the  late  Richard 
Nixon.  Survival  skills  have  allowed 
Greenspan  to  outlast  three  Presidents — 
Republicans  Ronald  Reagan  and  George 
Bush  and  Democrat  Bill  Clinton. 

Most  surprising  has  been  the  ability  of 
Greenspan,  a  lifelong  RepubHcan  and 
onetime  Nixon  adviser,  to  forge  such 
close  ties  with  Clinton.  Woodward  re- 
plows  some  of  the  ground  he  covered 
in  The  Agenda,  his  best-selling  book  on 


CLINTON'S  PARTNER 

And  before  the  Fed,  Greenspan  was 
briefly  a  jazz  musician  in  the  IQ^Os 


Clinton's  first  year  in  office, 
when  he  describes  the  key 
role  Greenspan  played  in 
persuading  Clinton  to  tackle 
the  bulging  budget  deficit — 
all  but  promising  the  Administration 
lower  interest  rates  as  a  reward.  But 
he  also  goes  further,  describing  in  detail 
how  Greenspan  later  developed  close 
ties  with  former  Treasury  Secretary 
Robert  E.  Rubin,  forged  in  part  on  their 
shared  fear  in  1996  that  the  stock  mar- 
ket was  dangerously  overvalued.  That 
led  to  Greenspan's  now-famous  warning 
that  December  about  the  market's  "ir- 
rational exuberance." 

Perhaps  Greenspan's  survival  skills 
have  been  best  displayed  in  his  ability 
to  scuttle  any  threats  to  his  preemi- 
nence at  the  Fed.  Woodward  describes 
how  Fed  Vice-Chair  Alan  Blinder  felt  so 
undermined  by  what  he  perceived  as 
Greenspan's  quiet  machinations  that  he 
decided  to  leave  the  central  bank.  Wood- 
ward also  hints  that  Greenspan,  togeth- 
er with  Rubin,  secretly  sabotaged  Clin- 
ton's efforts  to  appoint  financier  Felix 
Rohatyn  to  succeed  Blinder 
in  1996.  But  he  doesn't  dig 
deep  enough  to  say  for  sure 
what  happened  in  either 
case — a  surprising  lapse  for 
such  a  resourceful  reporter. 

As  is  clear  from  the  book's 
title.  Woodward  also  gives 
Greenspan  too  much  credit 
for  the  current  boom.  Sure, 
the  Fed  chief  has  played  a 
critical  role  in  ensuring  that 
the  expansion  endured.  But  a 
host  of  other  factors — includ- 
ing an  explosion  in  the  use  of 


information  technology- 
have  also  been  at  wor' 
something  Woodward  seen 
to  give  short  shrift. 
Martin's  book  is  more  critical 
Greenspan.  It  points  out  how  the  Ft 
chief  was  wrongheaded  about  the  199' 
1991  recession,  even  to  the  point  of  i 
sisting,  months  after  the  downturn  hi 
started,  that  the  economy  was  still  c 
an  upswing.  And  Martin  is  more  eve 
handed  in  doling  out  responsibility  f 
the  1990s  boom,  perhaps  because 
lacked  the  same  access  to  Greenspan 

Martin's  book  is  thick  with  detail 
Greenspan's  pre-Fed  life,  making  it  mo 
suited  to  close  watchers  of  Greensp; 
than  to  casual  readers.  It  describes 
early  skill  with  mathematics — he  w 
able  to  add  up  thi'ee-digit  numbers 
his  head  when  he  was  only  five.  It  al 
details  the  key  part  Greenspan  played 
Rand's  "collective,"  which  met  regular 
to  debate  libertarian  ideas — and  the  n 
she  played  in  "opening  his  eyes  to 
moral  dimension  of  capitalism."  Al 
chronicled:  the  success  of  Greenspai 
economic  consulting  business,  his  sus 
cions  of  Nixon,  and  his  admiration  I 
Nixon's  successor,  Gerald  Ford. 
At  the  end  of  both  books,  though, 
reader  is  left  feeling  t' 
something  is  missing.  T 
may  be  because  the 
chapter  of  the  Greensj 
saga  is  yet  to  be  writt 
He  still  has  to  bring 
booming  economy  of 
199()s  in  for  a  soft  landi 
and  avoid  a  crash.  Only  th  ^ , 
|iiihaps,  will  we  know  h 
Alan  (Jreenspan  will 
judged  by  history. 

BYRICH  MILL 

Miller  covers  the  Fed 
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STILL  WAITING  FOR  HIGH- 
SPEED INTERNET  ACCESS? 


t  JUST  LOOK  UP 


iiiifl 


red  of  waiting  for  broadband?  StarBand-  is  here  now.  StarBand  is  the 
I  ;t  company  to  deliver  two-way.  high-speed  Internet  access  via  satellite  to  consumers, 
always  on  and  its  available  virtually  everywhere.  If  you  can  see  the  southern  sky. 
I  can  get  StarBand.  Just  look  up.-  StarBand  is  available  now  at  selected  DISH  Network" 
ailers  and  through  MSN*  Highspeed  -  Satellite  at  your  local  RadioShack'  store. 
■  more  info  go  to  www.StarBand.com  or  call  toll-free  1-800-421-3464. 
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IT    WOULD    BE    EASY    TO    DISMISS    THE    NO.  3 

book  on  this  month's  hardcover  list, 
The  Art  of  Possibility,  as  another  facile  self-help  tract.  The  au- 
thors propose  ways  to  open  yourself  to  what  they  call  a  "life  of 
possibility."  They  flesh  out  this  prospect  with  diverse  sub- 
themes  covering  leadership,  responsibility,  creativity,  and  more, 
that  can  jazz  up  both  personal  and  professional  lives.  Benjamin 
Zander,  a  conductor  with  the  Boston  Philharmonic  Orchestra, 
and  Rosamund  Stone  Zander,  a  therapist,  suggest  that  "cir- 
cumstances that  seem  to  block  us  in  our  daily  lives  may  only 
appear  to  do  so  based  on  a  framework  of  assumptions  we  car- 
ry with  us."  The  authors  say:  "Find  the  right  framework  and  ex- 
traordinary accomplishment  becomes  an  everyday  experience." 


Sounds  a  little  too  easy,  right?  But,  as  a  result  of  the  reJ 
life  examples  drawn  from  the  authors'  work,  you  might  fij 
the  volume  growing  on  you.  For  example,  Benjamin  Zanc 
tells  how,   in  order  to  create  an  atmosphere  in  which  coi| 
petitive  music  students  can  perform  at  their  best,  he  awar 
each  of  them  an  A  on  the  first  day  of  class.  In  return, 
asks  them  to  write  him  a  letter  from  one  year  in  the  future, 
which  they  describe  their  lives.  Then  they  must  live  out  tt 
possibility.    It's  a   mind-over-matter  approach,   which,   alo| 
with  some  New  Age  rhetoric,  won't  appeal  to  everyone, 
those  looking  to  rethink  their  lives  may  find  that  the  Zand^ 
have  hit  just  the  right  note. 

BY  KARIN  PEKARCI- 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


THE  MESSAGE  FROM  ASIA: 
TRADE  LOCALLY,  THINK  GLOBALLY 


HOPE; 

Regional 
trade  deals 
under 
discussion 
in  Asia  could 
be  a  catalyst 
for  a  new 
round  of 
global  trade 
talks 


Laura  D'Andrea  Tyson  is 
dean  of  the  Haas  School  of 
Business  at  the  University  of 
California  at  Berkeley.  She  is 
chair  of  the  Council  on 
Foreign  Relations  Task  Force 
on  Japan. 


President  Clinton,  the  first  President  of  the 
Vietnam  War  generation,  has  become  the 
first  President  ever  to  set  foot  in  a  unified 
Vietnam.  His  visit  to  Vietnam  was  part  of  a  trip 
to  Asia  to  attend  his  valedictory  meeting  of  the 
heads  of  state  of  apec,  the  Asia-Pacific  Econom- 
ic Cooperation  forum,  a  regional  group  promoting 
economic  integration.  Back  in  1993,  when  the 
American  press  was  replete  with  dire  predic- 
tions about  the  protectionist  tendencies  of  the 
new  Democratic  Administration,  President  Clin- 
ton convened  the  inaugural  meeting  of  apec. 
Each  year  since,  the  leaders  have  met  to  set 
plans  to  achieve  their  long-run  vision  of  free 
trade  within  the  region. 

President  Clinton's  leadership  in  developing 
APEC  and  his  successfiil  effort  to  secure  passage  of 
NAFTA  during  his  first  year  in  office  signaled  his 
Administration's  commitment  to  trade  liberaliza- 
tion. But  despite  these  remarkable  first  steps, 
the  naysayers  continued  to  fret.  They  said  Clinton 
may  not  have  been  a  traditional  protectionist,  but 
wasn't  his  pursuit  of  regional  trade  agreements 
jeopardizing  multilateralism?  Wouldn't  NAFTA  and 
APEC  encourage  the  formation  of  competitive  trade 
blocs  rather  than  expand  global  welfare  by  fos- 
tering more  open  trade? 

In  fact,  APEC  and  NAFTA  revitalized  global  ef- 
forts to  secure  final  agreement  on  the  Uruguay 
Round  of  multilateral  trade  negotiations  that 
had  dragged  on  for  more  than  15  years.  Contrary 
to  conventional  wisdom,  regional  trade  agree- 
ments proved  to  be  a  prod,  not  an  impediment, 
to  multilateralism.  The  Uruguay  Round  agree- 
ment finally  took  force  at  the  end  of  1994,  slash- 
ing tariff  and  nontariff  trade  barriers  and  ush- 
ering in  the  World  Trade  Organization. 

Just  two  years  later  the  WTO  adopted  the  In- 
formation Technology  Agreement,  an  initiative 
that  had  first  been  launched  by  the  United  States 
within  APEC.  Once  again,  American  leadership 
showed  how  enlightened  regionalism  could  foster 
multilateral  progress.  When  fully  implemented, 
the  ITA,  which  has  more  than  70  signatory  na- 
tions, will  eliminate  all  tariffs  on  computers, 
semiconductors,  and  related  equipment. 

During  their  last  two  meetings,  in  1998  and 
1999,  APEC  leaders  reaffirmed  their  commitment 
to  economic  reforms  and  greater  integration  into 
the  world  economy,  despite  the  fact  that  many 
APEC  nations  were  still  reeling  from  the  effects  of 
the  1997-98  Asian  financial  crisis.  Indeed,  the 
APEC  countries  agreed  to  additional  tariff  cuts  in 
priority  sectors  and  called  for  the  launch  of  a 
new  round  of  multilateral  trade  talks.  And  China 


used  the  apec  forum  to  announce  a  number 
important  reductions  in  protection  that  were  u 
timately  reflected  in  the  historic  U.  S.-Chir 
agreement  on  the  terms  of  China's  accession  1 
the  WTO.  This  was  one  of  President  Clinton 
major  foreign  policy  goals. 

This  year  the  apec  meetings  focused  on  Ne 
Economy  issues,  including  a  moratorium  on  cu 
torn  duties  over  the  Internet,  safeguards  again, 
software  piracy,  and  measures  to  close  the  digit 
divide  both  within  and  between  apec  member 
The  New  Economy  focus  confirms  that  the  Asi; 
economies  are  the  next  major  frontier  for  the  i 
formation-technology  revolution.  In  this  ape 
meeting,  as  in  earlier  ones,  the  U.S.  approac 
was  to  build  support  for  regional  agreements  ( 
particular  issues  that  could  serve  as  models  f 
broader  agreements  within  the  multilateral  sy 
tem.  Progress  in  apec  is  especially  importa 
right  now  because  of  the  temporary  setback  to 
new  round  of  multilateral  talks  dealt  by  the  c( 
lapse  of  the  WTO  meetings  in  Seattle. 

Nor  is  apec  the  only  regional  forum  for  ec 
nomic  cooperation  in  Asia.  Regional  leaders,  i 
eluding  Japan  and  China,  are  trying  to  bui 
currency-swap  arrangements  and  trade  dej 
that  exclude  the  U.S.  These  efforts  reflect  u 
derstandable  frustrations  over  the  1997-98 
nancial  crisis  and  the  Seattle  debacle. 
MOMENTUM.  American  policymakers  should  avc 
a  knee-jerk  reaction  to  such  regional  initiativ( 
Asia  has  a  disproportionate  share  of  the  worL 
foreign  exchange  reserves  and  an  effective  ci 
rency-swap  arrangement  backed  by  them  coi 
deter  another  round  of  debilitating  currency  cc 
tagion.  And  trade  agreements  such  as  those  i 
der  discussion  between  Japan  and  South  Kor 
or  Japan  and  Singapore  coiild  act  as  a  catalyst 
a  new  round  of  global  trade  talks.  In  addition,  : 
gional  agreements  defining  an  "Asian  approac 
to  globalization  might  defuse  some  of  the  ar 
American  sentiment  behind  antiglobalizati 
forces  in  Asia  and  elsewhere. 

Thirty-five  years  ago,  when  the  U.  S.  looked 
Asia,  its  primary  interest  was  containing  co 
munism.  Today,  its  primary  interest  in  the  reg 
is  sustaining  globalization.  During  the  last  seve 
years,  apec  has  served  this  interest  well,  demi 
strating  that  with  the  right  leadership,  regio 
economic  agreements  can  build  consensus  a 
capacity  for  global  action. 

Based  on  its  apec:  experience,  the  U.  S.  she 
respect  rather  than  reject  recent  initiatives 
the  Asian  nations  to  foster  stronger  oconoi 
cooperation  among  themselves. 
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Economic  Trends 


BY  GENE  KORETZ 

EMERGING  ASIA'S 
SHAKY  RECOVERY 

Scant  profits  point  to  growing  rislcs 

With  stock  markets  down  sharply 
in  emerging  Asia  this  year,  some 
observers  worry  about  a  potential 
reprise  of  the  financial  crisis  and  severe 
recession  that  hit  the  region  a  few  years 
ago.  Economist  Chen  Zhao  of  the  Bank 
Credit  Analyst,  a  Montreal-based  in- 
vestment publication,  thinks  it's  prema- 

WHY  HAVE  ASIAN  EQUITIES 
SWOONED  AGAIN? 
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j    ,  ture  to  push  the  panic  button  just  yet. 

Still,  the  current  stock  market  swoon 
underscores  the  serious  problems  plagu- 
ing the  Asian  recovery  in  the  face  of  a 
developing  global  slowdown. 

By  most  measures,  emerging  Asia's 
recovery  from  its  1997-98  debacle  has 
been  impressive.  Many  countries  have 
posted  double-digit  or  near  double-digit 
growth  rates  for  two  years,  output  per 
capita  has  returned  to  pre-crisis  levels, 
and  unemployment  has  fallen.  Most 
countries  are  also  running  trade  and 
current-account  surpluses. 

But  the  reality,  says  Chen,  is  that 
the  hope  fueling  last  year's  stock  market 
rally — that  capacity  cutbacks,  currency 
declines,  and  sharply  lower  interest 
rates  would  spark  a  resurgence  in  prof- 
its— has  failed  to  pan  out.  Corporate 
earnings  in  the  five  crisis-stricken 
economies  of  South  Korea,  Thailand,  the 
Philippines,  Malaysia,  and  Indonesia  still 
languish  far  below  pre-crisis  levels,  de- 
spite a  stunning  rise  in  industrial  output. 

As  Chen  sees  it,  three  factors  are  re- 
sponsible for  this  profitless  recovery.  The 
first  is  the  region's  most  formidable  com- 
petitor, the  mammoth  Chinese  economy. 
With  labor  costs  still  only  6.5%  of  those 
of  Korea  and  Taiwan  (despite  those  na- 
tions' currency  devaluations),  China  has 
not  only  been  winning  market  share  in 


the  U.S.  from  its  regional  rivals  but  also 
has  been  increasingly  doing  so  in  high- 
end  computer  and  electronics  products. 

Compounding  the  threat  of  height- 
ened Chinese  competition  is  the  fact 
that  many  Asian  economies  still  seem 
plagued  by  excess  capacity  that  puts 
additional  dovraward  pressure  on  prices. 
Meanwhile,  the  continuing  huge  buildup 
in  Asia's  semiconductor  capacity  in  Tai- 
wan, Korea,  and  China,  at  a  time  when 
the  global  semiconductor  cycle  is  peak- 
ing, is  yet  another  harbinger  of  falling 
prices  and  profits. 

Finally,  Chen  points  out  that  most  of 
the  Asian  economies  haven't  really 
tackled  their  financial  systems'  bad- 
debt  problems  and  the  restructuring 
necessary  to  close  down  insolvent  com- 
panies. Many  companies  continue  to 
rely  on  export  volume  expansion  to 
stay  in  business — a  strategy  that  in- 
evitably heightens  both  domestic  and 
global  deflationary  pressures  and  thus 
compounds  their  debt-servicing  woes. 
Only  China  has  taken  serious  steps  to 
allow  insolvent  businesses  to  fail  and  to 
reform  its  banking  system. 

The  bottom  line  is  that  structural 
forces  have  handcuffed  most  of  emerg- 
ing Asia  to  a  profit-starved  recovery. 
And  with  the  U.  S.  and  other  advanced 
economies  slowing  along  with  global 
high-tech  demand,  Asian  economies  face 
increasingly  trying  times  ahead.  That,  in 
a  nutshell,  says  Chen,  is  the  message  in 
the  markets'  decline. 


TEAM  TRUST  AND 
A  WINNING  GAME 

Baslcetball  is  an  exception  to  a  rule 

In  the  corporate  world,  many  man- 
agement gurus  use  sports  analogies  to 
stress  the  importance  of  team  members' 
mutual  trust  in  achieving  group  goals. 
But  surprisingly,  in  college  basketball, 
reports  Kurt  T.  Dirks  of  Simon  Fraser 
University,  mutual  trust  hardly  affects 
team  success. 

In  a  study  presented  at  the  recent 
annual  meeting  of  the  Academy  of  Man- 
agement, Dirks  surveyed  players  on  30 
U.S.  college  teams  in  the  1996-97  and 
1997-98  seasons  at  the  point  where  they 
had  just  completed  their  early  games 
against  nonconference  rivals  but  had 
not  yet  begun  their  conference  sched- 
ules. Using  a  form  developed  for  other 
management  research,  he  asked  play- 
ers a  series  of  questions  designed  to 
reflect  the  degrees  of  trust  they  placed 
in  their  teammates  and  head  coach. 


} 


Following  each  season,  Dirks  ana 
lyzed  how  these  trust  ratings  affecte^ 
the  teams'  subsequent  win-loss  recordi 
after  adjusting  for  the  influence  of  oth 
factors.  These  included  success  in  earlj 
season  games  and  prior  years,  exper 
ence  under  the  coach,  coaches'  past  sui 
cess,  and  player  talent. 

In  the  end.  Dirks  found  that  only  tw 
factors  had  significant,  nearly  equal  e 
fects  on  conference  success:  trust  in  th 
coach,  and  team  talent  (as  determine 
by  players  selected  for  all-conferenq 
teams  or  most  valuable  player  award 
Trust  in  teammates,  by  contrast,  ha 
Httle  impact  on  team  performance. 

The  findings  make  sense  in  basketba 
says  Dirks,  because  the  coach  provid(  , , 
the  key  strategy  that  permits  physic 
talent  to  produce.  But  in  many  kinds 
corporate  tasks,  where  teams  are  ii 
volved  in  collaborative  problem-solvir 
or  creative  activities,  team  trust  may  \ 
just  as  important  as  trust  in  the  leade: 


A  LOUDER  ROOM 
IN  THE  RIG  APPLE 

Job  growth  in  New  York  is  dazzlinl 


The  prices  of  luxury  Manhattan  c  ''I 
ops  have  weakened,  and  Wall  Stre 
firms  are  taking  some  profit  lumps,  b 
New  York  City's  economy  is  still  on 
roll,  reports  economist  Marc  M.  Gclov( 
of  Chase  Manhattan  Bank.  With  an  C 
tober  jobless  rate  of  just  5.5%  (vs.  9^;^ 
1997),  the  city  has  added  89,200  privat 
sector  jobs  in  the  past  12  months,  brin 
ing  the  total  private  job  count  to  ov 
3.18  million — the  highest  October  tally 
more  than  30  years. 

One  sign  that  prosperity  has  spre 
to   the   outer   boroughs   is   that   tw 
Queens  and  Staten  Island,  now  bo; 
jobless  rates  of  4.5%  and  4.4%,  vs.  M; 
hattan's  5%.  Meanwhile,  paced  by 
heady  growth  of  ■— ■^— — ^-^— 
everything    from 
the  financial  indus- 
try, to  high  tech, 
to  retailers,  con- 
struction, tourism, 
and  small  service- 
producing     busi- 
nesses, gross  city 
product  has  accel- 
erated shar|)ly.  In 
the  pai>t  two  quar- 
ters,  it   has   out- 
paced the  overall 
U.S.  growth  rate 
by   almost   a   full 
percentage  point. 
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JE  PATIENT,  INVESTORS. 
FHE  FED  CERTAINLY  IS 

olicy  decisions  are  on  hold  until  the  labor  market  loosens  up 
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BUILDERS'  OPTIMISM 
IS  ON  THE  RISE 


JAN  '99  NOV,  '00 

,  PERCENT  REPORTING  IMPROVED 

CONDITIONS 
A.-  NATIONAL  ASSOCIATION  Of  HOME  BUILDERS 


Prior  to  the  Federal  Re- 
serve's Nov.  15  policy  meet- 
g,  many  investors  were  looking  for  signs  that 
•eenspan  &  Co.  were  thinking  about  cutting  interest 
tes.  Judging  by  the  Fed's  statement  after  the  meet- 
g,  some  of  that  anticipation  was  obviously  wishful 
inking.  The  Fed  said  that  the  possible  inflation  threat 
jm  tight  labor  markets  and  higher  oil  prices  was 
ill  too  great  for  it  to  relax  its  guard  just  yet. 

However,  despite  the  hard 
edge  of  the  Fed's  words,  more 
and  more  evidence  supports 
the  view  that  the  outlook  is 
falling  into  line  with  what  the 
central  bank  wants  to  see.  The 
Fed  even  suggested  that  the 
softening  in  business  and 
household  demand,  along  with 
tighter  financial  conditions, 
could  result  in  a  slowing  of 
the  economy's  growth  rate  to 
3ace  below  its  so-called  noninflationary  speed  limit, 
nerally  taken  to  be  about  3.5%  to  4%. 
But  it  will  take  a  while  longer  for  the  soft  landing  to 
1  into  place.  Although  consumers  have  dialed  back 
Bir  buying  a  couple  notches  right  at  the  start  of  the 
portant  holiday  season  (page  34),  credit  is  still  flow- 
;  easily  to  households,  and  housing  demand  is  actually 
•engthening  a  bit  (chart).  The  Fed  at  least  can  count 
foreign  trade  to  subtract  from  future  growth.  The 
ide  gap  widened  sharply  in  September,  as  imports 
nped  and  exports  fell.  If  economies  elsewhere  in 
;  world  slow  by  more  than  the  U.S.'s  next  year, 
eign  trade  will  continue  to  be  a  drag  on  U.  S.  growth. 
Even  if  growth  slows  to  3%,  though,  that's  not  a 
:e  that  will  quickly  relieve  what  the  Fed  describes  as 
le  unusually  high  level"  of  utilization  of  labor  re- 
irces.  In  fact,  the  Fed's  statement  makes  it  clear  that 
icy  decisions  are  on  hold — and  that  rising  inflation  is 
threat — until  there  are  concrete  signs  that  overall 
mand  has  slowed  enough  to  ease  the  drum-tight 
iditions  in  the  labor  markets. 

'/ESTORS  CAN  TAKE  HEART  that  some  loosening  in 
'.  labor  markets  seems  likely  next  year.  That's  be- 
ise  consumers  and  businesses  are  both  feeling  the  ef- 
ts of  tighter  financial  conditions.  For  consumers,  the 
■ike  is  coming  from  the  diminished  stimulus  from 


the  wealth  effect,  since  stock  prices  generally  have 
gone  nowhere  for  a  year  and  a  half.  Businesses  mean- 
while are  getting  hit  with  tighter  borrowing  condi- 
tions across  a  broad  front,  including  banks  and  both  the 
credit  and  equity  markets. 

In  particular,  the  Fed's  latest  survey  of  bank  lending 
practices  shows  that  loan  officers  continue  to  get  in- 
creasingly picky  about  business  borrowing  in  the  fourth 
quarter.  The  net  percentage  of  domestic  banks  that 
tightened  their  standards  for  commercial  and  indus- 
trial loans  rose  to  the  highest  level  in  10  years,  and 
that's  true  for  both  large  and  small  businesses  alike 
(chart).  Still,  while  conditions  are  tight,  banks  are  not  as 
stringent  as  they  were  prior  to  the  last  recession. 

However,  more  than  half  of  the  domestic  and  foreign 
banks  surveyed  said  they  anticipated  a  further  tight- 
ening of  both  loan  standards  and  terms  befoi-e  the  end 
of  2001.  And  the  Fed  said  a  net  60%  of  large  domestic 
banks  reported  that  the  increase  in  commercial  and 
industrial  loan  delinquency  rates  over  the  past  year  was 
"somewhat  greater  than  expected." 

INTERESTINGLY,  BANKS'  AHITUDES  toward  con 

sumer  lending  remain  fairly  lax.  Credit  standards  for 
all  types  of  household  borrowing  were  little  changed 
during  the  past  three  months.  The  net  percentage  of 
banks  tightening  conditions  for  installment  loans  is 
actually  lower  than  it  was  in  1999,  and  mortgage  lend- 
ing standards  have  changed  little  since  1995. 

That,  plus  mortgage  rates 
that  are  below  8% — down 
some  70  basis  points  from  their 
May  highs — is  a  key  reason 
why  housing's  weakness  earlier 
this  year  now  seems  finished. 
Housing  starts  declined  from 
an  annual  rate  of  1.82  million  in 
February  to  1.52  million  in  Au- 
gust, but  have  edged  up  to 
1.53  million  in  both  September 
and  October. 

And  starts  will  likely  drift  up  some  more,  since 
builders  are  increasingly  optimistic.  The  National  As- 
sociation of  Home  Builders'  index  of  housing  market 
conditions  rose  in  November  to  65,  the  highest  reading 
in  nine  months.  The  index  measures  current  and  ex- 
pected sales  and  buyer  traffic  through  model  homes, 
and  all  of  the  November  increase  reflected  increasing 
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current  sales.  So  after  subtracting  substantially  from 
third-quarter  economic  growth,  housing  will  very  like- 
ly be  at  least  a  small  plus  for  growth  in  the  fourth 
quarter. 

THE  STRONG  HOUSING  MARKET  is  also  exerting 

some  upward  pressure  on  inflation,  especially  the  im- 
portant service  side  of  the  equation.  Overall,  inflation 
looks  quite  quiescent.  The  consumer  price  index  in- 
creased 0.2%  from  September  to  October.  Excluding 
food  and  energy,  core  prices  were  also  up  a  small  0.2%. 

But  compared  with  their  levels  of  a  year  ago,  both 
total  inflation  and  the  core  rate  are  accelerating  (chart). 
Top-line  inflation  has,  of  course,  been  boosted  by  the 
spike  in  energy  costs  this  year,  but  the  core  rate  is  ris- 
ing because  of  an  upward  tilt  in  service  prices.  Core 
service  prices  increased  3.5%  from  a  year  ago,  a  full 
percentage  point  higher  than  in  October,  1999. 

One  area  where  service  prices  are  accelerating  quick- 
ly is  shelter,  which  accounts  for  30%  of  the  total  CPI  and 
56%  of  core  service  costs.  The  cost  of  shelter  rose  3.6% 
over  the  past  year,  up  from  2.5%  in  October,  1999. 
One  reason  is  that  the  robust  housing  market  and  ris- 
ing home  prices  are  pushing  up  actual  rents  as  well  as 
the  rents  homeov^mers  would  theoretically  pay  if  they 
were  leasing  out  their  own  homes.  This  trend  won't 
ease  up  until  the  housing  market  cools  off. 

Energy,  though,  continues  to  be  a  major  worry  for 


MEXICO 


INFLATION:  STILL  TAME. 
BUT  DRIFTING  UP 


the  Fed.  And  it  isn't  just  fuel  costs  per  se  that  hav 
policymakers  concerned.  It  is  what  workers  will  do 
fuel  costs  do  not  back  down.  As  the  Fed's  Nov.  1 
statement  noted,  the  increase  in  energy  prices  "still  h: 
bors  the  possibility  of  raising  inflation  expectations 
That  means  that  if  consumers  are  still  paying  big  buc 
for  gasoline  and  heating  oil  next  year,  they  vnll  deman| 
bigger  pay  raises  in  2001  in  order  to  keep  pace  wi 
higher  overall  inflation.  Fatter  pay  raises  will  also  kic 
in  for  workers  covered  by  cost-of-living  adjustments 

So  far  in  this  expansion,  pay 
increases  have  been  largely 
covered  by  productivity  gains, 
so  they  have  not  been  infla- 
tionary. But  it  will  be  harder 
to  eke  out  productivity  in- 
creases when  output  is  slow- 
ing. So  pay  raises  in  2001  may 
force  businesses  either  to 
mark  up  prices  or  suffer  on 
the  bottom  line. 

All  this  means  that  in- 
vestors who  are  waiting  for  relief  from  the  Fee 
tighter  credit  conditions  are  simply  going  to  have  to  1 
patient.  So  far,  the  soft  landing  is  on  track,  and  nothii 
suggests  that  a  crash  is  imminent.  When  the  lab 
markets  start  to  loosen  up,  that's  when  the  Fed  w 
think  about  easing  its  grip. 
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NEW  LEADER,  OLD  PROBLEM:  SLOW  GROWTH 


MEXICAN  GDP 


On  Dec.  1,  Vicente  Fox  be- 
comes Mexico's  President,  the 
first  politician  outside  the  Institu- 
tional Revolutionary  Party  to  do 
so  in  71  years.  He  inherits  an 
economy  enjoying  robust  growth 
and  falling  inflation. 
Unfortunately  for  the 
new  administration, 
the  good  times  may 
not  last. 

Mexico's  economy 
grew  7%  in  the  third 
quarter  from  a  year 
ago  (chart),  led  by  con- 
sumers. The  economy 
is  likely  to  grow  more 
than  7%  for  all  of  2000, 
after  expanding  just  3.7%  last 
year. 

For  2001,  however,  grovrth  vvill 
probably  slow  to  4%  to  4.5%  for  a 
few  reasons.  First,  the  Bank  of 
Mexico  has  tightened  the  money 


GROWTH  REMAINS  STRONG 
BUT  A  BIT  SLOWER 
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supply  six  times  in  2000,  and 
higher  interest  rates  are  begin- 
ning to  cool  domestic  demand. 
Second,  the  expected  soft  landing 
in  the  U.  S.,  Mexico's  largest  trad- 
ing partner,  will  slow  exports 

from  south  of  the  bor- 
der. Last,  the  revenue 
boost  from  higher  oil 
prices  enjoyed  by  the 
petroleum  industry 
will  be  temporary. 

In  addition,  Mexico 
has  profited  from  a 
five-year  decline  in  in- 
flation. Although  a 
yearly  rate  of  8.9% 
may  seem  high,  for 
Mexicans  it  is  the  lowest  inflation 
rate  since  the  peso  devaluation  in 
1994.  Inflation  could  accelerate  in 
2001  if  the  economic  slowdown 
causes  a  decline  in  the  peso,  con- 
sidered by  some  analysts  to  be 


M 
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overvalued.  A  weaker  peso  would 
push  up  import  prices  and  overall] 
inflation. 

Rising  wages  could  also  cause 
inflation  to  accelerate.  Real  wage 
remain  below  their  pre-devalua- 
tion  levels,  and  workers  are  final- 
ly taking  advantage  of  a  tight  la- 
bor market  by  demanding  bigger 
pay  raises.  Workers  in  the  boom- 
ing auto  industry  this  year  have 
won  wage  hikes  averaging  21%. 

Such  large  pay  gains  mean  the 
Bank  of  Mexico  will  continue  to 
pursue  a  tight  monetary  policy 
into  2001.  And  incoming  Presiden 
Fox  has  pledged  to  present  an 
austere  budget  for  next  year,  com 
plete  with  spending  cuts.  Althoug 
that  will  make  it  difficult  for  Fox 
to  launch  the  ambitious  social  pro 
grams  he  wants,  it  shows  he  real 
izes  the  need  to  keep  Mexico's 
economy  on  a  steady  keel. 
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With  shoppers 
spooked  by  the 
slowing  economy, 
sales  are  slipping 


It  seems  only  fitting  tiiat  the  new 
movie  The  Grmch  is  a  hit  this  holi- 
day season.  For  retailers,  at  least,  a 
lot  of  Grinch-like  forces  seem  poised 
to  steal  the  holiday  cheer.  In  the 
face  of  soaring  energy  prices,  a  volatile 
stock  market,  and  higher  interest  rates, 
many  retailers  and  analysts  are  lowering 
their  holiday  expectations — and  earn- 
ings forecasts — faster  than  the  (jrinch's 
sleigh  can  zoom  down  Mt.  ('i-umpet. 


!»fliiii: 


The  only  question  remaining 
whether  the  holiday  shopping  seasEj,! 
will  be  merely  mediocre  or  downrig 
rotten  banana  |)eel  ugly.  Retail  stor  |,. 
across  the  country  are  telling  the  sar 
downbeat  story:  P'olks  are  getti 
spooked  by  the  slowing  economy,  sal 
won't  be  what  they  were  last  year,  a 
there  isn't  even  a  hot-selling  toy  tl  ( 
parents  are  clamoring  to  buy  for  tht 
kids.  A.G.  Edwards  analyst  Robert 
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SALES 

GROWTH  THIS 
QUARTER 
WILL  BE  THE 
SLOWEST 
SINCE  1995 


ichanan  estimates  that  same-store 
es  for  the  25  large  retailers  he  follows 
11  grow  a  miserly  2%  to  3%  for  No- 
mber  and  December.  The  growth  rate 
s  slowed  steadily  since  hitting  6.5% 
it  summer.  All  told,  warns  Carl  E. 
eidtmann,  an  economist  at  Pricewa- 
'houseCoopers,  retail  sales  excluding 
tos  and  gasoline  will  likely  grow  just 
•%  in  the  fourth  quarter  ending  in 
nuary.  That's  the  slowest  pace  since 
95  and  far  below  the  blockbuster  8.9% 
ce  a  year  ago. 

!UAL  OPPORTUNITY.  By  all  accounts, 
s  season  is  shaping  up  to  be  an  equal- 
portunity  slowdown,  hitting  both  up- 
irket  chains  and  their  more  economi- 

cousins.  On  Nov.  20,  upscale  retailer 
;iman  Marcus  Group  Inc.  warned  that 
would  show  a  same-store  sales  de- 
ne in  November  and  low  single-digit 
3wth  for  the  quarter.  "All  categories 

merchandise],  both  low-end  and  high- 
d,  are  dropping  off,"  says  Neiman 
ircus  Stores  ceo  H.W.  Hugh  Mullins. 
e  company's  stock  dropped  18%  on 


the    news.    Meanwhile,    discounter 
Ames  Department  Stores  Inc.  faces 
a  similar  problem.  Same-store  sales 
started  dropping  this  fall  fol 
lowing   7%   gains   for   the 
past  two  years.  Says  ceo 
Joseph  R.  Ettore:  "For 
whatever  reason,  peo 
pie      have      gotten 
more  cautious." 

But    bad     news 
for  retailers  could 
mean   great   deals 
for  bargain  hunters. 
Analysts  expect  re- 
tailers to  gain  mar- 
ket share  with  deep 
discounts    and    costly 
promotions.  Sears  Roe- 
buck &  Co.,  for  one,  says  it 
will  have  more  promotions  and 
will  run  them  earlier  in  the  season, 
particularly  on  items  that  are  nor- 
mally discounted  after  Christmas, 
such  as  large  appliances.  Ames  is 
peddling    a    $38.88    videocassette 
recorder  in  its  holiday  ads. 
That    helps    explain    why 
John     M.     Cavalier,     a 
dockworker  for  Yellow 
Freight  in 

Woodridge,  111.,  ex- 
pects to  spend  50% 
more  this  holiday, 
mostly  on  electron- 
ics  and   high-tech 
gear   for  his   par- 
ents, kids,  and  oth- 
er relatives.  "Price 
is   what's  governing 
what      I      buy      and 
where,"  he  says.  Adds 
analyst     Buchanan:     "I've 
never  seen  so  many  pages  of 
advertising    and    so    many    sales 
through  the  entire  store  as  I'm  see- 
ing this  holiday  season." 

To  be  sure,  the  Grinch  won't  do  in 
Christmas.  Despite  lower  same-store 
sales  projections,  "we  continue  to  be 
lieve  the  customer  has  liquidity, 
inflation  is  still  nominal,  in 
terest  rates  are  stable 
and  unemployment  lev 
els  remain  low,"  says 
Wal-Mart  Stores  Inc, 
CEO  H.   Lee   Scott. 
And    though    con- 
sumers    are     less 
confident  about  the 
economy    than    at 
the    start    of    the 
year,     "even     now, 
they're    more    opti 
mistic  than  they  have 
been  any  time  in  the  pri 
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'  or  50  years,"  says  Richard  T.  Curtin, 
.-  director  of  the  Surveys  of 
Consumers  at  the  University  of 
ichigan. 

Even  so,  that  optimism 
seems  to  be  getting  a 
bit  more  subdued  by 
the    day.     Deborah 
Schram,  a  market- 
ing manager  at  her 
family's     Schram 
Auto  Parts  busi- 
ness in  Waterford, 
Mich.,  says  uncer- 
tainty   about    the 
Presidential  election 
and  fear  of  rising  in- 
terest rates  and  gas 
prices  has  her  spending 
on  hold.  "I'm  buying  prac- 
tical things  instead  of  luxuries 
and   silly   things,"   she   says.   That 
means  skirts  and  jeans  for  her  daugh- 
ters rather  than  novelty  slippers 
that  they'll  wear  once  or  twice.  Don- 
,iia  McFadden,  an  advertising  execu- 
tive in  Atlanta,  says  she,  too, 
is  feeling  the  pain  of  high- 
er  gas    prices    and    is 
worried   about  a  re- 
cession. "Everything 
is  at  a  standstill  for 
me    right    now.    I 
would  have  start- 
ed    my     holiday 
shopping  already, 
but  I'm  going  to 
wait  a  little  bit," 
she  says. 
HUNKER  DOWN.  Lit- 
tle wonder  that  many 
retailers  are  hunkering 
down.   Wal-Mart,   for  in- 
stance, is  cutting  $1   billion 
from  its  inventories  this  year  to 
help  fuel  its  expansion  plans  in  a 
slowing  retail  environment.  The 
chain  is  now  forecasting  same-store 
gains  of  3%  to  5%  for  the  fourth 
quarter,  down  from  4%-to-6%  fore- 
casts earlier  in  the  year.  Like- 
wise, apparel  chain  Ameri- 
can    Eagle     Outfitters 
Inc.,  though  hoping  to 
do  better,  is  figuring 
on  sales  growth  in 
the  low  single  dig- 
its for  the  fourth 
quarter,  despite  a 
strong  6.8%  same- 
store  gain  in  the 
third         quarter. 
Says  analyst  Jef- 
frey  M.   Feiner  of 
ehman       Brothers 
l/K  .:  "Retailers  are  less 
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pie-in-the-sky-oriented  than  they  used 
to  be  and  much  more  praj^matic." 

With  such  measly  gains,  'tis  the  sea- 
son for  a  brutal  market-share  battle. 
Those  retailers  with  the  lowest  costs, 
best  pi'ices,  and  smart  merchan 
dising  will  be  the  likely  win- 
ners. Analysts  expect  value 
players  such  as  Wal-Mart, 
Target,  Costco,  and  discount 
department  store  Kohl's  to 
lead  the  pack.  "You  do  have  a 
more  price-conscious  customer," 
notes  Stephanie  Hoff,  senior  retail  ana- 
lyst at  Banc  of  America  Capital  Man- 
agement. She  looks  for  lower-priced 
items,  such  as  books  and  music,  and 
"small  indulgences,"  such  as  candles, 


gift  foods,  and  fragrances,  to  be  among 
the  season's  best-sellers. 

Apparel,  too,  could  benefit  from  a 
customer  who's  going  back  to 
2     basics.  After  missing  a  shift  to 
more  body-conscious  clothing  in 
the  second  quarter,  American  Ea- 


remiah  J.  Sullivan  says  men's  and 
women's  sweaters  and  outerwear,  espe- 
cially leather,  are  all  selling  well,  helped 
by  the  cold  weather. 

Toys  and  electronics,  the  usual  holi-  t 
day  stalwarts,  could  be  among  the  more 
disappointing    retailing    sectors    this 


The  battle  for  market  share  will 


gie  says  it's  now  benefiting  from 
strong  sales  of  clothing  that  in- 
cludes stretch  fabrics,  denim  in  slimmer 
cuts,  and  ribbed  sweaters  in  intense  col- 
ors such  as  periwinkle  and  turquoise. 
At  the  Macy's  West  division  of  Feder- 
ated Department  Stores  Inc.,  ceo  Je- 


Christmas  season.  There's  no  Pokemor  ilii 
craze,  Gameboy,  or  other  must-have  toys  k 
to  drive  sales.  And  the  wildly  populai  i\.  ^ 
Sony  PlayStation  2  game  console  wil  ir 
remain  in  short  supply  until  early  nexl  w; 
year,  thanks  to  Sony  Corp.'s  componen,  t 
shortages.  .\'' 
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IT'LL  BE  A  GOLD  CHRISTMAS  FOR  WEB  RETAILERS 


For  already  jittery  Internet  retailers, 
the  holidays  aren't  looking  very 
cheery.  With  the  slowing  economy 
expected  to  trim  holiday  spending  gen- 
erally, few  expect  online  retailers  to  be 
spared.  While  Net  consultant  Forrester 
Research  Inc.  is  predicting  that  online 
sales  will  double  to  $10  bilhon  this  sea- 
son, that  optimism  already  looks  as  dat- 
ed as  a  candy  cane  come  January.  Sales 
and  traffic  for  the  first  week  of  Novem- 
ber— the   kickoff  for  online  Christmas 
shopping — got  off  to  a  slower-than-ex- 
pected  start,  says  Web  traffic  maven 
Nielsen/ZNetRatings.  The  upshot  for  an 
industry  already  under  the  gun?  "Com- 
panies that  fail  to  dehver  on  every  as- 
pect this  year  will  go  under,"  predicts 
Kenneth  E.  Kurtzman,  ceo  of  luxury  e- 
tailer  Ashford.com  Inc. 
[  [j   j  Since  the  evaporation  of  financing 

that  followed  this  spring's  dot-com  melt- 
down, cash-starved  e-tailers  have  been 
on  notice.  Before  investors  will  refill  de- 
pleted coffers,  they  want  reassurances 
that  the  online  retailers  actually  can 
turn  a  profit.  More  than  anything,  this 
Christmas  will  be  a  make-or-break  peri- 
od. Things  are  especially  grim  for  11  of 
the  remaining  22  publicly  traded  online 
retailers.  Shares  of  most  of  these  one- 
time highflyers — including  eToys  Inc. 
and  Buy.com — are  grounded.  The  holi- 
days could  be  the  last  chance  to  rev  up 
sales  enough  to  attract  the  fresh  capital 
needed  to  keep  the  e-doors  open. 
OBITUARIES.  Already,  obituaries  of  Web 
retailers  are  piling  up  fast.  In  the  last 
year,  75  companies,  from  pet  store 
Pets.com  Inc.  to  garden-supply  retailer 
Garden.com  Inc.,  have  shut  down,  ac- 


cording to  outplacement  firm  Chal- 
lenger, Gray  &  Christmas  Inc.  That's 
likely  to  be  just  the  beginning:  Merrill 
Lynch  &  Co.  estimates  that  75%  of  to- 
day's 300  dot-coms  will  go  under  within 
five  years. 

Those  still  in  the  fight,  however,  face 
plenty  of  obstacles  in  grabbing  business 
away  from  their  bricks-and-mortar  ri- 
vals. For  starters,  consumers  are  in- 
creasingly concerned  e-tailers  will  shut 
down  before  gifts  can  be  delivered  or 
returned.  Worse,  many  traditional  re- 
tailers, such  as  Target  and  Best  Buy, 
have  poured  resources  into  opening 
their  own  online  franchises.  Those  sites 
boast  well-established  brand  names  and 
lower  cost  advantages.  That's  one  rea- 
son analysts  expect  these  click-and-mor- 
tar  retailers  to  reap  the  lion's  share  of 
online  sales  this  Christmas. 

Already,  they're  gaining.  By  October, 
half  of  the  20  most  shopped  sites  were 

ONLINE  SALES  GROWTH  SLOWS 

Some  analysts  think  online  sales  this 
Christmas  season  could  double,  to  $10 
billion.  But  that's  quite  a  stretch  from 
current  sluggish  growth  rates. 
4 -— 

INTERNET  RETAIL  SALES 
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traditional  retailers,  including 
Sears  and  Barnes  &  Noble, 
according  to  market  re- 
searcher PC  Data  Online. 
That's  about  double  a  year 
ago.  "You'll  see  a  continuation 
of  this  trend,"  predicts  Jerry 
Storch,  president  of  financial 
services  and  new  businesses 
for  Target  Corp. 

Of  course,  some  pure  on- 
line outfits  wiW  do  well.  This 
year's  most  likely  to  succeed 
among  the  dot-com  crowd? 
The  big  established  names 
such  as  Amazon  and  eToys, 
along  with  certain  niche  play- 
ers such  as  teen  site  Alloy 
Online  and  gift  center  Ash- 
ford.com.  Each  already  bene- 
fits from  a  well-developed  in- 
frastructure and  all  are 
nearing  profitability. 

Yet  even  for  the  best,  the 
new  environment  has  led  to 
radically  revised  strategies 
and  tightened  purse  strings. 
Last  Christmas,  flush  dot- 
coms spent  110%  of  sales  on 
marketing  as  they  vied  to 
build  brands  and  customei- 
traffic.  They  poured  $1.5  bil- 
lion into  advertising  that  in- 
nundated  TV,  radio,  and  magaziiu 

This  year,  those  huge  outlays 
tory.  Online  retailers  are  going 
basics — or  discovering  them  for 
time.  Marketing  outlays,  on  avci 
have  been  cut  to  about  44%  of  s 
timates  Lehman  Brothers  Inc.  i^ 
spending  has  been  refocused  on 
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The  consumer  electronics  category 
iUl  post  decent  sales  gains,  thanks  to 
itinuing  robust  demand  for  videodisk 
lyers  and  digital  televisions  and  cam- 
is.  But  the  growth  is  likely  to  come 
the  expense  of  profits  because  of 
ap  discounting  led  by  players  such  as 


ried.  RadioShack  Corp.'s  CEO,  Leonard 
H.  Roberts,  predicts  that  his  company 
could  show  double-digit  sales  increases 
in  November  and  December  "without 
having  a  fire  sale."  He  cites  insatiable 
demand  for  wireless  phones,  DVDs,  di- 
rect-to-home  satellite   systems,   and 


in  the  history  of  our  company,"  says 
Roberts. 

Still,  for  most  retailers,  such  opti- 
mism is  unfounded.  They're  getting 
ready  to  fend  off  the  Grinch  and  are 
even  writing  their  wish  list  to  Santa 
for  Christmas  2001:  a  Federal  Reserve 


tal.  Already,  Sears  says  it  will  run  promotions  earlier 


d-Mart  and  Target  Corp.,  which  have 
Danded  their  electronics  offerings.  On 
■v.  9,  electronics  chain  Best  Buy  Co. 
med  that  third-  and  fourth-quarter 
•nings  would  fall  well  short  of  ana- 
ts'  expectations. 
Not  all  electronics  retailers  are  wor- 


other  gadgets.  Roberts  figures  that  the 
chain  is  grabbing  share  from 
competitors  because  customers  can  get 
better  service  and  selection  from  "a 
pure-play  digital  specialty  retailer"  that 
doesn't  carry  appliances  and  apparel. 
"We're  going  to  have  the  greatest  year 


Board  rate  cut  and  lower  oil  prices. 
Hope  for  a  better  next  year  is  what 
passes  for  optimism  this  holiday 
season. 

By  Wendy  Zellner  in  Dallas,  with 
Stephanie  Anderson  Forest  and  Ann 
Therese  Palmer  in  Chicago 


ig  and  online  advertising,  which 
a  rally  considered  more  effective 
bi  ng  sales.  "Last  year  we  got 
t  to  chasing  revenues  at  all 
r<  lays  Mike  Lannon,  gift  service 
an's  CEO.  Now,  "we  have  to  show 
\i  can  be  disciplined."  Others  are 
( :  f  the  same  strategy.  "What  dot- 


coms  are  doing  now  is  much  more  like 
the  advertising  that  comes  out  of  the 
brick-and-mortar  world,"  says  Mark  M. 
Zandi,  chief  economist  at  Economy.com 
Inc.,  an  economic  consulting  firm. 

The  same  goes  for  sales  promotions. 
In  mid-November,  Amazon  offered  free 
shipping  for  orders  over  $100,  through 


Nov.  22.  And  just  before 
Thanksgiving,  eToys  began 
highlighting  a  week-long  sale, 
offering  33%  off  this  year's 
Christmas  must-haves.  But  like 
the  low  prices  that  were  set 
last  year  to  drive  traffic — which 
resulted  in  big  losses — such  ma- 
neuvers could  backfire.  "The 
risk  is  you  condition  shoppers 
to  view  the  Net  as  a  discount 
venue,  and  you  could  damage 
your  profitability  outlook,"  says 
Lauren  Cooks  Levitan,  an  ana- 
lyst at  Robertson  Stephens  Inc. 
Considering  the  competition, 
the  online  sites  may  have  little 
choice.  The  advantage  they  had 
last  year  of  getting  online  first 
has  all  but  disappeared,  while 
traditional  retailers  from  Wal- 
Mart  Stores  Inc.  to  Saks  Fifth 
Avenue  are  well-versed  in 
cross-marketing,  catalog  sales 
and  other  tactics  that  will  come 
to  the  fore  this  year. 

Moreover,  many  sites  have 
had  to  give  up  a  major  benefit 
they  previously  boasted  over 
traditional  retailers:  lower 
prices.  In  order  to  improve 
margins  and  quicken  their  race 
to  profitability,  companies  such 
as  Drugstore.com,  Amazon,  and 
Ashford  have  each  had  to  raise 
prices.  "The  Net  has  lost  its 
si    price  advantage,  which  is  some- 
thing that  may  have  protected  these 
companies,"  says  Carl  Steidtmann,  chief 
retail  economist  at  Pricewaterhouse- 
Coopers.  One  more  reason,  before  this 
Christmas  shakeout  is  over,  that  a  lot 
of  e-tailers  could  wind  up  as  broken 
baubles  under  the  tree. 

By  Heather  Green  in  New  York 
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THE  CANDIDATE  AS  A  CAMPAIGN  SPECTATOR 


ELECTION 


U^n 


The  outcome  of  the 
Presidential  election 
may  remain  shroud- 
ed in  a  Florida  fog. 
But  one  fact  emerges 
CAMPAIGN  FINANCE    clearly  from  the 
mists  of  Campaign  2000:  The  hugely 
inconclusive  struggle  was  the  costli- 
est election  in  history.  Candidates, 
parties,  and  interest  groups  spent  $3 
billion,  up  a  staggering  50%  from  the 
$2  billion  record  set  in  1996. 

But  it  wasn't  just  the  amount  of 
money  that  got  thrown  around  that 
changed  the  game  this  year.  It  was 
who  was  hurHng  it.  Loopholes  in 
election  laws  allowed  political  parties 
to  spend  unlimited  amounts  of  soft 
money  contributed  by  wealthy  indi- 
viduals, labor  unions,  and  corpora- 
tions on  TV  ads  for  candidates.  And 
special-interest  groups  bought  record 
amounts  of  TV  time  under  the  guise 
of  "issue  ads,"  which  don't  explicitly 
urge  the  election  or  defeat  of  a  can- 
didate but  whose  acerbic  messages 
are  clearly  meant  to  influence  voters. 
The  result:  Many  candidates  became 
spectators  at  their  own  campaigns. 
"Voters  were  barraged  by  ads,"  says 
E.  Joshua  Rosenkranz,  president  of 
the  New  York  University  School  of 
Law's  Brennan  Center  for  Justice,  a 
nonpartisan  think  tank.  "But  candi- 
dates simply  were  not  in  control  of 
what  was  being  said." 

The  use  of  soft  money  in  advertis- 
ing began  as  an  experiment  in  1996, 
when  President  Clinton  and  the  De- 
mocratic Party  spent  $40  million  on 
ads  promoting  Clinton's  reelection. 
House  and  Senate  party  committees 
copied  the  audacious  ploy  in  the  1998 
midterm  elections,  but  on  a  smaller 
scale.  This  year,  with  control  of  both 
houses  at  stake  and  campaign  costs 
escalating,  the  congressional  parties 
went  all-out.  House  and  Senate  Re- 
publicans took  in  $85  million,  up  from 
$37  million  in  1996.  Democrats  did 
even  better  by  raising  $88  million,  up 
from  only  $15  million  in  1996.  For 
the  first  time,  outsiders  and  parties 
outspent  the  candidates  in  most  of 
the  competitive  House  and  Senate 
races,  says  the  Brennan  Center. 

The  battle  for  Kentucky's  third 
congressional  district  is  instructive. 
There,  (;op  incumbent  Anne  M. 
Northup  won  a  close  race  against 


Democratic  challenger  Eleanor  Jor- 
dan. Industry  groups  pushed  to  re- 
elect the  business-friendly  Northup, 
while  labor  sought  to  dump  her  in  fa- 
vor of  Jordan.  Between  June  1  and 
Sept.  20,  Northup's  TV  spending  to- 
taled $431,000,  while  the  House  Re- 
publicans' campaign  committee  and 
business  interests  led  by  drug  com- 
panies spent  slightly  more,  $499,000, 
to  help.  Jordan's  spending  was  even 
more  overshadowed:  $194,000  vs. 


MONEY  TALKS 

The  parties  and 
special-interest 
groups  spent  over 
$3  billion,  often 
muting  the 
candidates' 
own  messages 
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outsiders'  $725,000.  Says  Rosenkranz: 
"Northup  and  Jordan  were  mere 
proxies  in  a  battle  between  orga- 
nized labor  and  the  drug  industry." 

That's  a  problem  because  the 
drumbeat  of  [)owerful  forces  interest- 
ed less  in  serving  Kentucky  residents 
than  in  winning  access  and  power  in 
Washington  can  mute  the  candidate's 
message — or  distort  it.  Michael  J. 
Malbin,  director  of  the  Campaign  Fi- 
nance Institute  in  Washington,  D.C., 


says  that  voters  often  confuse  third- 
party  ads  with  candidate  ads,  and 
hold  the  candidates  accountable.  "It 
has  to  give  office-holders  pause  when 
they  get  blamed  for  ads  over  which 
they  have  no  control,"  says  Malbin. 
Another  worry  is  the  de-localization 
of  politics.  House  campaigns  usually 
are  waged  over  such  local  issues  as 
easing  traffic  congestion,  improving 
local  school  systems,  or  cleaning  up  a 
nearby  river.  But  when  vested  inter- 
ests nudge  those  concerns  aside  in  fa- 
vor of  national  matters,  voters  can 
lose  interest.  "This  is  why  Americans 
become  cynical  and  tumed-off,"  says 
Scott  Harshbarger,  president  of  cam- 
paign watchdog  group  Common 
Cause.  "They  think  their  voices  and 
their  votes  don't  count."  Finally,  such 
campaigns  become  far  more  bitterly 
partisan. 

A  ban  on  soft  money  would  stall 
the  invasion.  Soft  money,  after  all, 
pays  for  all 
those  TV  is- 
sue ads.  But 
while  the 
chances  for 
barring  soft 
money  have 
improved,  re- 
form is  still  a 
long  shot.  A 
prohibition 
passed  the 
House  last  year  but  was  stalled  by 
the  GOP  in  the  Senate.  With  the  Sen- 
ate's new  makeup,  the  bill  might  now 
have  up  to  57  backers.  But  getting 
the  last  three  votes  needed  won't  be 
easy.  Majority  Leader  Trent  Lott  (R- 
Miss.)  vdll  make  it  difficult  for  any  of 
his  troops  to  abandon  the  Gop's  oppo- 
sition to  a  soft-money  ban.  Even  De- 
mocrats may  waver,  now  that 
they've  outraised  their  gop  counter- 
parts for  the  first  time.  "This  [2000 
election  cycle]  was  not  the  endgame," 
says  political  analyst  Charles  Cook. 
"It's  halftime,  and  we're  going  to  see 
one  heck  of  a  fight  in  2002."  That 
means  more  candidates  may  become 
bystanders  as  the  party  pros  and 
special  interests  swoop  in  and  take 
over  their  campaigns.  Hold  onto  your 
hats — and  your  wallets — in  2002. 

Dwyer  has  covered  campaign  fi- 
nance since  1990. 
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IVHO  WILL  HELP  ELLISON  RUN  ORACLE? 
iSK  AGAIN  LATER 

.  persistent  leadership  void  has  everyone  guessing 


NOV.  21 


AUG.  4,  '00 
▲  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Early  in  November,  Oracle  Corp.'s 
stock  price  spiraled  downward  as  in- 
vestors trembled  over  rumors  that 
le  software  maker's  chief  financial  oflBcer, 
iffrey  0.  Henley,  was  about  to  leave 
le  company.  TUms  out  the  rumormon- 
jrs  fingered  the  wrong  executive.  Hen- 
y  is  sticking  around — but  Gary  L. 
loom,  the  executive  vice-president  pre- 
ously  considered  a  like- 
successor  to  Oracle 
hairman  Lawrence  J. 
Uison,  is  taking  a  pow- 
;r.  Bloom  said  on  Nov. 
'  that  he'll  become  f:Eo 
Veritas  Software 
or|).,  a  Mountain  View 
/aHf.)  company  that 
akes  data-management 
•ftware. 

The  management 
)id  has  got  investors 
orried,  even  if  Ellison 
playing  it  cool.  "There's  no  one  person 
Oracle  whose  departure  is  going  to 
irt  this  company,"  says  the  chairman, 
ncluding  me."  Nevertheless,  Bloom's 
(parture  is  the  second  high-profile  exit 
3m  Oracle  since  June,  when  Chief  Op- 
ating  Officer  Raymond  J.  Lane  left 
e  company  after  Ellison  took  many 
his  responsibilities  away  and  consoli- 
.ted  his  own  authority.  "It's  clear  that 
irry  is  a  terrific  visionary,"  says  J.  P. 
organ  analyst  William  Epifanio  IL 
!ut  he's  not  an  operations  guy."  Fears 
at  Oracle  could  stumble  without  a 
ore  hands-on  manager  at  the  top  sent 
1  stock  down  sharply.  By  Nov.  20,  Or- 
le's  shares  had  fallen  more  than  $4,  to 
4.75.  In  total,  investors  have  erased 
lOut  $135  billion— nearly  half  of  Ora- 
m's market  value — since  Sept.  1. 
SO  AND  INTELLECT.  You  would  think 
ese  would  be  heady  times  for  Oracle, 
le  company  has  set  an  example  for  e- 
mmerce,  providing  the  database  soft- 
ire  of  choice  for  companies  that  want 
do  business  online.  Profits  soared 
1%,  to  $501  million,  in  the  quarter 
ded  Aug.  31. 

But  Bloom's  departure  highhghts  a 
owing  problem  that  Oracle  is  having 
Eficulty  solving:  a  leadership  vacuum. 
1  lison,  an  executive  whose  vast  intel- 
■!t  seems  matched  only  by  his  ego. 


ORACLE'S  BIG  PROBLEM 


STOCK  PRICE  — 


ovms  an  Italian  Marchetti  fighter  jet 
and  is  building  a  .$40  million  estate  mod- 
eled on  a  medieval  Japanese  palace.  Al- 
though the  company  has  largely  suc- 
ceeded thanks  to  his  vision,  he  has 
always  been  an  executive  who  needed 
someone  to  turn  his  big  ideas  into  smart 
business  strategy.  In  the  early  1990s, 
for  example,  Ellison  helped  make  Oracle 
the  king  of  so-called  re- 
lational databases — soft- 
ware that  managed  data 
for  corporations  and 
helped  them  analyze  it. 
But  from  the  mid-1990s 
on,  it  was  Lane,  Bloom, 
and  others  who  provid- 
ed the  operations  skills 
that  turned  the  compa- 
ny into  the  powerhouse 
it  is  today. 

Moreover,  since  join- 
ing Oracle  eight  years 
ago.  Lane  has  been  largely  credited  with 
turning  Oracle's  sales  force  into  an  effi- 
cient, well-managed  machine.  During  his 
tenure,  sales  jumped  eightfold,  to  $10 
billion.  Bloom  handled  dull  but  neces- 
sary tasks  such  as  business  development, 
partnership  programs,  and  marketing. 
When  Lane  left,  he  became  the  heir  ap- 
parent. "I'm  a  firm  believer  that  no  one 
person  holds  up  the  fort,"  is  all  Bloom 
viill  modestly  claim.  Maybe  so,  but  vdth 
his  departure,  it's  unclear  who  will 
bring  organization  and  discipline  to 
Oracle's  executive  suites.  "Oracle  does 
better  when  it  has  the  yin  to  Lar- 
ry's yang,"  remarks  Marc  Benioff,  a 
former  Oracle  executive  who 
now   runs    Salesforce.com, 
sales  management  Web  site 
So  who  will  step  into  the 
role  vacated  by  Lane  and 
Bloom?  Most  observers 
point  to  CFO  Henley. 
"The  company  is  not 
without  adult  super 

FLYING  SOLO 

CEO  Ellison  is  a 
Web  visionary,  but 
he  has  never  had  a  mind 
for  running  the  company 


vision  as  long  as  Jeff 
Henley  is  there," 
says  a  former  senior 
Oracle  executive.  He 
joined  the  company 
in  1991  from  Pacific 
Holding  Co.,  which 
owns  pieces  of  Dole 
Food  and  Castle  & 
Cooke,  just  as  audi- 
tors found  question- 
able practices  in  the  EXEC  V-P  BLOOM 
way  Oracle  booked 
revenue.  After  the  company  was  forced 
to  restate  its  1990  earnings,  Henley  re- 
stored its  credibility  and  fiscal  health. 

Although  some  Oracle  watchers  think 
Henley  may  have  enough  on  his  plate  as 
CFO,  that  may  be  a  moot  point.  Accord- 
ing to  Benioff,  "What  Larry  wants,  Lar- 
ry gets."  For  Oracle's  sake,  the  company 
had  better  hope  that  those  Internet  ru- 
mors of  Henley's  departure  were  just 
wrong,  not  premature. 

By  Jay  Greene  in  Seattle  mth  Jim 
Kerstetter  in  Sari  Mateo,  Calif. 
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COMMENTARY 


By  Christine  Tierney 


CAN  SCHREMPP  STOP  THE  CAREENING  AT  CHRYSLER? 


When  Jiirgen  E.  Schrempp 
made  his  bold  deal  to 
merge  Daimler-Benz 
with  Chrysler  Corp.  in 
1998,  all  of  Detroit 
buzzed  with  fears  that 
overbearing  Germans 
would  march  in  and 
big-foot  the  American 
carmaker.  Now,  investors  might 
wish  they  had. 

The  Germans  have 
finally  come  to  town. 
Three  days  after  firing 
CEO  James  P.  Holden  on 
Nov.  17  and  installing 
Daimler  veteran  Dieter 
Zetsche  in  his  place,  they  then  axed 
three  Holden  aides,  including  Theodor 
R.  Cunningham,  executive  vice-presi- 
dent for  global  sales  and  marketing, 
and  Kathleen  M.  Oswald,  chief  admin- 
istrative officer.  After  suffering  one 
disaster  after  another,  Schrempp  and 
his  team  perhaps  gave  U.S.  managers 
too  much  fi"ee  rein,  even  as  problems 
careened  out  of  control. 

Now  that  they  are  in  the  driver's 
seat,  will  the  Germans  do  better? 
The  problems  are  enormous,  and  the 
German  management  may  be  serious- 
ly out  of  touch.  A  month  ago, 
Schrempp  vowed  recovery  would  oc- 
cur in  the  fourth  quarter.  Today,  he 
concedes  it  could  be  a  year  away. 
Folloudng  Chrysler's  $512  million  loss 
in  the  third  quarter,  most  analysts 
expect  it  to  lose  that  much  in  the 
fourth  quarter,  too.  This  will  drag 
down  operating  earnings  for  the  first 
time  since  Schrempp  restructured 
Daimler-Benz  in  1995.  This  year, 
DaimlerChiysler  net  profits  viall  prob- 
ably drop  27%,  to  $4.5  billion,  and  in 
2001  a  further  18%,  to  $3.7  billion, 
says  Rod  Lache  of  Deutsche  Banc 
Alex.  Brown  Inc.  If  Zetsche  can't 
stem  the  troubles,  Schi-empp  could  be 
shown  the  door. 

UGLY  TRUTH.  Even  before  the  ink  on 
the  pink  slips  had  dried,  Schrempp 
and  Zetsche  sounded  conciliatory  at 
meetings  wdth  Chrysler  managers  and 
dealers.  But  they  didn't  deny  the  ugly 
truth.  Chrysler  niinivans  and  suvs 
face  stiff  competition,  mostly  from 
Japanese  models  such  as  Honda's 


GLUG!  GLUG!  GLUG! 

Chrysler  is  expected  to 
lose  over  $500  million 
in  the  fourth  quarter 

Odyssey.  Chrysler  sales  are  falling  de- 
spite huge  incentives  it  is  offering 
customers,  as  costs  soar.  Even  more 
discouraging  is  the  U.  S.  slowdown. 
And  Chrysler  is  usually  the  first  in 
Detroit  to  feel  a  downdraft.  "Chrysler 
has  always  been  the  canary  in  the 
mine  shaft,"  says  researcher  Sean 
McAlinden  at  the  Center  for  Automo- 
tive Research  in  Ann  Arbor,  Mich. 

The  slowdown  has  already  hit. 
Auto  makers  in  the  U.S.  assemble 
8.6  million  minivans  and  light  trucks 
a  year.  That  capacity  will  grow  near- 
ly 20%  over  the 
next  three  years. 
But  demand  is 
starting  to  soften. 

For  now,  Daimler 
has  given  vague 
signs  of  how  it  will 
restructure  and 
reposition  Chrysler. 
But  Zetsche  is  ex- 
pected to  cut  pro- 
duction and  elimi- 
nate unsuccessful 
models.  The  big  un- 
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known  is  how  deep  the  cuts 
will  go.  Chrysler  has  al- 
ready pared  its  prod- 
uct-development 
funds  from  $48  bil- 
lion to  $36  billion. 
More  staff  cuts  are 
expected. 

Chrysler's  4,400 
dealers  aren't  likely 
to  be  spared,  either. 
Zetsche  is  expected  to 
streamline  the  net- 
work— the  same  tactic 
he  used  to  help  turn  Mer- 
cedes around  in  the  mid- 
1990s.  Although  painful  at 
the  time,  it  paid  off,  as  he 
weaned  Mercedes  clients  off 
incentives.  And  Zetsche  could 
get  surprisingly  little  opposition. 
Dealers  themselves  say  they  real- 
ize the  unwieldy  network  is  part  of 
the  problem.  "There  are  just  too 
many  domestic  dealerships.  We're 
competing  with  each  other,"  says 
Herb  Chambers,  owner  of  Chambers 
Motorcars  in  Boston. 

This  sort  of  downsizing  usually 
cheers  up  stockholders.  But  shares 
have  slid  another  15%  since  news  of 
Holden's  ouster  broke.  Altogether  the 
stock  has  fallen  60%  from  a  post- 
merger  high,  to  39.  The  company's 
market  capitalization  is  now  just  $39 
billion,  about  20%  less  than  Daimler- 
Benz  sported  before  it  bought 
Chrysler.  But  investors  aren't  likely 
to  become  believers  again  until  solid 
signs  of  a  recovery  come  in. 

Schrempp  doesn't  bear  the  biggest 
share  of  blame  for  Chrysler's  down- 
ward spiral,  of  course.  But  by  wait- 
ing so  long  to  install 
his  own  team, 
Schrempp  lost  a  cru- 
cial opportunity  to 
get  a  grip  on 
Chrysler's  woes.  Now 
it  falls  squarely  on 
him  and  his  German 
lieutenants  to  fix  the 
mess  in  a  tougher, 
grimmer  economic 
environment. 

With  Jeff  Green 
in  Detroit 
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COMMENTARY 


By  John  Shinal 


BROADBAND'S  PIONEERS  MAY  GET  BEATEN.  THEN  EATEN 


If  the  Baby  Bells  are  the  turtles  and 
the  upstart  phone  companies  the 
hares,  it's  now  cleai"  that  the  turtles 
are  winning  the  race  to  wire  the 
world  for  high-speed  Internet  access. 
On  Nov.  20,  San  Francisco-based 
NorthPoint  Communications  Inc.  re- 
stated third-quarter  eaiTiings  because 
of  delinquent  customers.  Five  days 
earlier  and  for  the  same  reasons,      ma 
Covad  Communications  Group  Inc. 
of  Santa  Clara,  Calif.,  lowered  its 
results,  which  were  already  poor 
enough  to  force  Covad  President 
and  CEO  Robert  Knowling  to  re- 
sign on  Nov.  1. 

Both  Covad  and  NorthPoint 
build  DSL  networks,  short  for  digi- 
tal subscriber  lines.  It's  a  technolo- 
gy that  allows  phone  customers  to 
get  far  faster  Internet  access  than 
what's  normally  available  through 
traditional  phone  lines.  A  promis- 
ing idea,  DSL  companies  were  until 
recently  a  sizzling-hot  market  for 
investors.  Now  they're  in  the 
dumpster  The  combined  market 
value  of  Covad,  NorthPoint  and  a 
third  stand-alone  dsl  company. 
Rhythms  NetConnections,  Inc.,  has 


The  result:  The  dsl  upstarts  are 
now  drowning  in  red  ink.  Through  the 
first  nine  months  of  2000,  Covad, 
NorthPoint,  and  Rhythms  NetConnec- 
tions of  Englewood,  Colo.,  have  lost  a 
combined  $1.15  billion  on  sales  of  $279 
rmUion.  With  their  current  spending 
plans,  none  is  expected  to  be  profitable 
before  2003.  Yet  the  three  have  had  to 

CRUNCH  TIME  FOR 
DSL  COMPANIES 

The  three  independent  national  providers 

of  DSL  service,  Covad  Communications 

Group,  NorthPoint  Communications, 

and  Rhythms  NetConnections, 

face  huge  hurdles: 

■  Many  cash-strapped  Internet  service 
providers  can't  pay  their  bills.  Covad  and 
NorthPoint  were  unable  to  collect  from 
such  customers  in  the  third  quarter. 


■  Without  a  clear  path  to  profitability, 
raising  new  capital  has  become  difficult. 
But  none  of  these  companies  is  expected 
to  show  a 
profit  until 
faUen  to  $1  billion  from  $10  bilUon        ??03. 


in  January.  "In  1998,  people  were 
throwing  money  at  us.  Now,  the 
day  of  reckoning  has  come,"  says 
Knowling. 

Boy,  has  it  ever  Increasingly, 
the  upstart  dsl  companies  are  be- 
ing hit  by  stiff  new  dsl  competition 
from  the  former  Bells  and  from 
companies  that  offer  high-speed  ac- 
cess over  TV  cable  lines,  like  AT&T's 
AtHome  service.  That's  keeping 
the  price  of  basic  dsl  service  at 
around  $40  per  month.  Moreover, 
while  those  larger  players  have 
deep  pockets  for  their  ambitious 
rollouts,  the  dsl  companies  have 
had  trouble  collecting  from  mom- 
and-pop  Internet  service  providers 
who  resell  their  dsl  services.  Both 
NorthPoint  and  Covad  blamed  these 
small  providers  for  their  deteriorating 
financial  condition.  "There's  not  enough 
value  in  that  supply  chain  to  sustain 
all  these  companies,"  says  Reed 
Hundt,  former  chairman  of  the  Feder- 
al Communications  Commission  and 
now  a  NorthPoint  board  member. 


■  The  Baby 
Bells,  who  were 
slow 

entrants  to  the 
DSL  market, 
now  sign  up 
the  bulk 
of  new 
subscribers. 

■  Stock  prices  have 
plunged  90%  or  more 
this  year.  From  $10  bil- 
lion in  January,  their  com- 
bined market  caps  total 
about  $1  billion. 

spend  hundreds  of  millions 
of  marketing  dollars  to  win  cus- 
tomers. Unexpected  technical  and  in- 
stallation snaftis  have  also  taken  their 
toll.  "It  was  harder  than  we  thought  it 
would  be,"  says  Elizabeth  A.  Fetter, 
NorthPoint's  president  and  CRO. 

Meanwhile,  the  Bells,  while  slow 
out  of  the  gate,  are  catching  up  fast. 
They've  been  able  to  leverage  their 


existing  customer  base,  ramping  up 
marketing  campaigns  and  signing  up 
new  customers  more  quickly  and 
cheaply  than  the  stand-alone  DSLs.  In 
the  third  quarter  alone,  for  instance, 
SBC  Communications  signed  up 
117,000  subscribers,  while  Covad, 
Rhythms,  and  NorthPoint  added  a 
combined  108,000. 

■i    EMERGING  LEADER.  The  irony  for 
the  threesome  is  that  their  trou- 
bles have  hit  at  just  the  point  in 
time  when  demand  for  dsl  service 
is  booming.  The  number  of  dsl 
lines  is  expected  to  reach  11.3  mil- 
lion in  2003,  up  from  2.3  million  in 
2000.  Analysts  expect  dsl  vdll 
pass  cable  as  the  most  popular 
broadband  connection  in  2003. 

Now,  vdth  their  cash  running 
out,  the  independent  dsl  providers 
need  partners  to  survive.  In  Au- 
gust, NorthPoint  said  it  would 
merge  with  the  DSL  unit  of  Verizon 
Communications,  which  paid  $800 
million  in  cash  for  a  55%  stake. 
And  SBC  paid  $150  million  for  a  6% 
stake  in  Covad  in  November 
"We're  a  scarce  asset.  There  are  a 
lot  of  folks  interested  in 
Ij  us,"  Rhythms  President 

and  CEO  Katherine  Hapka 
says. 

For  good  reason.  All 
three  upstarts  have  built 
up  a  nationwide  dsl  reach 
that  the  Bells  lack. 
Should  any  of  the  four 
regional  Bells  invade 
one  another's  turf, 
buying  one  of  the 
upstarts  would  be 
easier  than  build- 
ing from  scratch. 
And  thanks  to 
their  diminished 
market  caps, 
~    "these  compa- 
nies are  low-hanging  fruit," 
says  Jeffrey  Kagan,  an  independent 
telecom  analyst  in  Atlanta.  If  that  h&\y 
pens,  consumers  and  small  businesses 
will  get  broadband  from  the  same 
place  grandma  got  her  voice  line:  the 
local  phone  company. 


Shinal  covers  Tietworking  and  tele- 
cam  companies  from  Silicon  Vallci/. 
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Beautiful,  huh?  That's  seamless  integration. 
(And  the  butterflies  are  pretty,  too.) 

What's  really  pretty,  though,  is  what  we've  done  globally  for  1350  customers, 
including  Nike,  Barnes&Noble.com  and  PETsMART.  Our  products  let  them 
handle  a  record-setting  10  biUion  transactions  in  one  day  and  integrate  thousands  of  disparate 
platforms.  We've  won  Product  of  the  Year  from  eAI  Journal  and  partnered  with  the  top  three 
independent  systems  integrators.  Want  to  give  your  business  wings?  Call  SeeBeyond 
at  1-877-676-2877,  or  go  to  seebeyond.com.  NASDAQ:  SBYN 


SeeBeyond, 


NEW  YORK         TOKYO         FRANKFUK.T         LONDON 
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PLAYBOY'S 
NOT-SO-ENERGIZED  BUNNY 

The  brand's  efforts  on  TV  and  online  are  stalling 


First  it  was  exclusive  clubs  and  bux- 
om bunnies.  Then  came  casinos  and 
licensed  products.  And  more  recent- 
ly it  has  been  cable-TV  channels  and  on- 
line "mansion  parties."  For  47  years, 
Playboy  Enterprises  Inc.  has  been  quick 
to  shuffle  strategies  to  keep  its  aging 
brand  alive,  even  as  readership  for  its 
flagship  magazine  has  plummeted.  But 
now,  with  the  Nov.  14  announcement  of 
yet  another  loss  and  the  cancellation  of  a 
long-expected  initial  public  offering,  the 
outfit's  newest  game  plan — a  mixture  of 
Internet  and  TV — ^is  looking  like  roadkUl. 

This  year  alone,  as  losses  have  risen, 
investors  have  lopped  60%  off  Playboy's 
stock,  bringing  it  to  under  $11  a  share. 
They  took  3%  off  its  shares  after  ceo 
Christie  Hefner  announced  the  $6.51 
million  third-quarter  loss  on  declining 
revenues  of  just  $77.9  million.  And 
they've  remained  cool  to  the  planned 
$50  million  IPO  for  Playboy.com.  "The 
market  wasn't  going  to  give  us  the  val- 
uation that  we  wanted,"  says  Hefner. 

While  the  dot-com  bust  has  been  the 
big  reason  for  pulling  the  offering,  Play- 
boy has  found  the  Internet  a  less  than 
swinging  place.  While  Net  experts  say 
pornography  makes  up  35%  of  all  online 
paid  content,  Playboy  hasn't  been  able 
to  turn  a  buck  on  its  mix  of  articles, 
pictures,  and  licensed  merchandise.  Last 
year,  the  company  lost  $9.07  million  on 
its  online  ventures,  and  that's  expected 
to  balloon  to  $24.25  million  in  2000,  ac- 
counting for  most  of  the  company's  ex- 
pected $24.5  million  in  red  ink. 

Why  such  a  r  ough  go?  Competition, 
for   one.    It's    waytoo  easy  to  find  free 
pornography  on  the 
far  more  revealing 
boy's  modest  offer- 
ings.   And    viewers 
seem  loath  to  pay  $6i 
a  year  for  such  extras 
as  streaming  videos  of  par 
ties  at  founder  Hugh  Hefn 
er's  Los  Angeles  mansion 
or  celebrity  nudie  pho- 
tos   from    the    maga- 
zine's archives.  Since 
the    subscription    site 
launched     in     1997,     only 
65,000  people  have  signed 
up  for  such  goodies.  And 


they  don't  even  get  to 
see  the  full  magazine 
online.  They  have  to 
go  to  the  newsstand 
for  that — though  few- 
er readers  do.  Circula- 
tion, which  has  slipped 
for  over  20  years,  is 
now  down  to  just  3.1 
million,  less  than  half 
what  it  was  in  the  '70s. 
The  monthly's  pro- 
longed slide  is  what 
drove  Christie  Hefner 
to  dump  money-losing 
efforts  pioneered  by  her 
dad  while  pursuing 
electronic  media.  Since 
taking  over  in  1988,  she 
has  chopped  costs  by 
closing  the  last  of  the 
once-famed  Playboy 
clubs  and  selling  one  of  HEFNER:  Rebuffed  by 
Hugh's  mansions.  To  a  younger  audience 
grow,  in  1998  she  ac 


quired  Spice  Entertainment,  an  adult-TV 
production  company.  Then,  last  year,  she 
inked  a  $100  million,  five-year  interna- 
tional TV  deal  with  Latin  America's  Cis- 
neros  Group. 

But  television,  which  has  become  Play- 
boy's most  profitable  new  bet,  hasn't  ex- 
ploded as  expected.  Operating  income 
from  its  entertainment  division,  including 
TV  and  video,  is  expected  to  slide  to  just 
$18.55  million  in  2000  from  $44.53  million 
last  year.  The  reason:  After  taking  in 
$30  million  up  front  in  1999,  Playboy  will 
now  take  in  smaller  annual  revenues 
from  Cisneros. 

More  recently,  the  Internet  has 


been  Hefner's  most  pricey  pi 
In  2000  alone,  she  expects 
sink  $25  million  into  Playboy.cc 
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Next  year  she'll  leverage  that  into  ( 
line  gaming,  returning  to  an  area  PI; 
boy  left  in  the  early  1980s.  Hefner  pi; 
to  develop  that  new  business  segm( 
by  opening  a  London  casino  in  2002. 
"CONSERVATIVE?"  To  critics,  it's  all 
little,  too  late.  "The  family  is  extra 
dinarily  conservative.  In  the  hands  c 
richer  and  more  aggressive  guy  1 
Rupert  Murdoch,  the  company  co 
be  doing  revenues  two  to  three  h 
dred  percent  more,"  grouses  Mark 
Boyar,  president  of  New  York-ba: 
Boyar  Asset  Management,  holder 
over  400,000  shares.  Adds  Jack  Trou 
brand  consultant  at  Trout  &  Partn 
of  Greenwich,  Conn.,  the  Hefners'  o 
pany  "has  been  out-Playboyed  b 
million  different  places — not  only  i 
not  sensational  anymore,  it's  kind 
conservative." 

Hefner  still  isn't  convinced  her 
forts  to  find  new  media  niches  for 
tired  old  bunny  have  been  worthl 
"Our  profit  centers  will  shift  from  p 
and  publishing  into  electronic,  which 
the  higher-margin  businesses,"  s- 
Hefner,  who  expects  to  turn  a  prof 
2002.  The  question  is:  (^an  she  keej 
vestors  interested  until  then? 

By  PaUavi  Gogoi  in  Chu 
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Digex  and  Spalding 


We  manage  Web  servers. 

They  manage  to  improve  your  game. 

Together,  we  do  e-Business. 


Spalding  has  been  a  leader  in  golf  ball 
manufacturing  for  over  100  years  - 
that's  their  business.  Through 
Spalding.com,  they  offer  only  the 
BEST  products  -  Ben  Hogan,  Etonic, 
Strata  and  Top-Flite.  At  Digex,  we  may 
not  know  much  about  sporting  goods 
but  we  do  l<now  what  it  takes  to  run  a 
successful  e-Business. 

We  supply  the  hardware,  software  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your 
site  up  and  running  -  fast  and  reliably. 
Our  world-class  data  centers  and 
networks  are  optimized  for 
performance  and  availability,  so  your 
site  is  online  24x7x365.  We  provide  the 
administration,  monitoring  and  security 
services  necessary  to  make  sure  your 
site  remains  secure. 


Spalding  is  a  hit  for  its  online  customers. 
Digex  is  a  hit  for  Spalding. 


Digex      keeps  e-business  in  business 


www.digex.com/spaldlng     1-800-455-2968  Ext.  501 

Where  managed  hosting  began. 
Where  managed  hosting  is  going. 
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For  years,  the  energy  industry  has 
been  saying  that  clean-burning  nat- 
ural gas  is  the  fuel  of  the  future. 
Lately  that  flame  has  gotten  too  hot  for 
its  own  good  as  problems  have  piled 
up.  In  mid-November,  natural  gas 
prices  hit  an  all-time  high  of  $6.50  per 
thousand  cubic  feet.  That's  nearly  triple 
what  gas  was  selling  for  at  this  time 
last  year — and  it  is  likely  to  get  worse. 
Moreover,  natural  gas  utilities  across 
the  country  have  been  warning  cus- 
tomers for  months  that  home  heating 
bills  could  jump  as  much  as  40%  this 
winter — and  even  that  may  be  conser- 
vative for  some  regions.  Because  of  an 
early  cold  snap  on  the  West  Coast, 
pipeline  capacity  got  so  tight  in  South- 
ern California  that  80  industrial  cus- 
tomers already  saw  their  gas  service 
shut  off  several  times. 

What  gives?  A  surging  economy,  in- 
creased use  of  natural  gas  for  home 
heat,  and  a  spate  of  new  gas-fired  elec- 
tricity generation  plants  have  sent  de- 
mand soaring.  High  oil  prices  have  also 
played  a  role.  While  many  industrial 
users  and  electric  utilities  would  usually 
switch  to  oil  when  natural  prices  go 


so  high,  this  year  that's  not  an  option. 

Meanwhile,  new  natural  gas  fields  are 
being  depleted  faster  than  ever,  while 
exploration  spending  has  yet  to  recover 
from  a  steep  decline  three  years  ago. 
And  Old  Man  Winter  could  add  to  this 
year's  problems.  The  last  three  winters 
were  among  the  warmest  on  record,  but 
that  looks  set  to  end.  "If  the  National 
Weather  Service  forecasts  are  accurate 
and  we  have  even  a  normal  winter  this 
year,  we  could  see  more  supply  disrup- 
tions and  prices  going  even  higher,"  says 
Peter  Lund,  vice-president  for  pipeline 
development  at  pg&e 
Corp.'s  national  energy 
marketing  group. 

Add  it  all  up,  and 
the  balance  between 
supply  and  demand 
has  gotten  seriously 
out  of  whack.  U.S. 
consumption  is  pro- 
jected to  increase  8.3% 
this  year,  to  22.2  tril- 
lion cubic  feet.  Over- 
all, that's  nearly  a  40'/r 
increase  from  1985. 

Industrial  and  con- 
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sumer  demand  share  the  blame.  Th 
percentage  of  newly  built  homes  heatec 
by  natural  gas,  for  instance,  has  in 
creased  from  39%  to  64%.  And  in  th- 
last  year,  almost  30,000  megawatts  o 
new  natural  gas-fired  power  plant 
have  come  online,  a  60%  increase. 
NO  DEPOSITS.  Gas  production  has  ye 
to  catch  up.  After  staying  flat  for  th 
prior  six  years,  U.S.  production  is  exl 
pected  to  increase  only  0.7%  this  yea: 
to  about  18.2  trillion  cubic  feet.  Noi 
mally,  imports,  mostly  from  Canada 
make  up  the  difference.  But  eve 
Canada  is  now  having  trouble  increa^ 
ing  production. 

A  major  reason  is  the  depletion 
big  deposits.  Thirty  years  ago,  a  typic; 
field  in  the  Gulf  of  Mexico,  which  a 
counts  for  one-quarter  of  U.  S.  produ 
tion,  would  contain  430  billion  cubic  fe( 
of  gas.  Today,  the  average  field  thei 
holds  less  than  30  billion  cubic  feet.  Saj 
Salomon  Smith  Barney  energy  analy: 
Robert  Morris:  "They  are  finding  fiek 
the  size  of  beach  balls  where  they  use 
to  find  Goodyear  blimps." 

That  has  gas  producers  scrambhn 
In  mid-October,  the  number  of  ri^ 
drilling  for  natural  gas  in  the  U.  S.  h 
a  ten-year  high  of  855 — twice  la 
year's  level.  To  maximize  output,  cor 
panies  such  as  Houston-based  Apacl 
Corp.  have  been  dusting  off  50-yea 
old  well  data  and  using  new  technol 
gies  to  look  for  gas  in  fields  that  m; 
have  been  drilled  two  or  three  tim 
before.  "We  are  beginning  to  see  ; 
increase  in  production,"  says  Mark 
Papa,  chairman  of  eog  Resources  In 
a  large  natural  gas  producer.  "But 
expect  to  see  high  prices  continue 
much  of  next  year." 

The  oil  and  natural  gas  price  hikl 
look  to  be  a  boon  for  the  nation's  cc| 
industry.  Because  of  U.  S.  environmi 
tal  concerns,  coal  has  lost  ground 
natural  gas-fired   facilities  in  rece 
years.  Now  the  freefall  may  slow. 
mid-September,     Wisconsin     Ener 
Corp.,  a  gas  and  electric  utility  in  IVI 
waukee,  announced 
is  looking  to  build  t 
new  coal-fu'ed  [)Iants 
order   to    have    a 
verse  fuel  base.  Thy 
the     first    new    co 
based  generation  p 
posed  in  the  U.S.  in 
least  five  years.  If 
and  natural  gas  prii 
stay  this  high,  coal  ^ 
si  art    looking    bet 
and  better. 

Bif  Christopher  I 
tticri  hi  Los  Aiif/i'lc 
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P  e-VecIro  corporate  e-PC:  Featured  with  Intel*  Pentium" III  processor  667  MHz/256  MB  RAM/8  4  GB  HD/HP  TopTools  management 
software/HP  Port  Control  System  For  pricing  and  specs,  visit  www.hp.com/go/epc 


imple  to  the  point  of  "duhl 


The  revolutionary  new  HP  e-PC  is  built  fast  and  lean,  without  any  unnecessary  old  technology. 
And  \vith  all  three  of  the  major  components  easily  swappable,  it  is  simple  to  support  and 
deploy.  Complete  v/ith  Microsoft  Windows  2000  for  improved  reliability  and  manageability. 
Once  again  proving  that  if  there  is  less  to  go  wrong,  less  will. 

Demand  a  better  computer. 
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Intel,  the  Intel  Inside  logo  ond  Pentium  ore  registered  trodemorks  of  Intel  Corporation.  Microsoft  ond  Windows  ore  registered  trodemorks  of  Mrcrosolt  Corporotion.  ©2000  Hewlett-Potkoid  Componj,  All  riglits  resirved. 
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THE  INTERNET 


LET'S  KEEP  THIS  EXCHANGE 
TO  OURSELVES 

The  B2B  boom  moves  from  the  general  to  the  company-specific 


Since  last  autumn,  Trane  Co.,  a  mak- 
er of  air-conditioner  parts,  has  been 
red-hot  with  the  business-to-busi- 
ness Internet  crowd.  Each  of  the  horde 
of  B2B  exchanges  targeting  the  con- 
struction industry  wants  Trane  to  join. 
"Construction.com,  MyPlant.com,  My- 
Facility.com — we  get  up  to  five  calls  a 
week,"  says  James  A.  Bierkamp,  head  of 
Trane's  e-business  unit. 

But  after  some  consideration 
Bierkamp  did  not  see 
what  any  of  those  e-mar- 
ketplaces could  offer  that 
his  company  couldn't  do 
itself.  So  in  May,  Trane 
rolled  out  its  own  pri- 
vate exchange,  which 
allows  its  5,000  deal- 
ers to  browse,  buy 
equipment,  schedule 
deliveries,  and  pro- 
cess warranties.  The 
site  lets  Trane  oper- 
ate with  gi-eater  effi- 
ciency and  trim  pro- 
cessing costs — without 
losing  control  of  the  pre- 
sentation of  its  brand 
name  or  running  the  risks 
of  rubbing  elbows  vdth  com- 
petitors in  an  open  exchange. 
"Why  let  another  party  get 
between  us  and  our  cus- 
tomers?" asks  Bierkamp. 
MY  WAY.  He  is  hardly  alone. 
Since  last  year,  scores  of  third- 
party  and  consortium  e-marketplaces 
have  appeared  that  were  supposed  to  be 
a  boon  to  suppliers.  But  it  hasn't  turned 
out  that  way.  Many  are  floundering, 
while  private  exchanges  are  mushroom- 
ing. Internet  researcher  eMarketer  Inc. 
estimates  that  93%  of  B2B  e-commerce 
will  be  conducted  through  private  sites 
in  2000.  "In  the  next  three  years, 
there'll  only  be  two  or  three  open  ex- 
changes per  industry  running — vs.  hun- 
dreds or  thousands  of  private  market- 
places," says  John  J.  Fontanella,  a  senior 
analyst  at  AMR  Research  Inc. 

There's  no  mystery  behind  these 
numbers.  Whether  a  company  opens  its 
own  exchange  or  joins  a  consortium,  it 
has  to  put  in  much  the  same  work  and 
front  roughly  the  same  costs.  But  with 


their  own  e-marketplaces,  companies 
can  offer  perks  such  as  better  volume 
pricing,  instant  inventory  checks,  and 
online  customer  service.  Companies  with 
their  own  marketplaces  also  benefit 
more  from  the  lowered  procurement 
and  processing  costs  that  come  from  us- 
ing B2B  exchanges.  Earlier  this  year,  for 
example,     truckmaker     Paccar     Inc. 


WHY  SUPPLIERS  ARE 
SHUNNING  B2B  EXCHANGES 

BRAND  DILUTION  Many 
companies  believe  that  the  power 
of  their  brand  nannes  will  be  lost 
among  all  their  competitors. 

TECHNOLOGY  B2B  exchanges 
usually  can't  let  members  offer 
up-to-the-minute  inventory 
management  or  billing  systems. 

COMPETITION  Any  advantage 
provided  by  the  exchange  is 
available  to  all  rivals.  Some  fear 
their  customers  will  jump  ship. 


launched  Truckxchange.com  but  quickl 
shelved  plans  to  make  it  an  open  B2 
marketplace.  "Reducing  [processing 
costs  gives  us  a  competitive  advantage, 
says  Paccar  Chief  Investment  Office 
Patrick  F.  Flynn.  "Why  just  give  tha 
advantage  to  our  competitors?" 

At  the  same  time,  companies  wit 
their  own  systems  don't  face  the  hassk 
that  can  come  from  joining  an  open  e) 
change.  Chief  among  them:  the  struggl 
to  build  a  consensus  among  rivals  aboi 
business  practices  or  a  common  tecl 
nology  platform.  Many  also  worry  aboi 
sharing  pricing  and  inventory  inform; 
tion  with  competitors.  Airline  industi 
exchange  Orbitz  LLC  and  agricultur 
B2B  Rooster.com  are  still  in  a  holdin 
pattern,  thanks  to  internal  hagglini 
"The  need  for  agreement  among  con 
petitors  really  slows  down  the  conso 
tium  B2BS,"  says  Paul  A.  Penlf 
at  Ernst  &  Young  LLP. 
Beyond  that,  many  e 
ecutives  fear  they  car 
>  promote  their  brar 
names  in  open  e-ma 
ketplaces.  "All  cu 
tomers  vidll  see  on 
exchange  is  a  supplii 
name  and  a  price 
says  Charles  R.  Ric 
director  of  strategy 
planning  for  InternJ 
software  company  l| 
terWorld  Corp.  Arid 
Emerson  Electric  Cd 
Executive  Vice-PreJ 
dent  Charles  A. 
ters  worries  that  tl 
benefits  of  its  powa^ 
supply  products,  su| 
as  their  greater  ef 
ciency  and  reliabilil] 
will  get  short  shrift 
c  a  shared  site.  "We  fd 

that  we're  brought  do^v 
to  a  common  denominator  | 
a  public  exchange,"  he  says. 

Of  course,  in  some  industries,  it's 
an  either-or  proposition.  A  Merrill  Lj^ 
&  Co.  survey  of  19  large  auto  pai] 
suppliers  found  that  most  intended 
join  Covisint,  the  planned  e-business 
change  supported  by  General  MotoJ 
Ford,  and  DaimlerChrysler.  "Covisf 
will  be  too  big  to  ignore,"  says  Kevin! 
Moyer,  director  of  e-business  at  pai[ 
maker  Dana  Corp.  Nevertheless,  mc 
than  half  the  suppliers  plan  to  build  [i 
vate  exchanges  as  well.  For  now,  th| 
have  little  choice.  While  Dana's  site 
been  up  and  running  since  August, 
dustry  watchers  don't  expect  Covisint| 
open  until  mid-2001. 

By  Darnell  Little  in  Chicc 
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triruce  Verstandig,  founder  of  Auctionjeweler.com, 
segistered  his  domain  name  to  put  his  business  online 
t  register.com.  Visit  us  at  www.register.com  or  call  us 
tt  1-800-7-WWW-NET,  and  we'll  help  you  register  your 
I  omain  name  right  over  the  phone. 
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In  Business  This  Week 


EDITED  BY  ALETA  DAVIES 


A  WINDFALL  FOR 
AT&T  WIRELESS? 

JOHN  ZEGLIS,  THE  CEO  OF  AT&T 

Wireless,  may  soon  get  a  big 
boost  in  the  competition  for 
dominance  of  the  U.  S.  mobile 
phone  market.  The  wireless 
company  is  close  to  a  deal 
with  Japan's  NTT  DoCoMo  for 
a  multibillion-doUar  investment 
and  cutting-edge  Net  technol- 
ogy, according  to  sources  close 
to  the  situation.  DoCoMo, 
which  has  led  the  world  in  de- 
veloping technology  to  surf 
the  Web  from  a  mobile  phone, 
could  invest  as  much  as  $10 
billion  in  AT&T  Wireless  and 
would  license  its  Net  software 
to  the  company.  The  invest- 
ment would  give  Zeglis  plenty 
of  capital  to  bid  for  wireless  li- 
censes that  the  federal  gov- 
ernment will  soon  auction  off. 


CLOSING    BELL 


TELECOM  DISEASE 

Not  even  Juniper  Networks, 
with  profits  expected  to  rise 
over  70%,  to  more  than  $253 
million  in  2001,  is  immune  to 
the  telecom  meltdown.  On 
Nov.  20,  Morgan  Stanley  Dean 
Witter's  Christopher  Stix  low- 
ered his  rating,  even  as  re- 
searcher DeirOro  Group  re- 
ported that  Juniper  is  taking 
sales  from  Cisco  Systems.  It 
now  sells  31%  of  all  big  Web 
routers.  That  wasn't  enough 
to  hold  its  multiple  at  380 
times  expected  2000  earn- 
ings. Juniper's  stock  plunged 
21%,  to  nVA 
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Earlier-  this  year,  AT&T  Wire- 
less raised  $10  billion  in  an 
initial  public  offering.  Its 
biggest  competitor,  Verizon 
Wireless,  was  planning  to 
raise  as  much  as  $15  billion 
through  its  own  ipo  this  year, 
but  the  rocky  stock  market 
forced  the  company  to  post- 
pone its  offering  indefinitely. 


FLYING  THE 
PRICIER  SKIES 

UNITED  AIRLINES,   WHICH   IN- 

furiated  fliers  last  summer 
with  delays  and  cancellations 
caused  by  labor  troubles,  is 
socking  business  travelers 
again.  On  Nov.  17,  the  world's 
biggest  airline  hiked  round- 
trip  fares  on  last-minute  book- 
ings by  $100  to  $200.  By  Nov 
19,  other  major  carriers  had 
matched  United's  steeper 
prices — the  sixth  industrywide 
hike  this  year.  United  wouldn't 
explain  the  rise,  but  it  came 
only  a  month  after  its  pilots 
ratified  a  four-year  contract 
giving  them  the  industry's 
highest  wages.  There  may  be 
more  trouble  ahead:  United's 
mechanics,  frustrated  in  their 
attempts  to  negotiate  big  rais- 
es, plan  a  possible  strike  after 
Christmas. 


TO  CHINA  IN 

A  BROWN  AIRPLANE 

IN   THE   BATTLE   OVER   POTEN- 

tially  lucrative  new  U.S.-Chi- 
na  air  routes.  United  Parcel 
Service  is  a  winner.  On  Nov. 
21,  the  Transportation  Dept. 
awarded  it  6  of  the  10  new 
weekly  flights  negotiated  in 
a  1999  U.  S.-China  treaty.  UPS 
will  get  direct  access  for  the 
first  time,  competing  with 
FedEx,  which  got  access  in 
1995.  The  remaining  four 
went  to  incumbents,  with 
United  Airlines  taking  two 
new  routes,  and  FedEx  and 
Northwest  Airlines  one  each. 
China  also  tentatively  agreed 
to  a  deal  that  could  give 
American  Airlines  and  Delta 
Air    Lines    access    through 


HEADLINER:   KENNETH  CHENAULT 


NO  RECOUNT  NEEDED  HERE 
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The  future  is  arriving  four 
months  early  at  American 
Express.  On  Nov.  17,  Har- 
vey Golub  announced  that 
he  will  step  down  as  CEO 
at  yearend  in- 
stead of  next 
April,  as  origi- 
nally planned. 
Golub,  61,  says 
he  decided  to 
leave  early  be- 
cause his  cho- 
sen successor, 
Kenneth 
Chenault,  49,  is 


THE  RISE  OF  A 

STAR 


ready  to  take  over.  The 
CEO  has  been  methodically 
shifting  his  executive  re- 
sponsibilities to  Chenault 
since  naming  him  presi- 
dent and  COO  in  1997. 
Golub  is  expected  to  trans- 
fer the  chairman's  title 
to  his  protege  at  AmEx' 


annual  meeting  in  April. 

Chenault's  ascent  is  un- 
likely to  bring  big  changes 
at  the  credit-card  and  trav- 
el services  giant.  The  19- 
year  AmEx  vet 
played  the  key 
supporting  role  in 
Golub's  back-to- 
basics  retooling  in 
the  '90s.  AmEx 
looks  set  to  post 
record  earnings  in 
2000  for  the  sec- 
ond successive 
year.  Chenault's 
challenge  will  be  to  keep 
revenue  chugging  at  15%  a 
year  as  the  economy  slows. 
To  do  so,  he'll  have  to  cook 
up  new  ways  to  chip  away 
at  the  market  share  of 
archrivals  Visa  USA  and 
MasterCard  International. 
By  Anthony  Bianco 


their  respective  partners, 
China  Eastern  Airlines  and 
China  Southern  Airlines. 


LA  RESISTANCE 
ON  THE  WEB 

CAN  LOCAL  GOVERNMENTS  LAY 
down  the  law  for  foreign  Web 
companies?  The  jurisdiction 
debate  is  coming  to  the  fore 
after  a  French  judge's  Nov. 
20  ruling  requiring  mega-por- 
tal Yahoo!  to  block  French 
customers'  access  to  portions 
of  its  site  that  sell  Nazi-relat- 
ed memorabilia.  While  tough 
to  enforce,  the  ruling  could 
set  a  precedent  on  whether 
or  not  global  Net  companies 
must  adhere  to  local  laws. 
Jean-Jacques  Gomez  ruled 
that  Yahoo  must  set  up  a 
three-part  filtering  system 
within  three  months  or  be 
fined  $13,000  a  day.  Yahoo, 
which  already  prohibits  the 
sale  of  Nazi-related  goods  on 
its  French  site  (www.yahoo.fr-), 
is  reviewing  the  decision. 


NARY  A  GLIMMER 
AT  LUCENT 


THE    FOURTH-QUARTER    RE 

enue  woes  at  Lucent  Tec 
nologies  just  won't  die.  C 
Nov.  21,  CEO  Henry  Schac 
said  the  company  will  low 
reported  revenues  for 
quarter  by  about  $125  millic 
or  20  a  share,  citing  a  "rt 
enue  recognition  issue."  It  a) 
won't  confirm  forecasts 
first  fiscal  quarter  2001.  Shai 
plunged  16%  for  the  day;  7f 
for  the  year.  Lucent  lower 
its  targets  three  times  U  u 
year,  mostly  because  it  bet 
the  wrong  technology  in  of 
cal  networking,  where  Nor 
Networks  has  pulled  ahead 


ETCETERA... 


■  Ticketmaster  Onlinc-Ci 
search  will  buy  Ticketmas 
from  USA  Networks. 

■  Time  Warner  will  open 
high-speed  cable  lines  to  f 
service  provider  Earth  Lin 
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350     MILLION      PEOPLE      MRV 

DROP     BY     TDOHV. 

TIME     TO     SHY     "HELLO." 


he  Internet  world  is  knocking.  PSINet  helps  your  business  answer.  We  give  you  all  the  tools  you 
leed  to  maximize  on-line  communications.  Everything  from  multicurrency  e-commerce  and  dedicated 
ft  losting  to  multimedia  services,  private  IP  networking,  and  more.  Its 
yfhat  we've  done  for  thousands  of  small-  and  medium-sized  companies 
IS  well  as  more  than  a  third  of  the  Fortune  500®.  Your  opportunity  is  knocking. 
Ipen  the  door.  Call  or  contact  PSINet  at  1-800-395-1150  or  www.psinet.com. 
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\  SLOWDOWN  OOULD  HIT 

lOP  GOVERNORS  WHERE  THEY  LIVE 

or  years,  Virginia  has  been  sitting  pretty.  Because  of  a 

high-tech  boom  that  sent  tax  revenues  soaring,  it  has 

been  able  to  cut  taxes  while  significantly  boosting  spend- 
g  for  roads,  schools,  law  enforcement,  and  health  care.  But 
's  becoming  increasingly  clear  to  Governor  Jim  Gilmore 
id  his  bean  counters  that  the  good  times  aren't  going  to  last. 
Ith  the  national  economy  slowing  and  tech  companies  stum- 
ing,  Republican  Gilmore  is  agonizing  over  a 
!ries  of  tough  fiscal  decisions  for  2001.  Unless  he 
ids  millions  in  cost  savings  to  balance  the  bud- 
;t,  the  centerpiece  of  his  1997  campaign — elim- 
ating  the  property  tax  on  automobiles — will 
>  delayed.  "The  economy  is  slowing,  and  you 
ive  to  make  adjustments,"  he  says. 
Gilmore  isn't  the  only  one  bracing  for  a  fiscal 
unch.  All  across  the  country.  Fed  Chairman 
Ian  Greenspan's  "soft  landing^'  strategy  is  cre- 
ing  crash  landings  for  state  budgets.  Until  re- 
■ntly,  states  have  been  rolling  in  dough,  with 
■venues  outpacing  budget  projections  by  up  to 
i,  says  Ray  Scheppach,  executive  director  of 
,e  National  Governors'  Assn.  But  this  year, 
venues  are  coming  in  at  more  than  1%  below 
timates.  Already,  10  states  are  being  forced 
slash  current-year  spending  to  head  off  deficits. 

Ve're  moving  into  a  period  when  governors  GILMORE:  Budget  squeeze 
e  going  to  be  squeezed,"  Scheppach  says.  ' 

)  tST  REVENUES.  What's  going  wrong?  Softer  corporate  prof- 
5,  a  big  dip  in  stock-option  redemption,  and  sales  taxes 
3t  to  Net  commerce  are  causing  revenues  to  stagnate.  At 
e  same  time,  unanticipated  expenses  are  exploding.  The  an- 
lal  grovd:h  rate  in  Medicaid  spending  has  tripled  from  5%  to 
lOut  15%.  And  expenditures  will  rise  even  more  if  the  slow- 
iwn  forces  more  people  to  apply  for  government  benefits. 
The  slowdown  has  political  as  well  as  fiscal  consequences.  It 
tses  particular  risks  for  the  nation's  29  Republican  gover- 
irs,  who  captured  a  majority  of  state  capitals  in  1994. 


Booming  tax  receipts  have  allowed  them  to  give  voters  both 
the  tax  cuts  they  want  and  the  increased  services  they  de- 
mand. Indeed,  state  appropriations  increased  an  average  of 
6.1%  in  each  of  the  past  three  years — nearly  double  the 
growth  rate  of  tax  revenues  and  about  twice  the  growth 
rate  of  the  federal  budget.  Among  the  big  spenders:  Texas 
Governor  George  W.  Bush,  who  has  presided  over  budget  in- 
crease of  more  than  30%  since  he  took  office  in 
1995.  In  addition,  31  states  reduced  taxes  by  a 
total  of  $16.4  billion  in  the  past  two  years. 

Now,  however,  these  popular  GOP  leaders  can't 
avoid  angering  some  constituents  as  the  softening 
economy  forces  hard  choices.  With  24  of  their  29 
governorships  up  for  grabs  in  the  next  two  years, 
budget  cuts  could  cost  them  politically.  In  con- 
trast, only  12  of  the  19  Democratic  governors 
face  election  in  2002. 

The  GOP  strategy  for  minimizing  the  damage 
is  to  stick  to  its  tax-cut  plans  as  much  as  pos- 
sible— even  if  it  means  trimming  budgets.  Penn- 
sylvania's Tom  Ridge,  for  instance,  promises  to 
"set  priorities  and  keep  spending  down"  so  he 
can  afford  a  seventh  consecutive  year  of  tax 
relief.  Idaho's  Dirk  Kempthome  is  taking  a  neo- 
Keynesian  approach:  pump-priming  the  lagging 
economy  in  parts  of  his  state  by  proposing  rur- 
al tax  credits.  While  the  state  is  still  running  a 
surplus,  "it's  time  to  take  care  of  things  on  the  to-do  list," 
Kempthorne  argues. 

But  even  if  Republican  governors  manage  to  keep  voters 
happy  with  tax  cuts,  a  souring  economy  could  hurt  them.  The 
reason:  When  slumps  hit,  voters  almost  always  blame  the 
guys  in  power.  "The  economy  is  important  when  it's  bad," 
warns  Governor  Gilmore,  the  incoming  chair  of  the  Republican 
Governors  Assn.  The  challenge  for  the  GOP  will  be  to  maintain 
its  grip  on  state  capitals  if  the  good  times  roll  away. 

By  Richard  S.  DunJutm 


CAPITAL  WRAPUP 


INSURERS  TEAM  UP? 

►With  health  care  at  the  top  of  the 
)olitical  agenda,  insurers  are  rethink- 
ng  their  strategy.  Until  now,  they've 
jeen  divided  into  managed  care,  repre- 
sented by  the  American  Association  of 
Health  Plans,  and  more  traditional  in- 
surers, who  belong  to  the  Health  In- 
surance Association  of  America.  But 
nembers  of  both  groups  believe  it 
vould  be  better  to  speak  with  one 
'oice  on  legislative  and  regulatory  ef- 
brts — and  are  pondering  a  merger.  A 
nove  to  pursue  a  union,  which  would 


combine  the  aahp's  strong  federal  lob- 
bying vdth  hiaa's  better  state  grass- 
roots unit,  is  one  to  two  weeks  away. 

PRICEY  PENTAGON  PARTS 

►Is  the  $600  hammer  making  a  come- 
back? A  new  General  Accounting  Of- 
fice report  shows  that  the  prices  of 
some  spare  parts  jumped  by  50%  or 
more  in  1998 — and  for  nearly  3,000 
parts,  prices  shot  up  at  least  1,000%. 
One  example:  A  50  washer  rose  to 
$182.  The  Pentagon  blames  reduced 
volumes  and  outdated  price  lists. 


HILURY  THE  BOGEYMAN 

►It's  too  early  to  know  how  well  De- 
mocrat Hillary  Rodham  Clinton  will 
perform  as  a  New  York  Senator.  But 
already,  she's  become  a  potent  symbol 
for  raising  cash — for  the  Republican 
Right.  In  a  Nov.  17  fund-raising  letter, 
the  Heritage  Foundation,  a  conserva- 
tive Washington  think  tank,  asked  sup- 
porters to  help  fight  Hillary  and  the 
new  "leftward  tilt"  in  Congress. 
Heritage  President  Edwin  J.  Feulner 
calls  the  First  Lady  "the  most  danger- 
ous" of  the  "radical"  new  members. 
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THE  REAL  WORLD 

Vivendi's  grand  design  now  gets  put  to  the  test 
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This  should  be  Jean-Marie 
Messier's  victory  lap.  Anti- 
trust authorities  have 
cleared  his  takeover  of  Sea- 
gTam  Co.,  the  Canadian  distiller 
turned  entertainment  conglomer- 
ate. And  shareholders  are  poisec 
to  give  final  approval  of  the  dea 
in  early  December.  That  will  cre- 
ate the  world's  second-largest  me- 
dia group,  Paris-based  Vivendi 
Universal. 

But  even  before  Chairman  and 
CEO  Messier  assumes  command  of 
his  transatlantic  empire,  there  are 
challenges  aplenty  in  his  back- 
yard. Vizzavi  Ltd.,  a  European 
Internet  portal  central  to  his  plans 
for  tapping  the  mobile  Internet, 
appears   stuck  on  the   starting 
blocks.  Messier  faces  a  huge  task 
in  readying  his  pay-TV  network. 
Canal  Plus,  for  the  digital  age. 
And  now  that  rival  Bertelsmann 
has  cut  a  deal  with  online  music 
bad  boy  Napster  Inc.,  the  pres- 
sure is  on  Messier  to  spell  out  his 
vision  for  selling  music  onhne. 
PROFIT    POWER.    You   have  just 
stepped  into  the  big  leagues,  Mon- 
sieur Messier.  A  consummate  deal- 
maker,  the  43-year-old  French  exec 
has  been  promoting  the  merger  as 
an  ideal  marriage  of  Universal's 
rich  film  and  music  holdings  with 
Vivendi's  distribution  network.  Yet 
while  Messier  has  access  to 
80  million  customers  through   HAPPIER  DAYS 
its  telephone  and  TV  hold-   Rrnnfmiin 
ings,  they  don't  yet  have  the   DlUlllllldll, 
equipment  they  need— from   MeSSler,  and 
Web-enabled  cell  phones  to   t  p<jp„v.p  i^  T„„p 
TV  set-top  boxes-to  use  the    i^t^^<-UI«  III  JUIlC, 
new    services    Messier    is   and  the  Grlnch 
promising. 

To  be  sure,  media  giants  such  as  aol 
Time  Warner  must  also  develop  the  tech- 
nology to  realize  their  Web  dreams.  And 


both  Vivendi  and  Seagi'am 
are  in  good  health:  Vivendi's 
first-half  earnings  were  up 
67%,   to   $1.25  billion,   and 
Seagram  has  been  reporting 
good  {)rofits,  thanks  in  part 
to  a  surprisingly  good  year 
at  the  film  studio,  which  just 
released  Dr.  Seuss'  How  the 
Grinch  Stole  Christmas.  Messier  is  hop- 
ing for  85%  annual  growth  in  cash  How 
from  the  merged  company. 


Impressive — but  Vivendi's  stock  Ij 
drifted  steadily  down  since  the  mer] 
was  announced.  "Vivendi  is  presentin] 
strategy  that  does  not  make  sense  to 
vestors,"  says  a  French  banking  exe 
five.  When  he  met  recently  with  lead 
of  nearly  50  U.S.  pension  funds, 
source  adds,  "not  a  single  one"  wan 
to  invest  in  Vivendi. 

Messier's  plan  is  to  make  Vive 
Universal  a  powerhouse  in  the  Inl 
net's  fastest-growing  markets.  And  I 
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ersal  Music,  the  world's  biggest  record- 
ig  company,  is  central  to  his  ambitions, 
[ost  analysts  reckon  that  annual  on- 
ne  music  sales  will  top  $3  billion  with- 
1  three  years,  as  music  companies  set 
p  subscription  services  for  downloading 
lusic  or  simply  listening  to  it  "stream- 
ig"  from  Web  sites.  Along  with  many 
hers  in  the  industry,  he's  betting  that 
le  convenience  of  cell  phones  will  soon 
lake  them  the  main  device  for  getting 
lUsic  over  the  Net. 

DRTAL  PROBLEMS.  That's  why  it's  ur- 
int  for  Messier  to  get  Vizzavi,  a  joint 
jnture  with  Vodafone  AirTouch  PLC, 
3  and  running.  Vizzavi  is  a  Web  portal 
^signed  for  use  with  Pes,  mobile 
lones,  and  interactive  digital  TV.  The 
ea  is  to  make  Vizzavi  the  "default" 
)rtal  for  subscribers  of  Vodafone  and  of 
ivendi's  French  telephone  subsidiary. 


enf 


■getel — many  of  whom  will  want  to 
•wnload  music.  "Vizzavi  has  a  compet- 
ve  advantage  thanks  to  our  partner 
U-phone  operators,  and  our  content," 
ys  Frank  Boulben,  CEO  of  the  Vivendi 
lit  that  oversees  Vizzavi. 
Sounds  good.  But  so  far  Vizzavi  op- 
ates  only  in  France  and  appears  to 
ive  few  subscribers.  Like  other  Eu- 
pean  mobile  portals,  Vizzavi  was  orig- 
illy  designed  for  phones  using  wireless 
cess  protocol,  a  slow-moving  technol- 


ogj'  that  has  flopped  with  consumers. 
So  Vizzavi's  expansion  plans  are  on  hold 
until  new  Web-enabled  cell  phones  come 
onto  the  market. 

Most  of  Vizzavi's  competitors  are  like- 
wise looking  to  the  next  generation  of 
cell  phones.  But  while  Vizzavi  is  starting 
from  scratch,  many  rivals  are  already 
well  established.  Yahoo!  Inc.  already 
has  mobile  portals  ready  to  launch  in 
eight  European  countries.  "It's  too  late" 
for  Vizzavi,  says  Zaheed  Haque,  the 
chief  executive  of  room33,  a 
Swedish  company  that  pro- 
vides software  to  portals. 
"They're  up  against 
tremendously 
strong  players." 
What's    mor( 


MESSIER'S  NEXT  HURDLES 


DIGITAL  MUSIC  With  Bertelsmann  and 
Napster  teaming  up,  Messier  must  either 
join  them  or  rapidly  develop  Vivendi  Uni- 
versal's  sites,  such  as  Farmclub.com 

INTERNET  PORTAL  Messier  must  move 
quickly  to  expand  Vizzavi,  the  planned 
Europewide  portal  that  is  owned  jointly 
with  mobile  phone  behemoth  Vodafone 
Group 

INTERACTIVE  TV  Vivendi  needs  to  in- 
vest billions  to  provide  next-generation 
digital  technology  to  European  sub- 
scribers of  pay-TV  giant  Canal  Plus 

DATA:  BUSINESS  WEEK 

Messier  can't  count  on  Universal's  music 
riches  to  lure  listeners  exclusively  to 
Vizzavi.  To  win  European  antitrust  ap- 
proval, Vivendi  had  to  promise  that  Uni- 
versal's content  would  be  freely  avail- 
able to  competing  distributors. 

Messier  also  faces  a  costly  catchup 
game  at  Canal  Plus.  The  pay-TV  net- 
work will  soon  offer  set-top  boxes  that 
allow  subscribers  to  surf  the  Web  from 
their  televisions  and  so  download  and 
store  music  and  videos.  The  question  is 


who  will  pay  for  the  boxes,  which  ana- 
lysts think  will  cost  about  $400  each  to 
make.  Pay-TV  companies  such  as 
Britain's  British  Sky  Broadcasting 
Group  PLC  have  suffered  huge  losses 
by  providing  free  set-top  boxes  to  cus- 
tomers. If  Canal  Plus  followed  the  give- 
away strategy  it  would  have  to  spend 
$8  billion  on  the  boxes.  Canal  Plus  al- 
ready reported  a  loss  of  $80 
million  in  the  first  half  of 
this  year  because  of  heavy 
investments. 

Such  numbers  are  worry- 
ing to  Canal  Plus  employees, 
who  fear  that  digital  invest- 
ments will  increasingly  draw 
money  away  from  creative  en- 
deavors. On  Nov.  15,  former 
Canal  Plus  Chief  Executive  An- 
dre Rousselet  published  a  front- 
page article  in  Le  Monde  ex- 
pressing his  fear  that  the 
merger  would  be  "the  end"  of 
the  network.  The  next  day,  cur- 
rent CEO  Pierre  Lescure  fired  back 
with  another  front-page  article  ar- 
guing that  the  deal  would 
strengthen  Canal  Plus.  On 
Nov.  23,  Messier  is  to  attend  a 
mass  meeting  of  Canal  Plus  em- 
ployees in  Paris  to  answer  ques- 
tions about  the  merger. 
Smoothing  ruffled  feathers  at 
Canal  Plus  is  hardly  Messier's  only 
challenge.  Another  is  Bertelsmann's 
plan  to  finance  Napster  if  it  switches 
its  free  file-sharing  service  to  a  sub- 
scription-based model.  Might  Universal, 
which  has  sued  Napster  for  alleged  pira- 
cy, eventually  join  in  that  deal?  For 
now.  Universal  seems  to  be  pursuing 
its  own  Web  strategy.  The  company  al- 
ready offers  more  than  300  titles  for 
sale  over  pay-per-download  sites  such 
as  rollingstone.com,  and  it  plans  to 
launch  a  subscription-based  service  with 
Sony  Corp.  early  next  year.  To  be  sure, 
Bertelsmann  and  Napster  have  more  to 
lose  than  Universal  does,  if  the  indus- 
try's top  player  spurns  their  venture. 
But  Messier  can't  afford  to  pursue  a 
go-it-alone  strategy  either.  Initiatives 
that  focus  on  one  label  are  doomed  to 
fail,"  says  analyst  Matt  Bailey  of  online 
music  research  company  Webnoize  Inc. 
Some  longtime  Vivendi-watchers  are 
dubious  that  Messier  can  clear  all  these 
hurdles.  "There  is  more  than  a  50% 
chance  that  the  company  will  eventual- 
ly understand  that  its  strength  is  more 
as  a  content  powerhouse  than  as  an  In- 
ternet distribution  powerhouse,"  says 
Edouard  Tetreau,  an  analyst  at  Credit 
Lyonnais  Securities  in  Paris.  Messier  is 
determined  to  press  ahead.  But  for  the 
ambitious  Frenchman,  this  race  may  not 
be  a  sprint,  but  a  marathon. 

By  Carol  Matlack  in  Paris 
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RUSSIA 


THE  FRIENDS  OF  VLADIMIR 

The  new  crony  capitalists  are  Putin's  pals  from  St.  Petersburg 


Things  are  going  swimmingly  for 
Swedish  telecom  giant  Telia  as  it 
rapidly  gains  access  to  provide  mo- 
bile coverage  in  Russia.  Over  the  last 
six  months,  it  has  acquired  stakes  in 
Russian  companies  that  hold  mobile- 
phone  licenses  covering  over  two-thirds 
of  this  vast  nation.  Credit  that  remark- 
able progress  to  an  invaluable  connec- 
tion: Telia  has  hooked  up  with  Telecom- 
invest,  a  St.  Petersburg  telecom-holding 
company  founded  in  1994  by  two  long- 
time friends  of  Russian  President 
Vladimir  V.  Putin,  himself  a  St.  Pete 
native.  One  of  the  founders,  Leonid  D. 
Reiman,  43,  is  now  Putin's  Communi- 
cations Minister;  the  other,  Valery  N. 
Yashin,  59,  is  the  head  of  Svyazinvest, 
Russia's  state-controlled  telecom  giant — 
as  well  as  chairman  of  Telecominvest. 

So  much  for  the  promised   end  to 
cronyism  in  Russia.  Back  in  March,  when 


he  was  elected  President,  Putin  vowed  to 
cut  the  insider  ties  that  bound  business 
titans — the  so-called  oligarchs — and  the 
state.  And  indeed,  he  launched  a  cam- 
paign against  such  infamous  moguls  as 
Vladimir  Gusinsky  and  Boris  A.  Bere- 
zovsky, who  had  close  ties  to  predecessor 
Boris  Yeltsin's  Kremlin.  But  now  a  new 
cadre  of  business  insiders  is  quietly  at- 
tempting to  take  their  place — seemingly 
with  Putin's  implicit  blessing.  And  the 
leading  figures  are  coming  from  Putin's 
own  backyard:  St.  Petersburg. 

Today's  in  crowd  includes  not  only 
Reiman  and  Yashin  but  Putin's  fellow 
Petersburger,  Vladimir  I.  Kogan,  also 
known  as  Putin's  banker.  Kogan,  37,  is 
president  of  Bankers'  House  St.  Pe- 
tersburg, a  financial  holding  company 
that  owns  Promstroibank  St.  Peters- 
burg, Russia's  15th-largest  bank  with 
$700  million  in  assets.  Putin  kept  his 


personal  savings  at  Promstroibank  ano 
owned  23  shares  worth  $13,000.  Thj 
bank  is  now  installing  ATMs  in  Russia'! 
White  House  and  State  Duma,  couitesf 
of  a  contract  with  the  Russian  gover 
ment,  which  will  give  him  greater  acces| 
to  Moscow's  political  elite. 
ENVIOUS  RIVALS.  Kogan  himself  has  be 
come  a  fixture  at  the  Kremlin,  wherl 
his  friendship  network  includes  not  onli 
the  President  but  also  former  Primj 
Minister  Sergei  V.  Stepashin,  now  heaj 
of  Russia's  Audit  Chamber,  the  inves 
tigative  branch  of  the   State  Dums 
Stepashin's  wife  is  in  charge  of  Pror 
stroibank's  Moscow  operations.  Enviot 
rivals  have  taken  note:  "Kogan  can 
dividends  from  his  relations  with  higlj 
placed  officials  in  the  Putin  administr^ 
tion,"  says  Yury  Rydnik,  president 
rival  St.  Pete  bank  Baltoneximbank. 
What's  emerging  in  Putin's  Russia 


BUDDIES  IN  BUSINESS  AND  GOVERNMENT 


VLADIMIR  I.  KOGAN,  37  LEONID  D.  REIMAN,  43  VALERY  N.  YASHIN,  59 

POSITION  Chairman  of  the  supervisory  POSITION  Communications  Minister  since  POSITION  Head  of  state-controlled  tele- 
board  of  Promstroibank  St.  Petersburg  November,  1999  com  giant  Svyazinvest  and  chairman  of 

DEALS  Installing  ATMs  in  Russia^  Whrte DEALS  Founded  mobile  holding  company'  mobile  holding  company  Telecominvest 

House  and  State  Duma.  Pushing  into  Telecominvest  in  1994  with  Yashin.  DEALS  Over  past  year,  Telecominvest 

Moscow  political  elite  circles  in  a  bid  to  be-  Reiman  was  Yashin's  deputy  at  Petersburg  bought  stakes  in  mobile  operators 

come  a  businessman  with  national  clout.  Telephone  Network  from  1992  to  1999.  covering  two-thirds  of  Russia. 

CONNECTIONS  Friend  of  President  Putin,  CONNECTIONS  Close  friends  with  Putin  CONNECTIONS  Longtime  friend  of  Putin, 

who  held  a  $10,000  deposit  in  since  the  early  1990s,  when  Putin,  as  whose  wife,  Lyudmilla,  earned  $1,500  in 

Promstroibank  St.  Petersburg,  as  well  deputy  mayor  of  St.  Petersburg,  approved  1998  and  1999  for  administrative  work  at 

as  23  shares  in  the  bank  worth  $13,000.  privatizations  and  investment.  Telecominvest. 

DATA,  PUTINS  PRE-ELECTION  INCOME  DECLARATION.  PROMSTROIBANK,  SI,  PETERSWJRG.  FEIECOMINVEST 
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not  a  replica  of  the  Yeltsin-era  structiire 
of  rule  by  flamboyant  oligarchs — snap- 
ping up  hunks  of  state  assets  for  bargain 
prices  and  loudly  asserting  themselves 
through  their  own  media  empires — but  a 
more  discreet  edifice  in  which  select,  low- 
key  figures,  mainly  those  with  past  ties  to 
Putin,  seem  to  have  favored  access  to  the 
Kremlin.  Ex-spy  "Putin  has  a  KGB  ap- 
proach to  big  business.  Business  leaders 
should  not  draw  attention  to  themselves. 
Otherwise  they'll  be  sidelined,"  says  Rus- 
lan  Linkov,  the  head  of  the  St.  Petersburg 
branch  of  liberal  Democratic  Party  of 
Russia.  Putin's  preferred  method  for 
sidelining  business  barons  who  have  po- 
litical ambitions?  Prevent  them  fi^om  cre- 
ating media  empires — or  take  them  away, 
as  he  already  has  done  with  Gusinsky 
and  Berezovsky. 

FOREIGN  BENNIES.  This  new  system  of 
buddy  business  is  hardly  the  level  playing 
field  that  so  many  investors — and  Putin — 
have  called  for  in  Russia.  But  for  partic- 
ular enterprises,  including  some  foreign 
ventures,  there  are  benefits.  Kogan's  rise, 
for  example,  is  a  welcome  development 
for  Ford  Russia.  The  Ford  Motor  Co. 
unit  had  the  good  fortune  to  link  up  with 
Promstroibank  before  Putin's  meteoric 
ascension  to  the  Kremlin.  Back  in  1996, 
Ford  Russia  became  a  client  of  Prom- 
stroibank when  it  began  work  on  a  $150 
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PROMSTROIBANK:  Raided 
by  St.  Petersburg  police 

million  car  plant  near  St.  Pe- 
tersburg. Then,  two  days  be- 
fore Putin's  election.  Ford 
Russia  sold  an  undisclosed 
stake  in  the  plant  to  Prom- 
stroibank. "The  bank  has 
helped  us  keep  track  of  the 
new  faces  in  government," 
says  Ford  Russia's  president, 
Alain  Batty. 

As  for  Telia,  its  links  with 
Yashin  and  Reiman  go  back 
to  1992  when  it  joined  forces 
with  Yashin's  Petersburg 
Telephone  Network  to  es- 
tablish a  regional  mobile- 
phone  company.  In  February 
this  year,  Telia  spent  over 
$80  million  for  a  25%  stake 
in  Telecominvest,  which  took 
over  Petersburg  Telephone 
Network's  mobile  interests 
and  gained  stakes  in  other 
operators.  "Recent  political 
changes  were  very  favorable 
to  us,"  says  Telia  Vice-Pres- 
ident Bo.  Magnusson. 

One  question,  of  course,  is 
whether  businesses  linked  to 
the  St.  Pete  crowd  are  now 
getting  special  favors  at  the  expense  of 
other  companies.  Telecom  analysts  and 
market  players  certainly  thought  so  ear- 
ly in  November.  That's  when  the  Com- 
munications Ministry  awarded  Telecom- 
invest's  subsidiary,  Mss  Saratov,  a  gsm 
license  for  operations  in  a  big  swath  of 
Volga  River  territory.  The  contract 
award  was  made  without  a  tender,  so 
Saratov  did  not  have  to  compete  for 
the  prized  license.  The  move  prompted 
charges  of  insider  dealing.  Industry 
watchers  widely  believe  Reiman  and 
Yashin  have  retained  a  large  stake  in 
the  company.  "Reiman  appears  to  think 
he's  above  the  rules,"  says  Tom  Ad- 
shead,  a  telecom  analyst  at  Moscow  bro- 
kerage Troika  Dialog.  Telecominvest 
says  neither  Reiman  nor  Yashin  now 
ovra  any  shares  of  the  company.  Both 
men  declined  to  comment. 

What's  more,  on  Nov.  15,  Reiman's 
ministry  suspended  a  gsm  license  held 

KGB  APPROACH:  Putin  prefers 
business  Leaders  who 
can  keep  a  low 
profile 


by  SMART.s,  a  rival  to  Telecominvest  i: 
the  Volga  region.  "It's  another  case  o: 
the  Communications  Ministry  selective 
ly  enforcing  regulations  to  favor  Tel 
cominvest,"  says  Ari  Krel,  a  telecon 
analyst  with  Moscow  brokerage  Unit 
ed  Financial  Group.  The  Communica 
tions  Ministry  says  both  moves  were 
above  board.  The  ministry  is  not  legal!} 
required  to  hold  tenders  to  issue  licens 
es.  And  the  ministry  says  it  suspende( 
SMARTs's  license  because  the  compan^ 
failed  to  meet  a  deadline  for  startini 
operations.  But  analysts  charge  that  th 
license  suspension  seemed  more  like  ai 
attempt  to  root  out  Telecominvest's  ri 
vals  because  it  was  the  first  time  tb 
ministry  had  ever  enforced  these  regu 
lations.  Reiman  refused  to  comment. 

However  low-profile  the  Putin-con 
nected  St.  Petersburg  folks  may  wan 
to  be,  rivals  may  be  gunning  for  then 
On  Nov.  16,  Kogan's  Promstroibank  wa 
raided  by  St.  Petersburg  city  police,  wh 
confiscated  documents  sought  by  loca 
prosecutors  for  a  case  against  the  bank' 
directors  for  alleged  bribery.  Raid  or  nc 
Kogan  seems  set  on  expanding  Prom 
stroibank  beyond  its  St.  Petersburg  base 
And  telecom  mogul  Yashin,  too,  continue 
to  expand  his  empire.  Russia's  most  vis 
ible  Yeltsin-era  oligarchs  have  been  side 
lined.  But  make  no  mistake:  In  Putin 
Russia,  connections  still  matter. 

By  Catherine  Belton  in  Moscoi 
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nth  a  body  about  the  size  of  a  wallet,  the  Fujifilm 
inePix  40i  digital  camera  takes  80-second  video 
ips.  captures  high-resolution  digital  pictures 
nd  plays  MP3's.  You  can  even  instantly  play 
ack  your  images  and  videos  on  the  camera  s 
CD  screen  and  speaker.  It's  proof  that  bigger 
.  not  necessarily  better.  Find  out  more  about  the 
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COMMENTARY 


By  Geri  Smith  and  Elisabeth  Malkin 

VICENTE  FOX  MAY  BE  SEHING  HIMSELF  UP  FOR  A  FALL 

Moises  Salas  has  been  selling  Fox  might  have  chosen  to  start  off      many  politicians,  who  argue  the  mea- 

candy  and  cigarettes  outside  a  his  term  on  a  less  contentious  note.  sure  will  hit  the  poor  hardest. 

Mexico  City  office  complex  for  But  his  advisers  say  Mexico  needs  up  Fox's  advisers  maintain  that  the 

17  years.  He  clears  around  $14  a  day,  to  $50  billion  in  new  investment  to  impact  on  the  poor  will  be  softened 

barely  enough  to  support  his  wife  keep  pace  with  fast-growing  electrici-      by  targeted  subsidies  and  better  wel- 

and  four  kids.  But  the  37-year-old  ty  demand.  Fair  enough.  Yet  Fox  fare  benefits.  But  boosting  the  tax 

Salas  hopes  life  will  get  better  once  faces  other  tough  legislative  fights.  In      take  is  notoriously  difficult  to  pull  off. 

Vicente  Fox  is  sworn  in  as  President  his  first  month  in  office,  he  must  ram       Fox  will  have  to  deploy  his  consider- 

of  Mexico  on  Dec.  1.  "Let's  hope  that  through  an  austere  2001  budget  just        able  charisma  and  hands-on  negotiat- 

it's  a  government  that  governs  with  as  Mexico's  economy  is  riding  a  $5  bil-     ing  style  to  make  any  progress.  As 

justice,  sincerity,  and  follows  the  lion  oil  windfall.  His  advisers  believe        governor  of  the  state  of  Guanajuato, 

law,"  he  says.  that  spending  must  be  reined  in  to  he  worked  effectively  with  an  opposi- 

Mexico  is  filled  vdth  great  expecta-  compensate  for  a  cooling  U.  S.  econo-       tion-dominated  legislature.  His  busi- 

tions  as  it  awaits  the  inauguration  of  my,  which  absorbs  most  Mexican  ex-        ness  experience  could  also  be  a  plus — 
the  first  opposition  politician  to  hold 

the  presidency  after  71  years  of  sin-  Tfl   ||A  I  jCT 

gle-party  rule.  Fed  up  with  authori-  ■  **   ■'"  ■■■'*  ■ 

tarian  government,  widespread  cor-  ►  Work  with  opposition- 

ruption,  and  a  string  of  crippling  dominated  Congress  to  pass 

economic  crises,  Mexicans  over-  key  energy,  budget,  and  ^^^^^^ 

whelmingly  voted  on  July  2  to  make         tax-reform  laws  ^^^HF"         I 

the  former  Coca-Cola  Co.  executive  - - - - -   ^^H^r^  ^     . 

their  next  leader.  ►  Live  up  to  promises  to         ^^0  "^'^ 

Yet  high  hopes  could  also  lead  to  create  1.35  million  jobs  a 

deep  disappointments.  Fox,  58,  must         year  and  sustain  7%  annual 
now  make  good  on  a  long  list  of  growth 

promises,  including  a  pledge  to  sus-  ^^r^  resources  to  fund         ^^^      > 

tain  economic  growth  at  7%  a  year  job-training  and  micro-  ^^^ 

and  create  1.35  million  new  lobs  an-  .j.  ^       j 

nually.  It  would  take  a  political  magi-        ^^^^'t.  P^^g^^ms  to  reduce 
cian  to  pull  this  off  in  just  six  years,         ^.'^.':'.^"'"l. P^^^.^y . 
the  length  of  a  presidential  term  in  ^  Wipe  out  corruption  in  a 

Mexico.  And  the  scope  of  Fox's  leg-  country  whose  justice  and 

islative  ambition  is  huge,  while  the  law-enforcement  systems 

political  obstacles  are  great.  g^g  .,/yeak 

TAX  REFORM.  The  battles  will  start  

even  before  Fox  assumes  office.  In  "^^^  Businessweek 

late  November,  his  center-right  Na-  ports.  Wise  indeed — but  con-        NEW  PRESIDENT  FOX:  He  iniist  push  through 

tional  Action  Party  (pan)  intends  to  sumers  never  like  it  when  the     an  austere  budget  in  the  face  of  a  windfall 

introduce  controversial  legislation  to  punch  bowl  is  taken  away. 

open  up  Mexico's  electricity  industry  Tax  reform  is  also  high  on  the  Fox        something  Mexico's  recent  Ivy- 

to  private  competition.  Previous  at-  agenda,  since  the  new  government  League-educated  technocrats-tumed- 

tempts  at  reform  have  been  shot  wants  to  ftmd  ambitious  antipoverty  Presidents  have  lacked. 

down.  And  the  pan,  which  lacks  a  and  job-creation  programs.  Fox  ex-  Mexicans  have  entrusted  Fox  with 

congressional  majority,  must  win  the  pects  to  submit  a  sweeping  tax-reform       nothing  less  than  the  task  of  reshap- 

backing  of  the  long-ruling  Institutional  proposal  to  Congress  by  March.  There       ing  the  country.  In  the  end,  perhaps 

Revolutionary  Party  (pri)  and  the  is  broad  consensus  that  Mexico  needs  a     the  best  he  can  do  is  to  lay  the  foun- 

left-of-center  Party  of  the  Democratic  fiscal  overhaul,  but  the  Fox  package  dations  for  such  a  transformation.  "I 

Revolution  (prd).  But  both  parties,  will  still  draw  fire.  don't  think  he  has  done  a  good  job 

which  suff"ered  humiliating  defeats  at  The  Mexican  Treasury  collects  bringing  people's  expectations  in  line 

the  poUs,  are  leery  of  the  plan,  which  only  17%  of  gross  domestic  product        with  reality,"  says  political  scientist 

they  believe  will  lead  to  an  unpopular  in  taxes,  compared  with  30%  of  cdp        Luis  Rubio,  director  of  the  (^enter 

privatization  of  the  entire  industry.  in  the  U.  S.  Tax  evasion  is  rampant,        for  Research  &  Development.  The 

"They  are  absolutely  mistaken  if  they  and  loojjholes  abound.  So  the  Fox  hard  reality  will  become  apparent  in 

think  we're  going  to  go  along  vwth  team  has  floated  a  plan  to  extend  Fox's  first  100  days. 

that,"  says  Marti  Batres,  who  heads  Mexico's  15%  value-added  tax  to  pre- 

the  prd's  60-person  delegation  in  the  viously  exempt  items,  such  as  food  Smith  and  Malkin  cover  Mexican 

lower  house  of  Congress.  and  medicine.  That  has  outraged  politics  and  business. 
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CANADA  FEELS  A  HARD  WIND 
BLOWING  FROM  THE  RIGHT 


On  Nov.  28,  the  day  after  their  national  elections,  Cana- 
dians will  likely  have  the  same  Prime  Minister  they've 
had  since  1993:  Jean  Chretien,  boss  of  the  Liberal  Party. 
But  Canadians  will  get  something  else  post-election:  a 
new,  powerful  right-wing  opposition  led  by  Stockwell  Day, 
who  has  shocked  the  Establishment  by  demolishing  the  coun- 
try's moderate  conservatives  and  posing  a  stiff  challenge  to 
Chretien  himself.  How  Day  carries  himself  in  opposition 
could  determine  whether  his  hard-right  agenda  becomes  a  cor- 
nerstone of  national  policy. 

Day,  the  50-year-old  former  pastor  and  trea- 
surer of  Alberta  province,  won  the  leadership 
of  the  conservative  Canadian  Alliance  only  in 
July.  Now,  Day  and  the  Alliance — which  start- 
ed as  a  far-right  party  in  Canada's  prairie 
provinces — are  giving  Chretien  and  the  Liber- 
als a  run  for  their  money.  The  campaign  has 
shaped  up  to  be  rough,  with  Liberal  leaders  ac- 
cusing Day's  supporters  of  being  racist,  anti-Se- 
mitic, and  anti-immigration,  and  the  Alliance 
shooting  back  that  liberals  are  using  scare  tac- 
tics to  stop  defections  to  the  Day  camp. 
NATIONAL  PULPIT.  Polls  show  the  Liberals  like- 
ly to  win:  The  party  is  enjoying  45%  support, 
vs.  the  Alliance's  25%.  But  the  once-powerful 
Progressive  Conservatives  and  the  separatist 

Bloc  Quebecois  are  polling  at  or  under  10%.   DAY:  Surprising  strength 
And  few  thought  the  Alliance  would  gather 


this  much  support  on  its  platform  of  radicaOy  lower  taxes  and 
a  lot  less  government.  The  Liberals  will  struggle  to  pass 
new  laws  in  such  a  divided  Parliament. 

Short  of  an  outright  victory,  a  national  pulpit  in  Parliament 
is  just  what  Day  wants.  "I  am  going  to  be  very  vigorous  as 
member  of  the  opposition  to  go  after  and  expose  the  record  of 
the  Liberal  government,"  he  told  BUSINESS  week  while  cam- 
paigning in  Vancouver  on  Nov.  16.  Day's  goals  are  to  preach 
the  virtues  of  a  kind  of  Thatcherite  conservatism  to  Canadi- 


ans and  lay  the  groundwork  for  a  shot  at  the  Prime  Minister'! 
job  the  next  time  a  general  election  is  called,  by  2005 

Since  the  Alliance  will  be  in  the  minority  and  cannot  pro 
pose  legislation.  Day's  big  power  will  be  to  hammer  at  Chre 
tien  during  the  daily  Prime  Minister's  question  time  in  thi 
House  of  Commons.  Also,  says  Alliance  Campaign  Manage 
Jason  T.  Kenney,  the  party  will  be  trying  to  drum  up  mon 
support,  especially  from  the  ranks  of  the  crumbling  Progres 
sive  Conservatives.  Although  the  Alliance  has  gained  i 
British  Columbia  in  the  campaign,  it  has  at 
tracted  few  voters  in  liberal  Ontario.  And  whili 
some  Progressive  Conservative  insiders  havi 
joined  the  Alliance,  leaders  such  as  forme 
Prime  Minister  Brian  Mulroney  refuse  to  do  sc 
Undeterred,  Day  will  keep  making  nationa 
issues  of  his  main  provincial  policies.  Liki 
Margaret  Thatcher  and  Ronald  Reagan  in  thi 
1980s,  he  wants  to  slash  currently  generou 
subsidies  for  job-creation  programs  and  pri 
vatize  businesses  such  as  the  Canadian  Broad 
casting  Corp.  Most  important  is  Day's  tax  po 
icy.  He  wants  to  tax  incomes  over  $100,00 
at  25%,  compared  with  29%  now.  Canadian 
earning  less  than  that  would  pay  17%.  Da; 
even  favors  an  eventual  move  to  a  flat  17^ 
levy.  Partly  in  response,  Chretien's  Liber 
government  unveiled  $100  billion  in  promise 
tax  cuts  just  five  days  before  the  Prime  Mir  |ji,., 
ister  called  the  election. 

What  could  block  Day  from  creating  a  permanent  force  i 
Canadian  politics  are  the  Alliance's  positions  on  social  issued"' 
and  dismantling  the  welfare  state.  Many  voters  cringe 
Day's  support  for  fundamentalist  Christian  views  and  hi 
willingness  to  hold  a  referendum  on  banning  abortion.  The 
again,  in  the  1970s  few  expected  either  Thatcher  or  Reagan  t 
rise  to  power.  Day  has  up  to  five  years  to  make  his  case. 
Bij  Petti  Foiig  hi  Vaiicotirei;  B.( 
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GLOBAL  WRAPUP 


AFTER  FUJIMORI 

►Many  Peruvians  cheered  when  their 
President,  Alberto  Fujimori,  suddenly 
resigned  while  visiting  Tokyo  on  Nov. 
20.  His  departure  ends  a  decade  of 
strong-arm  rule.  Now  it  will  be  up  to 
an  interim  President  to  maintain  sta- 
bility as  Peru  prepares  for  new  elec- 
tions scheduled  for  April.  Congress 
was  expected  to  tap  63-year-old 
Speaker  Valentin  Paniagua,  a  member 
of  the  opposition  Popular  Action  [)arty, 
for  that  post  on  Nov.  21. 

Paniagua  faces  a  tough  job.  To  con- 


solidate power,  analysts  say,  he  must 
form  a  strong  Cabinet  that  includes 
both  Fujimori  allies  and  opposition 
forces.  The  government  must  "guaran- 
tee fair  elections,  avoid  economic  col- 
lapse, and  investigate  corruption,"  says 
Augusto  Alvarez,  an  analyst  at  Apoyo 
Comunicaciones,  a  local  think  tank.  Last 
May's  election,  in  which  Fujimori  won  a 
third  term,  was  marred  by  charges  of 
fraud.  He  made  a  surprise  decision  in 
September  to  end  his  term  early  and 
call  new  elections  after  his  top  adviser, 
Vladimiro  Montesinos,  was  filmed  al- 
legedly bribing  a  congressman. 


As  many  as  12  rivals  could  be  on  the 
Apr.  8  ballot.  Prominent  figures  expect- 
ed to  run  include  Stanford  University- 
educated  economist  Alejandro  Toledo, 
who  mounted  a  challenge  to  Fujimori 
last  time.  Civil  rights  ombudsman  Jorg( 
Santistevan  and  Carlos  Bolona,  Fuji- 
mori's Economy  Minister,  are  also  likely 
to  throw  their  hats  into  the  ring. 

The  uncertainty  is  taking  a  toll  on 
economic  growth,  which  could  be  as  low 
as  1.5%  next  year.  Wary  investors  are 
likely  to  stay  on  the  sidelines  until  a 
new  President  takes  power  in  July. 

By  Jane  Holliguii  in  Linu 
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Industries 


ELGIUM 


:rom  world-class 
ro  world-cuss  disaster 

oftware  hotshot  L&H  may  be  headed  for  a  breakup 


J 


ust  last  spring,  Belgium's  Lernout 
&  Hauspie  Speech  Products  ap- 
peared on  the  brink  of  greatness. 
s  appeal  was  natural-language  soft- 
are,  which  would  permit  users  to  surf 
le  Web  simply  by  talking,  and  even- 
lally  even  translate  both  spoken 
ords  and  text.  Microsoft  Corp.  and 
itel  Corp.  had  snatched  up  stakes  in 
16  company,  and  retail  investors  fol- 
wed.  By  last  March,  with  a  market 
ip  topping  $8  billion,  l&h  was  snap- 
ng  up  U.S.  companies  Dragon  Sys- 
ms  Inc.  of  Newton,  Mass.,  and  Dicta- 
lone  Corp.  of  Stratford,  Conn.  This 
elgian  company  was  world-class. 
It  still  is  world-class — a  world-class 
saster,  that  is.  l&h  has  admitted  to 
errors  and  irregularities"  in  its  rev- 
lue  reports  and  has  postponed  a  Nov. 
I  deadline  for  publishing  an  indepen- 
jnt  audit.  It  acknowledges  that  third- 
aarter  revenues  will  be  at  least  24% 
slow  forecasts.  Co-founders  Jo  Lernout 
id  Pol  Hauspie  have  stepped  down  as 
•-chairmen,  the  stock  has  fallen  from 


more  than  $70  in  March  to  $3.75,  and 
the  company  faces  a  Securities  &  Ex- 
change Commission  investigation  and  a 
debt  crunch.  Now  the  company's  best 
bet  may  be  to  auction  off  its  best  parts. 
What  happened?  L&H  tried  to  build  a 
giant  on  a  technology  that  was  ready  to 
take  only  baby  steps  in  the  market- 
place. The  impact  on  l&h's  reputation  is 
ruinous.  "No  one  will  buy  a  piece  of 
software  with  the  Lernout  brand  name 
again,"  says  Patrick  Michelsen  of  Fortis 
Bank  in  Brussels.  An  l&h  spokesman 
admitted  that  the  company  will  have  to 
restate  earnings  but  said  it's  an  issue  of 
interpreting  accounting  rules,  not  fraud. 
"HEMORRHAGING."  No  matter.  Although 
l&h's  new  chairman,  Roel  Pieper,  a  for- 
mer Tandem  Computer  and  Philips  Elec- 
tronics executive,  says  he  wants  to  keep 
the  company  together,  he  faces  pressure 
from  investors  to  sell  off  assets.  L&H 
boasts  an  inventory  of  software  that 
translates  simple  commands  in  20  lan- 
guages along  with  a  traditional,  human 
translation  business  that  the  company 


BUSTING  UP  A  FORMER 
BELGIAN  HIGHFLIER 


Lernout  &  Hauspie  looks  set  to 
sell  its  best  assets 

TRANSLATION  This  division  does  about 
$100  million  in  revenue  a  year,  earning 
40%  margins.  It  has  built  up  a  formidable 
database  of  vocabulary  in  20  languages. 
Berlitz,  the  main  competitor,  may  be  inter- 
ested. But  human  translation,  even  if  aided 
by  computers,  is  not  a  high-tech,  high- 
growth  business. 

SPEECH-RECOGNITION  TECHNOLOGY 

L&H  software  already  can  handle  dictation 
at  up  to  160  words  a  minute.  An  estab- 
lished tech  company  such  as  Philips  or 
IBM,  both  active  in  speech  recognition,  or 
an  upstart  such  as  Silicon  Valley's  Nuance 
Technologies  or  Speechworks  International 
might  be  a  buyer — provided  L&H's  respect- 
ed researchers  remain  on  board. 

DATA:  BUSINESS  WEEK,  LERNOUT  &  HAUSPIE,  FORTIS  BANK 

says  will  pull  in  about  $100  million  in 
revenue  this  year. 

The  other  software  divisions  could  be 
sold  in  a  big  chunk  to  a  competitor  such 
as  Philips  or  IBM  Corp.  "They  got  a  good 
patent  portfolio  from  Dragon,"  says  Ozzie 
Osborne,  general  manager  of  IBM  Voice 
Systems.  "The  question  is  how  many 
Dragon  people  are  still  there."  Good 
point:  Software  businesses  are  only  as 
valuable  as  their  programmers,  and  no 
one  expects  key  employees  to  hang 
around  L&H.  A  spokesperson  says  L&H 
still  has  5,400  employees,  though  he  ad- 
mits "attrition  is  above  average." 

L&H  must  pay  back  about  $230  mil- 
lion in  debt  by  the  end  of  March,  but  has 
only  $150  milUon  to  $200  milhon  in  cash, 
and  it  is  draining  funds  as  customers 
flee.  "They  have  to  stop  the  hemorrhag- 
ing," warns  analyst  Pierre-Paul  Verelst  of 
ING  Barings  in  Brussels.  Analysts  predict 
a  bankruptcy,  though  an  L&H  spokesman 
sees  "no  immediate"  danger  of  that. 

The  worst  consequence  of  the  melt- 
down is  its  effect  on  the  technology's 
development.  Speech  recognition  could 
now  be  relegated  to  the  research  de- 
partments of  giants  such  as  IBM  and 
PhiHps.  "I  think  the  grovd^h  potential 
is  tremendous,  but  this  technology  needs 
time  to  develop,"  says  Alex  Waibl,  a 
professor  at  The  Robotics  Institute  at 
Carnegie  Mellon  University  in  Pitts- 
burgh. Time  is  just  what  l&h  lacks. 
By  William  Echikson  in  Brussels, 
with  David  Rocks  in  New  York 
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TURNAROUNDS 


THE  TOY-TRAIN  COMPANY 
THAT  THINKS  IT  CAN 

Enthusiasts  are  running  Lionel  again.  Even  a  rock  star  is  lending  a  hand 


STILL  ROLLIN*" 

Lionel's  ne\ 
president  says  sale 
should  grow  15- 
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Chances  are,  if  you  were  a  kid  or 
parent  anytime  between  1930  and 
1960,  you  played  with  a  Lionel 
train  set.  With  real  smoke,  clang- 
ing bells,  and  wonderfully  detailed  met- 
al cars,  they  were  the  toy  of  choice  for 
generations.  They  appealed  to  children's 
fascination  with  technology  and  noise 
and  to  that  particularly  20th  century 
pride  in  mobility.  Baseball  legend  Joe 
DiMaggio  bragged  about  his  trains. 
Pope  Pius  XII  had  a  set.  There's  even 
talk  among  collectors  that  Texas  Gov- 
ernor George  W.  Bush  keeps  one  at  his 
ranch.  In  1953,  Lionel  sold  3  million  en- 
gines and  freight  cars,  making  it  the 
biggest  toy  manufacturer  in  the  world. 


Ten  years  later,  the  company  was  go- 
ing nowhere  fast.  It  had  changed  hands 
more  than  once,  lost  focus,  and  even 
started  using  plastic.  The  kind  of  kids 
who  used  to  pore  over  the  annual  cata- 
logs hardly  gave  the  pages  a  second 
glance.  They  were  too  busy  with  their 
slot  cars  and  space  toys.  The  company 
languished  for  the  next  three  decades, 
barely  managing  to  stay  in  business. 

Then  a  group  of  investors,  including 
the  late  Paramount  chairman  Martin 
Davis  and  rock  star  and  Lionel  collector 
Neil  Young,  came  to  the  rescue  in  1995. 
In  early  1999,  they  brought  in  Richard 
N.  Maddox,  a  longtime  executive  at  toy 
company  Bachmann  Industries  and  a 


lifelong  train  enthusiast.  Maddox  wa 
close  to  retirement  when  they  offere 
him  the  job,  but  he  quickly  shelved  an  «f| 
plans  to  head  to  the  golf  course.  "It 
the  dream  of  every  railroader  to  wor  fgj 
at  Lionel,"  he  says. 

Maddox  has  had  his  work  cut  out  fc 
him.  He  faces  a  fierce  rival,  Mike's  TVaJ  f,,, 
House  (mth),  run  by  a  former  Liont 
subcontractor.  To  reinvigorate  the  vei 
erable  Lionel  brand,  which  turned  IC 
this  year,  he  has  introduced  new  mode 
and  technology.  He's  also  spruced  u 
the  catalog  and  set  up  dozens  of  licen 
ing  deals.  "We're  trying  to  excel  i 
things  whimsical,  clever,"  he  says.  Lion 
LLC  is  bringing  back  some  vintage  a 
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essories — stylized  nuclear  power  plants, 
)r  example.  And  it's  trying  to  stay  cur- 
ent — its  freight  cars  now  transport 
opular  autos  such  as  the  new  Volks- 
wagen Beetle.  Maddox's  own  favorite 

1  the  just-launched  $1,800  Challenger 
team  locomotive.  The  two-foot-long  toy 
!  a  remake  of  a  classic  Lionel  train. 

Though  Maddox  is  trying  hard  to 
ersuade  the  Pokemon  generation  of 
le  charms  of  the  train  set,  he  makes 
are  to  pay  attention  to  Lionel's  most 
)yal  customers — who  can  usually  be 
)und  at  train  shows.  It  is  this  group  of 
lo.stly  male,  mostly  grown-up  hobby- 
ts  who  are  the  serious  toy-train  buyers 
lese  days.  Maddox,  whose  first  job  was 
ssembling  toy  trains  for  customers  at  a 
obby  store  in  Philadelphia,  is  a  regular 
t  the  shows.  He  spends  his  time  talk- 
ig  with  collectors,  soliciting  their  ideas 
)r  new  models. 

They're  aging,  sure,  but  they  spend 
;al  money.  In  all,  toy  trains  are  a  near- 
'  $1  billion  business.  But  most  people 
uy  smaller  trains,  which  Lionel  doesn't 
other  with.  The  market  for  the  big- 
=r,  elaborate  models  that  Lionel  makes 

just  $250  million.  This  isn't  the  video- 
ame  business. 

IDS  THESE  DAYS.  That's  not  to  say  that 
ionel  wants  to  be  too  retro.  At  the 
hesterfield  headquarters  outside  of  De- 
•oit,  the  design  staff  is  about  a  decade 
junger  than  most  Lionel  collectors.  And 
[addox,  whose  office  is  full  of  toy  trains, 
as  put  together  licensing  deals  for 
/erything  from  Hallmark  ornaments  to 
•ain-themed  computer  games.  The 
earning  Curve  International,  an  edu- 
itional  toy  company  in  Chicago,  makes 

battery-powered  train  for  toddlers, 
ompanies  offer  Lionel  train  lunch  box- 
i,  clothing,  even  cookie  tins.  Licensing 
!venues  have  more  than  tripled  in  the 
ist  couple  of  years,  Maddox  says. 

The  privately  held  company  doesn't 
ilease  financial  results,  but  Maddox 
lys  sales  should  increase  15%  this  year 
id  another  15%  in  2001.  Lionel  won't 

2  more  specific  except  to  say  that  it's 
igger  than  Mike's  Train  House,  which 
ipects  to  hit  $60  million  in  sales  next 
jar.  Greg  Feldman,  managing  partner 
'  Wellspring  Capital  Management,  the 
vestment  firm  that  now  owns  Lionel, 
lys  the  company  has  never  had  higher 
avenues  than  this  year.  And  the  im- 
jrtant  holiday  shopping  season  is  just 
^ginning.  (Yes,  even  collectors  spend 
lore  in  December,  thanks  in  part  to 
ionel's  annual  Christmas  trains.) 

The  company's  2000  catalog  is  its 
rgest  ever:  two  volumes,  with  nearly 
)0  pages  of  models.  It  includes  every- 
ling  from  the  classic  gateman,  who 


pops  out  of  the  station  when  trains  pass, 
to  the  most  modern  of  accessories,  a 
wireless  remote  control.  Neil  Young,  who 
declined  requests  for  an  interview,  de- 
veloped the  device  to  control  the  sounds 
and  speed  of  as  many  as  99  trains  at 
one  time.  It's  an  extreme  version  of  a  re- 
mote control  that  he  had  designed  years 
earlier  so  that  his  two  sons,  who  have 
cerebral  palsy,  could  manipulate  their 
toy  trains.  For  each  Lionel  train,  Young 


also  has  created  and  mixed  everything 
from  the  whistle  sounds  to  simulated 
commands  from  the  engineer. 

But  it's  not  just  technology  that  is 
reinvigorating  Lionel.  The  youth  per- 
spective is  helping  too.  In  the  company's 
visitor  center,  dozens  of  trains  speed 
along  tracks  while  groups  of  kids  wear- 
ing engineer  hats  scamper  around.  It's 
the  perfect  environment  for  people  like 
30-year-old  Eric  Schreffler,  the  unofficial 
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LIONEL  BACK  ON  TRACK: 
A  100-YEAR  HISTORY 


1900  Joshua  Lionel  Cowen  puts 
toy  trains  in  New  York  shop 
windows  to  attract  customers. 
The  trains  turn  out  to  be  so 
popular  that  he  starts  a  company, 
Lionel  Manufacturing,  to  produce 
them. 

1926  Lionel  absorbs  rival  Ives 
Manufacturing. 

1934  Rocked  by  the  Depression 
and  banking  scandals,  Lionel  en- 
ters receivership.  An  agreement 
with  Disney  to  produce  a  car  toy 
featuring  Mickey  and  Minnie 
Mouse  helps  turn  the  company's 
fortunes  around. 


1953  Lionel  becomes  the  world's 
largest  toy  manufacturer. 

1959  After  turning  over  control 
of  the  company  to  his  son, 
Lawrence,  Cowen  finally  sells  his 
remaining  stock  to  investor  Roy 


Cohn — precipitating  a  short-lived 
Cohn  takeover.  A  succession  of 
owners  follows,  including  General 
Mills  in  the  late  '60s. 

1986  Real  estate  developer  and 
longtime  Lionel  customer  Richard 
Kughn  buys  the  long-struggling 
company  and  attempts  to  revive 
the  brand. 

1995  Wellspring  Associates  LLC, 
in  partnership  with  rocker  Neil 
Young,  buys  Lionel. 

1999  Wellspring  brings  in 
Richard  N.  Maddox,  a  lifelong 
train  enthusiast,  as  CEO. 

2000  Lionel  introduces  the 
Challenger  train  for  $1,800.  The 
privately  held  company  claims 
sales  are  now  increasing  15%  a 
year  thanks  to  product  innova- 
tions and  improved  marketing. 
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HARD  AT  WORK 

\Iaddox,  at  Lionel  headquarters, 
IS  engineering  a  comeback 

"whimsy"  engineer,  to  come  up  with 
new  products.  His  first  idea  was  a  tank 
car  with  a  Tabasco  hot  sauce  theme. 
His  favorite:  an  Egyptian-style  car,  com- 
plete with  plastic  mummies.  The  unoffi- 
cial Lionel  historian  is  29-year-old  Todd 
Wagner,  who  has  tracked  down  long- 
forgotten  blueprints  of  trains  from  the 
1920s  and  1930s  that  were  gathering 
dust  in  old  Lionel  storerooms.  Now  the 
company  is  using  those  plans  to  build 
more  authentic  historical  models.  How 
does  he  like  his  job?  "We're  grown  men 
playing  with  trains  every  day,"  says 
Wagner  What  more  could  he  want? 

Founder  Joshua  Lionel  Cowen  didn't 
intend  to  start  a  train  company.  When 
he  started  out  in  a  New  York  City  loft 
in  1900,  he  wanted  to  make  electrical 
devices.  He  invented  his  first  train,  a 
simple  wood  box  on  wheels  powered  by 


Amteak 


ii 


primitive  batteries,  as  a  marketing  gim-| 
mick.  The  trains  carried  other  toys 
around  shop-window  displays.  But  cus-l 
tomers  just  wanted  to  buy  the  train] 
Cowen  took  the  hint.  He  soon  managec 
to  buy  his  biggest  rival,  Ives  Manufac-I 
turing.  He  proved  to  be  a  shrewd  mar-^ 
keter.  His  catalogs,  which  featured  fa-| 
thers  and  sons  playing  together,  were 
study  in  persuasion.  And  he  often  in-j 
eluded  comparisons  between  his  best] 
models  and  competitors'  cheapest  tc 
show  his  advantage  in  quality. 
SIDETRACKED.  But  once  Cowen  sold  out| 
in  1959,  Lionel  was  in  for  a  rough  ride, 
series  of  management  teams,  including 
General  Mills  Inc.,  tried  to  keep  the  comJ 
pany  going,  but  the  quality  of  the  trains 
sUpped.  In  1983,  the  owners  moved  tha 
manufacturing  to  Mexico,  lost  track  oi 
production,  and  missed  the  holiday  seal 
son.  By  1985,  they  had  returned  t(f 
Michigan.  For  a  full  three  decades,  the 
company's  service  was  no  better  thar 
say,  Amtrak's.  "They'd  have  one  grea^ 
product,  and  then  the  next  one  would 


:  of  Texas  Instruments.    ©  2000  ' 


Lionel  hopes  a  weariness  with  high-tech  gadgets 
and  computers  will  lead  youngsters  to  toy  trains  | 
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Making  presentations  on  the  go  is  no  longer 
aflighto^wcy.  With  Digital  Light 
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and  brightest  portable  projectors  available. 
And  now,  Tl  DLP"'  imaging  technology  is 

)lutionizing  the  industry,  creating  a 
new  category  of  ultralight,  microportable 
projectJHHH|ire  half  the  weight  of 
your  notebook  compl^K  So  now  you're  able 
to  moke  briilionnH^ntations  in  places 


microportable  and  large-i^MH^rcjectors 
\o  high-definition  home  entertainment 
-^ind  digital  cinema,  DLP    technology 
Lof  your  projection  and  disploy 
,.  L^your  ideas  take  flight,  no  Watte r 
lire  you  are.  To  find  out  more  about  DIP  ' 
"^  lors  and  the  products  using  this 
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LOOK  AT  PROFITABILITY. 


REALIZE  YOU  HAVE 
THE  POWER  TO 
OWN  THE  MARKET 
AND  ACHIEVE  GLOBAL 
DOMINATION. 


LIE  IN  WAIT. 


ou  live  for  this  moment.  When  your  business  vision  t)ecomes  sharply  focused  and  you  find  a  new  source  of  value  staring  you 
in  the  face.  At  Cognos,  our  mission  is  to  deliver  this  moment  again  and  again.  We  call  it  The  Cognos  Moment.  And  it  happens  in 
thousands  of  companies  every  day,  driving  their  e-business  strategy  and  success.  Our  world-leading  business  intelligence  software 
solution  gives  you  an  immediate,  enterprise-wide  view  of  your  business.  Which  everyone  in  your  organization  can  use  to  create 
strategic  business  value,  instantly.  If  you'd  like  to  see  how  to  experience  a  Cognos  Moment,  visit  cognos.com/moment  today  After  all, 
the  world  is  out  there  for  the  taking. 


LORY  DAYS 

any  Lionel  train  collectors 
3gan  their  hobby  in  the  1950s 

;ve  diesq)  plastic  beDs,"  says  52-year-old 
^ton  (Conn.)  coDector  Bob  ConigKo. 
Ibday,  Lionel's  scrappiest  opponent  is 
ike  Wolf,  of  MTH.  He  is  so  intent  on 
•ating  Lionel  that  he  keeps  the  com- 
iny's  name  spelled  out  in  bricks  on  the 
eplace  mantle  in  his  Columbia  (Md.) 
ime.  "It  keeps  me  focused,"  he  says, 
olf  built  detailed,  expensive  recreations 
classic  Lionel  trains  for  five  years  be- 
tming  in  1988.  When  Lionel  orders 
)wed,  Wolf  started  designing  his  own 
lins.  That  ended  the  relationship  with 
onel.  MTH  has  sued  Lionel,  claiming 
at  Lionel  subcontractors  in  South  Ko- 
a  stole  STTH  designs.  T^iat  case  is  pend- 
g.  "There's  no  doubt  I'd  like  to  own 
em,  but  I  don't  have  that  kind  of  mon- 
,"  Wolf  says,  figuring  Lionel  would 
tch  more  than  $60  million. 
Next  year.  Wolf  plans  to  introduce 
chnology  that  should  allow  owners  to 
ok  up  their  trains  to  the  Internet  to 
agnose  problems  and  even  download 
w  sounds  and  functions.  But  Lionel 
I't  so  sure  that  bringing  those  two 
)rlds  together  is  smart  Lionel  execs 
Heve  that  toy  trains  will  catch  on  with 
is  precisely  because  they're  a  change 
)m  today's  hig^-tech  toys.  "We  really 
Heve  that  our  product  requires  some 
agination,"  says  Maddox.  "You  touch 

You  create  your  own  atmosphere." 
.  least  a  few  younger  consumers  see  it 
at  way.  Ten-year-old  Zack  Home  is 
iflding  a  new  train  set  in  his  suburban 
isconsin  home,  starting  with  a  hand- 
j-down  fiiom  his  unde.  "I  like  my  train 
'  tter  than  the  computer,"  he  says.  Take 
at,  PlayStation. 

By  Jeff  Green  in  Chesterfield,  Mich. 
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For  the  next  generation  of  e-business. 


New  IBM  servers  offer  additional  growth  capacity,  ready  to  activate  as  needed  on  a 
pay-as-you-grow  basis.  In  e-business  today,  you  can't  afford  not  to  be  prep'aqpd  for 
everything.  However,  most  companies  can't  afford  the 
cost  of  preparing  for  everything.  That's  where  capacity  on 
demand  thinking  comes  in.  IBM's  new  Capacity  Advantage 
can  provide  additional  internal  processor  capacity  or 
entire  servers,  preinstailed  onsite.  In  the  event  of 
increased  traffic  or  other  growth  needs,  the  capacity 
can  be  activated,  24x7,  with  a  few  simple  clicks.  Only 
then  are  you  charged  the  cost  of  the  equipment!  No  new 
boxes,  no  shipments,  no  delay  —  just  a  service-oriented 
solution  to  managing  real  growth  and  real  cash  flow. 
For  details  on  capacity  offerings  and  new  IBM  servers, 
go  to  ibm.com/eserver/cod 

IBM  industry  standard  rack,  containing  the  IBIi/l  @server  pSeries  640  UNIX'' server 
and  additional  capacity  on  demand  servers.  pSeries  models  start  at  $13,599.' 
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Will  Amtrak's  high-speed  Acj  (jt 
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an  electrical  outlet  for  a  laptop,  plus  con- 
ference tables  surrounded  by  swivel  chairs. 
Riders  will  find  cushy  seats,  extra-wide 
windows,  spacious  bathrooms,  and  over- 
head luggage  compartments,  and  yes,  beer 
on  draft.  The  question  is,  will  these  and 
other  plush  amenities  be  enough  to  re- 
invigorate  train  travel?  Amtrak,  which 
perennially  takes  a  red-ink  dunking,  is 
banking  on  it.  The  carrier  predicts  its 
souped-up  trains  will  generate  $180  million 
in  revenue  by  the  end  of  2002.  That's 
when  Congress  vdll  pull  the  plug  on  fed- 
eral subsidies  on  Amtrak's  operating  costs. 
Today,  Amtrak  carries  70%  of  the  traffic 


Plattsburgh,  N.Y.  Bombardier  and  Alstom  of 
Montreal  teamed  up  to  manufacture  the  12,500- 
horsepower  trains,  modeled  after  France's  TGVs 
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Crulsin'  By  mid- 
summer 2001, 
19  more  Acelas 
will  join  the  one 
that's  ready  to  go 


Wilmington,  Del. 

A  $Jt.7  million 
training  facility 
uses  computer 
graphics  and  a 
motion  simulator 
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(or  wireless)  they  came  in  on.  Avaya  solutions 


don't  just  move  communication  around, 


but  treat  it  intelligently.  Extracting,  adding,  and 


using  information  about  each  contact.  So  you  can 


handle  every  customer  like  your  best  customer. 
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between  Washington  and  New  York,  but 
the  opposite  is  true  between  New  York 
and  Boston.  On  that  nm,  Amtrak  has  only 
30%  of  the  mai'ket,  and  air  shuttles  handle 
70%  of  passengers.  "That's  where  we  think 
our  market  share  can  double,"  says  Am- 
trak CEO  George  Wamngton. 

Some  analysts  wonder  how  much  of  the 
express  train's  revenues  will  be  cannibal- 
ized from  Amtrak's  regular  service,  vs. 
generating  new  ticket  sales  from  erstwhile 
shuttle  fliers.  And  if  the  Acela  does  steal 
riders  from  the  the  airlines,  how  vdll  they 
respond?  Despite  its  efforts  to  restruc- 
ture unprofitable  routes  and  operate  an 
on-board  mail  service,  Amtrak  posted  a 
$900  million  deficit  last  year. 

With  the  deadline  for  self-sufficiency 


Cheers  Wisconsin  Governor  Thompson  at  a  Uyiion  Station  gala. 
Amtrak  is  lobbying  Congress  for  authority  to  issue  $10  billion 
in  bonds  to  expand  high-speed  service  beyond  the  Northeast 
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Spiffy  Inside,  Too 

Riders  will  find 
cushy  seats,  extra 
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large  bathrooms, 
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THE  FUTURE  OF  YOUR  BUSINESS. 
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You  don't  need  a  crystal  ball  to  see  the  future  of  your  business.  You  just 
need  a  CPA.  With  their  insight,  knowledge  and  foresight,  CPAs  can  help 
you  achieve  top  performance  in  a  rapidly  changing  business  environment. 
They  see  the  openings  others  overlook.  They  see  the  ones  to  avoid. 
So  you  can  clearly  see  what's  ahead  for  your  business. 
The  CPA.  Never  underestimate  the  value. 
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Nokia  delivers  broadband  @  the 
speed  of  demand. 

Nokia  makes  the  hardware  that  delivers 
broadband  faster  than  ever.  With 
Nokia's  field-proven,  next  generation 
DSL  and  innovative  wireless  broadband 
systems,  our  customers  get  the  scala- 
bility and  flexibility  they  need  to  deploy 
broadband  on  demand.  And  when  they 
add  wireless  LAN  capability  using  one 
of  our  Nokia  Home  Gateway  products, 
they'll  really  deliver  customer  satisfac- 
tion. With  over  200  million  loyal  cus- 
tomers, Nokia  has  learned  something 
about  how  to  deliver.  And  isn't  delivery 
what  broadband's  all  about  these  days? 

Visit  us  at  www.nokia.com  and  start 
rewriting  the  rules  your  way. 
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Heading  North  Ma7iy  of  the 
tracks,  tunnels,  and  bridges 
that  are  being  renovated 
date  back  to  the  1930s 


Tech  Ready  Every  seat 
boasts  an  electrical 
outlet  for  the  laptop-and- 
cell-phone  crowd 


New  Look  Conduclois  ami 
station  workers  wUI  wear 
■updated  uniforms 


looming,  the  success  of  speedy  trains  is 
critical.  Ten  other  rail  corridors  across 
the  U.S.  are  gearing  up  for  high-speed 
rail  service.  But  getting  antiquated  in- 
frastructure up  to  snuff  isn't  cheap. 
Amtrak  has  spent  $2  billion  to  beef 
up  track  and  overhead  wiring  in  the 
Northeast.  Yet  70-year-old  electric 
wiring  still  jjrevents  the  150-mph  train 


from  topping  135  mph  south  olfNew 
York. 

When  I  rode  the  Acela  Express  in 
November,  it  offered  a  class  of  comfort 
that  beats  a  shuttle  flight  any  day. 
Train  food  is  still  train  food.  But  in 
the  first-class  dining  room,  delivered 
by  uniformed  staff  and  served  on  chi- 
na, the  dinner  sure  tasted  fine. 
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Your  business  is  exciting  enough — you  don't  need  the  adrenaline  rush  of  wondering 
if  your  business-to-business  Web  sites  and  corporate  portals  all  have  timely, 
accurate  information.  Or  if  everyone  will  be  able  to  get  the  information  they  need, 
when  they  need  it. 

With  Xpedio™  Content  Management  from  IntraNet  Solutions,  you  can 
publish  business  content  from  any  data  source  to  the  Web,  automatically. 
Your  users  can  access  personalized,  secure  content  from  any  Web  client — 
including  mobile  and  wireless  devices.  And  you'll  deploy  in  days,  rather  than 
months.  It's  why  more  than  1,250  companies  and  350  partners  rely  on 
IntraNet  Solutions'  products  to  make  managing  Web  business  content  so 
routine  it's  a  bit. . .  well,  boring. 

www.intranetsolutions.com 


IntraNet 

SOLUTIONS 

Business  Content  Management- 


Net  Solutions  is  a  registered  trademark  and  Xpedio  is  a  trademark  of  IntraNet  Solutions,  Inc. 
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iGATE 


I  was  thinking, 
.Jiiere  do  we  find 
a  partm|r  who'll  fund  a  new 
mssm  ^gy  ^^  thinking?" 


We  were  thinking, 
"Nontraditional  companies 
require  nontraditional 
financial  solutions." 
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The  strength  of  PNC  is  the  strength  of  a  leader  who  can  provide 
flexible,  customized  financing.  In  the  case  of  iGATE  Capital,  a  global 
holding  company  specializing  in  e-services,  we  provided  a  hybrid 
loan  based  on  cash  flow  and  potential  equity  value.  For  your  one- 
stop  solution,  call  us  at  1-888-PNC-7030,  or  visit  www.pnc.com. 
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COMMENTARY 


By  Stan  Crock 


WIN  THE  MEDIA,  WIN  THE  WAR 


&  Palestinian  mob  hurls  rocks  and 
Molotov  cocktails  at  Israeli 
troops  equipped  with  the  latest 
high-tech  weaponry.  The  Israelis  re- 
spond with  tear  gas,  then  rubber- 
jacketed  bullets,  then  missiles.  Pales- 
tinian casualties  mount  as  TV'  cameras 
roll.  The  Israelis  win  the  skirmish 
but  lose  another  public-opinion  battle. 
Welcome  to  what  defense  experts  call 
the  "fourth  generation"  of  warfare. 

A  decade  ago, 
some  farsighted 
analysts  saw  this 
coming.  In  an  ar- 
ticle in  the  Octo- 
ber, 1989,  Marine 
Cm-ps  Gazette, 
civilian  military 
theorist  William 
S.  Lind  and  four 
military  officers 
analyzed  the  evd- 
lution  of  modem 
warfare.  The  first 
phase,  they 
wrote,  was  based 
on  massed  man- 
power, arranged 
in  lines  and 
columns  and 
armed  with 
smoothbore  mus- 
kets. The  second 
relied  on  massed 
firepower  and  ex- 
ploited new  rifle  technology  as  small 
groups  of  troops  advanced  in  rushes. 
The  third  was  exemplified  by  the 
German  blitzkrieg:  The  idea  was  to 
bypass  the  enemy's  forces  quickly, 
rather  than  attack  them  frontally. 
MEDIA  FIGHT.  In  the  fourth  genera- 
tion, the  writers  predicted,  combat 
would  be  even  more  dispersed.  The 
battlefield  would  once  again  envelop 
entire  societies,  as  in  more  primitive 
and  ancient  cultures.  Military  objec- 
tives would  no  longer  focus  on  anni- 
hilating tidy  enemy  lines,  but  rather 
on  eroding  popular  support  for  the 
war  within  the  enemy's  society. 
"Television  news  may  become  a  more 
powerful  operational  weapon  than  ar- 
mored divisions,"  the  authors  wrote. 
The  combatants  are  changing,  too. 
In  latter-day  David-vs.-Goliath  show- 


downs, nation-states  are  fighting  non- 
nation-states — clans  or  religious  or 
ethnic  groups — in  places  like  the 
Mideast,  Africa,  and  Europe.  And 
the  Goliaths  often  lose.  A  Somali  clan 
drove  the  U.  S.  out  of  Mogadishu. 
Hezbollah  ousted  the  Israeli  army 
from  southern  Lebanon.  The  Chech- 
nyans  have  humbled  Russia's  army. 
All  learned  the  lesson  taught  by  the 
Vietnam  War:  Major  powers  have  lit- 


PR  BATTLE:  Palestinians  exult 
in  Israeli  death  (left)  and  make 
martyrs  of  their  dead  (above) 


tie  appetite  for  televised  loss  of  life. 

What  is  being  waged  now  is  low- 
tech  war  in  populated  areas  where 
combatants  are  hidden  among  civil- 
ians— and  are  often  the  civilians 
themselves.  It's  a  strategy  that  un- 
dermines advanced  weaponry  de- 
signed for  open  spaces  and  large  tar- 
gets. "A  lot  of  capabilities  we  have 
just  simply  aren't  relevant,"  says 
Michael  G.  Vickers,  director  of 
strategic  studies  at  the  Center  for 
Strategic  &  Budgetary  Assessments, 
a  Washington  think  tank. 

The  U.  S.  military  is  slowly  grap- 
pling with  the  disconnect  between 
weaponry  and  current  conflicts.  In 
field  training,  the  Marines  have  re- 
duced average  casualties  in  urban 
war  games  from  38%  to  12%,  accord- 
ing to  Gary  Anderson,  a  former  chief 


of  staff  of  the  Marines  Corps  War- 
fighting  Lab.  Instead  of  spraying 
crowds  with  pellets,  the  Marines  will 
use  countersnipers  to  neutralize  the 
handful  of  enemies  with  guns.  Anoth- 
er option:  nonlethal  weapons.  Among 
those  under  development:  antiperson- 
nel microwaves  that  raise  the  body 
temperature  of  a  target  to  as  high  as 
107F,  chemical  slicks  that  make 
demonstrators  fall  down,  and  sticky 
foam  that  hard- 
ens— immobilizing 
protesters. 
NEW  GROUND.  But 
war  has  three  di- 
mensions: physi- 
cal, mental,  and 
moral.  And  it  is 
the  battle  for  the 
moral  high  ground 
that  may  pose  the 
biggest  problem 
for  nation-states. 
"There  is  no  solu- 
;;  tion  at  the  techni- 
\  cal  level,"  says 
Lind.  "The  prob- 
lem is  at  a  much 
higher  level  of 
war."  He  argues 
that  for  Israel  to 
win,  for  example, 
it  must  adopt  the 
tribal  behavior  of 
the  Palestinians, 
who  hail  fallen  warriors  as  heroes  and 
exult  when  an  enemy  is  killed.  But 
that  could  cause  a  backlash  against 
Israel  and  lead  to  international  inter- 
vention, says  Michael  Eisenstadt,  a 
senior  research  fellow  at  the  Wash- 
ington Institute  for  Near  East  Policy. 
The  Davids,  of  course,  can  blunder 
by,  say,  blowing  up  a  school  bus.  But 
the  fact  is  that  it's  hard  for  a  Goliath 
to  win  sympathy.  Pentagon  analyst 
Chuck  Spinney  believes  the  Kosovo 
Liberation  Army  got  thousands  of 
Kosovars  to  leave  their  homes  to 
magnify  the  extent  of  ethnic  cleans- 
ing and  demonize  Serbian  strongman 
Slobodan  Milosevic.  That's  the  type 
of  tactic  multibillion-dollar  weapons 
systems  will  never  counteract. 

Crock  covers  the  Pentagon. 
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A  UNION 
FOR  AMAZON? 

Organizing  efforts  couldn't  come  at  a  worse  time 


REP  WRATH: 


Seeking  shorter  hour^ 


ler  pa  If 


This  year's  Nasdaq  meltdown  may 
have  savaged  Amazon.com  Inc.'s 
stock  along  with  the  rest  of  high 
tech,  but  the  online  retailer  remains 
one  of  the  country's  most  promising 
e-commerce  companies.  Now  this  paragon 
of  the  New  Economy  faces  a  decidedly 
Old  Economy  threat:  labor  unions. 

In  mid-November,  no  fewer  than  three 
union  groups  launched  recruitment  drives 
among  the  company's  8,000  employees. 
Their  efforts  highlight  the  fact  that  large 
numbers  of  employees  at  e-commerce 
companies  have  Old  Economy  problems 
and  concerns.  One  union  is  targeting 
Amazon  customer  service  reps,  who  com- 
plain of  long  hours,  subpar  pay,  and 
hourly  quotas  of  customer  e-mails  they 
must  respond  to,  piecework-style — not 
to  mention  options  under  water.  The  oth- 
j    .3r  two  union  groups  are  talking  to  the 


Seattle  company's  5,000  blue-collar  ware- 
house workers,  who  have  similar  gripes. 

All  this  activity  couldn't  come  at  a 
worse  time  for  Amazon.  WTiile  the  com- 
pany's sales  are  on  track  to  nearly  double 
this  year,  to  an  expected  $2.8  billion, 
profits  are  still  at  least  a  year  or  two 
away.  Once-patient  investors  have  slashed 
Amazon's  shares  to  25' Me  as  of  Nov.  20, 
from  113  last  December.  Amazon  CEO 
Jeffrey  P.  Bezos  has  been  trying  to  cut 
costs  with  a  view  to  lifting  margins — 
and  distribution  centers  are  a  key  focus. 

Worse,  the  unions  hope  to  capitalize  on 
Amazon's  vulnerability  as  it  enters  the 
crucial  holiday  season.  The  company's 
sales  growth  slowed  this  year,  but  ana- 
lysts expect  it  to  boom  in  the  yearend 
crush.  Bezos  is  holding  daily  meetings 
with  top  managers  to  ensure  that  Ama- 
zon  can   handle   the   flood   of  orders. 


Union  leaders,  who  know  all  this, 
hope  to  use  the  threat  of  worker  dis 
ruption  to  force  Bezos  not  to  oppose 
unionization.  They  want  him  to  agree 
to  quick  elections  and  to  not  campaign 
against  them.  "Workers  should  act  when 
they  have  the  greatest  leverage,  and 
this  is  clearly  the  time  of  year  when 
they're  most  needed  by  this  company,' 
says  Duane  Stillwell,  a  former  organiz- 
ing director  of  the  Laborers  union,  who 
is  heading  up  a  warehouse-worker  drive. 
"I'm  not  concerned  at  all  that  it  will 
disrujjt  the  holidays,"  says  Bezos,  after  a 
tour  for  reporters  of  the  Fernley,  Ncv., 
warehouse.  "We  don't  believe  in  unions, 
because  everybody  is  an  owner,  and 
everybody  has  rights  as  individuals  to 
talk  about  workplace  concerns." 

The  Amazon  union  drives  a»-e  the  first 
real  test  of  organized  labor's  ability  to 
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Kellogg* employees  and  retirees  get  the  most  from  their  Lotus* solution:  the  quickest, 
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penotr-ate  the  Now  Economy.  The  cus- 
tomer service  rep  effort  is  being  mount- 
ed by  the  Washington  Alliance  of  Tech- 
nology Workers  (WashTech),  a  unit  of 
the  Communications  Workers  of  America 
(CWA).  The  CWA  has  scored  big  recitiit- 
ment  gains  among  wireless  and  broad- 
band workers,  but  mostly  at  Bell  compa- 
nies where  they  already  represent 
traditional  phone  workers.  WashTech, 
fornned  to  help  so-called  permatemp  pro- 
grammers at  Microsoft  Corp.,  has  a  few 
hundred  members  at  Seattle  area  high- 
tech  companies.  It  also  has  had  several 
dozen  members  at  Amazon  for  more  than 
a  year.  But  until  now,  WashTech  hasn't 
tried  to  form  actual  bargaining  units  to 
sign  union  contracts  with  a  company. 
NEW  DAY.  The  warehouse  drives  are  be- 
ing mounted  by  the  Prewitt  Organizing 
Fund,  an  unusual  freelance  union-re- 
cruitment outfit  founded  by  StUlwell.  A 
second  attempt  comes  from  the  United 
Food  &  Commercial  Workers  (UFCW), 
which  represents  supermarket  workers. 
The  UFCW  had  been  working  with  Pre- 
witt but  broke  off  to  push  its  own  drive. 
It  lias  organized  several  hundred  workers 
at  online  grocer  Peapod  Inc.,  but  that's 
because  the  company  gets  most  of  its 
food  from  unionized  supermarket  chains, 
giving  the  UFCW  leverage. 

Amazon  workers  say  they  are  acting 
now  because  they  are  fed  up  with  a  giant 
that  still  acts  Uke  a  startup.  Service  reps, 
who  say  they  were  attracted  to  Amazon 
in  part  because  of  its  team  spirit, 
are  calling  their  group 
Day2@Amazon.com,  because: 
"Bezos  is  always  telling  us, 
'It's  Day  One,  we  can't  stop 
or  rest,'  and  we  think  five 
years  of  Day  One  is  gener- 
ating lots  of  problems  for 
us,"  says  Zach  Works,  a  24- 
year-old  rep  in  Seattle.  He 
and  others  say  management 


ters  that  employees 
shouldn't  expect  to 
make  quick  money: 
"An  obligation  of  own- 
ership is  long-term 
thinking,"  he  says.  But 
the  stock  plunge  has 
hurt.  Zach  Works 
started  at  $10  an  hour, 
$2  less  than  his  prior 
job  at  a  bottled-water 
company.  He  got  pro- 
moted but  says  his 
current  $13  an  hour 
isn't  competitive  with 
other  customer-rep 
jobs  in  Seattle.  Works 
received  options  that 
now  number  1,500  af- 
ter stock  splits.  But 
the  stock  dipped  below 
his  $21  strike  price  last  month  before 
rebounding.  "Most  of  my  colleagues  are 
under  water,  and  we  all  know  it  will  be 
many  moons  before  we  see  any  benefit 
from  our  options,"  he  says.  Employees 
say  they  also  worry  that  the  company 
v\dll  move  their  jobs  to  new  offices  in 
North  Dakota  and  West  Virginia,  where 
Amazon  pays  as  Uttle  as  $7  an  hour. 

The  warehouse  workers  pose  the 
more  serious  threat  of  disruption.  They 
fill  all  the  orders,  so  a  slowdown  or 
walkout  could  damage  the  company's 
ability  to  get  through  these  critical  hol- 
idays. Still,  warehouse  employee 
turnover  is  high  and  many  are  newly 


HOLIDAY  HEADACHE?  Amazo7i  is 
most  vulnerable  at  its  warehouses 


WHY  SOME  WORKERS  WANT  A  UNION 

No  fewer  than  three  union  groups  are  trying  to  recruit 

members  among  the  e-commerce  giant's 

warehouse  and  customer  service 

workers.  Some  of  their  gripes: 


SERVICE  REPS  SAY: 


hired,  thus  less  williij 
to  buck  managemeii 
so  organizing  coul 
prove  more  difficult!^ 
Not  that  they  doiE 
have  gripes.  They  ea|| 
.$7. .50  to  $9. 25  an  hoi;' 
with  skimpy  benefits*-' 
considerably  less  thH 
similar  workers  wv 
belong  to  the  UFCW  jr 
other  unions,  organ]-' 
ers  say.  Warehou*  i 
workers,  too,  oftji 
work  60-hour  weeP,  i 
especially  during  t»; 
hohday  rush.  And  u- 
like  the  reps,  they  g: 
only  100  options,  ves- 
ed  over  5  years.  I 
came  here  becausel 
make  500  more  an  hour  than  I  did  asl; 
nursing  aide,  but  it's  just  not  worth  it  d  i 
work  so  many  hours  every  week,"  saya 
worker  at  Amazon's  Campbellsville  (K}.,  i 
distribution  center.  Amazon  declined  ^ 
comment  on  specific  allegations.  I; 

It's  not  clear  yet  how  much  support  f 
ther  organizing  effort  will  gamer.  Pi-' 
vritt,  a  nonprofit  group  that  helps  imiosi 
do  organizing,  has  been  talking  to  wai- 
house  workers  since  last  spring,  sasj 
StUlweU.  On  Nov.  16,  about  30  organizes! 
fanned  out  to  "blitz"  Amazon  warehouse 
passing  out  petitions  to  hundreds  ■ 
workers.  Stillwell  concedes  that  the  eff(^ 
won't  succeed  long-term  unless  a  fu- 
fledged  union  sponsors  i. 
The     1.5     million-membr 
UFCW   has   the   muscle  a 
mount  a  serious  drive,  bt! 
infighting  between  the  U_ 
groups     could     undermi 
progress. 

Even  so,  the  union  acti 
ty  puts  Bezos  in  a  bind.  T 


amazon.com 
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no  longer  hstens  to  their      ■.HouNy  pay  of  $  1 1  to  $13  an  hour  isn  t  com  Corner  Service  Vice-Preside 

William  Price  called  erne 

gency  meetin 

of  all  i-eps  for  t 

next  day,  whe 

he  warned  against  the  di 

gers  of  unionization.  But 

the  company  responds  wi 

an  all-out  war,  it  could  wre 

the  feel-good  culture  th 

has  motivated  many  Anr 

II       I              X  d--7  cr,  i    dr.  oc        u              r^              ^x-  zott  employees.  Either  w; 
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problems.  They  routinely 
work  50-hour  weeks,  going 
up  to  70  in  the  holidays,  says 
Jennifer  McDaeth,  another 
Seattle  rep.  And  managers 
change  their  shifts,  some- 
times on  as  little  as  a  day's 
notice,  making  the  job  even 
more  stressful,  she  says. 
"We're  known  as  a  customer- 
centric  company,  but  all  this 
makes  it  harder  to  do  our 
job,"  says  McDaeth. 

Reps  are  also  unhappy 
about  their  pay,  especially 
since  their  much-vaunted  op- 
tions aren't  worth  what  they 
once  were.  CEO  Bezos  coun- 


■  Many  enriployee  stock  options  are  under  water, 

■  Overtime  is  excessive:  Workweeks  run 
up  to  70  hours  during  the  yearend 
crush. 

■  Jobs  may  be  threatened  by  Amazon 

setting  up  service  centers  in  lower-wage  North  Dakota  and 
West  Virginia,  as  well  as  India. 


WAREHOUSE  WORKERS  SAY: 


■  Benefits  aren't,  either:  Family  medical  coverage  costs 
hundreds  of  dollars  a  month. 

■  Too  much  overtime:  Workweeks  run  50  hours  or  more. 

■  Options  limited  to  100  per  worker  that  vest  over  5  years. 


zon  has  been  gearing  up  1 

is  likely  to  be  even  crazi 

than  anyone  thought. 

By  Aaron  Benistein 

Washi.tu;ton,  mitli  Rob  h 

in  San  Mateo,  Cai 
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NEXT  QUESTION,  PLEASE. 


The  cause  of  the  quick  turnaround?  A  comprehensive 
knowledge  solution  that  also  allows  MBE  franchisees  lo 
find  answers  to  60%  of  their  own  questions.  Built  with  m^ 
I  Lotus  Domino,"  the  solution  lets  franchisees  collaborate  with  ^. 
corporate  headquarters  to  get  answers  on  operational  questions, 
^  technical  support  and  more.  This  is  one  of  the  ways 
superhuman. software  helps  e-business  people  work  together. 
To  learn  more,  visit  www.lotus.com/superhumansoftware 
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COMMENTARY 


By  Charles  Haddad 

OSHA'S  NEW  REGS  WILL  EASE  THE  PAIN-FOR  EVERYBODY 

Sheree  Lolos  will  never  forget 
the  night  five  years  ago  when 
her  arms  went  numb.  She  had 
spent  her  eight-hour  shift  as 
usual,  pouring  a  total  of  12,000 
pounds  of  plastic  scrap  onto  a  con- 
veyor belt  at  a  windshield  factory  in 
Springfield,  Mass.  That  night  her 
arms  tingled  and  burned.  The  next 
day  she  and  her  supervisors 
shrugged  off  the  pain  as  temporary, 
and  she  continued  to  work  in  coming 
months — until  she  could  work  no 
more.  Doctors  later  told  her  that  lift- 
ing and  pouring  for  up  to  60  hours  a 
week,  week  after  week,  had  damaged 
the  nerves  in  her  arms.  Today,  at  44, 
Lolos  says  she  can't  even  wash  her 
hair  without  pain.  "I  cry  in  the 
shower  because  I  can't  keep  my 
hands  over  my  head  to  wash  out  the 
soap,"  she  says. 

More  than  600,000  people  a  year 
miss  at  least  one  day  of  work  due  to 
injuries  from  repetitive  stretching, 
bending,  or  typing,  government  sta- 
tistics show.  Their  pain  has  become 
the  rallying  cry  of  the  Occupational 
Safety  &  Health  Administration 
(OSHA),  which  on  Nov.  13  issued  1,688 
pages  of  detailed  ergonomic  stan- 
dards— three  years  in  the  making — 
for  everything  from  how  much  em- 
ployees should  type  or  use  a  mouse 
in  a  day  to  how  many  pounds  they 
should  lift  (table,  page  94).  The  new 
regs  mark  the  fij"st  time  osha  has 
defined  repetitive  stress  as  a  hazard 
and  ordered  employers  to  take  cor- 
recti\'e  measures.  The  rules,  which 
go  into  effect  on  Jan.  16,  2001,  cover 
all  102  million  workers  not  employed 
in  agriculture,  construction,  railroads, 
or  maritime  industries. 
HEAVY  LIFTING.  The  standards  have 
been  bitterly  opposed  by  some  busi- 
ness groups.  The  National  Associa- 
tion of  Manufacturers  (nam)  and  oth- 
er trade  organizations  immediately 
filed  suits  in  federal  court  to  block 
the  new  regs,  charging  that  osha  had 
overstepped  its  statutory  role.  They 
also  argue  that  osha  has  badly  un- 
derestimated their  cost.  Some  groups 
even  question  the  whole  premise  of 
ergonomic  regulation,  saying  that 
companies  have  done  more  than 
enough  voluntarily  to  reduce  repeti- 


a  year  in  medical  and 
compensation  claims 


tive  stress  injuries  (rsi). 
"Regulation  is  for  when      ■H'innil'^'ni'n> 
the  market  fails,"  asserts    Companies  Stand  to 
Ronald  Bird  chief  econo-    ^^ve  $9.1  billion 
mist  at  the  Employment 
Policy  Foundation,  a  con- 
servative think  tank  in 
Washington.  "The  market 
isn't  failing  with  ergonomics.  Sales  of 
ergonomic  furniture  are  soaring." 

Critics  do  make  some  good  points. 
osha's  cost  estimates  may  be  too  low. 
And  compliance  will  be  more  difficult 
for  small  and  midsize  companies. 
This  is  especially  true  for  businesses 
where  the  work  requires  lots  of  lift- 
ing and  straining,  including  conven- 
ience stores,  trucking,  nursing 
homes,  and  supermarkets. 

But  in  the  long  run,  the  regula- 
tions are  likely  to  do  more  good  than 
harm — for  companies  and  workers 
alike.  About  40%  of  the  workforce  is 


at  companies,  mostly 
large  employers,  that 
are  already  in  compli- 
ance with  the  rules, 
OSHA  estimates.  In  fact, 
company  efforts  have 
cut  Ksi  cases  by  15% 
since  1998,  according  to 
the  Bureau  of  Labor  Statistics. 
These  companies'  experience  bears 
out  osha's  claim  that  the  long-term 
savings  from  fewer  worker  injuries 
offset  the  up-front  costs  employers 
incur  to  alter  machinery  or  work 
practices.  "I  haven't  seen  anything 
in  the  osha  rules  that  is  out  of 
whack  with  what  we've  done,"  says 
Brad  Joseph,  manager  of  ergonomics 
and  safety  at  Ford  Motor  Co.,  which 
has  spent  millions  to  redesign  com- 
puter workstations  and    assembly 
lines  to  deal  with  RSi. 

Indeed,  the  new  standards  are 
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With  the  Optical  Internet  Lucent 
IS  creating,  a  business  knows  no 
boundaries.  Were  building  all-optical 
networks  that  are  four  times  faster 
than  today"s-with  the  speed  and 
capacity  to  connect  local  markets  to 
global  markets.  So  businesses  large 
and  small  can  serve  new  customers 
anywhere  in  the  world.  Change  the 
way  people  communicate,  and  you 
change  the  way  they  do  business. 
Lucent  Technologies.  We  make  the 
Internet  move  at  light-speed. 
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The  Workplace 


similar  to  ones  adopted  by 
Japan,  Britain,  and  Canada. 
"Five  years  from  now,  every- 
one will  wonder  what  all  the 
hullabaloo  was  about,"  says 
OSHA  chief  Charles  N.  Jeffress. 

If  nothing  else,  the  stan- 
dards eliminate  much  of  the 
controversy  about  RSi  that  now 
plagues  employers.  For  years, 
companies  have  struggled  to 
determine  whether,  for  exam- 
ple, an  employee's  carpal  tun- 
nel syndrome  came  from  too 
much  typing  on  the  job  or  too 
much  tennis  at  home.  The  new 
standards  don't  so  much  set 
limits  as  provide  what  osHA 
calls  "screening  tools" — tests 
for  employers  to  sort  out  such 
questions.  So  if  the  employee 
types  for  more  than  four  hours 
virithout  a  break  in  a  day,  the 
employer  must  assume  respon- 
sibility and  fix  the  problem — 
i-egardless  of  how  much  tennis 
the  employee  plays.  Employers 
can  attempt  a  quick  fix,  within 
90  days.  But  if  that  fails,  they 
must  begin  a  comprehensive 
rebuilding  of  the  workplace  to 
eliminate  the  risk. 
TUNNEL  VISION.  By  the  same 
token,  however,  the  company 
wouldn't  have  to  cut  all  typing 
to  four  hours  a  day.  Instead,  it 
could  do  what  many  already 
have  done:  buy  different  key- 
boards, tables,  or  chairs,  or  al- 
low workers  to  take  more 
breaks.  And  if  the  typist  types 
continuously  for  fewer  than 
four  hours  a  day,  the  employer 
bears  no  responsibility  for  any 
carpal  tunnel,  even  if  the  work- 
er does  nothing  at  home  that 
might  be  a  suspected  cause  of 
the  injury.  What's  more,  em- 
ployers can  ignore  the  screen- 
ing tools  completely  if  no  one 
complains  of  injuries. 

But  won't  such  detailed  cri- 
teria force  companies  to  shell  out  bil- 
lions? OSHA  calculates  that  implemen- 
tation will  cost  an  average  of  $250 
per  workstation  in  offices  and  facto- 
ries. The  overall  tab  to  business  will 
total  $4.5  billion  in  the  first  year,  it 
figures,  diminishing  after  companies 
make  needed  one-time  changes.  By 
contrast,  nam  pegs  the  price  at  $781 
per  employee,  or  $0.7  billion  in  the 
first  year.  The  Small  Business  Ad- 
ministration offers  one  of  the  higher 
estimates:  nearly  $20  billion  in  year 


Employer  groups  are  up  i,n  arms  overneu) 

refjuUiiions  issued  by  the  Clinton  Administration 

that  define  risky  work  practices,  such  as: 

•  Using  a  keyboard  or  mouse  without  a  break  for 
more  than  four  hours  total  a  day 

•  Lifting  more  than  75  pounds  at  any  one 
time  or  more  than  55  pounds  more  than  10 
times  a  day 


•  Kneehng  or  squatting  for  more  than  two 
hours  total  a  day 

•  Working  with  the  back,  neck,  or  wrists  bent 
or  twisted  for  more  than  two  hours  total  a  day 


•  Using  vibrating  equipment  (such  as  chain- 
saws  and  jackhammers)  for  more  than  30  min 
utes  total  a  day 
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one.  "In  our  industry,  everything  is 
made  of  stainless  steel  for  sanitary 
reasons,"  says  Dan  McCausland,  di- 
rector of  worker  safety  at  the  Amer- 
ican Meat  Institute,  which  represents 
meatpackers.  "You  can't  buy  much 
stainless  steel  for  $250." 

But  even  if  critics  are  right  about 
the  cost — ^independent  experts  don't 
agree  on  who's  closer  to  the  mark — 
the  naysayers  ignore  the  savings  com- 
panies can  reap.  The  regs  should  slash 
RSI  incidents  by  75%,  or  460,000  cases 


a  year  over  the  decade  osHA 
thinks  it  will  take  companies  to 
comply,  the  agency  estimates. 
If  that  happens,  companies 
could  save  $9.1  billion  armually 
in  reduced  medical  and  com- 
pensation claims  and  fewer  lost 
work  days.  Even  if  the  savings 
come  in  lower,  employers  wiU 
gain  in  the  long  run. 

Take  3M.  In  the  mid  1990s, 
the  company  spent  $60,000  on 
new  ramps,  forklifts,  and 
training  at  a  sponge  factory  in 
Tonawanda,  N.Y.,  so  that  an 
aging  workforce  no  longer  had 
to  manually  lift  130-lb.  blocks 
of  sponge.  The  result:  Work- 
ers' comp  claims  fell  to  zero, 
from  scores  a  year  earlier. 
And  productivity  soared, 
shaving  hours  off  the  time  it 
took  to  load  up  trucks  with 
sponges,  says  3M  ergonomics 
manager  Nancy  Larson. 

3M  also  began  moving  ag- 
gressively on  keyboard  use.  It 
bought  ergonomically  correct 
workstations,  with  adjustable 
chairs  and  tables,  for  all  office 
workers.  Like  many  large 
companies,  3M  hired  experts 
to  write  its  ergonomic  stan- 
dards, such  as  requiring  regu- 
lar breaks  from  typing,  which 
managers  are  responsible  for 
enforcing.  "I  know  it  sounds 
unreasonable,  but  limiting  con- 
tinuous typing  to  no  more 
than  four  hours  at  a  time  is 
based  on  research  and  makes 
sense,"  says  Larson.  "We've 
got  kids  coming  out  of  college 
who  are  already  injured  from 
overuse  of  computers." 

Lots  of  other  companies 
have  done  the  same  thing,  ex- 
perts say — and  reaped  sav- 
ings. "Our  workers'  comp  has 
been  reduced  by  60%  to  70% 
since  our  ergonomic  standards 
were  introduced  in  1994,"  says 
Greg  Durham,  safety  and  health 
manager  at  Dallas-based  Texas  In- 
struments Corp. 

No  question,  an  ergonomic  overhaul 
will  be  painful  for  those  companies 
that  haven't  yet  grappled  with  such 
issues.  But  for  most,  the  likely  out- 
come will  be  dramatically  fewer  em- 
ployees with  problems  like  Lolos' — 
and  long-term  cost  savings  to  boot. 
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And  receive  instant  confirmation,  sign  up  for  AT&TTeieConferena 

Services   now  and   see  why  it's   never  been   easier  to   call   a   meeting.  Our  Online  ^5-^ 
Reservation  Service  enables  you  to  reserve,  book,  and  change  your  one-time  or  recurrin, 
reservations  24x7.  You  can  even  email  participants  with   meeting  details  automaticall)^aii  - 
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get  back  to  your  business  at  hand.  You  can  provide  project  updates,  expedite  decisions 
and    brainstorm    any   time    of  the    day    as    if  everyone    were    in   the    same    roonr 
You  can  even  get  recording  and  transcription  services  for  a  narrative  account  of  you 
teleconference.  AT&T  can  also  provide  a  trained  specialist  if  you  need  additional  suppor 
during  your  teleconference.  It's  never  been  easier  to  make  a  teleconference.  And  best  0 
all,  now  you  can  even  save  up  to  38%  with  our  new  off-peak  rates.  Reserve  your  ne: 
teleconference  today  at:  www.att.com/conferencing 
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1  always  chuckle  when  I 
read  these  1  can't  find 
anyone  to  hire!'  articles.... 
If  your  organization  can't 
solve  its  staffing  needs, 
then  you  are  looking  in 
the  wrong  place  for  the 
wrong  person" 


The  Wrong  Stuff 

THE  ARTICLE  "Those  Soaring  Salaries" 
(Oct.  9),  about  why  business  owners 
are  giving  themselves  raises,  contained 
critical  factual  errors.  Amy  R.  Lewis  is 
quoted  as  saying,  "I  wanted  to  em- 
brace the  latest  and  greatest  stuff."  In 
actuality,  Lewis  did  not  use  the  word 
"stuff'  but  rather  the  term  "technolo- 
gy." The  quote  makes  Lewis  seem  un- 
professional and  uneducated.  Also,  the 
article  quotes  Lewis  as  saying:  "Once 
we  had  venture  capital  funding,  I  de- 
cided it  was  time  for  me  to  have  a 
break."  This  is  not  true.  Lewis  has  not, 
is  not,  and  will  not  "have  a  break" 
from  her  position.  Lewis  remains  at 
the  helm  of  PerfectPractice.MD  and  is 
instnimental  in  all  aspects  of  running 
the  company.  The  reporter  incorrectly 
states  that  Lewis  expects  to  take  an  ad- 
ditional $50,000  per  year  raise.  At  no 
time  did  Lewis  mention  a  doUar  figure 
to  the  reporter. 

CYNDEE  PRIVITT 

PerfectPractice.MD 

Sandy,  Utah 

Room  To  Grow 

THE  STORY  ABOUT  labor  shortages, 
"No  One  Left  to  Hire"  (Sept.  11),  im- 
plied our  company  has  given  up  on 
growth.  In  fact,  Alessi  Manufacturing 
Corp.  has  continued  to  grow  in  spite 
of  the  depleted  labor  market.  To  com- 
bat the  overwhelming  shortage  of 
qualified  machinists,  Alessi  has  pur- 
chased over  $3.5  million  in  modem, 
state-of-the-art  equipment  within  the 
past  two  years.  This  has  enabled  us  to 
grow  by  eliminating  some  of  the  tech- 
nical skills  cjtherwise  required  in  oper- 
ating manual  equipment. 

While  going  tlirough  this  transition, 
Alessi  had  to  decline  several  thousands 


of  dollars  of  business  that  could  have 
been  handled  on  existing  equipment  if 
skilled  help  had  been  available.  I  think 
our  business  could  have,  and  should 
have,  conservatively,  grown  to  be  a 
third  larger  than  it  is  today  had  we 
been  able  to  hire  skilled  machinists. 
But  we  still  continue  growing  to  serve 
our  customers. 

RICHARD  ALESSI 

Alessi  Manufacturing  Corp. 

CoUingdale,  Pa. 

Are  You  Hiring? 

REGARDING  "No  One  Left  to  Hire,"  I 
would  greatly  appreciate  knowing 
where  the  labor  situations  described 
in  the  article  exist.  With  20  years  of 
experience,  2  college  degrees,  and 
knowledge  of  3  languages,  I  have  been 
unemployed  for  over  a  year  and  would 
welcome  the  opportunity  to  have 
someone  chasing  after  me  to  fill  a 
position. 

DENNIS  SACASA 
Coral  Gables,  Fla. 

Knowing  What  You  Want 

I  ALWAYS  CHUCKLE  when  I  read 
these  'I  can't  find  anyone  to  hire!' 
articles  ("No  One  Left  to  Hire").  Hav- 
ing been  part  of  the  human-resources 
staff  of  a  major  New  York  corpora- 
tion, I  speak  from  a  position  of  expe- 
rience. If  your  organization  can't  solve 
its  staffing  needs,  then  you  are  look- 
ing in  the  wrong  place  for  the  wrong 
person. 

Recently,  I  had  the  displeasure  of 
watching  an  open  position  remain  un- 
filled at  a  company  we  were  working 
with.  Tire  cHent  needed  an  office  man- 
ager with  a  wide  range  of  previous 
experience.  To  me,  that  means  some- 


one with  maturity,  hr  exposure,  and  a 
variety  of  prior  supervisory  positions. 
The  cHent  was  presented  with  a  choice 
of  candidates  and,  of  course,  the  cHent 
was  unhappy  with  them  all. 

In  fact,  any  one  of  the  candidates 
would  have  worked  fine,  and  there 
was  one  who  was  ideal.  The  client 
found  fault  with  every  single  one  of 
the  candidates,  with  comments  ranging 
from  "too  aggressive"  to  "not  the  right 
experience."  To  make  matters  worse, 
the  position  had  been  fiUed  three  times 
in  the  past  three  years;  obviously, 
something  was  wrong  on  the  man- 
agement side. 

I  believe  we  see  these  articles  be- 
cause clients  don't  know  what  they 
want,  have  a  problem  articulating 
their  needs,  and,  most  important,  fail 
to  keep  their  expectations  in  line  writh 
reality. 

And  I  am  sure  that  some  of  your 
readers  cringed  at  the  suggestion  that 
companies  hire  people  v^dth  checkered 
pasts.  In  the  financial  world,  this  is 
something  that  you  legally  cannot  do. 
The  banking  and  security  firms  re- 
quire fingerprint  and  credit  checks  as  a 
prerequisite  to  employment.  Consul- 
tants and  temporary  staff  are  also  sub- 
jected to  this  intense  scrutiny. 

BEN  BASSARO 
New  York,  N.Y. 

Corrections/Clarifications 

A  photo  on  page  F.29  of  "Thiose  Soaring 
Salaries"  (Oct.  9)  did  not  identify  tfie 
person  pictured.  It  was  Briana  Bennitt, 
president  of  tfie  Economic  Research 
Institute. 

Because  of  a  production  error,  the 
photos  of  Joe  Paternoster  and  Robert 
Morriss  on  page  F.36  of  "The  Bumpy 
Road  to  Global  Trade"  (Oct.  9)  were 
reversed. 
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frontier  welcomes  your  letters.  Please 
include  a  street  address  with  daytime 
and  evening  phone  numbers.  Letters 
may  be  edited  for  length,  clarity,  and 
content,  and  may  appear  in  electronic 
and  print  editions.  E-mail  your  letters  to 
frontier@businessweek.com.  or  send 
them  to  Business  Week  frontier,  1221 
Ave.  of  the  Americas,  46th  floor,  New 
York.  NY.  10020. 
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We  All  Know  Who  invented  The  Airplane 

Visioneer  Invented  One  Touch  Scanning 


Visioneer's  revolutionary  OneTouch 

technology    is    changing    the    way 

people  think  about  and  use  scanners. 

Visioneer's  OneTouch  8650  uses  a 

JET  (JPEG  Enhancement  Technology) 

compression  engine  and  an  Automatic 

Document  Feeder  to  fly  through  multi-page 

documents  at  3  pages  per  minute.  It  even  scans 

legal  size  documents— up  to  50  pages  at  a  time. 

Take  off  v/ith  the  latest  Intelligent  Imaging  Solution  from 
Visioneer  and  find  out  how  simple  it  isto  fox,  copy,  e-mail  and 
store  all  your  documents  and  images  With  the  OneTouch  8650. 
It's  fast,  easy  and  affordable.         jM^ 


>/ visioneer' 

inteiiigent  imaging  Solutions 


Features 

•  50  page  capacity 
Automatic  Document  Feeder 

•  3  PPM  at  200  dpi  in  black  and  white 
•600  x1200  dpi,  36-bit  color 

•  7  buttons;  scan,  copy/print,  fax, 
OCR,  email,  custom  and  cancel 

•  Dual  USB  and  Parallel  Interface 

•  Affordable  tecfinology— $299.99 


xAn^rw.visioneer.com/onetouch 
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Make  Hackers  Hate  You 

SKILLED  HACKERS  number  only  3,000,  says  William  Malik  of  researcher  Gartner 
Group.  But  most  small-business  defenses  are  weak,  and  hackers  know  it.  You  stand 
a  50%  chance  of  getting  hacked  by  2003  if  you  manage  your  own  computer  se- 
curity, Gartner  says — and  more  than  half  the  victims  won't  be  aware  of  the  breach. 
How  to  protect  yourself?  For  dial-up  access,  consolidate  individual  desktop 
modems  into  one  easy-to-defend  unit  or  "pool."  Outsource  fu-e  wall  and  intrusion 
services — for  less  than  half  the  salary  of  a  good  tech  pro,  says  Gartner.  Smaller  com- 
panies can  get  a  free  five-user  fire  wall  from  NetGuard  Inc.,  at  www.netguard.com. 


SO  THEY  SAY 

"Does  it  make 
sense  to  outsource 


—RONALD  SCHMELZER,  of  ChannelWave 
Software,  on  the  wisdom  of  outsourcing 
software  when  an  off-the-shelf  version 
will  do  (page  F.21).  ^^^ 


TAKE  THIS  JOB... 

64% 

of  small -business  owners  say 

they  make  more  money 
than  they  did  as  an  employee 

ONE  IOTA 


Model  Entrepreneurs 


A  STAR  HASN'T  BEEN  BORN— yet.  But  clothing  maker  Slates  is 
auditioning  entrepreneurs  for  its  fall  2001  advertising  campaign. 

Slates  says  it's  looking  for  "passionate  entrepreneurs."  Mark 
Thornton  figures  he  qualifies.  The  2 7 -year-old  studied  conservation 
in  Tanzania  for  five  years,  then  co-founded  Livingstone  Expeditions, 
a  San  Francisco-based  African  safari  company.  "We're  fairly  at- 
tractive guys,"  says  co-fotmder  Sam  Cimino.  "It's  worth  a  shot  in 
the  dark."  Which  they  hope  will  lead  to  a  shoot  under  the  hghts. 


A  Reluctant 
Helping  Hand 


NOW  THAT  FEDERAL  AGENCIES  HAVE  TO  CONTRACT  5%  OF  THEIR  WORK 
TO  SMALL  DISADVANTAGED  BUSINESSES,  WHO  WILL  MAKE  THE  GRADE? 


YOU'D  THINK  President  Clintons 
recent  order  that  federal  agen- 
cies give  at  least  5%  of  their  work 
to  snnall  and  disadvantaged  businesses  would  be  good 
news  for  the  small  and  disadvantaged.  Well,  the  Depart- 
ments of  State  and  Labor  already  have  5%  goals,  and  they 
do  a  lousy  job  meeting  them,  in  1999,  the  Small  Business 
Administration  contracted  7.5%  of  its  work  with  qualifying 
companies.  Too  bad  SBA's  goal  was  8%. 


Leaders 

1999  SHARE 
OF  CONTRACT! 

AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

10.6% 

TREASURY  DEPT. 

7.8 

♦  SMALL  BUSINESS  ADMINISTRATION 

7.5 

♦  COMMERCE  DEPT. 

6.9 

♦  GENERAL  SERVICES  ADMINISTRATION 

6.5 

Laggards                                                                 | 

^  HOUSING  &  URBAN  DEVELOPMENT 

2.9% 

♦  NASA 

2.7 

♦  LABOR  DEPT. 

2.5 

♦  STATE  DEPT. 

2.1 

♦  OFFICE  OF  PERSONNEL  MANAGEMENT 

0.6 

DATA:  FAILING  TO  MEET  THE  GRADE  OFFICE  OF  REPRESENTATIVE  NYDIA  VELAZQUEZ 
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IS  CEARED  UP  TO  LAUNCH 

THE  MOST  IMPORTANT 

E-BUSINESS 

IN  THE  WORLD. 

YOURS. 


eCommerce  Builder 


It's  so  simple.  Go  to  fedex.com  and  get  the  tools  you  need  to  build  a  successful  business  on  the  web. 

Whether  you  build  your  site  or  have  FedEx  build  it  tor  you,  your  business  can  be  online  and  ready  to  move  merchandise  fast.  FedEx 
eCommerce  Builder  gives  you  essential  tools  like  integrated  shipping,  which  streamlines  the  shipping  process  and  provides  real- 
time FedEx  tracking.  You  get  sales  and  marketing  tools,  and  w/ith  24/7  tech  support,  FedEx  is  alw/ays  there  to  help.  So  go  to 
WWW.fetlex.com/ecb/12  or  can  1-877-31 5-3465.  Your  e-business  Is  waiting. 
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A  Date  With 
An  Angel 

SINCE  NASDAQ'S  April 
plunge,  angel  investors 
have  become  a  lot  more 
careful  about  where  they 
put  their  cash.  Frontier 
asked  David  Gerhardt, 
head  of  angel  group  The 
Capital  Network,  for  some 
funding  advice  in  these 
more  demanding  times. 
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What's  important  to  in- 
vestors now  that  didn't 
matter  eight  months  ago? 

Customer  verification.  Entrepreneurs 
need  to  really  talk  to  custonners  or  po- 
tential customers.  They  need  to  get  a 
sense  that  customers  will  buy  their  prod- 
uct and  pay  enough  for  it. 

Have  expectations  changed  about  time 
frame  and  return? 

Angels  start  to  get  excited   nowadays 


For  Armchair 
Entrepreneurs 

so  YOU'VE  HAD  IT-time  to  move  to  the  south  of 
Spain  and  open  an  inn.  Or  maybe  a  high-tech 
company  out  West  is  more  your  style.  Thanks  to  a 
slew  of  new  Web  sites,  you  can  daydream  on- 
line—and maybe  even  find  a  business  to  buy.  Try 
BizQuest.com  for  detailed  info  up  front.  Busi- 
nessesForSale.com,  with  its  international  scope,  is 
the  most  fun  to  browse.  Ventures4sale.com  lets 
you  apply  for  financing  online.  Of  course,  you'll 
still  have  to  go  kick  the  tires,  but  at  least  you'll 
know  if  it's  a  junker  or  a  Jaguar  before  you  look. 
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STILL  VENTURING  FORTH:  But  now,  says  Dave  Gerhardt, 
angels  have  become  more  patient  when  it  comes  to  returns 


when  they  see  a  5-to-10-times  return 
over  three  to  five  years.  Before,  the  win- 
dow was  just  18  months  to  two  years. 

Which  industries  do  investors  lil<e? 

There's  more  interest  in  health  sciences. 
It  was  hot  10  years  ago,  then  the  bubble 
popped.  Now,  it's  back.  That's  the  cycle. 
Maybe  next  week  it  will  be  wireless. 


A  Better  Way  to 
Do  Business? 

DAVE  LONGABERGER  was  a 
restaurateur,  grocer,  and  phar- 
macist before  he  founded 
Longaberger  Co.  in  1972.  In 
Longaberger:  An  Anerican  Success  Story, 
he  argues  that  business  is  about 
philantliropy,  that  management 
is  simple,  and  that  small-town 
Uving  is  underrated.  Na'ive?  Not 
so  fast — in  1998,  Longaberger 
Co.,  a  basket  manufacturer, 
reached  $700  million  in  sales. 
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News  and  advice  from  our 
small-business  Web  site 

Y.C.  Fever  Abroad 

U.S.  startups,  despite  their  repu- 
tation as  technology  innovators, 
are  about  to  face  tougher  compe- 
tition from  Europe.  While  the 
amount  of  venture  investing  in  the 
U.S.  has  slipped  for  two  consecu- 
tive quarters,  global  venture  in- 
vesting, including  buyout  funds,  is 
expected  to  jump  -47%,  to  $200  bil- 
lion this  year  Of  that,  some  $70 
billion  is  expected  to  go  to  Euro- 
peans, says  PricewaterhouseCoop- 
ers  and  3i  Group  PLC,  an  equity 
investment  firm  in  London.  In  1999, 
a  banner  year  for  American  ven- 
ture investing,  U.S.  firms  raked  in 
about  $36  billion. 

European  investing  has  boomed 
thanks  to  new  stock  markets  de- 
signed for  small-cap  companies, 
changing  tax  laws  and  deregula- 
tion. The  very  success  of  the  U.S. 
has  proved  inspiring,  too.  European 
investors  have  adopted  a  "mass 
belief  in  the  economics  the  U.S. 
has  achieved  with  low  inflation,  low 
unemployment,  high  consumer  de- 
mand, and  high  innovation,"  says  | 
Martin  Gagen,  president  and  CEO 
of  Si's  U.S.  operations. 

Small  Biz  Slowdown 

The  stumbling  stock  market  and 
slowing  sales  are  forcing  small 
businesses  to  reexamine  their 
forecasts  and  budgets.  "People  are 
looking  at  the  markets  and  starting 
to  get  worried,"  says  Christopher 
Wysocki,  president  of  the  Small 
Business  Survival  Committee.  "It's 
gut-check  time." 

Only  3%  of  small  businesses  re- 
ported higher  sales  in  the  third 
quarter,  says  William  C.  Dunkel- 
berg,  chief  economist  for  the  Na- 
tional Federation  of  Independent 
Business.  Dunkelberg  expects  sales 
to  weaken  further  in  the  fourth 
quarter,  and  he  says  that  cutbacks 
in  capital  spending  are  reminiscent 
of  those  that  preceded  the  past 
two  recessions. 
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For  the  full  stories,  click 
Online  Extras  at 
frontier.businessweek.com 
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Getting  your  business  on 
the  Web  is  one  tiling. 
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Making  it  on  tlie  Web 
is  anotlier  thing. 
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M/crosoft' 

bCentrai 


Malting  it  easy 
is  our  tiling. 


Your  thing  is  owning  a  business,  not  running  a  Web  site.  So,  liow  do  you  find 
time  to  build  a  thriving  Web  presence  worthy  of  your  name?  Go  to  MIcrosoff 
bCentrall"  With  our  Business  Web  Services,  you'll  get  your  own  Web  address, 
making  it  easy  for  customers  to  find  you.  You'll  have  powerful  business  e-mail, 
including  scheduling  and  Web  file  storage.  You'll  get  the  tools  you  need  to 
build  your  own  e-commerce-ready  Web  site  in  just  minutes.  And  you'll  find  easy 
ways  to  promote  your  business  to  thousands  of  new  prospects.  Which  means 
you  now  officially  have  one  less  thing  to  worry  about. 

Do  big  things  on  the  Web.  Get  Microsoft  bCentral  Business  Web  Services  for 
just  $24.95  a  month  at  www.bcentral.com,  or  call  toll-free  (866)  BCENTRAL.* 
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The  Net  Before  Christmas 


CURRENTS 


Small  biz  is  stepping  up  its  Yuletide  e-mail  promos 


WITH  THE  HOLIDAYS  upon  us,  it's  no 
surprise  that  e-mail  boxes  are  filling  up 
with  Web-based  marketing  drives.  But 
here's  something  unexpected:  Most  of 
those  campaigns  are  being  waged  by 
small  companies,  rather  than  by  the  mar- 
keting machines  of  Corporate  America. 

Out  of  all  small  businesses  with  Web 
sites,  82%  will  use  e-mail,  text  links,  ban- 
ner ads,  and  other  online  tactics  to  get  the 
message  out  this  Christmas,  according  to 

Santa's  Little  Helpers 

ENTREPRENEURS  ARE  FLOCKING  TO  THE  WEB 
FOR  HOLIDAY  MARKETING 


SMALL  BUSINESS 


MIDSIZE  BUSINESS 


LARGE  BUSINESS 


60 


0  20  iO 

►  PERCENT  USING  ONLINE  MARKETING 

DATA   RESPONSrSCOM/INTELLIQUEST 

a  poll  by  Responsys.com,  an  e-mail  serv- 
ices provider  in  Palo  Alto,  Calif,  and  by 
IntelliQuest,  a  research  outfit  in  Austin, 
Tex.  (chart).  That  compares  with  just  73% 
of  midsize  companies  and  72%  of  big 
ones.  It's  quite  a  switch  from  last  year, 
when  only  54%  of  small  businesses  used 
the  Internet  for  any  form  of  holiday  mar- 
keting. The  better  campaigns  get  response 
rates  of  5%  or  more. 

With  limited  marketing  budgets,  "small 
companies  are  more  willing  to  experi- 
ment," says  David  Halprin,  an  analyst  at 
eMarketer  Inc.,  a  New  York  research  firm. 


But  rather  than  assaulting  strangers  with 
spam,  savvy  entrepreneurs  are  using  the 
Web  to  keep  existing  customers  coming 
back.  Courtney  Pulitzer  Creations,  a  New 
York  event-planning  company  with  eight 
employees,  uses  e-mail  to  publicize  a  na- 
tionwide series  of  executive  networking 
get-togethers.  Courtney  Pulitzer  says  that 
1,000  e-mail  messages  can  generate  as 
many  as  750  responses. 

Then  there's  the  price  tag.  eMarketer 
estimates  that  direct  mail  costs  7S<f  to 
and  $2  per  piece.  An  opt-in  e-mail — 
that  is,  a  message  sent  only  to  those 
who  have  specifically  allowed  their 
name  to  be  sold — runs  about  20^  per 
name.  That  helped  convince  Evelyn 
Somers,  head  of  marketing  at 
Smarterkids.com,  a  Needham  (Mass.) 
educational-products  retailer  with  just 
over  100  employees.  Last  December, 
Smarterkids  advertised  on  the  Inter- 
net, on  the  radio,  on  TV,  and  in  print. 
In  the  process,  Somers  discovered  that 
the  online  campaigns  were  easier  to 
target  and  track.  So  this  year,  95%  of 
the  company's  marketing  is  being 
done  on  the  Web,  compared  with 
40%  last  year.  "It's  all  about  getting  and 
keeping  good  customers,"  Somers  says. 

As  e-mail  volume  grows,  it's  getting 
tougher  to  grab  consumers'  attention.  But 
the  low  price  makes  it  worth  a  try.  Somers 
says  the  cost  of  her  online  marketing 
drives  have  dropped  by  a  factor  of  ten 
over  the  past  year  alone.  That's  a  holiday 
bargain  few  entrepreneurs  can  resist. 

-KIMBERLY  WEISUL 


Companies  Stash  Cash 

Despite  a  recent  series  of  inter- 
est-rate hil<es,  CEOs  of  fast- 
growth  companies  are  taking  out 
more  new  bank  loans  as  a  hedge 
against  an  anticipated  drop  in 
demand. 

Connpanies  that  make  tangible 
products  are  especially  worried. 
In  that  sector,  29%  of  CEOs  told 
PricewaterhouseCoopers  they  had 
completed  new  bank  loans  in  the 
third  quarter,  compared  with  21% 
last  quarter.  Only  23%  of  service- 
sector  companies  took  out  new 
bank  loans  in  the  quarter,  up 
slightly  from  22%  last  quarter  In 
either  case,  the  new  loans  are 
hardly  what  you'd  call  a  bargain: 
Companies  reported  paying  an  av- 
erage of  9.88%,  up  from  8.49%  a 
year  ago.  For  many  product  com- 
panies, slowing  demand  already 
is  a  fact  of  life:  36%  of  product 
companies  said  they  were  holding 
finished  inventory  at  the  end  of 
last  quarter,  up  from  23%  in  the 
second  quarter. 
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For  tips  on  conducting  an  online  ad 
campaign,  click  Online  Extras  at 
frontier.businessweek.com 


The  $10,000  Question 

Asked  what  would  happen  if  they  received  an  unex- 
pected $10,000  bill,  49%  of  entrepreneurs  said  it  would 
be  a  "very  big"  or  "fairly  big"  problem,  says  The  Willard 
&  Shullman  Group,  a  Greenwich  (Conn.)  researcher. 
Some  said  it  would  sink  their  company  altogether.  "Very 
few  small  businesses  do  any  kind  of  budgeting,"  says 
Fred  Waedt,  a  finance  expert  at  University  of  Wisconsin  at 
Eau  Claire.  That's  especially  true  of  service  firms,  he 
says,  which  often  start  with  little  outside  investment  and 
operate  for  years  without  a  proper  budget. 


PERCENTAGE  OF  SMALL  COMPANIES 
FOR  WHOM  A  $1 0,000  BILL  WOULD  BE  A 
VERY  BIG"  OR  "FAIRLY  BIG"  PROBLEM 

NUMBFR  or  EMPLOYEES 
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startups  in  Brazil 

Looking  for  the  next  entrepre- 
neurial hot  spot?  Head  to  Brazil. 

The  South  American  nation  has 
the  highest  rate  of  startup  activi- 
ty in  the  world,  according  to  the 
Kauffman  Center  for  Entrepre- 
neurial Leadership's  2000  Global 
Entrepreneurship  Monitor.  One  in 
eight  Brazilian  adults  is  attempt- 
ing to  start  a  new  business,  the 
survey  found.  That  compares  with 
one  in  ten  in  the  U.S.  and  one  in 
twelve  in  Australia.  Brazil  also 
was  the  most  hospitable  to 
women  entrepreneurs,  with 
women  starting  one  new  firm  for 
every  1.6  started  by  a  man. 

Why  Brazil?  Good  question, 
says  Kauffman  Center  researcher 
Michael  Camp.  Brazil's  economy 
has  been  growing  since  the  gov- 
ernment abandoned  longstand- 
ing price  and  currency  controls. 
But  this  is  the  first  year  re- 
searchers have  looked  at  Brazil, 
and  Camp  says  the  country's 
strong  showing  may  be  a  statis- 
tical anomaly. 
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fig.  I   Creote  your  document. 
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fig.  2   Convert  to  o  print-ready  file 
using  Kinko's  File  Prep  Toof  software. 


www.kinkos.com 


fig.  s   Log  on  and  click: 
Print  to  Kinko's" 


fig.  4   Quality  output  that  you 
can  pick  up  or  hove  delivered. 
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The  Littlest  PC 


INSTAHT 


David  Feldman's  MachZ  computer  fits  on  an  inch- 
square  chip  but  packs  plenty  of  power 


from  medical  devices  and  farm  ma- 
chinery to  home  apphances  and  vend- 
ing machines.  Typical  is  March  Net- 
works Corp.,  an  Ottawa  manufacturer 
of  security  systems  that  is  using  the 
MachZ  to  replace  bulkier,  cosdier  com- 
puters. "It  vvill  take  our  size  down  by 
60%  and  cut  hundreds  of  dollars  off 
the  cost,"  says  March  Networks  Vice- 
President  Peter  Wilenius. 

Feldman  was  a  social  worker  in  Cal- 
ifornia in  the  late  1970s,  when  budget 
cuts  led  him  to  enroU  in  night  courses 
to  learn  circuit-board  design.  He 
launched  his  first  company,  Ampro 
Computers  Inc.,  in  1983.  Twelve  years 
later,  with  about  $100,000  in  savings, 
he  left  Ampro  to  start  ZF  Microsystems 
(named  for  his  son,  Zeb  Feldman).  He 
changed  the  name  when  it  became  ap- 
parent that  Linux  would  fmd  wide- 
spread use  in  microcontroller-based  de- 
vices. In  June,  Feldman 's  6 3 -person 
company  raised  $  1 5  million  in  financ- 
ing from  investors  including  National 
Semiconductor  Corp.  and  Samsung  Co. 

ZF  Linux  faces  tough  competition 
from  Intel  Corp.  and  Transmeta  Corp., 
both  of  which  have  designed  proces- 
sors for  similar  applications.  But  ZF 
Linux  has  an  edge  in  this  area,  says 
Eric  Ross,  an  analyst  with  Thomas 
Weisel  Partners  in  San  Francisco.  Not 
only  is  the  MachZ 
cheaper,  but  it  is  a 
complete  computer, 
not  just  a  processor 
that  a  manufacturer 
must  integrate  with  a 
system  board.  Then 
there's  MachZ 's  crash- 
resistant  design.  "It's 
bulletproof,"  Ross  says. 

Feldman  expects  or- 
ders for  3  5  million 
MachZs  by  the  end  of  the  year,  and  he 
anticipates  going  public  by  mid-2001. 
His  computers  may  be  miniature,  but 
his  plans  aren't. 

—  DOUGLAS  GANTENBEIN 


IMAGINE  A  COMPUTER  that's  crash- 
proof and  virus-resistant.  It  runs  for 
hours  on  a  pair  of  aa  batteries  and  is 
small  enough  to  fit  in  the  palm  of 
your  hand.  "It"  is  the  MachZ,  a  com- 
puter chip  that  might  dramatically  ex- 
tend the  reach  of  the  Internet. 

David  L.  Feldman,  ceo  of  ZF  Linux 
Devices  Inc.,  the  Palo  Alto  (Cahf.)  com- 
pany that  designed  the  MachZ,  de- 
scribes it  as  a  "pc  on  a  chip" — a  com- 
plete computer  on  a  one-square-inch 
wafer,  equal  in  power  to  a  1998-era 
Pentium  desktop  and  preloaded  with 
the  Linux  operating  system.  But  it's 
not  aimed  at  desktops:  The  MachZ' s 
small  size,  $53  price  tag,  and  ability  to 
recover  from  power  interruptions  and 
software  crashes  make  it  a  natural 
match  for  the  coming  wave  of  Internet- 
enabled  appliances  and  devices.  "With 
a  computer  this  small,"  Feldman  says, 
"all  sorts  of  things  become  possible." 

The  MachZ  was  introduced  in  June, 
and  more  than  60  companies  are  de- 
signing products  around  it — everything 
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For  more  profiles  of  leading  en- 
trepreneurs, click  Online  Extras 
at  frontier.businessweek.com 


Videoconferencing 

Conducting  meetings  via  video  technol- 
ogy used  to  be  strictly  for  big  busi- 
ness. Now,  thanks  to  the  proliferation 
of  videoconference  centers,  it's  almost 
as  easy  as  making  a  phone  caU. 

CASE  IN  POINT 

O'Halloran  International  Inc.  in  Altoona, 
Iowa,  sells,  services,  and  leases  heavy- 
duty  trucks  and  parts  to  clients  in  seven 
states.  With  expenses  soaring  because 
of  rising  fuel  prices,  Jim  O'Halloran  Sr, 
chairman  of  the  80-person  company, 
needed  to  cut  expenses.  First  to  go  was 
travel.  Now,  instead  of  flying  to  meet 
with  customers  and  job  prospects, 
O'Halloran  heads  to  Iowa  Network  Ser- 
vices, which  provides  a  complete  video- 
conference  setup.  An  in-house  techni- 
cian ensures  the  audio  and  video  are 
"first  rate,"  O'Halloran  says,  with  no 
awkward  delays  or  glitches.  The  cost: 
about  $350  for  two  rooms  and  $90  an 
hour  for  long-distance  charges.  It's  mon- 
ey well  spent,  says  O'Halloran,  espe- 
cially when  compared  with  the  usual 
$5,G00-$7,0GG  of  air  and  hotel  expenses. 

RESOURCES 

To  find  a  videoconference  center,  try  a 
Web-based  directory  like  Yahool's  (http:// 
yp.yahoo.com).  Many  chambers  of  com- 
merce, libraries,  and  corporations  rent  their 
equipment  when  it's  not  in  use.  Metropol- 
itan Interactive  Video- 
conference  Network 
(wvwv.mivnet.com)  lists 
more  than  6,000  cen- 
ters worldwide.  Face- 
to-Face  Communications 
(http://ftf-tokyo.com)  and 
Pacific  Bell  Education 
First  Video  Conferencing 
Directory  (www.kn. 
pacbell.com/wired/vidconf/ 
directory.htmlj  also  have 
free  locators. 

Videoconferencing  &  Interactive  Mul- 
timedia: Ttie  Wtiole  Picture,  by  James  R. 
Wilcox  (CMP  Books,  $39.95),  compares 
various  technologies,  with  200  pages  of 
reference  material.  Personal  Videocon- 
ferencing, by  Evan  Rosen  (Prentice  Hall, 
$39.50),  provides  a  guide  to  desktop 
videoconferencing.     —JOAN  RAYMOND 
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Bob's  got  a  guy  who  knows 
e-mail. 

Gene's  got  a  guy  who  knows 
LANs. 

Alex's  got  a  guy  who  just 
confuses  the  hell  out  of  you, 


Impler  Networking,  anyi 


3Com- 


Simple  sets  you  free. 


3CojnJiLsiness,NetworKing 

3Com's  new  line  of  easy-to-understand  networking  products  takes  the 
confusion  out  of  networking.  They're  easy  to  work  with.  Easy  to  expand. 
And  they're  all  engineered  to  give  your  network  the  boost  it  needs  to 
exploit  the  Internet  to  its  fullest.  (Now,  that  wasn't  too  confusing,  was  it?) 
Just  talk  to  your  3Com  reseller  or  click  3Com.com.  Home.  Office.  Beyond. 
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Washington  Wish  List 


If  the  divided  new  Congress  wants  to  get  something  done, 

it  could  start  with  these  pragmatic  proposals  for  small  business 


WITH  CONGRESS  divided  nearly  in 
half  and  a  President  picked  by  die  tini- 
est of  margins,  it's  not  likely  we'll  see 
sweeping  reforms  anytime  soon.  In 
this  regard,  small  business  is  as  re- 
sponsible as  the  rest  of  the  electorate.  A 
national  exit  poll  conducted  by  The 
Polling  Co.  found  47%  who  identified 
themselves  as  small-business  owners 
voted  for  gop  congressional  candidates, 
vs.  44%  for  Democrats.  The  vote 
among  the  general  electorate  was  46% 
Repubhcan,  45%  Democratic. 

Can  the  legislators  come  together 
on  anything?  Who  knows?  But  if 
they're  feeling  pragmatic,  here's  the 
nonideological  wish  list  for  small  biz: 

Campromise  on  the  estate  tax.  With 
surplus  projections  shrinking  fast,  an 
outright  repeal  of  the  "death  tax" 
seems  like  a  long 
shot.  But  Congress 
[*lii^  can  provide  relief 
to  entrepreneurs  by 
adopting  the  Dem- 
ocratic alternative,  which  would  dou- 
ble the  current  $675,000  per  person 
exemption  for  all  taxpayers.  This 
would  allow  entrepreneurs  to  pass 
along  their  businesses  without  leav- 
ing heirs  a  huge  tax  bill.  Some  75%  of 
small-business  owmers  would  pay  no 
estate    tax   at    all,    and   most    others 


would  see  their  tab  significantly 
reduced. 

Repeal  the  installment  sales  tax.  The 

1999  Tax  Rehef  Act  contained  a  Uttle- 
noticed  provision  requiring  taxes  on  the 
proceeds  of  most  sales  of  businesses  to 
be  paid  all  at  once,  immediately — even  if 
the  funds  are  to  be  received  in  install- 
ments over  several  years.  Sound  obscure? 
Not  to  the  thousands  of  entrepreneurs 
who  have  had  to  postpone  selling  their 
companies  because  they  lack  the  cash 
to  pay  the  taxman.  Legislation  is  on  the 
table  to  let  businesses  with  receipts  of 


Small  Business^  Big  Spender 

The  National  Federation  of  Independent  Business,  the  No.  1  small-biz  lobby, 
spent  a  record  $8  million  on  congressional  races.  What  kind  of  return  did  it 
get?  Of  the  30  candidates  it  backed  (all  GOP),  12  captured  House  seats  and  3 
won  in  the  Senate.  That's  $530,000  per  victory.  Was  it  worth  it?  National  po- 
litical director  Tony  Likins  notes  that  both  cham- 
bers remain  Republican.  But  he  admits  that  De- 
mocrats' gains  will  make  passing  pro-small-biz 
legislation  harder.  "Is  it  going  to  be  a  little 
tougher  this  time,  without  some  of  our  good 
friends?"  he  asks.  "Absolutely."  Among  the  key 
losses:  Senators  William  V.  Roth  Jr.  (Del.)  and 
Spencer  Abraham  (Mich.).  But  with  congressional 
districts  scheduled  to  be  redrawn,  Likins  sees 
gains  in  2002.  "You're  going  to  see  heated  bat- 
tles," he  says.  And,  no  doubt,  even  more  lavish 
spending.  -JULIE  FIELDS 


AMERICANS  FIRST 

SMALL-BIZ  VOTERS  WERE  NEARLY  AS 

DIVIDED  AS  THE  COUNTRY  AT  LARGE 

■  REPUBLICANS    ■  DEMOCRATS 


less  than  $5  million  use  the  old  pay-as- 
you-go  method  of  accounting.  That's  a 
start.  But  fairness  argues  for  fuU  repeal. 

Encourage  association  health  plans. 

Such  health-insurance  purchasing 
pools,  which  allow  small  companies 
to  band  together  to  bring  down  pre- 
mium costs,  are  blocked  by  state  in- 
surance regulations  from  operating  on 
a  national  scale.  Lifting  the  ban  would 
give  small- business  associations  new 
bargaining  power — and  provide  new 
options  for  entrepreneurs  struggling 
with  double-digit  premium  hikes. 

Offer  health-care  tax  credits.  Entre- 
preneurs need  incentives  to  provide 
costly  health  plans.  One  way  to  start 
woidd  be  to  adopt  Al  Gore's  tax  cred- 
it for  25%  of  the  premium  costs  of  I 
each  employee  insured.  Meanwhile, 
workers  who  buy  their  own  coverage 
should  get  to  deduct  the  costs. 

As  for  the  prospects,  it's  easy  to  be 
pessimistic.  But  widi  two  years  of  grid- 1 
lock  looming,  moderate  legislators  may 
wind  up  ruling  with  a  common-sense 
agenda — proving  that,  indeed,  a  di- 
vided government  is  the  best  g(jvern- 
mentofall.  -LARRY  KANTER  | 
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Get  the  details  about  key  political 
issues.  Click  Online  Extras  at 
frontier.businessweek.com 
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IZZED  INTRODUCES  GOVERNMENT  CONTRACTING 
ND  INTERNATIONAL  GATEWAY. 

WO  POWERFUL  RESOURCES  TO  BUILD  YOUR  BUSINESS. 

OOD       Make  cold  calls  to  potential  clients  —  here  and  abroad. 

zTTER     Attend  a  seminar  about  domestic  and  foreign  business  opportunities. 

ZZED      Expand  your  horizons  with  access  to  U.S.  government  contract 

openings,  worldwide  business  information  and  a  galaxy  of  support 
systems  to  facilitate  your  national  and  international  expansion. 


Powerful  resources  for  your  small  business 

rought  to  you  by  Citibank,  a  member  of  Citigroup,   Inc.    ©2000  Citicorp.    All  rights  reserved. 
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War  at  t 


Palestinian-Americans 
UkeAbdelHamid 
Kased  returned  home 
to  invest  in  peace.  Their 
hopes  aren't  dead  yet 

SITTING  BEHIND  the  reception 
desk  in  the  unlit  lobby  of  the 
City  Inn  Hotel  in  Ramallah,  Ab- 
del  Hamid  Kased  wearily  eyes  a 
group  of  uninvited  guests:  rifle- 
toting  Israeli  soldiers,  who  for 
the  past  six  weeks  have  used  the 
hotel's  modest  lobby  as  a  sharp- 
shooters' base.  This  is  not  quite 
what  Kased  had  in  mind  when 
he  went  into  the  hotel  business. 
For  nearly  30  years,  Kased  and 
his  family  owned  a  thriving  su- 
permarket in  Brooklyn,  N.Y.  But 
in  1997,  drawn  by  the  prospects 
for  peace  in  their  homeland,  they 
returned  to  the  West 
Bank  to  build  the  City 
Inn.  Located  on  the 
edge  of  Ramallah,  the 
commercial  heart  of  the 
territory,  the  three-year- 
old,  3  3 -room  hotel  had 
been  booked  nearly  sol- 
id. At  its  peak,  the  hotel 
employed  34  people  and 
was  a  popular  site  of  meetings  for 
business  executives  and  international 
development  officials  attempting  to 
build  a  new  Palestinian  economy. 

Deep  Wounds.  Then  die  peace  talks  col- 
lapsed, and  the  intersection  outside  the 
City  Inn's  front  doors  became  the  site  of 
near-daily  confrontations  between  stone- 
throwing  Palestinian  youths  and  IsraeH 
military  forces,  who  cleared  out  the 
guests  and  occupied  the  hotel.  Several 
people  have  been  shot  just  half  a  block 
away,  phone  lines  have  been  cut,  and 
tear  gas  wafts  past  the  windows  most 
afternoons.  "I  sit  here  every  day  and 
listen  to  the  gunfire  outside,"  says  Kased. 
Kased,  51,  and  his  three  brothers 
are  among  the  2,000  Palestinian  emi- 
gres who  have  returned  from  the  U.  S. 
in  the  flush  of  optimism  following  the 
1994  Oslo  Peace  Accords.  "We  thought 
peace  would  be  good  for  investment," 
Kased  says.  For  a  time,  the  peace  talks 


were  indeed  paying 
dividends.  Before  the 
current  round  of  vio- 
lence erupted,  on  Sept. 
28,  the  economy  in 
the  West  Bank  and  Gaza  was  expected 
to  grow  7%  this  year,  up  from  6%  in 
1999.  Key  to  that  growth  has  been  the 
influx  of  Palestinian-American  entre- 
preneurs like  the 
Kaseds,  who  have 
injected  much-need- 
ed dynamism  into 
the  territories,  ac- 
cording to  Maher 
Masri,  the  Palestin- 
ian Minister  of 
Economy  &  Trade. 
"It's  extremely  important  to  have  peo- 
ple from  the  States  here,"  he  says. 
"They've  got  knowhow,  and  they're 
running  projects  across  the  board." 

But  weeks  of  clashes  have  inflicted 
deep  economic  wounds  throughout 
the  territories.  Unable  to  reach  their 
jobs  in  Israel  since  the  government 
sealed  the  borders  six  weeks  ago,  Pales- 
tinian workers  are  losing  some  $3.4 
million  a  day  in  wages.  Hundreds  of 


"I  sit  here  every 

day  and  listen  to 

gunfire  outside/' 

says  Kased 


small  companies  have  been  forced  to 
lay  off  workers  or  close  their  doors 
entirely,  Masri  says.  Meanwhile,  World 
Bank  officials  in  Jerusalem  say  it  could 
be  years  before  foreign  investors  again 
feel  secure  enough  to  put  money  into 
the  territories.  Says  Masri:  "The  econ- 
omy has  collapsed." 

Kased,  for  his  part,  estimates  that  the 
City  Inn,  which  the 
family  financed  with 
$1.2  million  of  their 
own  money,  has  lost 
nearly  $100,000 
since  the  violence 
erupted.  There  has 
also  been  some  light 
physical  damage — 
broken  doors  and  windows — though 
he  has  yet  to  make  an  assessment.  So 
far,  he  says,  the  IsraeH  miUtary  has  re- 
fused to  compensate  him,  and  Kased 
expects  to  wind  up  in  court.  It  could  be 
a  tough  fight.  "I  don't  think  they  have 
any  rights  to  compensation,"  says  Is- 
raeli military  spokesman  Yaiden  Vatikay. 
"Do  the  Palestinians  compensate  us  for 
terror  attacks?" 

Nonetheless,  Kased  and  other  emi- 
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gres  express  few  regrets  about 
their  decision  to  return.  "I  have  a 
real  sense  of  belonging  here,"  says 
Sam  Bahour,  a  3  6 -year-old  entre- 
preneur. Born  in  Youngstown, 
Ohio,  Bahour  moved  to  Ramallah 
in  1994  to  help  privatize  the  Pales- 
tinian telecom  system.  "In  the 
U.S.,  I  would  just  have  become 
lost  in  the  rat  race." 

Three  years  ago,  Bahour  began 
working  for  Arab  Palestinian  hi- 
vestment  Co.,  a  holding  company 
wliich  has  raised  $53  million  from 
investors    throughout    the    Arab 
world,   and  created    1 1    startups 
across  the  West  Bank  and  Gaza, 
including  a  mineral-water  factory, 
a  Hyundai  dealership,  and  a  cold- 
storage  facility.  Bahour' s  latest  ven- 
ture is  a  sleek,  $6.3  million 
American-style  shopping  mall 
to  serve  the  local  population. 
Located  a  half-mile  from  the 
City  Inn,  the  mall  was  due  to 
open  this  month  with  about  100 
employees.  But  for  most  of  Octo- 
ber, only  a  handful  of  the  pro- 
ject's construction  crew  were  able 
to  make  it  to  work.  "We're  deter- 
mined to  keep  building,"  Bahour 
says.  The  project  is  still  months 
from  completion. 

With  businesses  pummeled  by 
the  violence,  political  sympathies 
are  being  sorely  tested.  Bahour  an- 
nounces his  views  with  a  sign  on 
the  door  declaring  his  office  an 
"Occupation  Free  Zone"  and  urg- 
ing a  boycott  of  Israeli  products. 

The  Kaseds  are  somewhat  more 
accommodating.  They  conceived 
of  the  City  Inn  as  a  meeting  place 
for  everyone,  Israeli  and  Palestinian, 
even  designing  a  logo  with  olive 
branches  and  a  pair  of  shaking 
hands.  "We  came  back  thinking 
about  peace,"  says  Shawki  Kased, 
Abdel's  50-year-old  nephew,  who 
also  owns  a  share  of  the  hotel. 
"Everybody  talked  about  living  to- 
gether and  building  Palestine."  And 
in  spite  of  it  all,  that  remains  the 
plan,  says  his  uncle.  "Of  course,  I 
could  go  back  to  Brooklyn,"  he 
says.  The  family  still  owns  the  su- 
pennarket  and  Abdel  Kased  returns 
often.  "But  whatever  happens,  this 
is  still  my  home,"  Uninvited 
guests,  and  all. 

-VIVIENNE  WALT 


For  more  on  global  entrepre- 
neurs, click  Online  Extras  at 
frontier.businessweek.com 
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The  Brutal  Tutor 


The  Buckley  School  of  Public  Speaking  grooms 
execs  for  high-intensity  verbal  dueling 


DRILL  INSTRUCTOR:  F.  Reid  Buckley's  "curative 
tortures"  provide  tough  love  for  the  tongue-tied 


IT  WAS  1985,  and  executives  of  Union 
Carbide  Corp.  were  trapped  in  the 
glare  of  the  international  media,  strug- 
gling to  explain  a  deadly  gas  leak  in 
Bhopal,  India.  Watching  them  on  tele- 
vision, R  Reid  Buckley  was  appalled — 
by  the  accident  itself,  but  also  by  the 
company's  inept  handling  of  it.  "These 
highly  placed  business  executives  were 
made  fools  of  by  the  news  anchors," 
Buckley  recalls. 

What  die  executives  needed,  Buckley 
believed,  was  a  crash  course  in  high- 
intensity  verbal  warfare.  So  that  year, 
he  founded  a  kind  of  boot  camp  for 
the  rhetorically  deficient,  the  Buckley 
School  of  Public  Speaking. 

Buckley,  the  70-year-old  younger 
brother  of  conservative  columnist 
William  F.  Buckley  Jr.,  is  a  famously 
skilled  debater  in  his  own  right,  rel- 
ishing his  role  as  the  school's  toughest 
drUl  instructor.  During  a  visit  last  sum- 
mer, he  was  striding  around  campus — 
an  antebellum  mansion  in  Camden, 
S.C. — in  knickers,  a  hunting  knife 
strapped  to  his  belt.  As  for  curricu- 


lum, Buckley's  students  en- 
counter none  of  the 
"rhetorical  slush"  of  the 
Toastmasters  or  Dale 
Carnegie.  Instead,  they 
hone  their  verbal  skills  un- 
der what  Buckley  calls 
"curative  tortures." 

Those  who  smile  uncon- 
sciously under  pressure  get 
their  faces  taped  down  in  a 
scowl.  Speakers  who  roam 
the  stage  are  forced  to 
wear  snowshoes.  Veteran 
print  and  broadcast  jour- 
nalists grill  attendees  in 
hostile  mock  press  confer- 
ences. Says  Buckley:  "We 
push  the  hell  out  of  them." 
Over  the  past  15  years, 
some  2,000  students — 
business  leaders.  Presiden- 
tial candidates,  foreign 
heads  of  state,  and  even 
KGB  agents,  according  to 
Buckley — have  lined  up  for 
the  abuse.  "It  was  an  in- 
toxicating experience,"  says  Michael 
Mercieca,  a  manager  at  Microsoft  Corp. 
who  completed  three  days  of  training 
in  July.  The  course  came  in  handy  just 
weeks  later  at  a  companywide  confer- 
ence, when  Mercieca  addressed  an  au- 
dience of  8,000,  including  honchos 
William  H.  Gates  III  and  Steven  A. 
Ballmer. 

Tuition  for  three  days  of  instruction 
begins  at  $2,500.  The  school  employs 
about  15  mostly  part-time  instructors 
and  generates  revenues  of  about 
$500,000  a  year,  Buckley  says.  In 
April,  Buckley  will  open  a  West  Coast 
campus  in  Seattle,  aimed  at  "entry-lev- 
el" students,  mostly  college  grads  with 
little  or  no  public  speaking  experience. 
But  Buckley  promises  his  "tortures" 
will  be  every  bit  as  intensive,  and  his 
graduates  will  be  in  prime  fighting 
condition  once  they  hit  the  lecture 
circuit.  -W.  THOMAS  SMITH  JR. 
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For  more  profiles  of  leading  en- 
trepreneurs, click  Online  Extras 
at  frontier.businessweek.com 
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Staples.comfortable 


Wearing  too  many  hats?  Relax. 

Staples.com  can  help.  With  over  45,000 
office  essentials,  we  nnake  it  easy  to  keep 
on  top  of  all  your  product  needs.  And 
with  Staples  Business  Services,  you'll 
also  get  great  deals  on  over 
65  high-quality  services.  Like  Payroll. 
Web  Design.  Staffing.  Printing. 
Marketing.  And  Insurance.  All  in  one 
convenient  location,  www.staples.com. 
And  since  you  already  count  on 
Staples.conn  to  save  you  tinne 
and  money  on  all  your  business 
supplies,  Staples.com  makes 
a  smart  partner  for  everything 
your  company  needs. 


$30  OFF 

your  online  products  order  of 
$150  or  more. 

At  checkout  use  coupon  code:  91072 


And  here's  a  little  extra  comfort  —  $30 
off  your  next  products  order  of  $150 
or  more.  Feeling  better  now? 


STAPLES 


,'j 


Offer  expires  2/28/01.  Limit  one  per  customer,  non-transferable.  Coupon  cannot  be  combined  witti  any  ottier  "dollar  off  minimum  purchase"  coupon.  No  casti  or  credit  bacK.  Coupon  not 
on  Downloadable  Software  or  Business  Services.  Tax  and  shipping  are  not  included  in  computing  minimum  purchase  amount.  Coupon  must  be  used  at  time  of  order.  Valid  only  at  wwwstaples.com. 


$3,000  of  comfy  office  furniture:  $1,920 


$7,000  of  new  computer  equipment  &  software:  $6,600 


$4,000  staff  retreat:  $3,500 


creating  a  place  where  people  want  to  show  up  at  9am: 


MasterCard 


Get  what  you  need  to  turn  your  small  business  into  something  you've  always  wanted  -  a  great  business.  The  MasterCard  BusinessC 
Business  Savings™  program  has  special  offers  on  products  and  services  that  are  crucial  to  small  businesses.  From  insurance  planning  to  incorpora 
services,  online  hosting  to  office  supplies,  whatever  your  business  needs,  we'll  help  you  save. 


To  apply  for  a  MasterCard  BusinessCard,  visit  mastercard.com  or  call  1-H00-J60-3664. 
If  you  already  have  a  card,  start  saving  now  at  mastercard.com/bizsavings 
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ASPing  for  Trouble 


Handheld  Security 

With  "biometric"  devices,  you  can  forget 
about  forgotten  passwords— and  stolen 
ones,  too.  These  gizmos  identify  people 
by  distinctive  markers  such  as  finger- 
prints. Now/.  Advanced  Biometrics  Inc. 
has  come  up  with  a  new  security  tech- 
nology that  it's  marketing  initially  to 
small  companies.  Called  LiveGrip,  it 
uses  infrared  scanners  to  map  the  ar- 
teries and  veins  of  a  person's  hand, 
then  matches  the  analysis  against  a 
database  of  prescanned  hand  images. 
For  workers,  LiveGrip  technology  might 
feel  less  threatening  than  a  retinal  scan, 
and  it  may  be  harder  to  fool  than  other 
recognition  systems.  The  first  LiveGrip 
product  is  ChronoLog,  a  $2,995  time 
clock,  being  sold  to  restaurants,  retail- 
ers, and  other  small  businesses  whose 
hourly  workers  often  punch  in  for  each 
other 

Data  Dump 

if  you  need  new 
computers  but    / 
get  a  headache 
just    thinking 
about  moving 
data  from  the 
old  ones,  Aloha- 
Bob's   PC-Re- 
locator  may  pro- 
vide some  virtual 
aspirin.     AlohaBob, 
from     Eisenworld     Inc 
(alohabob.com),  will  clone  your 
hard  drives.  Just  hook  up  the  two    \ 
computers,  using  a  cable  or  net- 
work connection,  and  then   run 
programs  from  floppies  on  each 
computer.  The  software  takes  care 
of  the  rest.  You  won't  have  to  lo- 
cate program  CDs  to  reinstall  ap-    l 
plications,  recreate  configurations   f 
and  dial-up  settings,  reconstruct 
desktops,  or  copy  data.  The  $49.95 
AlohaBob  isn't  perfect:  For  exam- 
ple, it  doesn't  let  you  choose  appli- 
cations or  data  to  transfer— it's  an 
all-or-nothing  deal.  But  if  you  want 
something  that  smoothes  the  copying 
of  applications  and  data  to  new  com- 
.  puters,  AlohaBob's  PC-Relocator  does 
the  job. 

-WAYNE  KAWAMOTO 


Application  service  providers  haven't  lived 
up  to  their  hype.  But  don't  write  them  off  yet 


FOR  THE  PAST  YEAR,  the  hype  has 
been  hot  and  heavy:  AppHcation  serv- 
ice providers  (asps)  were  about  to 
transform  the  way  small  companies 
did  business. 

Well,  you  can  add  asps  to  your  list 
of  burst  techno-bubbles.  These  serv- 
ices, which  rent  expensive  programs 
over  the  Internet,  have  received  an  ap- 
propriately cool  reception  from  entre- 
preneurs. Business  owners  are  rightly 
worried  about  data  security,  the  sta- 
bility of  ASP  vendors  (both  technically 
and  financially) ,  and  how  well  the 
programs  work.  At  the  moment,  less 
than  1 2%  of  entrepreneurs  would  con- 
sider an  ASP,  says  a  recent  study  by 
Cahners  InStat  Group. 

Those  who  would  have  plen- 
ty of  choices.  About  500  asps 
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offer  online  access  to  programs  that 
can  do  almost  any  computing  chore, 
from  spreadsheets  to  sales-force  au- 
tomation to  setting  up  e-commerce 
sites.  More  than  100  specifically  target 
small  business;  there  are  even  niche 
asps  that  cater  to  accounting  firms  and 
dentists.  All  insist  they  can  cut  both 
costs  and  time  spent  on  technology. 

Most  companies  spurn 
ASPs  because  they  find 
off-the-shelf  programs 
work  just  fine 

But  the  cure  may 
be  worse  than  the 
disease.  A  survey  by 
InfoTech,  a  Phillips 
Group  research  firm 
in  Parsippany,  N.J., 
found  that  satisfac- 
tion with  off-the- 
shelf  programs    is 
the  most  frequently 
cited  reason  for  not 
using  an  asp.  "Does 
it  make  sense  to  out- 
source a  stapler?"  asks 
Ronald     Schmelzer     of 
^  ChannelWave  Software,  a 

:^  Cambridge  (Mass.)  company 
that  creates  Web  software  to  linlc 
companies  and  vendors.  The  result  of 
this  skepticism:  Cahners  expects  fewer 
than  3,000  small  businesses  to  use  an 
ASP  this  year,  spending  a  paltry  $7 
million. 

The  original  asps  were  anything  but 
the  equivalent  of  staplers.  "The  offer- 
ings that  burst  onto  the  scene  two 
years  ago  were  mostly  huge,  custom- 
built  programs  for  corporate  back-of- 
fice operations,  poorly  rewritten  to 
run  over  the  Web.  They  included  cor- 
porate enterprise-resource  management 
and  customer-relationship  management 
softw^are. 

While  their  marketing  extolled  the 
benefits  of  monthly  payments,  auto- 
matic upgrades,  no  licensing  fees,  and 
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fewer  technical  staff,  these  programs 
were  hardly  plug-and-play.  Imple- 
mentation could  take  weeks  or 
months.  The  programs  were  hard  to 
run,  often  impossible  to  customize, 
and  vexing  to  learn.  "The  problem 
was  outsourced  but  not  solved,"  says 

New  ASPs  claim  to 
cater  to  small  business. 
But  they  require  pricey 
broadband  Net  access 


Jolm  Dillon,  ceo  of  salesforce.com,  a 
San  Francisco  startup  that  offers  online 
services  for  salespeople.  "Putting  lip- 
stick on  a  pig  doesn't  necessarily  make 
it  any  more  attractive." 

A  new  generation  of  asps  claims 
their  programs  are  designed  for 
small  companies  and  run  effi- 
ciently on  the  Net.  Even  so, 
unless  you  have  broadband  In- 
ternet access,  don't  consider  an 
ASP.  And  if  you  get  broadband 
to  support  an  asp,  remember 
to  add  it  to  the  cost.  A  super- 
fast  Tl  line,  available  any- 
where, runs  from  $700  to 
$2,000  a  month,  depending 
on  the  quality  of  the  connec- 
tion. A  slower  digital-subscriber 
line  (dsl)  for  business — where 
it's  available — will  chew  up 
about  $500  a  month.  And 
what  happens  when  the  line 
goes  down?  You're  cooked.  "I 
advise  against  asps  for  any  ap- 
plication you  can't  live  without 
for  a  few  hours,"  says  Ben 
Reytblat,  president  of  Quadrix 
Solutions  Inc.  in  Piscataway, 
N.J.,  a  Web-hosting  company 
whose  clients  include  small- 
business  asps. 

Then  there's  the  nagging 
question  of  data  security.  An 
ASP  that  assures  heavy-duty  en- 
cryption or  a  virtual  private 
network — wherein  your  com 
puter  and  the  asp  communicaic 
using  an  agreed-upon  encryp- 
tion scheme — is  a  must  for 
any  company  that  puts  its 
data  on  an  asp's  server. 

But  hacker  attacks  aren't 
the  only  nasty  possibility. 
Some  asps  use  "shared 
servers."  Yoiu-  list  of  key  cus 
tomers   or   salaries   could    bt 


dumped  into  a  database  containing  the 
same  information  from  50  competi- 
tors renting  the  same  program.  With  a 
little  skill,  someone  could  gain  access 
to  it.  "It's  not  those  Jolt-drinking,  late- 
night  vigilantes  that  should  frighten 
an  ASP  customer,  but  the  customer's 
next-door  neighbors  on  the  asp's  serv- 
er," says  ChannelWave's  Schmelzer. 

Possibly  the  biggest  worry  is  putting 
part  of  your  business  in  the  hands  of 
an  unproven  startup.  Most  industry 
watchers  foresee  a  massive  shakeout 
and  consohdation.  Gartner  Group  Inc., 
for  one,  predicts  that  by  the  end  of 
next  year,  60%  of  asps  will  be  history. 
And  if  yours  goes  belly-up,  you  could 
too.  "Can  you  walk  into  your  asp,  pick 
up  the  equipment,  and  carry  it  out  of 
the  building  without  getting  arrest- 
ed?" asks  Kirby  Wadsworth,  vice-pres- 
ident of  Storability,  a  Southborough 
(Mass.)  company  that  provides  data- 


Safety  First 

BEFORE  YOU  SIGN  UP  WITH  AN  APPLICATION  SERVICE 
PROVIDER.  BE  PREPARED  TO  ASK  PLENTY  OF  QUESTIONS. 

«'  MANAGEMENT  What's  the  track  record  of  the 
ASP's  owner?  Who  are  its  partners? 

*>  HARDWARE  Is  your  data  stored  on  a  secure, 
dedicated  server,  or  is  it  shared  by  other 
customers? 

♦  SECURITY  How  does  the  ASP  ensure  the  security 
of  your  data— both  physically  and  from  hackers? 

♦  RELIABILITY  What  does  the  ASP  do  to  prevent 
downtime?  Does  it  use  redundant  devices  and 
systems? 

♦  QUALITY  ASSURANCE  Does  the  ASP  test  for 
compatibility  and  disaster  recovery?  How  often? 

♦  CUSTOMER  SERVICE  Does  the  ASP  provide  contin- 
uous training  and  a  high  level  of  technical  support? 

♦  RESOURCE  INVESTMENT  Will  the  ASP  continue 
to  upgrade  its  systems  and  its  own  employee 
training? 


♦  SCALABILITY  Can  the  ASP  keep  up  as  your 
company  grows,  by  adding  new  capabilities? 

lackup  services.  "If  not,  kiss 
your  data  goodbye.  The  only 
thing  between  you  and  a 
data  disaster  is  control." 

So,  is  ASP  teclinology  doa? 
Probably  not.  Market  ana- 
lysts are  convinced  that  the 
present  turmoil  is  nothing 
more  than  industry  growing 
pains.  Yankee  Group  expects 
spending  by  small  business  on 
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hosted  applications  to  soar  to  $1  bil- 
lion by  2004.  A  much  more  bullish 
InStat  pegs  spending  at  a  staggering 
$7  biUion. 

Widespread  adoption  of  asps  will 
depend  on  several  things.  The  first  is 
low-cost,  accessible  broadband.  The 
second:  software  designed  to  run 
smoothly  over  the  Web — something 
major  companies  such  as  Sun  Mi- 
crosystems, Cisco  Systems,  Oracle,  ibm, 
and  Microsoft  are  pursuing.  Indeed, 
as  common  applications  are  made 
Web-compatible,  some  analysts  envi- 
sion small  companies  renting  a  small 
but  costly  program,  such  as  Quark- 
XPress, for  a  day  or  a  month  from  an 
online  business-services  store.  (Mi- 
crosoft recently  began  licensing  its 
programs  for  distribution  by  asps.) 
Small  businesses  told  InStat  that  they 
would  pay  a  maximum  monthly  fee 
of  $35  per  user  to  access  applications 
they  now  own  but  use  only 
occasionally. 

Meanwhile,  companies  that 
did  create  applications  for  the 
Web  are  distancing  themselves 
—  from  their  kin  with  a  new 
moniker,  asps  now  calling 
themselves  iBSs  (Internet  busi- 
ness services)  include  Em- 
ployease  for  human  resources, 
Managemark  for  expense  re- 
porting, Intacct  for  account- 
ing, and  salesforce.com  for 
customer-relationship  manage- 
ment. "They're  starting  with  a 
clean  sheet  of  paper,"  says 
John  Menkart,  vice-president 
of  WEGO,  a  hosted-portal  serv- 
ice for  ASPS  in  Redwood  City, 
Calif 

Web-ready  or  not,  the  new- 
ly anointed  iBSs  haven't  stood 
the  test  of  time,  either.  So  if 
you  decide  to  take  the  plunge, 
ask  hard  questions  about  secu- 
rity,  data  backups,  data  owner- 
ship, reliability,  and  business 
stability.    Negotiate    a    tough 
service-level      agreement — 
preferably  one  witli  a  short  du- 
ration. And  have  a  disaster-recovery 
plan  in  place  from  the  outset.  Wliile  an 
ASP  might  be  your  company's  savior,  it 
might  also  be  a  similarly  named  ser- 
pent— the    one    whose    bile    did    in 
Cleopatra. 

-ALAN   HALL 
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For  more  advice  on  dealing 
with  ASPs,  click  Online  Extras  at 
frontier.businessweek.com 
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Jiearing  the  phrase 

''essential  resource" 

makes  most  people  think  of  water. 


We  think  of  printers. 
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Color  printers  to  be  exact.  Clecirly  we're  obsessive,  but  consider  tlie 
upside.  Who  better  to  buy  a  printer  from  than  a  fanatic. 

Case  in  point:  the  magicolor'"  2200  desktop  color  laser  printer.  It 
combines  color  and  monochrome  printing  in  one  printer,  so  you  no 
longer  need  to  buy  a  monochrome  printer  and  an  Inkjet  for  color.  Plus 
it's  fast.  The  2200  can  print  up  to  20  ppm  in  monochrome  or  up  to 
5  ppm  in  color.  We  even  offer  standard  network  interface  for  group 
printing— an  extra  cost  with  HP* — because  we're  not  only  obsessive, 
we're  nice  too. 

So  whether  you  consider  printers  to  be  the  center  of  your  universe  or  just 
an  indispensable  tool,  you'll  find  MINOLTA-QMS  printers  provide  all  the 
essentials  of  imaging.  For  more  information  about  the  complete  line  of 
MINOLTA-QMS  color,  laser  and  monochrome  printers,  call  1-800-49COLOR 
or  visit  us  at:  www.minolta-qms.com 


The  essentials  of  imaging 


^  5000  MINOITAOMS.  Inc.  All  rights  rpsprved.  Thp  MINOITAQMS  logo,  rnagicolor,  and  Crown  aie  traclemaths 
r  ir|i|bicr<:(l  ir.Kl<;(n.irl(s  of  MINOLTAQMS.  Inc.  Minoll.i  Co..  Lul..  Osaka.  Japan.  All  olhcr  Iruilcniarks  aro 
10  piopeny  ot  Iheir  respective  owners.  •Comparing  rnagicolor  2200  color  laser  to  HP  color  LaserJet  4550. 
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Iby  Alison  Stein  Wellner   WHAT  IF  yOU  COUld  predict 

Itoday  which  industries  are  fated  to  flourish 
lor  fail  in  the  21st  century?  What  if,  a  decade 
pastp  you  could  have  imagined  the  impact 
\  of  the  Internet?  And  what  if,  five  years  ago, 
you  had  foreseen  today's  supertight  labor 
market  or  soaring  health-care  costs?  Then 
maybe  you  could  hang  out  your  shingle  as  a 
futurist  and  charge  corporate  clients  or  the 
Ifederal  government  big  bucks  to  help  them 
iprepare  for  the  vagaries  that  lie  ahead. 


fronf/er  looks 
to  the  future 

Meet  the 

Prognosticators 

F.28 

Pocketbook 
Projections 
F.31 

What's  Ahead 
In  Wireless 
R3^ 


What's  Ahead 
In  Technology 

You  might  find  some  of  these 

recent    predictions    from    the 
George  Washington   University 
Forecast  of  Emerging  Tech-    • 
nologies  a  bit  far-fetched.        t 
Then  again,  you  might  see 
a  future  market  for  your 
company.  Tours  to  Mars,  anyone? 


2005       zofflHpos      2008 


Fuel-cell  cars  enter 
the  market 


Virtual  assistants 
become  common 


Genetically  modified 
food  widely  accepted 


The  World  Future  Society,  a  professional  organiza- 
tion in  Bethesda,  Md.,  with  more  than  30,000 
members  and  100  local  chapters,  lists  more  than 
1,400  future  consultancies  in  its  miilennium-edition 
directory — and  it's  safe  to  say  you  won't  find  a 
psychic,  astrologer,  or  tarot  card  reader  among 
them.  These  professional  consultants  use  the  re- 
search techniques  of  social  scientists  and  journalists, 
chew  on  the  grist  of  popular  culture,  and  tap  their 
own  fertile  imaginations  to  analyze  present  and 
past  conditions  and  imagine  what  the  future  may 
hold.  Futurists  have  predicted  everything  from  the 
popularity  of  beepers  among  teenagers  to  the  boom 
in  fish  farming  to  the  success  of  suvs  and  the  rise  of 
Martha  Stewart. 

How  can  futurists  claim  to  know  what's  ahead? 
For  one  thing,  they  delight  in  the  information 


overload  that  everyone  else  scrambles  to  avoid. 
They  scan  hundreds  of  publications  ranging  from 
the  general  to  the  obscure,  pick  up  on  common 
themes  and  trends  to  help  them  speculate  about 
the  future,  and  develop  strategic  plans  in 
response. 

For  example,  in  1997,  Kay  Johnson,  a  futurist 
in  Winston  Salem,  N.C.,  was  tapped  to  lead  her 
community's  economic  planning  effort.  The  goal 
was  to  turn  the  city  into  a  biotech  capital,  and  to 
ready  it  for  the  New  Economy.  Her  strategy:  She 
launched  a  wide-scale  investigation  into  the  trends 
that  would  make  a  difference  in  the  city,  includ- 
ing health  care,  demography,  legal  changes,  po- 
litical shifts,  cultural  trends,  and  changes  in  the 
local  environment.  With  this  nuanced  look  at  the 
present,  the  city  realized  that  technology  was  go- 


Tea  Leaves,  Entrails,  and  Crystal  Balls 


Futurists  have  developed  hundreds  of 
analytical  tools  and  exercises  to  help 
assess  trends  that  could  affect  their 
clients'  businesses  in  the  future.  Here 
are  some  of  the  most  popular  tech- 
niques that  might  help  your  compa- 
ny's strategic  planning. 


DELPHI  INTERVrEWS 

Develop  a  list  of  questions  you' 
like  answered  about  the  future 
and  track  down  the  best  experts 
to  address  each  one.  Then  inter- 
view     your   modern-day   oracle 
When  you  get  through  one  round 
interviews,  take  your  first  set  of  co 
ments  and  go  back  to  those  sa 
experts  and  ask  them  to  respond 
each  other's  comments.  That  may 
spark  a  whole  set  of  new  con- 
nections and  ideas. 


IMPACT  WHEEL 

Put  a  big  sheet  of  paper  on  the  wall. 
In  the  middle,  write  down  an  idea  or 
trend,  or  a  particular  decision  you 
need  to  make.  Then  think  about  pos- 
sible implications  and  list  five  to  sev- 
en of  these  "impacts"  as  spokes  off 
the  center  of  your  diagram.  Say  you're 
considering  whether  to  drop  a  particu- 
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lar  client.  The  effects  of  that  decision 
may  include  a  loss  of  income  and  a 
decline  in  your  company's  prestige. 
But  it  may  also  include  more  free  time 
to  attend  to  more  lucrative  accounts. 


Then  you  take  your  first  list  of  "im- 
pacts" and  track  the  ripple  effects  for 
each  one.  For  instance,  if  you  have 
more  time  to  spend  with  another 
client,  what  effect  might  that  have  on 
your  bottom  line? 

ENVIRONMENTAL  SCANNING 

.A  To  find  trends,  decide  on  a 

'S^'0^y    question  you'd  like  answered 
•^s  -s^   about  the  future.  Identify  and 
'.^TW'k     list    the    publications    that 
might    carry   anything    that 
even  vaguely  affects  your  question. 
More  obscure  publications  may  provide 
earlier  leads.    Then  have  someone  in 
your  company  scan  those  publica- 
tions for  such  "hits"  on  a  regular 
basis  and  file  the  clips  to  track 
the  trends  they  suggest. 

SCENARIO  DEVELOPMENT 

Now  take  the  trends  found  from  envi- 
ronmental scanning  and  use  them  to 
spin  alternative  scenarios  about  the 
future:  a  best-case  outcome,  a  worst- 
case,  status  quo,  and  a  wild-card 
scenario  where  nothing  turns  out  as 
predicted.  Now  speculate  what  each 
outcome  might  mean  for  the  future  of 
your  business. 


OECl  MBI  l<  '1.  ^^000 


2010 


mart  Robots  in 
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designed 
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Average  lifespan 
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Humans  travel  to 
nearby  star  system 


ing  to  be  key  to  the  city's  future  success.  To- 
day, thanks  to  the  scenario  that  Johnson  helped  to 
create,  the  whole  city  is  being  wired  with  fiber- 
optic cable,  and  it  has  established  a  biotech 
center. 

Pricey.  Governments  may  have  the  resources  to 
bring  in  futurists,  but  for  most  small  businesses  it's 
an  unaffordable  luxury.  (Fees  can  range  as  high  as 
$30,000  a  day.)  So,  frontier  invited  seven  futur- 
ists, all  small-business  owners  themselves,  to  iden- 
tify the  trends  they  think  will  most  affect  small 
companies  in  the  next  decade — and  beyond.  After 
compiling  their  nominations,  we  chose  trends 
with  the  most  consensus. 

Sometimes  futurists'  predictions  may  seem  im- 
practical and  even  a  bit  wacky,  as  in  the  case  of 
George  Washington  University's  ongoing  sur 
vey  about  future  technology  trends.   But 
most   of  the   predictions    that    futurists 
churn  out  are  far  tamer.  "If  you  forecast 
something  that's  way  off  the  radar  screen, 
you'll  be  dismissed  as  a  lunatic,"  ac- 
knowledges Gio  Gutierrez,  a  futurist  at      '^/-.-^Mii- 
the  Institute  for  Alternative  Futures,  a  think        ^AS\ 
tank  started  by  Alvin  Toffler,  author  of  Future 
Shock.  "It's  often  safer  to  say  things  that  are  mid- 
dle-of-the-road." 

Nor  is  future  vision  always  20/20.  Bad  Predictions, 
by  Laura  Lee  (Elsewhere  Press  2000,  $15.95),  of- 
fers nearly  300  pages  crammed  with  predictions 
gone  wrong:  the  end  of  paper  by  2000;  the  end 
of  credit  cards  by  1990.  Did  you  know  that  nu- 
clear-powered vacuum  cleaners  were  supposed  to 
be  in  stores  by  1965?  It's  true,  says  Stephan  E. 
Roulac,  futurist  and  president  of  the  Roulac  Group 
Inc.,  that  even  with  the  best  intentions,  futurists  do 
make  their  share  of  bad  forecasts,  particularly 
when  they're  blinded  by  their  own  optimism. 
Roulac  says  he  "flirted  with  Pollyanna"  when  he 
predicted  the  birth  of  a  new  ethical  era  for  the  real 
estate  securities  industry  just  a  few  years  before  the 
savings  and  loan  debacle. 

So  what  do  these  small-business  owners/futur- 
ists see  ahead  for  entrepreneurs  when  they  peek 
into  2001  and  beyond?  Some  real  challenges  and 
some  nasty  pitfalls.  The  good  news:  Thanks  to 
their  agility,  small  businesses  will  be  better  posi- 
tioned than  anyone  else  to  handle  the  changes 
to  come,  says  Peter  Bishop,  head  of  the  future 
studies  program  at  Texas's  University  of  Hous- 
ton at  Clear  Lake. 


PREDICTION     #1 

"labor 

FORECAST:  If  you're  waiting  for  a  rising  unem- 
ployment rate  to  ease  your  labor  woes,  you'll  be 
waiting  a  long  time.  Assuming  that  the  economy 
doesn't  take  a  nosedive,  you've  got  at  least  eight 
more  years  of  a  tight  labor  supply,  predicts  Roger  E. 
Herman,  a  futurist  who  looks  at  the  workplace. 
And  don't  get  your  hopes  up  too  high  after  that, 
cautions  Edie  Weiner,  president  of  Weiner,  Edrich, 
Brown  Inc.  in  Manhattan.  Entry-level  talent  wLU  be- 
come more  plentiful  in  the  next  few  years  with 
the  maturing  of  Generation  Y,  but  die  shortage  of 
senior  managers  won't  let  up  for  years.  There  are  76 
million  baby  boomers  moving  through  the  la- 
bor market,  but  only  44  million  Gen-Xers, 
the  first  of  whom  will  turn  40  in  2004. 
IMPLICATIONS:  Recruitment  and  retention  ef- 
forts will  become  more  important  than  ever, 
particularly  with  senior  managers.  "If  you 
don't  have  a  stable  workforce,  you  are  at  a 
competitive  disadvantage,"  warns  Herman. 
You  might  take  some  comfort  in  the  fact  that 
your  rivals  will  be  just  as  hard-pressed,  although 
that  means  they'll  be  gunning  for  your  employees. 
You'll  want  to  keep  your  successful  strategies  close  to 
the  vest.  Your  rivals  certainly  will. 

PREDICTION      #2 

REAL  estate" 

FORECAST:  Small  companies  will  relocate  in  record 
numbers  during  the  next  decade,  as  they  get 
squeezed  by  two  powerful  forces — a  tight  labor 
market  and  rising  rents,  according  to  real  estate  fu- 
turist Roulac.  Employees  in  their  twenties  and  thir- 
ties, who  will  be  in  short  supply  over  the  next  five 
years,  move  around  at  twice  tlie  rate  of  older  people. 
To  attract  these  mobUe  workers,  small  companies 
will  be  forced  to  create  strong  images  for  them- 
selves and  spend  more  time  and  money  marketing 
themselves.  The  right  location  will  be  crucial,  says 
Roulac,  who  conducts  an  analysis  he  calls  a 
"geostrategy"  of  cultural,  economic,  and  other  fac- 
tors that  help  companies  determine  the  best  locale 
for  their  business. 

IMPLICATIONS:  You'll  want  to  choose  the  kind  of 
hometown  base  your  target  employees  want,  one 
with  a  high  quality  of  life,  strong  education,  pubUc 
transportation,  and  recreation  and  entertainment 
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amenities.  "If  you're  not  in  a  place  where  people 
choose  to  be,  you  may  not  be  able  to  attract  em- 
ployees," says  Roulac.  As  more  companies  seek 
new  homes  and  demand  keeps  pushing  commercial 
rents  skyward,  more  companies  will  seek  to  buy 
their  own  office  space.  Alternatively,  they  will  scale 
down  their  cvurent  space  and  move  some  employ- 
ees to  less  expensive  outlying  areas  accessible  by 
public  transportation,  says  Christopher  Ireland,  ceo 
of  Cheskin  Research,  a  Redwood  Shores  (Calif.) 
forecasting  fu-m.  (In  fact,  she  did  just  that  with 
her  own  company  earlier  this  year.)   That 
means  small  companies  may  lose  the  classic 
advantage  of  having  a  flexible,   cohesive 
workforce  all  under  one  roof.  They  will  in- 
creasingly be  faced  with  managing  employees 

in  multiple  locations.  That  will  require  more  

logistical  coordination  and  technology,  so  that        ^AS* 
everyone  will  stay  on  the  same  page.  Ireland  says 
she  now  manages  employees  at  five  different  loca- 
tions, making  commtmications  and  office  culture  is- 
sues more  important  than  ever. 

PREDICTION      #3 

CUSTOMER  RELATIONS 

FORECAST:  The  current  pace  of  corporate  mergers 
and  acquisitions  will  continue  over  the  coming 
decade.  So  small  businesses  are  in  for  a  rough  ride  as 
their  trusty  major  accounts  vanish,  predicts  Jennifer 
Jarratt,  futurist  at  Coates  &  Jarratt  Inc.,  based  in 
Washington,  D.  C.  A  total  of  $520  billion  in  domes- 
tic mergers  and  acquisitions  was  announced  in  the 
third  quarter  of  2000  alone.  That's  the  third-highest 
transaction  volume  in  history,  according  to  Mergers  & 
Acquisitions  Report.  "You  just  don't  have  the  continuity 
that  you  had  several  years  ago,"  says  Weiner. 
IMPLICATIONS:  To  cope  with  customer  chum,  more 
small  companies  wiU  be 
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Small  companies  will 
relocate  in  droves, 
squeezed  by  rising 
rents  and  tight  labor 


forced  to  step  up  their 
marketing  and  rethink 
their  business  strategies. 
Rather  than  focus  so 
heavily  on  big  corporate 
clients,  they  will  pursue 
more  stable  small-  to 
midsize  ones,  predicts 
Jarratt.  Companies  will 
also  attempt  to  cope  by  narrowing  their  focus  to 
serve  a  more  select  group  of  customers  and  give 
them  superior  service.  That  strategy  could  poten- 
tially help  small  businesses  retain  their  clients  that 
merge  or  are  acquired. 

While  some  small  companies  widi  desirable  busi- 
nesses will  undoubtedly  get  gobbled  up  as  mergers 
escalate,  Weiner  doesn't  foresee  a  future  without 
small  business.  To  the  contrary,  as  giant  mergers 
take  place,  big  corporations  will  abandon  some 
market  niches,  leaving  new  opportunities  for  small- 
er businesses,  she  says.  "As  merged  companies  try 
to  find  efficiencies  they  create  demand  for  out- 
sourcing, which  spurs  growth  in  medium  and 
smaller  businesses,"  says  Weiner. 


Principal,  Weiner,  Edricli,  Brown  Inc., 
New  York 

SPECIALTY:  Social,  economic,  political, 
technological  trends  forecasting. 
FAVORITE  TOOL:  Scanning  a  broad  range 
of  publications,  looking  for  "the  seeds"  of 
change. 

GOOD  CALL:  In  the  early  1970s,  predicted 

the  shift  to  a  "more  fluid,  knowledge-based 

economy." 

BAD  CALL:  In  the  early  1970s,  forecasted  that  by 

2000,  at  least  10%  of  the  Fortune  1000  would  have 

women  CEOs. 

Jennifer  Jarratt 

Senior  Vice-President,  Coates  &  Jarratt  inc., 
Wasliingtoh,  D.C. 
SPECIALTY;        Human 
resources,  the  future  of 
work. 

FAVORITE  TOOL:  Using 
"scenario  building"  to 
create  various  visions  of 
the  future. 

GOOD  CALL:  In  the  late 
19805,  pre-lnternet,  pre- 
dicted that  electronic  com- 
munications would  domi- 
nate most  organizations. 
BAD  CALL:  In  1985,  fore- 
casted that  people  would 
acquire  rights  to  a  partic- 
ular job  and  be  able  to 
pass  them  down  like 
property  to  their  children 
or  sell  them. 
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JARRATT 


Vice-President,  Technology  Futures  Inc., 

Austin,  Tex. 

SPECIALTY:  Technology. 

FAVORITE  TOOL:  A  "care-about"  analysis  to 

understand  what  particular  concerns  people  have 

about  a  new  technology. 

GOOD  CALL:  Over  a  decade  ago,  predicted  that 

telephone  networks  would  convert  to  digital 

switching.  Conventional  wisdom  held  that  only 

20%  would  be  digital.  To  the  contrary,  it's  all 

digital  now. 

BAD  CALL:  "I  thought  wed  be  more  aggressive  in 

space  exploration.  I  thought  we  would  have  more 

missions  back  to  the  moon  by  now.  more 

missions  going  toward  Mars." 
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Kay  Johnson 


JOHNSON 


IRELAND 


Principal,  Johnson-West  Associates  Inc., 
Winston-Salenn,  N.  C. 
SPECIALTY:  Strategic  planning. 

FAVORITE  TOOL:  Organizational  cultural  analysis, 
which  asks  where  an  organization  is  now  and  where  it 
wants  to  go.  By  conducting  interviews,  focus  groups, 
and  written  surveys,  she  analyzes  how  people  are 
affected  by  change. 

GOOD  CALL:  When  Jack  Canfield's  best-seller  Chicken 
Soup  for  the  Soul  was  first  rejected  by  publishers, 
Johnson  told  him  to  persist.  She  predicted  the  book 
would  be  a  hit  and  "make  a  million  dollars." 
BAD  CALL:  Forecasted  the  success  of  a  physi- 
cian's practice  that  wound  up  failing  because  of 
personality  conflicts.  "The  numbers  worked;  the 
two  leaders  didn't." 


Roger  E.  Herman 

CEO,  Herman  Group,  Greensboro,  N.  C. 

SPECIALTY:  The  future  of  the  workforce. 

FAVORITE  TOOL:  Talking  with  people  who  are  in 

the  trenches. 

GOOD  CALL:  In  1989,  during  high  unemployment, 

predicted  the  mid-'90slaborcrunch. 

BAD  CALL:  "We  said  that  other  countries  would 

be  facing  the  same  kind  of  labor  turnover  as  in 

the  U.S.,  but  it  didn't  come  as  quickly  as  we 

expected.  Our  timing  was  a  bit  off  on  that  one." 


Stephan  E.  Roulac 


President,  Roulac  Group  Inc.,  San  Rafael,  Calif. 

SPECIALTY:  Real  estate. 

FAVORITE  TOOL:   Meditation,   as  a   way  to   combat 

information  overload  and  think  creatively  about  a  topic. 

GOOD  CALL:  In  1994,  predicted  Northern  California  would 

be  at  the  epicenter  of  the  New  Economy. 

BAD  CALL:  In  the  mid-1980s,  predicted  that  over  the  next 

two  decades,  pension  funds  would  invest  heavily  in  the  real 

estate  market.  It  didn't  happen,  he  says,  as  more  appealing 

investment  vehicles  became  available. 

Christopher  Ireland 

CEO,  Cheskin  Research,  Redwood  Shores,  Calif. 
SPECIALTY:  Consumer  behavior,  particularly  when  it 
involves  new  technology. 

FAVORITE  TOOLS:  A  combination  of  observation,  in-depth  in- 
terviews, and  advanced  statistical  analyses. 
GOOD  CALL:  In  1994,  forecasted  that  the  Web  would  be  as 
important  as  electricity  and  women  would  eventually  be 
the  heaviest  users. 

BAD  CALL:  In  1998,  forecasted  that  Al  Gore  would  win  the 
Presidency  by  a  large  margin. 
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PBEDICTIDN     #4 

WEALTH 
TRANSACTIONS 

FORECAST:  In  what  is  expected  to  be  one  of  the 
largest  wealth  transfers  in  history,  baby  boomers 
will  inherit  thousands  of  family  businesses  and  bil- 
lions of  dollars  from  tlieir  parents  over  the  next  two 
decades,  says  futurist  Johnson. 
IMPLICATIONS:  Some  small  businesses  will  profit 
from  an  infusion  of  new  blood  and  leadership 
that  will  help  them  grow.  Others  will  be  acquired, 
leaving  heirs  with  money  to  invest  in  other  ven- 
tures. Baby  boomers,  who  will  begin  to  face  age 
discrimination  in  the  workplace,  will  also  use  their 
inheritances  to  start  new  businesses  or  buy  existing 
businesses  that  are  coming  up  for  sale,  says  futur- 
ist Weiner. 

As  small-business  growth  is  spurred,  business 
consulting  opportunities  will  abound  to  provide 
these  newly  minted  entrepreneurs  with  everything 
from  succession  planning  to  financial  services,  says 
Weiner.  For  example,  Weiner  has  studied  the  trend 
and  sees  a  future  for  her  owti  company.  She  says 
she  is  already  planning  to  expand  her  future  con- 
sulting services  to  serve  more  small  companies. 
Other  businesses  may  want  to  consider  a  similar 
move.  A  five-year  projection  done  in  1997  by 
Arthur  Andersen/Mass  Mutual  found  that  28%  of 
small  family-owned  businesses  expected  their  own- 
ers to  retire  by  2002.  An  additional  14%  said  their 
CEO  would  retire  in  that  period. 


Resources  for  Aspiring  Futurists 


THE  WORLD  FUTURE  SOCIETY 

publishes   THE  FUTURIST,  a 

bimonthly  magazine  that  cov- 
ers forecasts,  trends,  and  the 
latest  thinking  about  the  fu- 
ture, and  FUTURES  SURVEY, 
which  abstracts  the  latest 
studies  on  the  future.  Both 
publications  come  with  a  $39 
membership  in  the  organization. 
The  Web  site  (www.wfs.org)  also 
offers  a  directory  to  futurist 
consultants. 

GEORGE  WASHINGTON  UNI- 
VERSITY'S TECH  FORECAST 
PAGE  (www.gwforecast.gwu.edu) 
has  far-reaching  tech  predic- 
tions and  a  carefully  selected 
list  of  links  to  futures-focused 
Web  sites. 

THE  VISIONARY'S  HANDBOOK, 

Nine  Paradoxes  that  Will 
Shape  the  Future  of  Your 
Business,   by  Watts  Wacker 


(HarperBusiness,  2000,  $26). 
"Does  a  good  job  of  connecting 
the  future  with  the  past  and 
providing  a  context  for  fore- 
casts," says  futurist  Gio  Gutier- 
rez at  the  Institute  of  Alterna- 
tive Futures  in  Washington. 

A  SUMMER  RESIDENTIAL 
PROGRAM  IN  FUTURES  STUD- 
IES is  offered  at  the  University 
of  Houston  at  Clear  Lake.  The 
three-week  course  costs  $3,000 
and  is  led  by  Peter  Bishop,  PhD, 
whose  credits  include  work  for 
NASA.  Navigate  to  wvwv.cl.uh. 
edu/futureweb,  or  call  281  283- 
3396. 

THE  ART  OF  THE  LONG  VIEW. 

by  Peter  Schwartz  (Doubleday, 
1996,  $16.95).  Walks  readers 
through  trend  tracking  and 
scenario  development.  For 
good  measure,  he  ventures  a 
few  visions  of  life  in  2005. 


TECHNOLOGY 

FORECAST:  The  next  50  years  will  see  the  evolution 
of  what  David  Smith  of  Technology  Futures  Inc. 
calls  the  Age  of  Bio.  Biological  science  will  be  ap- 
plied to  manufacturing,  information  processing, 
and  other  fields.  As  computing  power  surpasses 
the  abilities  of  the  human  mind  by  2040,  artificial 
intelligence  will  become  a  reality. 
IMPLICATIONS:  The  field  of  "bioinformatics"  will 
explode.  Someday,  you  may  trade  in  your  comput- 
er monitor  for  a  "retinal  display"  or  use  a  dna  com- 
puter. "Instead  of  having  to  dig  in  the  ground  for 
specialty  chemicals,  we'll  be  able  to  grow  them," 
says  Smith.  These  changes  will  breed  new  business 
opportunities. 

AU  tills  new  teclinology  will  require  more  energy 
resources.  But  rising  prices  for  oil  and  diminishing  nat- 
ural resources  will  trigger  the  growth  of  so-called 
green  industries  tliat  use  alternative  energy,  says  Jarratt. 

Running  your  business  could  get  easier,  too.  Ar- 
tificial intelligence  might  let  you  turn  over  to  com- 
puters an  ever-growing  array  of  tasks,  says  Smith. 
But  since  computers  still  don't  have  feelings,  more 
consultants  will  be  needed  to  handle  the  human  is- 
sues that  arise  in  the  workplace. 

One  of  those  issues,  of  course,  is  change,  which 
often  inspires  fear.  But  Jarratt  sees  change  as  an 
opportunity  for  small  companies  with  the  right  al- 
titude— those  seeking  to  "fmd  the  customer  that  we 
haven't  yet  met."  That's  certainly  brave  talk.  If  only 
the  rest  of  us  could  be  so  sure. 
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For  more  about  futurists  and  their 
predictions,  click  Online  Extras  at 
frontier.businessweek.com 
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Far-out  forecasts  might  help  long- 
range  strategic  planning,  but  what  will 
your  bottom  line  look  like  in  2001? 
Here's  what  the  experts  have  to  say 
about  the  coming  year. 

Health  Insurance 

"Get  ready  to  dig  deeper  into  your 
pocket,"  says  Paul  Fronstin,  an  ana- 
lyst at  the  Employee  Benefits  Research 
Institute.  The  cost  of  providing  health 
coverage  for  employees  will  continue 
its  upward  trend,  thanks  to  high  de- 
mand, consolidation  of  insurers,  and 
skyrocketing  prescription  drug  costs. 
In  2000,  small-company  costs  rose 
10.3%,  vs.  7%  hikes  in  1999,  according 
to  the  Kaiser  Family  Foundation.  Ex- 
pect more  double-digit  increases 
in  2001.  Given  the  difficulty  re- 
cruiting employees,  you'll  proba- 
bly pay  up. 

Taxes 

Don't  hold  your  breath  waiting  for 
big  changes  next  year  in  the  tax 
code  on  such  thorny  issues  as  es- 
tate taxes  or  pension  fund  contribu 
tion  limits  (page  F.U).  Typically,  a 
post-Presidential-election  year  sees  few 
major  new  initiatives  pass,  says  Bill 
Balhoff,  of  the  the  American  Institute  of 
Certified  Public  Accountants.  But  one 
rule  change  kicks  in  next  year  that  af- 
fects companies  with  under  $1  million 
in  revenues  that  carry  inventory.  You 
can  now  use  cash-based  accounting 
instead  of  accrual  accounting,  which 
means  you'll  only  have  to  pay  taxes  on 
income  once  you  actually  receive  it,  in- 
stead of  when  you  send  the  bill. 


Iiabor  Costs 


Only  21%  of  small  companies  plan  to 
raise  salaries  in  coming  months,  says  a 
survey  by  the  National  Federation  of 
independent  Business.  But  even  the 
nfib's  own  economist  derides  it  as 
i/vishful  thinking  amid  the  general  rise 
in  compensation.  The  top-rank  small- 
biz  executives  will  see  increases  be- 
tween 20%  and  50%,  says  Susan  Bish- 
op, CEO  of  Bishop  Partners,  a  New  York 
neadhunter.   More  bad  news:  Small 


companies  that  relied  on  equity  to  pad 
compensation  packages  will  have  to 
pony  up  real  money  instead.  "Last  year, 
everyone  demanded  equity,  and  it  nev- 
er came  through,"  she  says.  "People 
want  the  cash." 


Technology 


At  least  something's  getting  cheaper: 
Technology  costs  should  continue  to 
drop,  as  the  competitors  slug  it  out 
for  your  business  (although  your  over- 


all spending  may  rise  as  more  prod- 
ucts achieve  must-have  status).  In  par- 
ticular, expect  a  decline  in  the  price 
for  Web  site  design  and  hosting  ser- 
vices, says  Stephen  Butler,  analyst  at 
eMarketer,  a  New  York-based  market 
data  aggregator  that  analyzes  and  re- 
views data  from  all  the  top  technology 
market  research  firms. 

As  more  small  companies  start  con- 
ducting e-business,  they  will  benefit 
next  year  from  lower  broadband  prices, 
f^ore  than  one  million  small  companies 
will  have  high-speed  dsl  connections  by 
2003,  up  from  just  400,000  in  2000, 
says  Butler.  The  average  dsl  connection 
now  costs  a  small  company  about  $200 
a  month.  The  actual  price  drop  de- 
pends on  where  you  live  and  what  you 
order.  But  Bill  Staikos  at  AMi-Partners 
in  New  York  says  a  10%  to  11%  decline 
is  likely  each  year  through  2004. 


Interest  Rates 

Rates  on  small-company  loans,  up  1.5 
percentage  points  since  June,  1999, 
have  leveled  off  in  recent  months.  They 
should  remain  stable  in  2001,  projects 
James  L.  Box,  ceo  of  ebank  in  At- 
lanta, which  specializes  in  small 
business.  "The  Fed's  tightening 
moves  have  passed;  the  dam- 
age has  been  done,"  he  says. 
Mark  Zandi,  chief  economist  at  'Cn  . 
Economy.com  in  West  Chester,  /f^ 
Pa.,  adds  that  the  Fed  will  proba 
bly  lower  its  short-term  rates  by  a 
half  a  percent,  thanks  to  a  slowing 
economy.  Since  small-business  loans 
tend  to  track  Fed  benchmarks  very 
closely,  that's  good  news. 

Venture  Capital 

Should  you  forget  about  venture 
capital  next  year?  If  you're  a  dot- 
com startup,  probably  yes.  But 
if  you're  an  established  business, 
you  have  a  shot.  VC  funding  will 
level  off  next  year,  predicts  Sasha 
Telbi,  research  director  at  Venture- 
One  in  San  Francisco.  But  that's  still 
historically  very  high.  Venture  capital- 
ists were  more  cautious  during  the 
third  quarter  of  2000,  investing  $16.1 
billion,  or  6%  less  than  in  the  second 
quarter  of  the  year.  Telbi  blames  the 
decline  on  cooling  interest  in  dot-coms, 
not  a  long-term  freeze  in  vc  funds. 

Office  Rents 

Yes,  rents  will  keep  rising,  but  in  gen- 
eral you  can  expect  single-digit  in- 
creases next  year  instead  of  the  dou- 
ble-digit whoppers  of  recent  memory, 
says  fvlaria  T.  Sicola  at  Cushman  and 
Wakefield  in  New  York.  Rents  will  have 
the  steepest  increases  in  cities  with  a 
strong  tech  presence,  such  as  New 
York,  San  Francisco,  and  Boston,  be- 
cause of  continuing  high  demand.  Ex- 
pect to  pay  between  8%  and  10%  more 
in  downtown  areas  and  5%  more  in 
the  'burbs.  That's  a  big  improvement 
over  past  years,  when  some  areas 
faced  25%  rent  hikes.  Still,  Sicola  ex- 
pects many  small  companies  will  be 
forced  to  relocate  in  2001. 
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And  the  HR  guy,  and  the 
accounting  guy,  and... 


As  the  guy  running  your  small  business,  your  IT  decisions  should  make  your  many 
jobs  easier.  That's  why  choosing  new  PCs  that  are  preinstalled  with  Microsoft* 
Windows®  2000  Professional  and  Office  2000  is  the  simple  and  smart  software 
solution.  Running  the  2000  generation  of  software  from  Microsoft  ensures  your 
PCs  are  powered  by  the  most  reliable  Windows  operating  system.  And  you'll  be 
able  to  tackle  all  your  tasks  with  the  power  of  the  world's  leading  productivity 
suite— complete  with  tools*  specially  designed  to  help  smaller  companies  better 
manage  their  finances,  serve  their  customers,  and  reach  new  markets.  Choose 
Windows  2000  Professional  and  Office  2000.  It's  the  easiest  executive  decision 
you'll  ever  make. 

To  learn  more,  visit  www.microsoft.com/businessdesktop 
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INTERNET  EXECUTIVE  Bryan 
Thatcher  can  see  it  now:  It's 
2004,  and  he's  waiting  to  board 
a  plane  in  New  York.  Cupping 
his  all-in-one  personal  digital 
assistant,  he  watches  as  a 
videoconference  with  his  San 
Francisco  clients  begins.  Dis- 
creetly, he  opens  a  smaller  win- 
dow on  the  screen  and  reads  a 
translation  of  an  urgent 
-mail  his  assistant  has  just 
tfeft  him.  He's  the  ultimate  road 
warrior  with  the  ultimate  com- 
munications weapons. 

Dream  on,  Thatcher.  Right 
now,  the  ceo  of  55-employee 
Fusebox  Inc.,  a  New  York  Web- 
development  company  with  a 
projected  $6.5  million  in  rev- 
enues this  year,  carries  a  Web- 
enabled  cell  phone,  a  standard 
digital  cell  phone,  a  two-^^ 
pager,  and  a  Web-acce 
PDA.  Why  so  many  djg 
None  of  them  is  capabl 
ing  everything  Thatcher  needs 
e  best  for  e-mail, 
^  mail.  And  none 
ood  for  getting  on 
ecause  of  maddening- 
'  slow  download  speeds, 
"There's  no  convergence  yet, 
and  because  of  that  we  see 
small  businesses  acquiring 
more  than  one  device,"  says 
Delly  Tamer,  president  and  ceo 
of  LetsTalk.com,  a  Web  retailer 
of  pagers  and  cell  phones. 
^^Vhat's  worse,  incompatible 
Hmmunications  standards  mean 
BmLdeyJces  that  wof; 
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place  may  be  useless  in  another.  So  while  sub- 
scribers to  AT&T  Digital  PocketNet  service  can  read 
restaurant  reviews  and  stock  quotes  over  their  Web- 
enabled  cell  phones  in  Raleigh,  N.  C,  they're  out  of 
luck  in  Atlanta,  where  AT&T  lacks  cellular  coverage 
and  local  carriers  use  different  standards. 

In  short,  the  great  promise  of  the  wireless  revo- 
lution— seamless  Web  access  from  any  point  on 
the  globe  with  one  integrated  mobile  device — is  still 
years  way  from  reality.  Wireless  won't  even  begin 
to  get  interesting  until  the  "signpost  year"  of  2003, 
predicts  Roy  Want,  principal  engineer  at  Intel  Corp. 
research  labs,  when  more  uniform  standards  should 
make  your  various  wireless  devices  more  compati- 
ble and  functional  wherever  you  travel. 

O.K.,  so  all  your  wireless  dreams  won't  come 
true  next  year.  Still,  2001  wiU  bring  significant  in- 
novations in  products  and  services  that  could  help 


One  of  the  best  upgrades  of  2001:  You'U 
be  able  to  sync  all  your  gizmos  online 


you  and  your  employees  work  wirelessly  with 
greater  ease.  Here's  a  look  at  the  changes  that  will 
matter  most. 
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UNWIRED  WORLD: 

Thatcher  carries  a  pda, 

pager,  Web  phone,  and 

regular  cell  phone 
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HERE  COMES  BLUETOOTH 

If  you  learn  any  techno-talk  this  year,  one  term 
you  ought  to  get  cozy  with  is  an  emerging  standard 
called  "Bluetooth,"  which  proponents  say  wiU  unite 
the  telecom  and  computing  industries.  (Hence  its 
name,  after  the  Danish  king  Harald  Blatand,  or 
Bluetooth,  who  unified  Denmark  and  Norway.) 
According  to  Cahners  In-Stat  Group,  by  2005  Blue- 
tooth wireless  technology  will  be  a  built-in  fea- 
ture in  more  than  670  million  products. 

Just  beginning  to  show  up  in  the  market  now, 
Bluetooth  products,  including  printers,  PCs,  pdas, 
and  cell  phones,  are  equipped  with  microchip  re- 
ceivers that  enable  the  devices  to  communicate 
wirelessly  up  to  10  meters.  They  can  even 
operate  without  a  direct  line  of  sight, 
which  means  you  could  have  a  Bluetooth 
printer  in  one  room  printing  out  a  docu- 
ment from  a  Bluetooth  pc  in  another — a 
boon  to  growing  small  companies  that  are 
forever  reconfiguring  their  offices. 

Bluetooth  can  help  you  when  you're  out 
of  the  office,  too.  Instead  of  carrying 
around  reams  of  documents,  you'U  soon  be 
able  to  log  on  to  the  Web  with  your  cell 
phone  or  pda,  download  a  document,  and 
then  either  forward  it  to  a  nearby  Blue- 
tooth-enabled fax  machine  at  some  airport 
lounge  or  print  it  out  on  the  nearest  Blue- 
tooth printer. 

Among  those  now  building  Bluetooth- 
enabled  products  for  small  business  are 
IBM,  Epson  America,  Toshiba  America  In- 
formation Systems,  and  Hewlett-Packard. 
Epson's  new  Bluetooth  printer,  called  the 
777  Stylus  Color  Inkjet,  made  its  debut  at 
November's  COMDEX  show.  It  should  start  to 
hit  the  market  just  before  2001.  The  price 
hasn't  been  announced  yet. 

For  notebook  computers,  Bluetooth 
cards  can  be  inserted  to  make  them  com- 
patible with  other  Bluetooth  wireless  de- 
vices. For  example,  ibm  has  a  new  Blue- 
tooth card,  for  $189,  which  can  be 
inserted  into  the  side  of  an  ibm  ThinkPad 
notebook  computer.  In  2001,  ibm  also 
plans  to  offer  built-in  Bluetooth  formats 
for  WorkPad  pdas. 

IN  SYNC 

Since  you're  likely  to  be  juggling  multiple 
devices  for  some  time,  you'll  benefit  from 
wireless  synclironization  software.  Let's  say 
you  want  to  update  your  address  book  or 
your  appointment  schedule  in  your  wireless 
PDA.  You'll  be  able  to  log  on  wirelessly  to  a 
password-protected  Web  site,  where  all  yc^iur 
data  are  stored  in  the  centralized  server, 
and  put  in  the  new  info.  When  you  log  on 
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to  that  same  site  later  from  your  other  de- 
vices, such  as  your  cell  phone  or  PC,  you  can 
update  them  with  the  new  info,  too. 

In  the  first  quarter  of  2001,  fusionOne  Inc.  in 
San  Jose,  Calif,  plans  to  release  "collaborative  syn- 
chronization" software  that  will  let  a  team  of  mobile 
workers  wirelessly  and  automatically  update  shared 
documents  from  the  fusionOne  Web  site.  So  each 
time  a  worker  calls  up  the  centrally  stored  document 
from  the  road,  previous  changes  made  by  other 
team  members  are  already  noted.  Tlie  company  ex- 
pects to  launch  the  collaborative  software  on  the 
site  as  part  of  a  suite  of  subscription-only  business 
services,  which  will  cost  about  $40  to  $49  per  year. 

Another  new  synching  service  from  Los  Angeles- 
based  SDN  Online  Inc.,  due  out  early  in  2001  as  part 
of  its  ZKey  program,  will  help  mobile  employees 
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manage  travel  expenses  on  a  central  server. 
While  on  the  road,  the  employee  uses  a  PDA 
•  cell  phone  to  enter  in  the  expense  on  a 
template  form.  The  ZKey  database  keeps  a  running 
tally  of  expenses  and  can  even  alert  the  employees 
when  preset  spending  limits  are  exceeded.  ZKey 
services  will  be  free  to  business  users.  (Telecom  car- 
riers and  ISPS  are  supposed  to  pick  up  the  tab). 

WI-FI,  WHY  NOT? 

By  far  the  most  dramatic  development  for  the  mo- 
bile entrepreneur  in  2001  will  be  the  proliferation  of 
a  technology  that  has  been  trademarked  by  the  in- 
dustry as  Wi-Fi  (for  wireless  fideUty).  That's  what 
new  services  such  as  Wayport,  SoftNet,  and  Mo- 
bileStar  will  use  to  enable  you  to  step  off  a  plane 
and  immediately  hit  tlie  Web  running.  No  wires.  No 


Unplug  Your  Business    a  SampUng  of  New  wireless  Products  and  Services  for  2001 


Handspring's 
Visoriniana 


WHAT  IT  DOES: 

Dials  directly  from 
address  book.  Con- 
ducts three-way  calls. 
Syncs  with  desktop 
computer. 

AVAILABLE:  Decem- 
ber (at  www.hand- 
spring.com);  Jan.  1  in 
stores. 

PRICE:  Phone,  $299 
when  service  plan  is 
ordered.  Visor  PDAs, 
$149  and  up. 

DRAWBACKS:  A  little 
pricey  for  both  phone 
and  PDA. 


Wayport 


WHAT  IT  DOES: 

Accesses  the  Web  at 
11  megabits  per  sec- 
ond—faster than 
DSL— from  an  airport 
terminal  or  a  hotel 
lobby. 

AVAILABLE:  Now  in 

Dallas-Fort  Worth  and 
Austin  airports  and  in 
more  than  170  hotels. 

PRICE:  Free  trial  pe- 
riod ends  Dec.  31; 
starting  Jan.  1,  ten 
full-day  connections 
will  cost  $35. 
Other  plans  to  be 
announced. 

DRAWBACKS:  Access 
still  spotty  as  Wayport 
builds  out  its  network. 


SCom's  AirConnsct 
WiralBss  LAN 


WHAT  IT  DOES: 

Allows  growing  busi- 
nesses to  painlessly 
extend  their  local- 
area  network.  Rather 
than  punch  holes  in 
walls  and  run  new 
cable,  offices  add 
wireless  hubs  to  the 
existing  LAN  and  give 
AirConnect  cards  to 
new  employees. 

AVAILABLE:  Now. 

PRICE:  $1,795  for  a 
wireless  hub  and 
three  modem  cards. 

DRAWBACKS:  Re- 
quires some  technical 
knowledge  to  set  up. 


MatoTola  Accompli 
009  Personal 
Communicator 

WHAT  IT  DOES: 

Reads  WAP-enabled 
Internet  sites  on  a 
color  screen.  Sends 
e-mail  and  voice. 
Synchronizes  with 
desktop  personal-in- 
formation managers. 

AVAILABLE:  First 
quarter  2001. 

PRICE:  Less  than 
$600. 

DRAWBACKS:  Not  all 

communications  car- 
riers support  this 
device. 


Palm  VIIx 
from  Palm 


WHAT  IT  DOES: 

Sends  and  receives 
e-mail.  Lets  you 
schedule  meetings 
and  organize  personal 
records.  Can  call  up 
news  clips  from 
E-trade.com, 
Fodors.com,  and  400 
other  sites. 

AVAILABLE:  Now 

PRICE:  $449  for  de- 
vice, plus  $10-$45 
per  month  for 
Palm.net  Internet 
service. 

DRAWBACKS:  Only 
small  text  messages 
can  be  sent.  Can't 
freely  browse  any 
Internet  site. 
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dial-up.  No  credit  cards.  It's  just  on,  and  it's     -<\ .  a^^^    «. 
fast.  Wi-Fi  allows  laptop  users  to  download      /pJ^SiP/jJi 
Web  pages  at  1 1  megabits  per  second — that's        ^AS* 
slightly  faster  than  digital  subscriber  line  (dsl) 
modems  and  50  to  200  times  as  fast  as  ordinary  cel- 
lular modems.  Although  still  in  the  early  rollout 
stage,  you  can  expect  to  see  Wi-Fi  services  by  2001 
in  numerous  airports,  hotels,  and  even  a  few  con- 
vention halls  and  sports  stadiums. 

Here's  how  it  works:  A  notebook  computer  with 
either  a  built-in  Wi-Fi  modem  or  an  attachable 
Wi-Fi  network  modem  card  sends  a  wireless  signal 
to  receivers  scattered  around  the  hotel  or  airport. 
Once  the  signal  is  received,  it's  passed  to  a  wired, 
Ethernet  local-area  network,  the  kind  used  in  most 
oflTices.  To  use  the  service,  you'd  pay  a  subscription 
charge,  typically  about  $10  per  day  for  unlimited 
usage,  and  spend  an  additional  $150  to  $200  for 
the  insertable  Wi-Fi  card  that  goes  in  the  laptop. 


A  Wireless  Web  Wizard 

Clarence  E.  Friend  isn't  paying  lip  service  to  the  wireless  Web- 
he's  making  it  a  reality.  For  two  years,  the  founder  of  AirTrac  Inc.  in 
Huntington  Beach,  Calif.,  has  worked  to  bring  voice-activated  Web 
browsing  to  the  masses.  Later  this  month,  he'll  watch  his  dream 
come  true:  Cellular  One  Group  will  begin  offering  AirTrac's  Wireless 
Web  by  Voice  sen/ice  on  its  Internet  site  (www.cellularone.coml. 

Wireless  Web  by  Voice,  AirTrac's  first  product,  lets  cell-phone  users 
browse  the  Web— in  very  limited  fashion— by  voice.  Callers  will  be 
able  to  send  and  receive  e-mail  and  request  stock  quotes,  sports 
scores,  and  other  tersely  worded  items.  Technology  developed  by  Air- 
Trac and  Conversational  Computing  Corp.,  of  Redmond,  Wash.,  trans- 
lates text  sent  over  the  Internet  to  speech— in  English  or  Spanish. 

The  pact  with  Cellular  One  is  AirTrac's 
first  big  contract  and  may  help  the  tiny, 
25-person  developer  to  be  heard  above 
the  din  of  other  "voice  portal"  Internet 
companies.  Scores  of  technology  compa- 
nies, large  and  small,  have  been  scram- 
bling to  offer  voice-activated  options. 
Among  them  is  America  Online  Inc.,  which 
in  October  launched  a  service  that  allows 
its  members  to  listen  to  e-mail  over  the 
phone,  aol's  speech-recognition  technolo- 
gy was  developed  by  SpeechWorks  Inter- 
national Inc.  of  Boston,  a  direct  competitor 
of  AirTrac  partner  Conversational  Com- 
puting. "It's  like  the  gold  rush  of  IS-i?," 
says  Friend,  a  25-year  veteran  of  the  tele- 
com industry.  "There  is  such  an  opportu- 
nity for  young,  new  companies  with  entrepreneurial  spirit." 

AirTrac's  service  has  its  share  of  hiccups.  Listening  to  incoming 
e-mails  is  easy,  but  sending  them  is  another  matter.  Callers  can 
send  a  voice-mail  audio  clip  attached  to  an  e-mail,  or  build  an 
e-mail  by  linking  a  series  of  standard  phrases,  such  as  "thank  you" 
and  "I  received  your  e-mail."  Either  way,  the  caller  may  have  to  re- 
peat the  message  several  times,  until  the  automated  response 
system  processes  the  answer  As  for  browsing,  most  Web  sites 
were  built  to  be  seen,  not  heard;  only  a  handful  can  be  surfed  via 
voice  commands.  So  which  voice  portals  will  ultimately  succeed? 
That's  anybody's  call. 


•     Wi-Fi  networks  should  be  fairly  common 

by  the  end  of  2001.  The  only  drawback  so 

far:  Since  different  hotels  and  airports  may 

strike  deals  with  different  Wi-Fi  providers,  you 

might  fmd  yourself  needing  multiple  subscriptions 

and  cards  if  you  travel  a  lot. 

Nevertheless,  the  players  are  moving  ahead  vig- 
orously with  their  plans.  For  instance,  SoftNet  Sys- 


tems Inc.'s  Aerzone  subsichary  in  October  agreed  to 
deliver  wireless  Internet  services  to  United  Airlines 
Inc.'s  terminals  and  lounges.  Aerzone,  which  struck 
a  similar  deal  with  Delta  Air  Lines  Inc.  in  April,  ex- 
pects to  be  in  nearly  30  airports  by  the  end  of 
2000.  A  third  provider,  Wayport  Inc.,  already  offers 
service  in  171  hotels  and  two  airports  and  has  am- 
bitious expansion  plans.  And  for  its  part,  MobileStar 
offers  its  service  in  95  hotels  and  in  American  Air- 
lines Inc.  facilities  in  25  airports.  "Once  it  is  locat- 
ed at  all  major  airports,  it  will  be  as  important  as 
my  boarding  pass,"  says  Wayport  customer  Patrick 
A.  Custer,  president  of  TV  set-top  box  maker  uni- 
View  Technologies  Corp.  in  Dallas.  For  several 
months,  Custer  has  been  testing  Wayport 's  service 
for  his  85-employee,  $9.15  milhon  company. 

THE  LONG  VIEW 

Just  how  soon  will  Thatcher  really  get  liis  hands  on 
a  multifunctional  PDA,  one  that  will  let  him  leave  a 
few  other  gadgets  behind  when  he  travels?  Good 
question.  Manufacturers  are  bullish  that  the  devices 
will  begin  to  blend.  But  whether  that's  in  2004,  as 
Thatcher  hopes,  they're  not  sure.  "1  can  see  the 
day  when  we  have  streaming  audio  and  video  on 
these  devices,"  predicts  Ed  Colligan,  senior  vice- 
president  for  sales  and  marketing  and  co-foimder  of 
PDA  maker  Handspring  Inc.  in  Moimtain  View,  Calif 
"The  exact  time,  I'm  not  sure  about."  For  now, 
you'll  have  to  take  the  future  one  device  at  a  time. 
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To  learn  more  about  wireless  technology  and 
emerging  standards,  click  on  Online  Extras  at 
frontier.businessweek.com 


BUSINESS  WEEK  FRONTIER 


t)l  CI  MHI  \<  A.  :'()()() 


DMPAa      BUSINESS 


SHOW  UP  READY  TO  DO  BUSINESS. 
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David  Friend  has  four  successful 
companies  under  his  belt.  Can  he 
make  a  run  with  No.  5? 


DIARY  OF  A 
STARTUP 


by  Hilary  Rosenberg  IT'S  A  COLD  FEBRUARY  MORNING  when  we  catch 
up  with  David  Friend  at  the  Boston  offices  of  eYak  Inc.,  his  telecom 
services  startup.  At  7:15  a.m.,  he's  padding  about  in  sweats  and  sneakers 
after  biking  from  his  home  in  the  city's  Back  Bay  section.  He 
looks  very  much  the  i-entrepreneur,  with  one  exception:  Friend's  52. 


Photographs  by  Porter  Gifford 
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MOVING  TARGET: 
Friend  (from  left! 
at  his  Cape  Cod 
home;  Jogging  to 
work;  in  confer- 
ence; in  the  kitchen 
with  daughter  Lilly, 
13;  and  in  typical 
business  attire 
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Friend  says  he  starts 
companies  because 
he  loves  the  action- 
net  for  the  money 


That  maturity  explains  a  lot  about  his  serene  de- 
meanor, because  Friend  certainly  has  plenty  to  wor- 
ry about.  His  nine-month-old  company,  with  20 
employees,  has  no  firm  revenue  model,  no  clear 
marketing  plan,  and  no  finished  product.  The 
phones  aren't  working  properly,  and  the  week  be- 
fore, someone  upstairs  moved  a  radiator  that  un- 
leashed a  flood  into  eYak's  offices. 

But  Friend,  even-keeled  and  even  oddly  placid, 
has  been  down  this  road  before — four  times.  He 
has  been  starting  and 
selling  companies  since 
graduating  from  Yale  in 
1969  with  a  double  ma- 
jor in  music  and  engi- 
neering. That  year,  he 
started  a  business  mak- 
ing the  first  mass-mar- 
ket music  synthesizers. 
Last  year,  he  sold  FaxNet 
Corp.,  a  fax  Internet  company,  for  $240  milhon.  In 
1993,  he  unloaded  Pilot  Software  Inc.,  a  database 
management  outfit,  for  $40  million,  and  in  1983 
he  sold  Computer  Pictures  Inc.  for  $20  million. 

That  puts  him  in  an  eUte  class  of  entrepreneurs — 
those  who  are  no  longer  in  business  to  make  mon- 
ey. For  Friend,  starting  a  company  is  more  hke  the 
sports  he  loves:  running  up  mountains  or  jumping 
waves  on  a  sailboard.  He's  in  it  for  the  action. 
"It's  so  fascinating  to  take  ideas  and  talent  and 
money  and  mix  them  together  and  see  what 
emerges,"  he  says.  "Seeing  people  in  this  amazing 
state  of  cranked- uppedness. .  .well,  that's  fun." 

And  now  comes  eYak — his  most  ambitious 
project  yet,  and  one  that  straddles  the  line  be- 
tween cutting-edge  telecommunications  and  the 
Internet.  Back  in  February,  when  frontier  began  fol- 
lowing Friend's  progress,  the  serial  entrepreneur 
had  a  clear,  two-pronged  plan.  For  business  cus- 
tomers, eYak  would  offer  cheap,  high-quality  con- 
ference calling  that  seamlessly  blended  various 
technologies.  For  consumers  in  Internet  commu- 
nities, the  same  software  would  allow  groups  to 
have  anonymous  discussions,  or  let  chat  partici- 
pants call  "talk  shows"  during  which  their  call 
would  be  streamed  over  the  Web.  "Tliere's  endless 
numbers  of  cool  things  we  could  do,"  he  says. 

Unhke  less  experienced  en- 
trepreneurs, however.  Friend 
harbored  no  illusions  about 
the  distance  between  potential 
and  profit.  Launching  a  com- 
pany is  a  messy  process,  he 
says,  in  which  a  smart  entre- 
preneur wlU  change  direction 
repeatedly  and  stray  far  from 
the  initial  plan.  "I've  never 
made  a  fortune  doing  what 
we  said  we  would  do  at  the 
beginning,"  he  says.  Tliere  are 
too  many  technical  failures 
and  changes  in  the  market. 
Backers  pull  out,  launch  dates 


lavid  Friend 


BORN:  New  Rochelle,  N.Y..  1948. 

EDUCATION:  BS  in  engineering.  Yale,  1969. 
(Princeton  graduate  school  of  electrical  engineer- 
ing—dropped  out  in  the  first  year. 

^CAREER: 

'Founded  and  sold  three  software  companies— and 
one  that  made  musical  synthesizers— between 
»1 969  and  1999.  Total  sales  price:  $300  million. 

^FAMILY:  Married;  four  children,  ages  13  to  23. 

PERSONAL  TIME:  Fitness  fanatic.  Runs,  windsurfs, 
bikes,  climbs  mountains,  canoes. 

MUSICAL  NOTES:  Sings  madrigals,  plays  piano. 

LAST  BOOKS  READ:  Richard  R  Feynman's  Lectures 
on  Gravitation;  Zachary  Karabell's  The  Last  Cam- 
paign: How  Harry  Truman  Won  ttie  1948  Election. 


sUp,  stock  markets  plunge.  He  learned  that  the  hard 
way.  "I  wish  I'd  had  a  good  mentor,"  Friend  says. 
"That  just  never  happened.  So  over  the  years  I've 
made  every  stupid  mistake  you  can  make."  But  it  left 
him  prepared  for  anything.  Failure,  he  says  matter  of 
factly,  was  not  really  a  possibihty. 

FIRST  MOVES 

The  concept  for  eYak  sprang  from  one  of  Friend's 
pet  peeves:  During  conference  calls,  it's  impossible 
to  tell  if  everyone  is  looking  at  the  same  thing. 
What  if,  using  the  Web,  each  participant  could  put 
a  document  on  the  others'  screens  with  a  single 
mouse  click — and  talk  about  it  on  a  low-cost  call? 
That,  he  figured,  would  be  a  great  business. 

To  explore  this  raw  idea.  Friend,  in  early  1999, 
turned  to  Jeffry  C.  Flowers,  46,  the  technical  brains 
behind  all  three  of  Friend's  previous  software  com- 
panies. It  took  Flowers  only  three  months  to  come 
up  with  preliminary  software  for  both  shared  visu- 
als and  for  creating  conference  calls  on  cheap  com- 
puters rather  than  expensive  circuit  cards. 

The  timing  couldn't  have  been  better  for  raising 
money:  The  Internet  frenzy  had  nearly  peaked.  One 
Monday  in  June,  1999, 
Friend  and  Flowers  made  a 
PowerPoint  presentation  to 
Bic  Stevens,  a  former  Pilot 
Software  board  member 
who  was  now  a  managing 
director  of  Zero  Stage  Capi- 
tal, a  Boston  venture-capital 
firm.  By  Friday,  they  had  a 
commitment  for  $2  milhon. 
Over  the  next  four 
months.  Flowers  and  a  hand- 
ful of  programmers  hacked 
away  at  a  prototype.  It  was 
Oct.  7,  1999,  when  Flowers 
called  Friend  with  the  mag- 
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pcAnywheri 


No  matter  where  you  are  in  the  world,  here  is  the  #1  seller  for  fast,  easy  access  to  any  remote 
computer.  If  your  job  takes  you  on  the  road,  pcAnywhere  lets  you  retrieve  information, 
transfer  files,  and  run  desktop  applications — as  if  you  were  back  in  your  office.  If  you're  trouble 
-shooting  systems  and  providing  helpdesk  support  for  mobile  users,  it  lets  you  quickly  and 
conveniently  resolve  user  problems  and  manage  mission-critical  workstations  servers  by  remote 
control — without  leaving  your  desk.  Helpdesk,  troubleshoot,  telecommute?  There's  no  better 
way.  pcAnywhere  9.2  now  Windows®  2000  certified! 

Visit  www.symantec.com/pca  or  see  your  local  retailer  for  pcAnywhere  9.2. 
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Symantec,  the  Symantec  logo,  and  pcAnywhere  ate  U.S  registered  trademarks  of  Symantec  Corporation.  Microsoft.  Wmdows, 
Windows  NT.  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  Stales  and/or  other  countries. 
Copyright  ©  2000  Symantec  Corporation.  Alt  rights  reserved.  9/00  Printed  in  the  U.SJ^. 
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When  the  first  call 
went  through,  ''we 
felt  like  Alexander 
Graham  Bell' 


ic  words:  "Let's  put  together  a  conference  call."  As 
five  voices  simultaneously  spoke  on  his  computer, 
a  cheer  went  up.  "We  felt  like  Alexander  Graham 
Bell,"  Friend  recalls. 

The  prototype  proved  a  magnet  for  money  and  in- 
fluence. The  next  round  of  financing,  $15  mOlion  in 
total,  came  from  three 
firms:    Zero   Stage;    the 
Rockefeller  family's  New 
York-based  Venrock,  an- 
other past  investor;  and 
Bain  &  Co.,  the  Boston- 
based  management  con- 
sultants, which  put  in  its 
partners'  own  funds.  At  a 
wedding.     Friend    met 
Clayton  M.  Christensen,  a  Harvard  Business  School 
professor  who  had  written  a  book  on  "disruptive 
teclinologies."  The  next  week  he  joined  the  board. 
Adding  more  star  power.  Friend  recruited  former 
Federal  Communications  Commission  Chairman  Reed 
E.  Hundt,  a  former  Yale  classmate,  as  both  an  in- 
vestor and  a  member  of  his  advisory  board. 

By  the  end  of  1999,  as  eYak's  team  dreamed  up 
more  uses  for  the  technology,  revenue  projections 
ballooned  and  strategy  began  to  shift.  Now,  Friend 
thought  he  would  need  to  raise  more  than  twice 
the  $25  million  to  $30  million  he  had  planned. 

IN  THE  MONEY 

Aiming  for  a  May  launch,  Friend  began  to  concen- 
trate on  fund-raising  in  March.  And  for  the  first 
time,  he  seemed  nervous.  He  had  never  raised 
more  than  $25  million  at  a  shot,  and  he  had  no 
experience  with  Wall  Street.  It  was  an  awkward 
relationship  for  Friend,  who  preferred  taking  ideas 
to  investors  himself. 

But  as  he  trooped  from  one  New  York  invest- 
ment house  to  the  next.  Friend  discovered  that  the 
bankers  saw  "voice  enablement  of  the  Web,"  not 
teleconferencing,  as  the 
Next  Big  Thing.  Friend, 
with  his  telecom  back- 
ground, hadn't  quite  seen 


it.  Now  he  did.  "There's  no  substitute  for  testing  a 
product  against  the  market,"  he  says,  in  this  case  the 
capital  market.  He  and  Flowers  briefly  discussed 
dropping  teleconferencing  altogether,  but  his  other 
fmanciers — the  vcs — insisted  eYak  had  a  bright  fu- 
ture there.  So  Friend  agreed  to  proceed  on  two 
tracks.  The  new  plan:  eYak  would  provide  voice 
technology  for  free  to  Web  portals,  such  as  Lycos 
Inc.,  and  sell  audio  ads  on  the  sites.  He  gave  the 
staff  a  week  to  come  up  with  revenue  estimates. 

The  idea  didn't  last  even  that  long.  Friend  would 
have  to  build  an  ad  sales  force  to  make  it  work. 
Why  do  that,  his  board  asked,  when  Web  sites  al- 
ready had  relationships  with  advertisers?  Friend 
again  changed  his  business  model.  "We  need  to 
provide  Web  sites  with  a  vessel  that  can  carry  ad- 
vertising," an  audio  ad  server,  he  said.  Revenue 
Model  No.  3:  Charge  Web  sites  a  set  fee  for  the 
service  or  have  customers  pay  for  chat  time. 

With  still  more  application  ideas  flowing  in, 
Friend  felt  "overwhelmed."  He  mentioned  his 
dilemma  to  Christopher  J.  Zook,  the  head  of  Bain's 
e-commerce  practice.  Before  long.  Bain  launched  a 
five-month,  $750,000  "quantitative  analysis"  job, 
aiming  to  pare  a  list  of  28  possible  products  to 
those  with  the  most  commercial  potential. 

HERE  WE  GO  AGAIN 

They  had  just  gotten  started  when  a  real  earth- 
quake hit — the  collapse  of  the  Nasdaq  in  April, 
which  threatened  to  take  down  the  entire  e-business 
sector.  "This  has  happened  to  me  at  least  two  or 
three  times,"  Friend  says  philosophically,  recalling 
that  the  1987  crash  occurred  while  he  sought  fi- 
nancing for  Pilot  Software.  He  now  worried  the 
slump  would  cut  the  amount  he  could  raise.  For- 
tunately, investors  still  had  lots  of  new  cash  they 
had  to  invest.  They  might  demand  more  equity 
than  before,  but  Friend  could  live  with  that. 

The  bigger  problem  was  strategic:  While  Wall 


CASUAL  EVERYDAY 

Friend  predates  other  i-entrepre- 

neurs  by  decades  —but  the  office 

culture  is  anything  but  old-fashioned 
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ust  the  right  help. 


(  right  help  starts  with  a  visit  to  the  HP  Business  Center.  Because  it  can  help  you  spend  less  time  on  technology, 
J  more  time  on  your  business.  It's  the  one-stop  source  for  companies  like  yours  that  need  integrated  business  serv- 
5  and  solutions.  Hard  to  believe?  Check  out  HP's  Web  Wizard— it's  the  easy  v/ay  to  create  a  v/ebsite  for  your 
npany— complete  with  e-commerce  capabilities.  And  it  only  takes  30  minutes,  start  to  finish!  HP  will  provide  you 
h  the  services  of  a  web  hosting  consultant,  to  help  you  get  the  most  from  your  website— absolutely  free! 
s,  we'll  waive  the  initial  set-up  fee. 

To  take  advantage  of  this  special  offer,  or  find  out  more  about  HP's  business  services, 
just  visit  \AnA^v\/.hp.com/go/business9.  You  can  set  up  e-mail  for  the  whole  office. 
Access  professional  services  like  printing,  binding  and  distribution.  Host  meetings  on- 
line and  morel  Some  services  are  free,  some  have  a  fee.  Just  pick  what's  right  for 
you,  and  leave  the  rest  to  HP. 


Register  today  and  create  your  company  website  in 
minutes,  and  for  a  limited  time  only  we'll  v\^aive  the 
initial  set-up  fee.  Visit  www.hp.com/go/business9 
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nfnplete  HP  Web  Wizard  offer  terms  and  conditions  go  to  www.fip.com/go/business9. 
0  Hewlett-Pockord  Company. 


FAMILY  MAN: 
Throughout  his  career, 
Friend  has  struggled  to  balance 
work  and  home  life 


Street  bankers  liked  Model  3,  they  wanted  to  see 
contracts.  "I  need  the  marketing  guys  to  come  in 
with  some  relationships  with  Web  sites  that  I  can 
wave  around,"  he  told  frontier.  In  truth,  though,  he 
had  nothing  to  show.  "Lycos  wants  a  demo  in  two 
weeks  and  we're  not  ready,"  he  said.  Finally,  the 
unflappable  Friend,  exhausted  from  the  fundraising, 
seemed  truly  agitated.  The  short-staffed  engineering 
group  was  behind  schedule  on  the  ad  servers  for 
the  Web  site  voice  products — and  in  June,  as  several 
investors  came  by  for  a  demonstration  just  before 
committing,  the  servers  crashed.  The  engineers, 
unaware  of  the  guests'  appointment,  were  updating 
the  system  that  day.  "You  can  imagine  my  panic," 
Friend  says.  "In  situations  like  that,  you  stay  calm  in 
front  of  the  investor,  then  scream." 

That,  too,  passed.  Friend  not  only  got  offers  to 
raise  the  money  from  Donaldson,  Lufkin  &  Jenrette 
Inc.  and  bt  Alex  Brown  Inc.,  he  was  able  to  turn 
them  down,  vcs — led  by  ubs  Ventures — came 
through.  On  June  30,  he  gathered  the  staff,  passed 
out  paper  cups  of  champagne,  and  announced — to 


Friendly  Advice 


After  starting  five  companies,  David  Friend  has  firm  views  on 
what  it  takes  to  succeed— and  to  stay  sane: 

Invest  in  products  you  would  use  yourself... 

Don't  assume  that  you  can  predict  the  products  other  people  want 

Constantly  prune  the  business  so  that  it's  easy  to  understand ... 
Don't  try  to  do  so  many  different  things  that  you  lose  focus 

Finance  with  a  small  number  of  big  investors... 
Responding  to  many  smaller  investors  will  sap  your  energy 

Raise  money  when  it's  available... 
Don't  wait  until  you  need  it  to  go  looking 

Do  a  great  slide  show  and  get  face  time ... 

Don't  assume  that  potential  investors  will  read  your  business  plan 

delegate  and  find  time  to  get  away  from  work... 


the  cheers  of  the  now  80  employees — the  comple- 
tion of  the  $62  million  financing. 

THE  MORE  THINGS  CHANGE 

One  question  remained:  Just  what  were  these  back- 
ers backing?  By  the  end  of  July,  Bain  had  judged  sixl 
applications  most  likely  to  succeed.  Commerciall 
teleconferencing  now  clearly  had  the  most  potential,! 
followed  by  a  new  one — distance  learning.  Otherl 
products  would  include  eYak  live  events  (similar  tol 
talk  radio);  Buddy  Yak  instant  messaging;  live  auc-l 
tions;  and  Yak  Club  Network  free  teleconferencing| 
with  friends  and  family. 

But  the  question  wouldn't  die.   Managementl 
wanted  to  pursue  only  conferencing  and  distance! 
learning,  because  ad  revenue  and  fees  wouldn' 
cover  costs  on  the  others.  Bain  countered  that  the} 
needed  a  mass-market  Internet  product  to  impressl 
Wall  Street  for  a  future  IPO.  Friend  chose  instant] 
messaging — hardly  a  unique  product — as  the  sim- 
plest to  execute. 

In  the  buildup  to  the  launch,  which  staff  short- 
ages had  pushed  back  to  November,  another  strate- 
gic shift  took  place.  A  number  of  foreign  phone 
companies  expressed  interest  in  buying  eYak's 
technology  outright  rather  than  its  services.  Some 
U.  S.  telcos  had  the  same  idea.  Suddenly,  it  lookec 
like  Friend  could  make  old-fashioned  deals,  com- 
plete with  big,  clearly  defined  payoffs.  Plans  are 
now  afoot  to  build  platforms  in  Europe  and  Asia 
next  year. 

Has  Friend  finally  hit  on  the  right  strategy 
product?  He's  still  not  sure.  Getting  to  that  point  i^J 
always  a  nerve-racking  process,  he  says,  and  the  lasi 
nine  months  have  been  par  for  the  course.  "The 
first  two  or  tliree  years  of  a  business,  it's  just  so  ex -I 
citing,"  he  says.  "The  next  few,  I  fulfill  my  obliga4 
tions  to  investors."  And  then  he's  gone.  So  if  eYal( 
ever  does  get  on  an  even  keel,  you  can  be  sure 
Friend  won't  be  on  board  much  longer. 
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workaholic  is  an  ineffective  leader 
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Let  David  Friend  answer  your  questions 
about  starting  a  business.  Send  an  e-mail  to 
frontier@businessweek.com 
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NetPost™  Mailing  Online 


It's  like  having  a  print-fold-stuff-stamp-mail 
button  on  your  personal  computer. 


Fly  Like  an  Eagle'. 


Introducing  NetPost" 
Mailing  Online  from 
the  U.S.  Postal  Service": 

Now  you  can  create  a 
mail  piece  on  your  personal 
computer,  load  it  to  our 
Web  site,  and  our  profes- 
sional print  shops  will  do 
the  rest.  We'll  print,  collate, 
fold,  stuff,  address,  stamp, 
sort  and  have  it  in  the  mail 
in  just  24  hours. 

Start  mailing  online  today 
and  find  out  about  our  free 
offer  at  www.usps.com 
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Women's  Work 


In  their  journey  among  the  world's 
female  artisans,  two  successful 
entrepreneurs  found  much  to  learn 

BY  ROBIN  D.  SCHATZ 


PICTURE  THE  SCENE:  A  poor  Indian 
village  in  Gujarat  near  the  Pakistani 
border.  Paola  Gianturco,  an  American 
marketing  consultant,  and  her  col- 
league Toby  Tuttle  have  come  to 
chronicle  the  daily  lives  and  business 
struggles  of  the  renowned  mirror  em- 
broiderers there.  The  Mushm 
women  first  cover  their 
faces  in  the  Americans'  pres- 
ence. It's  not  because  they're 
shy;  they  assume  that  the 
two  visitors,  with  cropped 
hair  and  trousers,  are  men. 

Considering  the  vast  cul- 
tural gulf  that  separates  these 
entrepreneurs  from  their  Third 
World  counterparts,  it's  sur- 
prising how  much  they  can 
leam  from  each  other.  If  you 
have  any  doubts,  take  a  good 
long    look    at    In    Her    Hands; 
Craftswomen  Changing  the  World, 
(MonaceUi  Press,  New  York)  a 
striking      new      book      pho- 
tographed    and     written     by 
Gianturco  and  Tuttle. 

Five  years  ago,  Gianturco, 
now  61,  was  teaching  leadership 
skills  to  high-level  executive 
women  at  Stanford  University 
and  Mills  College  in  Oakland, 
Calif,  and  consulting  on  glass- 
ceiling  issues  to  major  corpora- 
tions. That's  when  she  was  "elec- 
trified" by  the  news  from  the 
U.  N.'s  Fourth  World  Conference 
on  Women  in  Beijing:  One-fourth  of 
the  world's  families  were  supported 
exclusively  by  women  and  one-quarter 
more  primarily  by  women — mostly 
on  salaries  of  less  than  a  dollar  a  day. 
"It  seemed  to  me  if  they  were  suc- 
cessful in  educating  their  next  genera- 
tion, it  could  change  more  than  their 
children's  futures  and  family's  future.  It 
could  alter  their  countries'  futures," 
Gianturco  says. 

Compelled  by  her  strong  interest  in 
women's  business  issues  and  inspired 
by  the  recent  death  of  her  father,  who 


had  devoted  his  Hfe  to  helping  people, 
Gianturco  decided  to  write  a  book  to 
highlight  the  struggles  of  these  Third 
World  entrepreneurs.  She  informed  her 
clients  she  was  taking  a  yearlong  sab- 
batical from  her  one-person  consul- 


"CONNECTION":  Tuttle  and 
Gianturco  (right)  chronicled 
these  Bolivian  knitters  (above) 


tancy,  the  Gianturco  Co.  in  Mill  Valley, 
Calif.  She  recruited  her  former  ad- 
agency  buddy  Tuttle,  now  64,  who 
was  just  then  scaling  back  the  invest- 
ment banking  business  she  ran  with 
her  husband  Tim  Tuttle.  In  the  fall  of 
1996,  the  two  women  cashed  in  their 
frequent-flier  miles,  and  began  an  18- 
month  odyssey  that  would  entail  six 
trips  to  12  different  countries.  "I  had 


collected  folk  art  for  about  15  years," 
says  Gianturco,  "but  my  link  was  real- 
ly to  women  and  business." 

Besides  India's  mirror  embroiderers 
the  book  introduces  us  to  a  broad  ar- 
ray of  craftswomen  who  are  slowly 
grasping  the  importance  of  adequate 
capital  and  marketing.  In  Bolivia,  we 
meet  the  knitters  in  a  credit  association 
who  joyfully  bless  their  loan  money 
with  confetti  and  beer.  In  South  Africa, 
we  leam  of  Zulu  basket  weavers  who 
sell  under  a  common  brand  name. 

Over  and  over  again,  Gianturco 

and  Tuttle   were   struck   by   the 

women's  teamwork,  something 

they  say  U.  S.  companies  would 

do  well  to  emulate.  Consider  the 

Turkish  rug  weavers,  who  often 

take  turns  on  each  other's  looms 

during  social  calls.  Not  only  can 

one  pick  up  where  the  other  left 

off   because    of   their    "shared 

knowledge  base,"  they  never  ask 

for  payment,  even  though  rug 

weavers  are  paid  by  the  knot, 

says  Gianturco. 

While  Gianturco  resisted  the 
temptation  to  give  advice  during 
the  book  project,  she's  now  do- 
ing her  part  to  help  the 
women.  She  chairs  The  Crafts 
Center  in  Washington,  D.C. 
which  works  wdth  indigenous 
artisans,  and  serves  as  a  board 
member  of  The  Association  for 
Women  in  Development,  also 
based  in  D.C.  She  and  Tuttle 
also  plan  to  donate 
a  percentage  of  the 
book's  profits  to  six 
international  non- 
profit organizations. 
In  many  respects, 
the  journey  that 
Gianturco  began 
with  her  sabbatical 
IS  not  cjver.  She  has  since  resumed 
consulting  on  a  smaller  scale,  but  her 
perspective  has  truly  expanded.  "I  end- 
ed up  with  a  profound  feeling  of  con- 
nection with  people  all  over  the 
world,"  she  says.  Her  latest  client?  An 
adventure-travel  company. 


D 


Schatz,  a  small-business  editor, 
can  be  reached  at 
frontier.businessweek.com 


BUSINESS  WEEK  FRONTIER 


1)1  cuvim  K  'I,  :'()()() 
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lucents  Growing  and  Emerging  Markets  Division  is  now  Expanets 


tt  Expanets,  we're  leading  a  revolution  in  the  way  your  business 
DDmmunicates,  providing  solutions  to  help  you  stay  connected 
oo  matter  what  technology  you're  using. 

nat's  because  we'll  unify  all  of  your  different  communications  systems 
tto  one  seamless  network.  Make  your  phone  system  compatible  with 
)our  computers.  Get  your  fax  machine  talking  to  your  website.  We  even 
f'fer  local  and  long  distance  service  for  a  total  communications  solution. 

JUS,  we're  the  largest  distributor  of  Lucent's  mid-market  communications 
cchnology  and  strategic  partner  of  giants  like  Cisco,  HP  and  IBM,  so  you 

n  take  advantage  of  the  best  names  in  the  industry  without  having  to 
pnage  multiple  vendors.  All  of  which  means  you'll  spend  less  tin)e  keeping 

)  with  technology  and  more  time  making  use  of  it. 

leady  to  learn  more?  Call  us  today  1-800-247-7000  Prompt  2 
rr  visit  us  online  at  www.expanets.com 

pinecs  logo  IS  a  trademarks  of  Expanets.  Inc. 
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J.R.  Badian's  supermarket 
postcards  come  up  trumps 

ADVERTISERS  HAVE  LONG  targeted  youthful 
consumers  by  placing  racks  of  free  postcards  in 
hip  restaurants  and  nightclubs.  In  1998,  J.R. 
Badian  hit  upon  a  less  hip,  though  just  as  prom- 
ising, venue  for  postcard  marketing— super- 
markets. After  all,  they  have  heavy  foot  traffic 
and  lots  of  moms,  a  demographic  notoriously 
tough  for  advertisers  to  reach.  Compared  with 
nightclubs,  distribution  would  be  a  cinch.  "If 
you  sign  up  Pathmark,  you  get  130  stores,"  says 
Badian.  "Supermarkets  were  too  perfect." 

Two  years  later,  Badian's  company,  BrandAid 
Communications,  is  sitting  on  $3  million  in  ven- 
ture capital  and  running  trials  with  advertisers 
such  as  Kellogg's  and  Hawaiian  Punch.  Ad 
agencies  pay  Badian  a  monthly  fee  to  print  the 
cards  and  stock  them  in  racks  in  supermar- 
kets nationwide.  Consumers  take  them  because 
the  artwork  is  appealing  and  the  ad  message 
subtle.  "The  results  are  really  phenomenal," 
says  Sara  Morgan,  an  account  supervisor  for 
Lifetime  Television.  "Postcard  advertising  has 
really  taken  off."  Supermarkets,  which  receive 
a  cut  of  Badian's  sales,  appear  just  as  enthusi- 
astic. After  three  months  of  operation,  BrandAid 
has  signed  exclusive  contracts  with  Pathmark 
Stores,  Vons,  and  Dominies,  and  has  grossed 
some  $80,000. 

Now  27,  Badian  was  a  strategic  planner  at 
News  Corp.  when  the  idea  for  BrandAid  hit.  He 
entered  Babson  College's  MBA  program  in  May, 
1998.  A  year  later,  after  five  months  in  Babson's 
incubator,  BrandAid  won  the  school's  business- 
plan  competition.  Badian  began  pitching  for  ven- 
\  ture  backing.  "It  was  us  against  the  dot-coms," 
he  says.  By  fall,  the  company  had  $750,000. 

in  2000,  the  10-employee  company  hopes  to 
hit  sales  of  $600,000.  Optimistic?  Sure.  But  Ba- 
dian says  that  $^5,000~about  the  cost  of  a 
half-page  ad  in  a  national  magazine— buys 
1  million  postcards  in  1,000  supermarkets.  And 
that's  .ao  card  trick.  — kimberlyweisul 
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Shake  hands  with  your  new  insurance  partner. 
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6wausau,com 


Small  business  insurance  online  from  someone  you  trust. 


Wausau  Insurance  Companies  •  2000  Westwood  Drive  •  Wausau,  Wl    54401 
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as  big  as  your  ideas. 


High-speed  Internet 


Local/Long  Distance 


For  any  size  company 


(Geniuses  included.. 


Now  it's  easy  to  get  the  communications  capacity  you  need  to  do  business  today.  Teliger 
SmartWave™  technology  gives  any  size  company  many  of  the  advantages  of  a  fiber-optic  connectic 
all  from  our  small  antenna  on  the  roof  of  your  office  building.  You  get  Internet  access  up  to  100  tim 
faster  than  a  dial-up  connection.  Enough  power  for  full-motion  videoconferencing.  Plus  high-qual 
local  and  long  distance  phone  service.  And  our  pricing  is  equally  amazing.  For  local  calls  and  t 
Internet,  it's  a  flat  monthly  charge  that's  up  to  30%  less  than  you  currently 

pay.  And  for  long  distance,  your  interstate  calls  are  as  low  as  5.50  a        mb     ■■ 

minute.  Contact  us.  After  all,  we  know  how  much  you  appreciate  a  good         B^^Ml^y^?!  1 
idea.  For  more  information,  visit  us  at  teligent.com.  The  sman  way  to  commumci 

©2000  Teligent,  Inc.  Teligenl.  SmarlWave  and  The  SmnrI  Way  To  Communicate  are  exclusive  trademarks  o(  Teligent, 
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TURNAROUNDS 


HAZY  PICTURE 
AT  POLAROID 

[t  still  must  figure  out  how  to  make 
;he  transition  to  digital  cameras 


Last  year,  Polaroid  Corp.  finally 
broke  out  of  its  long  stupor.  In  a 
brilliant  stroke,  it  developed  the 
$25  I-Zone  instant  camera  that 
iroduces  stamp-size  sticker  prints  and 
lecame  a  runaway  hit  with  the  teeny- 
lopper  crowd.  Kids  used  the  tiny  pic- 
ures  to  decorate  everything  from  their 
jckers  to  their  clothes,  and  adults  dis- 
overed  uses  for  the  sticky  pics  that 
'olaroid  never  imagined,  such  as  af- 
xing  photos  of  their  shoes  to  shoe- 
oxes.  The  I-Zone  quickly  became 
lie  world's  best-selling  camera,  in 
irms  of  units,  and  helped  Polaroid 
nish  in  the  black  for  the  first 
me  in  five  years. 
But  it's  now  clear  that  Po- 
iroid  is  going  to  need  a  lot 
lore  than  the  I-Zone  to  de- 
ver  on   its   long-promised 
irnaround.  With  the  U.S. 
2onomy  slov^dng,  the  Cam- 
ridge  (Mass.)-based  com- 
any  announced  in  Octo- 
er  that  big  retailers  did 
ot  place  their  usual  flood  of 
oliday  orders  in  September.  As  a 
3sult,  Polaroid  earned  $18  million  on 
lies  of  $458  million  in  the  third  quarter, 
26%  lower  profits  than  the  Street 
id  expected.  Investors  hammered  the 
ock,  which  has  plunged  to  a  15-year 
w  of  less  than  $9  a  share. 
TAGGERING.  Even  more  critical,  how- 
/er,  is  the  question  of  Polaroid's  next 
^1  :i.  The  company  is  moving  aggres- 
I  vely  to  meet  the  exploding  demand 
r  digital  cameras,  but  the  returns 
[lere  are  uncertain — no  one  has  yet  fig- 
'ed  out  how  to  make  much  money  in 
[lis  intensely  competitive  market.  At 
jie  same  time,  Polaroid  is  carrying  a 
laggering  debt  load  of  $830  million, 
irtly  a  vestige  of  the  company's  strug- 
e  to  avoid  a  takeover  by  Shamrock 
I'oldings  Inc.  in  the  late  1980s.  Interest 
I  lyments  of  $63  million  ate  up  58%  of 
berating  profits  through  the  first  nine 
onths  of  the  year  With  $61  million  in 


cash  on  hand  as 

of  Sept.  30,  the  company 

has  little  margin  for  error.  "The 

question  is  whether  they'll  be  able  to 

carry  through  with  their  turnaround,  or 

whether  they're  dead  on  the  vine,"  says 

Brett  Bamer,  manager  of  the  STI  Small 

Cap  Growth  Fund,  one  of  Polaroid's 

largest  investors. 

While  readily  conceding  these  are 
tough  days  for  Polaroid,  Chief  Execu- 
tive Gary  T.  DiCamillo  insists  that  his 
recovery  plan  is  on  track.  "Turnarounds 
take  a  long  time,"  he  says.  Having  given 
Polaroid  fresh  momentum  with  the 
I-Zone,  he  is  rolling  out  cameras  that 
combine  digital  technology  v«th  instant 
film.  That  vdll  be  followed  in  a  year  or 
two  by  an  all-new  print  technology  he 
says  Mill  be  higher  quality  and  cheaper 


BIG  SHOT 


New  products 
such  as  the  hit 
instant-film 
camera,  I-Zone, 
are  key  to  CEO 
DiCamillo's  plan 

than  traditional  35mm  prints.  "We  have 
as  good  a  chance  as  anyone"  to  make  it 
in  the  digital  world,  DiCamillo  says. 

It  has  been  slow  going  so  far.  In 
1999,  Polaroid  eked  out  $9  million  in 
earnings  on  $1.9  billion  in  sales.  The 
consensus  among  analysts  is  for  2000 
earnings  to  climb  17%,  to  about  $10.5 
million,  says  First  Call  Corp.  Sales  are 
expected  to  grow  slightly,  possibly  rising 
to  about  $2  billion.  The  company  has 
been  considered  takeover  bait  for  sev- 
eral years  for  companies  such  as  Agfa- 
Gevaert  Group  or  Sony  Corp.  But  even 
as  its  market  cap  has  shriveled  to  a 
mere  $375  million — down  from  $2.4  bil- 
lion in  August,  1997 — hopes  for  a 
takeover  have  faded.  The  disappointing 
third  quarter  didn't  help.  Sales  in  that 
period  fell  1%,  on  accelerated  erosion 
of  one  of  its  core  businesses — peel-apart 
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Digital  cameras  already  are  eating  into  instant-film  sales 


instant  film.  Sales  of  the  film  fell  by 
about  30%,  to  roughly  $60  million,  be- 
cause the  professional  photographers 
who  use  it  are  rapidly  switching  to  dig- 
ital technology,  says  Ulysses  A.  Yan- 
nas,  an  analyst  at  Buckman,  Buckman  & 
Reid,  a  New  York  brokerage  firm. 

But  DiCamillo  insists  that  the  worries 
about  the  fall  results  are  misplaced.  He 
says  the  previously  delayed  Christmas 
orders  have  started  to  roD  in,  and  digital 
camera  sales  are  now  running  ahead  of 
expectations.  But  he  acknowledges  that 
the  company's  debt  load  is  about  $200 
million  too  high.  On  Nov.  16,  he  an- 
nounced the  first  step  in  reducing  that 
debt:  Polaroid  said  it  plans  to  vacate  and 
sell  an  I.M.  Pei-designed  factory  near 
Boston  that  analysts  estimate  is  worth 
more  than  $100  million. 
JUMP-START.  DiCamillo  knows  a  tough 
turnaround  when  he  sees  one.  He  took 
the  helm  in  1995  after  a  highly  suc- 
cessful stint  as  ceo  of  Black  &  Deck- 
er Corp.,  where  he  is  credited  with 
revitalizing  the  company's  consumer 
power-tool  business  by  introducing 
lots  of  new  products.  The  first 
outside  CEO  at  Polaroid, 
DiCamillo  says  he  quickly  dis- 
covered that  the  company's  prob 
lems  were  worse  than  he  expected. 
They  included  a  lack  of  any  R&D  aimed 
at  improving  the  company's  core  prod- 
uct, instant  film.  He  responded  with  a 
three-pronged  strategy.  To  cut  costs,  he 
slashed  the  workforce  by  27%,  from 
12,300  to  9,000  workers,  and  sold  un- 
profitable commercial  businesses  for 
more  than  $50  million.  Then  he  jump- 
started  the  effort  to  find  new  products 
in  the  company's  billion-dollar,  instant- 
film  operation,  which  provides  more  than 
90%  of  the  company's  profits.  Finally, 
he  began  moving  Polaroid  into  the  digi- 
tal age.  "Not  only  do  we  have  to  reju- 
venate our  core  business,"  he  says,  "we 
also  have  to  adapt  to  technological 
change." 

instant  photography  had  been  lan- 
giiishing  for  so  long  that  it  was  unfa- 
miliar to  two  generations  of  customers. 
The  company  had  been  concentrating 


on  developing  specialty  products  such 
as  an  imaging  film  designed  to  replace 
X-rays,  which  turned  into  a  costly  bomb. 
DiCamillo  abruptly  shifted  direction  to 
focus  more  on  the  consumer  market. 
He  hired  a  new  design  team,  introduced 
loads  of  new  products,  and  revitalized 
marketing. 

The  company  now  introduces  about 
20  to  25  products  a  year.  Another  big 
hit  last  year  besides  the  I-Zone  was  the 
JoyCam,  which  produces  bigger  prints. 
This  Christmas,  the  company  is  intro- 
ducing about  a  dozen  products,  including 
more  variations  on  the  I-Zone,  digital 
picture  frames  that  display  images 
downloaded  from  the  Internet,  and  the 
Webster,  a  tiny  scanner  that  makes  dig- 
ital images  of  I-Zone  photos.  Retailers 
are  enthusiastic.  "This  brings  the  fun 
back  into  photogra- 


A  FOCUS  ON 
NEW  PRODUCTS 

INSTANT  FILM 

Maintain  growth  of  instant-film  sales 
by  updating  the  I-Zone  and  JoyCam 
cameras 

HYBRID  DIGITAL-INSTANT 
PRODUCTS 

Combine  digital  technology  with 
instant  film  in  a  new  line  of 
cameras  and  other  products 

DIGITAL  PRODUCTS 

Broaden  its  reach  into  the  digital 
market  with  new  cameras  and  a 
technology  that  produces  low-price, 
high-quality  prints 


phy  and  introduces  it  to  the  younger 
shutterbug,"  says  Shawn  Haynes,  di- 
rector of  photography  sales  at  Ama 
zon.com  Inc.'s  Web  site,  where  eight  of 
his  recent  top  10  sellers  were  I-Zone 
or  JoyCam  products. 

Polaroid's  prospects  in  digital  pho- 
tography are  less  certain.  It's  a  market 
leader  in  low-end  digital  cameras,  with 
its  best-seller  costing  $175.  And  it  is 
one  of  the  few  companies  making  a  prof- 
it on  them.  But  its  5%  to  10%  margins 
on  digital  cameras  are  tiny  compared 
with  the  60%-plus  margins  it  makes  on 
instant  film.  Ajid  the  field  is  only  grow- 
ing more  crowded,  with  more  than  10( 
companies  fighting  it  out. 

Moreover,  as  digital  cameras  prolifer 

ate,  they  suck  the  life  out  of  Polaroid's 

older  instant-film  products.  It's  only  i 

question  of  how  rapidly  these  products 

will  fall.  Already,  instant-camerj 

users  are  making  the  transition 

Tom  Alexander,  an  agent  witl 

DeWolfe  Real  Estate  in  Boston 

says  he  now  rarely  uses  his  Po 

laroid:  "If  you  want  to  advertise 

on  the  Internet,  it's  useful  to  hav 

a  digital  camera." 

Polaroid's  best  hope  next  year  is  fo 
the  I-Zone  to  stay  hot  and  for  new  hy 
brid  digital/instant  cameras  to  kick  ir 
That's  the  reasoning  behind  Wal 
Street's  projections  of  further  profi 
growth  for  the  company  in  2001.  Stil 
investors  have  pushed  the  stock  to  ne\ 
lows  because  of  the  long-term  doubts 
"The  consumer  market  for  hybrid  proc 
ucts  is  not  big,"  says  Edward  Y.  Lee, 
consultant  at  Lyra  Research  in  Can 
bridge,  Mass. 

Count  the  Polaroid  board  among  th 
optimists:  Last  December,  10  month 
before  DiCamillo's  contract  was  set  t 
expire,  the  board  extended  his  ten 
to  the  end  of  2002.  But  if  he's  going  1 
make  it  that  far,  he'll  have  to  stai 
mastering  a  digital  transition  that  hi 
already  claimed  such  (;K()s  as  Eastm? 
Kodak  C/O.'s  George  Fisher.  The  pi 
ture  at  Polaroid  is  anything  but  cleai 

By  Rocheile  Sharpe  in  Boston,  wi\ 
Geoffrey  Smith 
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THEY  COME  TO  YOUR  SITE  LOOKING  FOR  SOMETHING  DIFFERENT.  GIVE  IT  TO  THEM. 


Everybody's  different.  When  you  know  your  customers— what  they  need,  what  they  like  and  what  may  be  of  interest  to  them 
in  the  future  — it's  a  lot  easier  to  give  them  what  they're  looking  for.  Blue  Martini  has  the  power  to  make  it  all  happen. 
Our  applications  analyze  customer  information  then  deliver  a  highly  personalized  experience  based  on  that  analysis. 
The  time  spent  interacting  with  your  company  is  more  relevant.  It's  quicker.  And  it's  great  for  sales.  To  find  out  how 
Blue  Martini's  e-business  solutions  can  improve  your  customer's  experience,  visit  www.bluemartini.com/prism. 
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Science  &  Technology 


COMMENTARY 


By  Catherine  Arnst 


EBOLA  COULD  SOON  BE  THE  WEST'S  PROBLEM,  TOO 


There  is  a  crisis  brewing  in  the 
world  that  we  ignore  at  our  peril. 
The  Ebola  virus  is  back,  and  it's 
spreading. 

Until  now,  major  outbreaks  of  this 
incurable  and  highly  contagious  dis- 
ease have  occurred  in  the  Congo,  Su- 
dan, and  Gabon,  three  of  Africa's 
poorest  nations.  But  in  mid-October 
an  Ebola  epidemic  broke  out  in  two 
regions  of  relatively  well-off  Uganda, 
with  deadly  results.  As  of  Nov.  17, 


cials  asked  all  those  who  had  come  in 
contact  with  the  dead  man  to  confine 
themselves  to  their  homes.  The  cause 
of  death  turned  out  to  be  hepatitis, 
but  if  it  had  been  Ebola,  everyone  the 
dead  man  had  been  in  contact  with, 
even  after  death,  could  have  been  in- 
fected— including  the  police  and  fire 
teams  who  raced  to  the  scene.  "It  got 
our  attention,"  admits  Dane  County 
PubHc  Health  Administrator  Gareth 
Johnson. 
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UGANDA:  The  nation's  fiealth-care  system  contained  its  outbreak  quickly 

329  people  had  been  stricken  with  the 
disease,  and  107  had  died. 

This  is,  of  course,  a  horrific  tragedy, 
and  the  West  should  respond  for  hu- 
manitarian reasons  if  for  no  other.  But 
self-interest  should  kick  in  as  well. 
Ibberculosis,  malaria,  and  AIDS  may  be 
far  more  widespread,  but  Ebola  will 
Ukely  not  be  isolated  in  Africa  forever. 
It  is  only  a  matter  of  time  before  an 
infected  person  boards  a  plane  and  ar- 
rives in  one  of  those  countries  that 
pays  little  attention  to  Africa  now.  "In- 
ternational travel  is  always  a  concern," 
warns  James  W.  LeDuc,  acting  direc- 
tor of  the  Centers  for  Disease  Control 
&  Prevention's  viral-disease  division. 

Case  in  point:  In  October,  a  man 
returning  to  Madison,  Wis.,  from  a 
visit  to  his  native  Senegal  fell  ill,  com- 
plaining of  severe  headaches,  and  soon 
died.  Concerned  that  Ebola  may  have 
been  the  culprit,  county  health  offi- 


Ebola  is  one  of  the  scariest  viruses 
the  world  has  known.  Scientists  are 
uncertain  of  its  origin,  though  mon- 
keys are  widely  suspected.   The  dis- 
ease was  first  identified  in  the  Congo 
in  1976  when  an  outbreak  killed  318 
people,  88%  of  those  infected.  Another 
epidemic  hit  the  Congo  in  1995,  killing 
315  people,  and  97  died  in  Gabon  in 
1996.  Ebola  was  accidentally  imported 
to  the  U.  S.  in  1989  via  a  shipment  of 
infected  monkeys  to  quarantine  labs 
in  Virginia,  but  it  was 
successfully  contained. 

Scientists  can't  explain 
why  the  virus  can  lay 
dormant  for  years  or  why 
it  breaks  out  in  a  new  lo- 
cale. They  suspect  that  an 
epidemic  starts  when  an 
animal  somehow  infects  a 
human.  That  first  victim's 
blood  or  secretions  infect 


JOB  NO.  1 


Outside  Uganda, 
soap,  clean  water, 
rubber  gloves, 
and  face  masks  are 
unheard-of  luxuries. 
Supplying  them  is  in 
everyone's  interest 


others — a  means  of  transmission  that 
often  wipes  out  entire  families.  Pa- 
tients develop  a  high  fever  and  within 
a  week  suffer  massive  internal  bleed- 
ing, shock,  and  finally,  an  excruciating 
death.  Some  recover,  but  no  one  can 
predict  who  or  explain  why. 

Significantly,  the  Uganda  outbreak 
has  killed  only  about  one-third  of  its 
victims,  compared  with  90%  in  prior 
epidemics.  Dr.  Patricia  Campbell,  in 
Kampala  with  a  team  from  Doctors 
Without  Borders,  attributes  the  lower 
mortahty  rate  in  part  to  "the  reaUy 
excellent  capabilities  of  Uganda's 
health  structure."  But  the  survivors 
give  rise  to  a  new  concern — the  virus 
may  be  able  to  hide  in  the  bodies  of 
recovered  patients,  who  could  go  on 
to  infect  others,  or  it  could  mutate. 
"Our  fear  is  that  it  will  change  into 
something  more  like  measles  or  in- 
fluenza, where  there  is  easy  airborne 
transmission,"  says  LeDuc. 
NO  CURE  IN  SIGHT.  Researchers  have 
recently  made  some  progress  in  un- 
derstanding Ebola.  In  July,  a  team 
fi-om  the  National  Institutes  of  Health 
identified  a  protein  in  the  virus  that  is 
likely  to  be  responsible  for  the  mas- 
sive internal  bleeding  that  kills  most 
Ebola  victims.  And  in  October,  scien- 
tists from  Mt.  Sinai  School  of  Medi- 
cine in  New  York  and  Philipps-Uni- 
versitat  in  Marburg,  Germany,  found 
a  protein  that  the  virus  uses  to  dis- 
able the  immune  system. 

But  a  cure  is  still  a  long  way  off. 
Near-term,  the  early-warning  and  re- 
sponse systems  of  key  Afiican  nations 
must  be  bolstered,  along  with  their 
medical  storerooms.  In  Uganda,  the 
disease  was  quickly  contained  because 
its  hospitals  could  alTord  such  simple 
precautions  as  soap,  clean  water,  rub- 
ber gloves,  and  face  masks — unheard- 
of  luxuries  in  the  Congo. 

Africa's  many  problems 
may  seem  intractable,  but 
wealthy  nations  would  be 
well  advised  to  figure  out 
a  solution  to  this  one.  We 
really  are  a  global  village 
when  it  comes  to  commu- 
nicable diseases. 


With    Janet 
in  Chicago 
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'      Adapt  with  more 

intellisence. 


STMicroelectronics  is  the  world  leader  in  secure  Smartcard  technology, 
Smartcards,,,  they're  so  adaptable  they  could  put  a  chameleon  to  shame. 

Single-function  Smartcards  are  already  replacing  traditional  bankcards  and 
transportation  passes.  And  new  Smartcard  technology  would  let  a  single  multi-function 
card  replace  all  your  credit  cards,  phone  cards,  ID  cards,  etc.  Even  start  your  car, 
And  the  card  would  be  continually  updated,  wirelessly  and  securely. 

STnow  makes  the  chips  for  about  half  the  world's  Smartcards.  And  we've  committed  the 
resources  to  maintain  this  leadership. 


We  put  more  intelligence  into  everything. 


STMicroelectronics  (formerly  SGS -THOMSON)  •  www.st.com  •  A  world  leader  in  semiconductors  for  consumer  products, 
automotive,  telecommunications,  computer  peripherals,  industrial  automation  and  control  systems  •  For  opportunities:  http://iobs.st.com 

STMicroelectronics 


THE  COMPAN 

ENJOYING  AN  UNEXPECTEDLY 

ROMANTIC  SUPPER, 


Word  is,  a  flood  caused  a  fire  in  a  substation. 
Relays  trip.  Lights  dim.  Hard  drives  spin  down. 
Data  packets  stall  like  subway  cars  in  a  tunnel. 
An  intern  shows  up  with  candles.  And  matches. 
Somebody  then  appears  with  take-out  dinner. 
"So  what's  the  recovery  plan  for  all  of  the  data?" 
someone  asks.  Nobody  answers.  Who  knows? 
Storage  is  on  the  same  network  as  the  servers. 
The  servers  will  be  back.  The  data  won't. 


THAT'S  WHEN  IT  HITS  YOU.  YOU  ARE  SO  READY  FOR     =    ==  =¥= 


Companies  spend  over  $11  billion  a  year  to  recover  lost  data.  An  IBM  Storage  Area  Network  can  ensure 
that  in  a  disaster,  your  data  will  be  available  where  and  when  it's  needed.  Find  out  about  storage 
solutions  from  IBM  at  a  SAN  Solution  Center.  Call  1  800  426  7777  to  learn  more  and  find  a  center  near  you. 

Storage  Solutions  from  IBM       \    ibm.com/storage/solutionsl02    |      (©business  infrastructure 


IBM,  the  e-business  logo  and  That's  when  it  hits  you.  You  are  so  ready  for  IBM  are  registered  trademarks. 
trademarks  or  service  marks  of  International  Business  Machines  Corporation  '<3  2000  IBM  Corporation. 
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BIOTECHNOLOGY 


A  BLOOD  BOOSTER 
FOR  AMGEN? 

Potential  blockbusters  are  nearing  the  pipeline's  end 


For  Gloria  Gregory,  enduring  dialysis 
sessions  three  times  a  week  isn't 
the  worst  aspect  of  her  kidney  dis- 
ease. What  really  gets  her  down 
is  the  fatigue  caused  by  anemia,  the 
shortage  of  red  blood  cells  that  com- 
monly accompanies  kidney  disease. 
While  receiving  several  injections 
per  week  of  Amgen's  anemia- 
fighting  drug  Epogen,  she  felt  ter- 
rible for  weeks  at  a  stretch.  It 
wasn't  until  Gregory  entered  a 
trial  of  Amgen  Inc.'s  new  longer- 
lasting  drug,  Aranesp,  that  the 
51-year-old  mother  of  four  was 
able  to  return  to  her  normal  rou-  '* '  "-TJ 
tine  for  the  first  time  since  she 
started  dialysis  in  1995.  "I  love 
cooking,  but  sometimes  I  was  so  weak  I 
couldn't  stand  at  the  stove,"  says  Grego- 
ry, who  hasn't  required  any  anemia  med- 
ication since  mid-October.  "Now  I  just 
g".  go.  go  all  day.  My  whole  life  has 
changed." 

Aranesp  could  change  Amgen's 
prospects  as  well.  Riding  on  the  suc- 
cess of  blockbusters  Epogen  and  Neu- 


pogen — used  primarily  to  fight  infec- 
tions in  cancer  patients — the  20-year- 
old  biotech  giant  pulled  in  $3  billion  in 
sales  and  $1.1  billion  in  profits  last  year. 
But  sales  of  Epogen  and  Neupogen 
started  sagging  in  the  third  quarter. 
When  the  Thousand  Oaks  (Calif.) 
company  lowered  its  sales  targets 
for  the  year  on  Oct  26,  its  stock 
dropped  15%  the  next  day. 

Clearly,  Amgen  could  use  a  new 


Aranesp,  an  anemia- 
fighting  drug,  holds 
the  most  potential 
for  Amgen 

GREGORY:  "NOW  I  JUST  GO,  GO,  GO" 

hit.  And  the  company  is  hoping  thJ 
Aranesp  and  two  other  new  medicinJ 
will  fit  the  bill.  In  December,  1999,  tlf 
company  filed  for  Food  &  Drug  Adr 
istration  approval  for  Aranesp  for  \d\ 
ney  patients  with  anemia.  Next  year 
hopes  to  gain  approval  for  two  oth| 
biotech  drugs:  IL-IRA  for  rheumatoj 
arthritis  and  AbareUx  for  prostate  canca 
Together,  the  three  products  could  ope^ 
up  markets  worth  more  than  $6  billio| 
Amgen  estimates. 

STAYING  POWER.  Ai'anesp  is  by  far  til 
biggest  gun  in  Amgen's  arsenal  of  nej 
products.  Among  kidney  patients  in  tlf 
U.  S.  alone,  anemia  treatment  is  a  $2  bl 
lion  market.  And  Amgen  says  Aranesp  I 
poised  to  dominate,  thanks  to  a  qualitj 
of-life  improvement  it  offers  patient] 
The  drug  stays  in  a  patient's  bloodstrea 
longer  than  Epogen  and  other  blod 
boosters,  so  it  only  needs  to  be  injectd 
once  a  week  or  less,  as  opposed  to  til 
three  times  a  week  now  recommendJ 
for  drugs  on  the  market.  And  unlilj 
Epogen,  whose  sales  are  restricted  due 
marketing  agreements  with  other  drul 
makers,  Aranesp  will  be  marketed  wit| 
out  constraints. 

Perhaps  most  important,  Amgd 
should  be  able  to  extend  the  mark| 
for  Aranesp  by  gaining  FDA  approx 
to  use  the  drug  to  treat  anemia  in  ca 
cer  patients,  which  could  bring  in 
extra  $1.4  billion.  That  could  happen  1 
2001,  based  on  announcements  made 
a  November  8  analyst  meeting  in  NejiNNt 
York.  "We're  enthusiastic  about  the  f /ian, 
ture,"  says  Amgen  c'P^o  Kevin  W.  Shs 


Amgen's  2001  Pipeline 


DRUG 


ARANESP 

anemia 
Market:  $2  billion 


PLUS 


MINUS 


As  effective  as  existing  three- 
times-a-week  drugs,  but  kidney 
patients  take  it  just  once  weekly 


IL-lRA 

rheumatoid  arthritis 
$1.5  billion 


Blocks  a  key  pain-causing 
molecule 


Must  overcome 
physicians'  resistance 
to  treating  anemia 


Irsche 

Sp- 


it's not  as  effective  as 
Immunex'Enbrel  or  Centocor's 
Remicaid 


ABARELIX 

prostate  cancer 
$1.2  billion 


Blocks  a  hormone  that  produces 
testosterone,  which  causes 
prostate  cancer  growth 


Must  convince  doctors 
that  reducing  testosterone 
surges  is  necessary 
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ive  us  one  hour.  We'll  show  you  how  ActiveProject®,  our  high-performance  Web-based  program  management  software. 

nables  world-class  companies  to  communicate  with   external   partners   at  extraordinary  speed — faster 

lan  any  traditional  method.  And  we'll  demonstrate  how  it  helps  you  deliver  your  products  to  market 

iSter.    In  return  for  your  time,   we'll  give  you  an  extraordinary  chance  to  win  a   high-performance       /\Ct  I  \/G  P  TO  I  GCt" 

orsche®     911™     Camera®     worth     $82,230     (MSRP).     Visit     www.frametech.com/AB     or     call 

88.31  1  .9138  to  schedule  your  private  product  presentation.  You  must  complete  your  live  demo  before 

anuary   31.    2001    to   enter  the   sweepstakes.    Drawing   will   be   held   February    15.    2001  .    Contact   us   now — your 

jmmute  nnay  never  be  the  sanne  again! 
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NAGE  PKOIFCTSVIRTUAILY  ANYWHERE  " 


Sweepstakes  available  only  to  program  managers  and  above  in  selected  manufacturing  connpantes.  You  must 
complete  a  live  presentation/demo  by  January  31  .  P001  to  qualify  No  purchase  nRcessary.  Void  in  Flonda 
View  complete  rules  at  www  frametech  com/rules.  PORSCHE  and  CARRERA  are  registered  trademarks. 
91  T  IS  a  trademark,  and  the  distinctive  shapes  of  PORSCHE  automobiles  are  trade  dress  of  Dr.  Ing.  he 
F.  Porsche  AG.  Used  with  permission  of  Porsche  Cars  North  America.  Inc.  Porsche  Cars  North  Amortca. 
Inc.  and  Dr.  Ing.  he.  F.  Porsche  AG  are  not  affiliated  or  associated  with  this  contest  m  any  way. 


©2CXDO  Frannework  Technologies  Corporation    All  rights  reserved 
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JDEDWARDS 


BECOME 


ARCHITECT 

OF 

FREEDOM. 


The  writing's  on  the  wall.  Collaboration  is  the  key  to  profitability  in  the  New  Economy.  Enterprises  must 
share  information  and  processes  with  the  outside  world.  It's  time  to  harness  the  power  of  your  partners,  vendors, 
customers  and  employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  truly 
collaborate,  you  need  freedom  of  choice.  That's  what  we  offer  at  |.D.  Edwards.  We  provide  the  only  enterprise-wide 
foundation  that  gives  you  the  freedom  to  choose  the  best  solutions.  So  you  can  run  with  any  idea.  Connect  with 
any  business  partner  Plug  in  any  application.  And  transform  enterprise  software  from  a  constraining  liability  into 
a  liberating  asset.  Isn't  freedom  amazing?  To  collaborate  and  thrive,  visit  www.jdedwards.com/freedom. 

THE    FREEDOM    TO    CHOOSE.    THE    POWER    TO    SHARE!" 


Science  &  Technology 


er,  who  Look  over  the  reins  from  long- 
time chief  Gordon  M.  Binder  in  May. 
"The  challenge  is  delivering." 

All  of  Amgen's  new  drugs  will  face 
competition.  Abarelix,  for  example,  viill 
be  up  against  several  established  prostate 
cancer  treatments.  As  for  IL-IRA,  studies 
have  shown  it  to  be  less  effective  than 
existing  treatments  for  rheumatoid 
arthritis,  leading  some  experts  to  ques- 
tion its  market  potential.  Even  Aranesp 
won't  be  an  easy  win.  Among  other 
things,  the  drug  is  positioned  to  help  pa- 
tients before  they  require  dialysis — ^but 
because  of  previous  marketing  restric- 
tions, this  is  new  territory  for  Amgen. 
And  competing  head-to-head  with  J&j's 
well-established  Procrit  won't  be  easy. 
Meanwhile,  in  Europe,  Aranesp  will  have 
to  duke  it  out  with  HofSnann-LaRoche 
Inc.'s  NeoRecormon. 

While  battling  the  competition,  Am- 
gen is  also  being  tested  in  court.  A  shad- 
ow has  been  cast  over  Amgen  by  a 
patent  infringement  lawsuit  the  company 
filed  against  'R-anskaryotic  Therapies  Inc. 
(tkt).  Analysts  and  patent  experts  expect 
Amgen  to  prevail,  but  a  loss  would  come 
as  a  real  blow  to  the  company,  resulting 
in  even  more  competition  in  an  already 
cutthroat  arena. 


Amgen  believes  Aranesp  will  make 
up  for  any  market-share  loss  Epogen 
suffers.  The  company  hit  on  the  idea 
for  Aranesp  almost  by  accident,  when 
its  scientists  discovered  that  a  random 
mutation  occurring  during  the  Epogen 
production  process  increased  the  drug's 
potency.  To  replicate  that  in  the  lab, 
the  researchers  had  to  change  the 
Epogen  molecule  chain  one  link  at  a 
time  until  they  came  up  with  a  com- 
pound that  was  both  potent  and  safe. 
"We  made  several  hundred  molecules 
before  we  came  to  Aranesp,"  says  An- 
thony J.  Gringeri,  vice-president  for 
product  development.  The  company  ex- 
pects FDA  approval  by  mid-2000. 
LESS  PRICKLY.  With  two  to  three  times 
the  staying  power  of  existing  drugs, 
Aranesp  translates  to  fewer  needle  pricks 
for  patients.  "When  patients  get  stuck 
three  times  a  week  for  anemia  medica- 
tion, plus  more  sticks  for  dialysis,  they 
start  to  feel  like  pincushions,"  says  Dr.  Jill 
Lindberg,  who  managed  Aranesp  trials  at 
the  Ochsner  Clinic  in  New  Orleans.  In 
the  pre-dialysis  market — meaning  kidney 
patients  who  are  not  yet  sick  enough  to 
require  dialysis  and  therefore  don't  have 
to  visit  the  doctor  as  often — Aranesp 
could  be  in  great  demand.  "We  have  a 


terrible  no-show  rate 
with  those  patients," 
Lindberg  says. 

Indeed,  the  pre-dialy- 
sis market  may  hold  the 
greatest  near-term  po- 
tential for  Aranesp.  But 
it  may  also  be  the  hard- 
est to  tap.  Only  25%  of 
anemic  pre-dialysis  pa- 
tients are  treated  vWth 
currently  available 
remedies.  "Because  the 
dosing  schedule  is  so 
frequent,  and  the  drug 
is  expensive,  [medical 
plan]  reimbursement 
can  be  an  issue,"  says 
Camilo  Martinez,  a  for- 
mer internist  who  now 
co-manages  Dresdner 
rcm's  biotech  fund. 
Many  physicians,  he 
adds,  are  simply  not  aware  that  anem 
might  be  causing  their  patients'  fatigi 
and  that  treating  it  could  help  del 
the  onset  of  total  renal  failure.  "Educjrin 
ing  doctors  vdll  be  a  challenge,"  sa 
Martinez. 

The  company  hopes  that  the  one 
weekly  dosing  required  with  Arane 
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ill  be  the  key  to  overcoming  resistance. 
nd  Amgen  could  score  a  major  coup  in 
le  oncology  arena  if  the  fda  approves 
ranesp  for  dosing  every  three  vv^eeks. 
Uhemo  is  given  every  three  or  four 
eeks,  and  if  patients  don't  have  to  come 
extra  times  for  injections  [of  anemia 
edication],  that  wall  make  their  lives 


Sharer  made  a 
bold  prediction 
at  a  November 
analysts' 
meeting: 
20%  growth 

CEO  KEVIN  SHARER 

easier,"  says  Dr.  Edw^ard 
M.  Wolin,  a  medical  oncolo- 
gist at  Cedars-Sinai  Com- 
prehensive Cancer  Center 
in  Los  Angeles. 
WAITING  ON  DECK.  Beyond 
Aranesp,  Amgen  has  high 
hopes  for  IL-IRA  and 
Abarelix.  iL-lRA  combats 
rheumatoid  arthritis  pain  by  blocking  one 
of  the  molecules  that  causes  inflammation. 
But  here,  Amgen  will  be  up  against  Im- 
munex  Corp.,  which  has  a  drug  called 
Enbrel  that  blocks  a  different  pain-caus- 
ing factor.  It  is  already  on  the  market 
and  has  been  effective  in  more  than  70% 
of  patients.  Prospects  are  better  for  the 


prostate-cancer  drug  Abarelix.  Devel- 
oped wdth  Praecis  Pharmaceuticals  Inc.,  it 
appears  to  have  a  safety  advantage  over 
currently  marketed  medicines. 

Amgen's  plans  to  conquer  new  mar- 
kets extend  beyond  2001.  Drugs  for 
treating  breast  cancer,  Lou  Gehrig's  dis- 
ease, obesity,  and  thyroid  disease  are 
moving  through  the  trial  process.  Sharer 
is  so  optimistic  about  Amgen's  prospects 
that  during  a  November  analysts'  meet- 
ing he  predicted  the  company's  sales  and 
earnings  would  grow  at  a  compound  an- 
nual rate  of  20%  over  five  years.  Winning 
the  TKT  lawsuit  and  the  FDA's  endorse- 
ment of  Aranesp  will  be  crucial — but  it's 
only  a  first  step.  Aranesp  is  like  a  Ferrari 
in  the  garage,  says  Mark  Kelliher,  an  an- 
alyst at  First  American  Asset  Manage- 
ment. "People  know  you've  got  it,  but 
they've  never  seen  you  drive  it."  Now  it's 
up  to  Sharer  and  his  staff  to  ensure 
Aranesp  can  race  out  of  that  garage. 

By  Arlene  Wemtraub  in  Los  Angeles, 
with  David  Shook  in  New  York 


BusinessWeek  online 


For  more  on  Amgen  as  an  investment  play,  go 

to  the  Nov.  20  Daily  Brieting  at 

www.businessweek.com/today.htm 
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it's  the  bad  mamma-jamma 
of  wireless  computing 


SPANworks®  sotlware  with  the  Toshiba  Bluetooth 
PC  Card  allows  network  and  llle  sharing,  presentation 
sharing,  chal  and  business  card  data  exchange 


Bluetooth  PC  Card  delivers  up  to  20  times  the  speed 
ol  a  traditional  V.90  modem  with  a  range  three  times 
tarther  than  other  PC  cards:  up  to  100  leel. 


Bluetooth  is  standards-based,  so  it  works  virtm  t 
worldwide  and  with  all  Bluetooth  devices. 


pentium®///     Toshiba  recommends  Microsoft'^  Windows'"  2000  Professional  for  business. 


'The  Toshiba  Bluetooth  PC  Card  is  compatible  on  luiicrosolt  Windows  98  Second  Edition  and  MIcrosolt  Windows  Me,  *When  products  become  arallaliis  w?ooo  IiisIiiim  America  Inlormalion  Systems,  Inc  Tecra  and 
SPANworks  Is  a  refllslered  trademark  ol  SPANworks,  Inc  Intel,  the  Intel  Inside  logo  and  Penlli/m  are  registered  trademarks  anil  iiitnl  SpmiriSlBii  is  a  trademark  ol  Intel  Corporation  All  speO 


traducing  the  totally  new  Tecra  8100.  The  first  ever  Bluetooth  PC  solution. 

The  Toshiba  Tecra'^  8100  with  the  wires  or  cables.^  Bluetooth  is  the  latest  mobile  computing 

Bluetooth'"  PC  Card'  is  so  fine,  it's  poetry  innovation  pioneered  by  Toshiba  through  a  joint  venture  with 

in  motion.  With  the  Bluetooth  PC  Card.  industry  leaders.  Now  you  can  truly  work  without  being 

can  connect  effortlessly  with  other  Bluetooth  PCs,  hand-  tethered  to  old  technology  So  free  yourself  from  the  cables 

1  devices,  LAN  and  Internet  connections  —  all  without  and  wires  that  bind.  You  don't  need  them  anymore. 


'toottitias  128-bitencryptlon.  which 
ires  that  every  connection  is  secure. 


Superlast  Mobile  Intel®  Pentium®  III  processors  up 
to  850MHz  lealuring  Intel  SpeedStep"*  technology 
and  conligurable  from  5.6  lbs.  light  and  1.5"  thin. 


Up  to  20  billion  byte  hard  drive  and  a  14. 1 " 
diagonal  TFT  active-matrix  color  display 


choose  freedom'"' 

TOSHIBA 

To  buy  direct,  visit  bluetootli.toshiba.com  or  call  1-800-TOSHIBA 

HTZ^lf!"  'h  ""^  'TT  " '  ?'''™"' "'  ^"'"''^  *'"""'  '""'^'^'''°"  Systems,  Inc  and/or  Toshiba  Corporation  Bluelooih  is  a  trademark  owned  by  its  proprietor  ar)d  used  by  Toshiba  under  license 
are  suoiect  to  change.  All  other  product,  service  and  company  names  are  trademarks,  registered  trademarks  or  servicemarks  of  their  respective  owners  All  rights  reserved 


Why  settle  for  mere  parts  when  you  can  have  a  fully  integrated  eCRM  solution? 


In  customer  relationship  management,  parts  are 
not  parts.  Only  parts  that  fit  together  seamlessly 
elevate  customer  service  to  a  worl<  of  art. 
^'^j  As  new  communication  channels  emerge,  every 
part  of  your  CRM  must  work  together  perfectly. 
Because  no  matter  how  a  customer  contacts  you  - 
e-mail,  voice,  fax  -  you  must  respond  promptly 
or  face  losing  a  customer. 


ffipi ; 

iU 
Quintus'  eCRM  solution  provides  a  single  integrated  view  ^.v,%3 

of  customers  across  all  channels  -  e-mail  management, 

web-enabled  contact  centers.  Voice  over  IP,  CTl  and  more. 

Customers  receive  the  service  they've  come  to  expect, 

in  the  time  frame  they've  come  to  demand,  in  any  way 

they  choose  to  make  contact.  Period. 


There's  one  company  who  can  offer  a  fully-integrated,  fully- 
proven  eCRM  solution.  It's  Quintus. 


More  than  500  companies  including  Mercata.com,  United 
Airlines,  Ashford.com  and  Ticketmaster  already  use  Quintus 
Shouldn't  you?  Contact  us  at  www.quintus.com, 

1-877-eContact,  or  sales@quintus.com. 
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Quintus 

Turn  the  e-generalion  into  loyol  customers. 


,is  Coiporation.  All  trademarks  are  the  property  of  their  respective  holders.  Famous  sculpture  photographed  in  Tuscany  by  lames  Cotler. 


developments  to  Watch 


HTED  BY  OTIS  PORT 


COMBATS  TO 
9ATS-WINGSTAKE 
) THE  WATER 

PORE  ORVILLE  AND  WILBUR 

•if^ht,  many  early  airplane 
■iigns  looked  like  giant 
ds.  Some  even  had  flap- 
ig  wings.  Now,  Richard 
yden,  a  biology  lecturer  at 
gland's  University  of  Ply- 
uth,  has  returned  to  na- 
e  for  inspiration — but  for  a 
V  type  of  sail.  The  concept 
just  won  a  $70,000  grant 
m  Britain's  National  En- 
vment  for  Science,  Tech- 
ogy  &  the  Arts.  Dryden 
ns   to   spend   next   year 


working  full-time  on  his  wing 
sail,  which  looks  more  like 
the  wing  of  a  bat  than  that  of 
a  bird. 

Dryden  believes  the  bat- 
wing  sail  may  prove  useful 
for  all  manner  of  watercraft, 
from  sailboards  to  oil  tankers 
that  exploit  wdnd  power  to 
reduce  fuel  consumption.  His 
system's  key  feature  is  that 
the  mast  and  sail  automati- 
cally adapt  to  changing 
winds.  The  mast  has  joints, 
like  the  bones  of  a  v^ang.  In 
strong  winds,  the  joints  bend 
to  reduce  the  sail's  size.  This 
trimming  of  the  sail  lowers 
its  "center  of  effort" — the 
area    where    most    of    the 


COPYING  NATURE:  Safer  sail 

wind's  force  is  concentrated — 
to  avoid  excess  pressure  at 
the  top,  which  can  shred  the 
sail  or  capsize  the  boat.       D 


kEEPINGAGHEGKON 
OGT-AND-MGUTH  DISEASE 

OW  FAST  CAN  A  LITTLE  VIRUS  TRAVEL?  IF 

's  foot-and-mouth  disease  (fmd),  which 
an  afflict  pigs,  cattle,  and  sheep,  the  an- 
wer  is  devastatingly  fast. 
MI)  is  more  contagious 
lan  the  flu.  The  last  U.  S. 
utbreak  was  in  1929,  but 
xperts  fear  that  expanded 
)reign  trade  could  bring 
MD  back  vnih  a  vengeance. 
[  think  we've  just  been 
icky,"  says  Joseph  F.  An- 
slli,  head  of  emergency 
rograms  at  the  U.  S.  Agri- 
ilture  Dept. 
Last  month,  to  boost 
reparedness  for  fmd,  the 
^culture  departments  of     CONTAGION: 


the  U.  S.,  Canada,  and  Mexico  staged  a 
mock  emergency.  The  first  fmd  victims 
were  piglets  in  Edinburg,  Tex.,  that  ate 
contaminated  and  undercooked  feed  from 
South  America.  Taken  to  market,  some  in- 
fected pigs  spread  the  bug  to  a  truckload 
of  Mexican  steers  des- 
tined for  a  rodeo.  From 
there,  it  spread  to  a 
rodeo  in  Alberta  on  cow- 
boys' clothes,  while  the 
contaminated  truck  re- 
turned through  the  U.  S. 
to  Mexico. 

In  the  week  it  took  to 
identify  fmd  in  this  drill, 
the  scourge  spread  thou- 
sands of  miles.  More 
drills  are  planned,  in  or- 
der to  speed  up  response 
Renewed  danger?    time.  Janet  Ginsburg 


WTGTELL 
iENYGU'REDGNE 
THE  SUN 


NEVER  KNOW  WHEN  THE 

t  bulb  of  inspiration  will 
c  on.  University  of  Alber- 
hysicist  Stuart  A.  Jackson 
just  finished  developing 
11  labels  that  signal  when 
3  of  blood  have  been 
ted  with  enough  gamma 
ation  to  be  safe  for  trans- 
)ns.  That  sparked  an  idea: 
Id  the  same  approach  pro- 
"■  a  sticker  for  people  to 
sure    exposure    to    the 


sun's  uv-B  rays — the  ultravi- 
olet radiation  that  can  lead 
to  skin  cancer?  If  so,  then 
kids  and  sun-worshipers  could 
tell  when  they've  gotten 
enough  sun  for  the  day. 

The  challenge  for  Jackson, 
who  is  also  chief  scientist  for 
Indico  Technologies  Corp.  in 
Edmonton,  Alberta,  was  to 
find  a  material  that  responds 
only  to  uv-B  light.  "With  a 
little  luck  and  lot  of  work," 
he  recalls,  Indico  found  a 
chemical  that  sheds  hydrogen 
ions  when  struck  by  uv-B. 
Embedding  that  chemical  in  a 
plastic  film,  along  wath  a  dye 


that  is  affected  by  the  hydro- 
gen ions,  yielded  a  patch  that 
changes  from  clear  to  orange 
when  the  suggested  daily  lim- 
it has  been  reached. 

Indico  sold  the  technology 
to  startup  SunSpots  Inc.  in 
Bellevue,  Wash.,  which  plans 
to  launch  the  product  next 
spring.  After  testing  the 
stickers  on  family  and  pa- 
tients, Yale  University  School 
of  Medicine  skin-cancer  ex- 
pert Dr.  David  J.  Leffell 
signed  on  as  head  adviser  to 
SunSpots.  The  price  of  pro- 
tection? About  $6  for  30 
stickers.  John  Carey 


GHIPTEGHNOLGGY: 
QUANTUM  LEAPS 
AND  TINY  STEPS 

it's    IEDM   time    AGAIN.    THE 

intemational  Electron  Devices 
Meeting  annually  probes 
what's  ahead  in  chip  technol- 
ogy. Among  the  topics  at  this 
year's  event,  set  for  Dec.  11- 
13  at  the  San  Francisco 
Hilton  &  Towers,  will  be  de- 
velopments in  such  esoteric 
fields  as  quantum  computing 
and  nanotechnology. 

In  quantum  computing,  IBM 
researcher  David  DiVincenzo 
will  describe  a  theoretical 
model  for  a  computer  that 
processes  quantum  bits,  or 
"q-bits."  These  would  exploit 
the  quirky  laws  of  quantum 
physics,  where  the  same  bit 
can  represent  both  zero  and 
one  simultaneously.  The  goal 
is  to  solve  in  just  a  few  hours 
problems  that  would  take 
centuries  if  tackled  vdth  to- 
day's computers.  IBM  is  now 
working  to  translate  the 
model  into  actual  circuits. 
One  candidate  would  use 
switches  that  turn  on  and  off 
by  changing  the  direction  of 
spin  of  a  single  electron. 

Single-electron  transistors, 
or  SETS,  aren't  just  for  quan- 
tum computers,  though.  In 
fact,  researchers  from  Japan's 
NTT  will  unveil  a  working  log- 
ic circuit  based  on  such  wee 
sviritches.  sets  are  about  as 
"nano"  as  chip  technology  can 
get.  But  researchers  from  the 
University  of  California  at 
Berkeley  will  show  their  own 
"nano"  feat:  a  key  transistor 
component  that's  only  20 
nanometers  wide.  That's 
roughly  the  size  of  a  string  of 
seven  silicon  atoms. 

Back  on  more  familiar 
ground,  Toshiba  will  talk 
about  the  rosy  outlook  for 
large-capacity  flash  memory 
chips.  And  Samsung  re- 
searchers will  show  off  a 
teensy  flash-memory  cell  for 
gigachips  that  can  hold  a  bil- 
lion bits  of  data.  More  de- 
tails are  at  www.ieee.org/ 
conference/iedm.  n 
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It  seems  everyone's  been  talking  about  greener  cars  these  days.  But  we've  done  more  than  just  talk.  In  1997  we  introduced  the  Toy 
Hybrid  System.  Now  it's  the  power  inside  the  world's  first  mass-produced  gas/electric  vehicle,  the  Prius.  As  the  automotive  industry  lir 
up  behind  us,  we  have  already  started  developing  the  next  generation  of  environmental  vehicle  technology.  The  lights  are  green.  Let's 
www.toyota.com/ecologic  800-GO-TOYOTA  ©'^ooo 


Did  you  ever  have  the  feeling 
you  were  being  followed? 
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Information  Technology 


CHIPS 


INTEL 
INSIDE 


After  a  year  of 
bloopers,  can  the 
chipmaker  get  its 
house  in  order? 


Intel  Corp.  has  eaten  a  pile  of  crow 
this  year.  The  $34  billion  chip  giant, 
known  for  its  disciplined  manage- 
ment and  crisp  operations,  suffered  a 
nightmarish  string  of  product  shortages, 
delays,  and  even  cancellations  that  left 
customers  and  investors  fuming.  Case 
in  point:  After  agreeing  to  use  Intel's 
latest  Pentium  III  Xeon  processor  in  a 
new  Hne  of  servers — and  promising  de- 
liveries to  customers — Compaq  Com- 
puter Corp.  was  shocked  when  the  chip- 
maker  couldn't  provide  enough  parts  and 
buyers  were  left  hanging.  Turns  out  In- 
tel had  underestimated  the  growth  of 
the  PC  market  in  2000  and  failed  to  lay 
on  enough  new  plant  capacity.  "Intel  is  a 
good  marketing  machine,  but  they  didn't 
put  enough  focus  on  production,"  gripes 
a  Compaq  official. 

Ouch.  Could  this  be  the  same  Intel 
whose  tight  execution,  relentless  growth, 
and  bountiful  profits  have  made  it  an 
icon  of  techdom?  For  most  of  this  year, 
it  hasn't  looked  that  way.  First,  pesky 
bugs  forced  it  to  delay  delivery  of  crucial 
chipsets — key  products  needed  to  con- 
nect processors  to  the  rest  of  a  PC  Then 
it  had  to  recall  a  million  circuit  boards 
because  of  a  bad  chip  and  eventually 
gave  up  on  fixing  the  faulty  component. 
Meanwhile,   it 

CEO  BARRETT 

He's  working 
to  reassure 
investors  after 
"embarrassing" 
slipups 


suffered  chronic 
product  short- 
ages through 
much  of  the 
year  And  most 
embaiTassing,  in 
August  it  had  to 
recall  the  latest 
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lost  rfvenues,  according  to  analysts, 
at  lias  led  nervous  investors,  already 
ikcn  by  tech-stock  weakness,  to  slice  a 
gpering  $2;?5  billion  from  Intel's  mar- 
cai)italization  since  August.  It  is  now 
ued  at  $273  billion,  some  45%  off  its 
ik.  "Investor  sentiment  is  extremely 
ptive  on  the  stock,"  Kumar  says. 
MKV  STAGE.  The  concern  isn't  just 
■r  the  fiascoes  of  2000.  After  all,  de- 
e  the  problems,  Intel  is  still  expected 
turn  in  16%  revenue  growth  and  a 
larkable  49%  profit  increase  for  the 
T.  What  worries  Wall  Street  is 
ither  Intel  can  pull  off  its  ambitious 
IS  for  2001.  That's  when  the  company 
is  to  switch  to  a  new  manufacturing 
inology,  pump  out  millions  of  its  new 
itium  4  processors  introfluced  on  Nov. 
and  roll  out  the  complex,  long-await- 
Itanium  superchip  for  big-iron  com- 
er servers.  The  pressure  is  on  Chief 
icutive  Officer  Craig  R.  Barrett, 
)se  reputation  as  a  skilled  operations 
c  has  been  tarnished  during  his  two- 
!  years  at  the  helm.  The  bottom  line: 
they  slip  again,  they're  screwed," 
5  analyst  Jonathan  J.  Joseph  of  Sa- 
on  Smith  Barney. 

Jetting  a  grip  on  operations  isn't  the 
challenge.  Faced  with  slowing 
iVth  in  its  core  microprocessor  busi- 


Inters  diversification 

strategy  is  straining  a 

culture  that  grew  up 

selling  a  single  product 


ness,  Intel  is  scrambling  to  find  new  av- 
enues for  expansion.  Barrett  is  pushing 
into  areas  such  as  networking  chips  and 
Web  hosting,  or  running  Web  sites  for 
other  companies.  These  businesses  now 
make  up  one-fifth  of  revenues  and  are 
growing  at  50%  per  year.  But  the  diver- 
sification is  straining  management  and  a 
culture  that  grew  up  designing  and  mar- 
keting one  major  product — the  Pentium 
processor.  "Intel  is  at  the  gawky  adoles- 
cent stage,"  says  analyst  Nathan  Brook- 
wood  of  researcher  Insight  64  in  Sarato- 
ga, Calif.  Even  Chairman  and  former 
CEO  Andrew  S.  Grove  has  confided  to 
friends  that  he's  worried  about  whether 
Intel  can  retain  sharp  enough  focus  on  its 
cash-cow  processors  while  tackling  new 
and  unfamiliar  markets.  Grove  declined 
to  comment. 

Barrett  is  definitely  feeling  the  pain. 


INTEL'S  MISSTEPS 

yver  the  past  year,  Intel  has  stumbled  several  times,  costing  the  tech  giant 
more  than  a  billion  in  lost  sales  and  adding  expenses 


•IE  PROBLEM  WHAT  HAPPENED 


ufficient  produc- 
1  capacity  in 
iy  2000. 


Recall  of  speedy 
Pentium  III  chip 
in  August, 
2000. 


IVIother- 
board 
recall 
in  May, 
2000. 


Delays  in 
chipsets 
starting  in 
Member, 


Figuring  PC  growth  would 
be  only  10%  in  2000,  Intel 
cut  capital  spending  in 
1999  from  $5  billion  to 
$3.4  billion.  Instead,  PC 
growth  hit  18%. 

Trying  to  catch  up  to  AMD's 
Athlon  chip,  Intel  pushed  the 
speed  of  the  aging  Pentium 
III  too  far.  The  1.13-GHz  ver- 
sion broke  down,  and  thou- 
sands had  to  be  recalled. 

To  link  its  newest  chips  to 
older  style  memory,  Intel 
developed  a  "translation" 
device.  But  it  didn't  work, 
forcing  recall  of  1  million 
PC  motherboards. 

Intel's  chipsets  designed  to 
work  with  Rambus  memory 
have  been  late,  so  PC 
makers  have  flocked  to 
Taiwanese  suppliers. 


THE  COST 

The  bad  forecast  may  have  cost  Intel 
more  than  $800  million  in  lost  sales 
this  year.  Rival  Advanced  Micro  De- 
vices, which  added  capacity,  grew  its 
processor  share  to  18%,  from  14% 
in  1999. 

Intel  lost  millions  in  sales  and  got  a 
public  relations  black 
eye  too.  It  says  it  will 
reissue  the  faulty  Pen- 
tium III  next  spring,  and  is 
accelerating  production  of 
the  faster  Pentium  4. 

Intel  took  a  $253  million 
charge.  The  translation  device 
couldn't  be  fixed  and  was  scrapped. 
PC  companies  had  to  delay  ship- 
ments, costing  Intel  goodwill. 


Delays  and  bugs  cost  Intel  nearly 
$560  million  in  lost  sales  this  year, 
as  its  share  of  the  chipset  market 
dropped  to  55%  from  68%. 


DATA;  MERCURY  RESEARCH,  COMPANY  REPORTS 


Intel's  problems  have  spurred  him  to  an 
uncharacteristic  bout  of  public  contrition. 
He  says  he  is  "embarrassed"  by  Intel's 
slipups  and  admits  it  took  unwise  short- 
cuts. "We  dropped  the  ball,"  he  says. 
That's  especially  galling  for  an  executive 
who  paved  his  24-year  path  to  Intel's 
top  job  by  helping  turn  the  company 
into  a  manufacturing  machine  with  un- 
matched quality  and  64%  gi'oss  margins. 
Intel  always  has  practiced  "prudent  and 
intelligent  risk-taking,"  he  says,  but  this 
year  it  tried  to  move  too  fast  and  with- 
out proper  controls. 

The  steely  CEO  vows  he  won't  let  that 
happen  anymore.  Since  the  Pentium  III 
recall,  Barrett  has  stepped  up  an  ag- 
gressive program  to  get  Intel  humming 
again.  In  biweekly  executive  staff  meet- 
ings, he  has  berated  his  top  lieutenants 
for  sloppiness,  insisting  they  adhere  to 
Intel's  rigorous  planning  methods.  After 
all,  he  says,  when  things  go  wrong,  "the 
enemy  is  usually  us."  Now  he's  tying 
management  bonuses  to  more  specific 
operational  goals,  such  as  hitting  certain 
milestones  and  timetables.  And  he  has 
gone  to  the  stump,  giving  internal  back- 
to-basics  speeches  and  insisting  on  train- 
ing throughout  the  company  to  reac- 
quaint  employees  with  techniques  such  as 
critical  path  analysis — a  method  for  pri- 
oritizing work — that  Intel  has  practiced 
successfully  in  the  past.  "We're  getting 
back  to  what  we  know  works,"  Barrett 
declares. 

SHUFFLING.  That  also  means  some  mid- 
course  corrections.  Barrett  has  pumped 
up  Intel's  capital  spending  this  year  by 
75%,  to  $6  billion,  to  ensure  plentiful  ca- 
pacity going  forward.  To  better  focus 
the  company's  engineering  efforts,  the 
CEO    in    late    September    canceled    a 
planned  low-cost  chip,  code-named  Tira- 
na, that  had  run  into  technical  troubles 
and  delays.  And  on  Oct.  9,  he  shuffled 
top  managers  to  oversee  a 
sudden  doubling  in  the  pro- 
duction levels  of  the  Pen- 
tium 4.  The  most  promi- 
nent    casualty:     Intel's 
veteran  head  of  proces- 
sor design,  Albert  Y.  C. 
NADIR?  The      Yu,  who  was  given  a  new 
Pentium  III   assignment  to  spearhead 
recall  stung    Intel's  nascent  efforts  in 
executives       optical  chips.  Insiders  say 
the  move  was  long  over- 
due.  "Albert   hadn't   added   value   in 
years,"  says  a  former  Intel  exec.  Yu 
couldn't  be  reached  for  comment. 

Nothing  is  sacred.  Barrett  even  has 
begun  publicly  backing  away  from  a  cru- 
cial partnership.  In  1996,  concerned  that 
conventional  memory-chip  technology  was 
running  out  of  gas,  Intel  hitched  its  wag- 
on to  startup  Rambus  Inc.,  which  had 
developed  an  unproven  alternative  that 
dramatically  boosts  the  connection  speed 
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between  memaary  and  the  processor.  Bar- 
rett now  says  Intel  made  a  "bad  bet" 
four  years  ago  by  cranmitting  to  use  onfy 
Rambus-type  memory  in  all  its  new  pc 
designs.  TTie  technology  has  proved  prici- 
er and  more  complex  than  anybody  ex- 
pected. So  by  next  summer,  Intel  will 
deliver  chipsets  for  the  Pentium  4  that 
let  it  work  with  cheaper  conventional 
memory,  which  has  improved  in  the  in- 
tervening years. 

How  did  Intel  get  into  such  a  mess? 
Most  of  its  product  delays  and  cancella- 
tions stem  from  difficulties  implementing 
Rambus'  technology — ^and  to  Intel's  lack 
of  a  backup  plan  in  case  that  didn't  pan 
out.  The  capacity  cnmch  traces  to  un- 
derinvestment in  new  plant  capacity  in 
1999,  when  Intel  slashed  capital  spending 
from  a  planned  $5  billion  to  just  $3.4  bil- 
lion. And  the  rushed  release  of  the  bug- 
gy Pentium  III — ^afler  an  engineer  ne- 
glected to  run  a  crucial  test  on  the 
part — ^was  undoubtedly  spurred  by  InteFs 
competitiveness  and  paranoia  about  AMD. 
The  rival  "is  pushing  Intel  to  do  things  it 
wouldn't  normally  do,"  chides  chip-in- 
dustry analyst  Linley  Gwennap  of  The 
Linley  Group.  "It's  moving  too  fast  and 
getting  careless." 

NO  TRACTION.  That's  not  to  say  all  of 
Intel's  actions  have  been  cavalier.  In 
1996,  when  Intel  selected  Rambus,  ana- 
lysts forecast  that  with  Intel's  backing, 
Rambus-type  chips  would  command  50% 
of  the  memory  market  by  now.  That 
hasn't  happened.  Intel  knew  a  year  ago 
that  Rambus  wasn't  getting  traction,  but 
it  was  so  committed  that  it  couldn't  back 
down.  To  buy  some  wiggle  room,  it  de- 
vised a  "translation"  chip  that  let  its 
Rambus  chij)sets  talk  to  conventional 
memory.  Problem  was,  the  translator 


didn't  work,  and  Intel  didn't  figure  that 
out  until  after  it  had  shipped  a  million  of 
them  to  computer  makers.  That  forced  a 
recall  in  May,  followed  by  a  $253  million 
write-down.  Meanwhile,  PC  makers 
turned  to  Taiwanese  rivals.  The  result: 
Intel's  share  of  the  $4.3  billion  chipset 
business  has  fallen  by  up  to  13  percent- 
age points  since  1999,  estimates  Mer- 
cury Research,  costing  the  company  an 
estimated  $560  million  in  revenues  this 
year  alone. 

Intel's  capacity  constraints  cost  even 
more.  When  planning  its  1999  capital 
spending,  Barrett  says,  Intel  misread 
this  year's  PC  market,  predicting  10% 
unit  growth  instead  of  the  18%  now  ex- 
pected. Sure,  Intel  was  only  one  of  many 
companies  blindsided  by  strong  demand 
in  early  2000.  "Apparently,  we  were  all 
idiots  at  the  same  time,"  Barrett  quips. 
But  Intel  also  took  some  added  risks. 
Under  enormous  financial  pressure  after 
a  dismal  1998,  when  profits  declined  for 


Barrett's  Fix-It  Plan 

Intel's  chief  executive  is  taking  action  to  correct  the  mistakes  that  have  plagued 
the  company  over  the  past  year.  Here  are  some  steps: 


PROBLEM 

sournoN 

UNDERCAPACITY  AND 
PRODUCT  SHORTAGES 

Upped  capital  spending  75%  in  2000,  to  $6  billion.  Will  open 
four  new  factories  this  year  and  double  the  production  rate  tor 
its  new  Pentium  4  from  the  original  plan. 

LAGGING  PROCESSOR 
PERFORMANCE 

Released  Pentium  4  with  up  to  1.5-gigahertz  speed  on  Nov. 
20.  Final  testing  of  its  64-bit  Itanium  superchip  in  the  fourth 
quarter,  with  production  slated  for  2001. 

BAD  BET  ON  RAMBUS 
MEMORY 

Quietly  backed  away  from  using  Rambus  last  spring  and  is  now 
openly  critical  of  the  company.  Intel  plans  to  deliver  Pentium  4 
chipsets  that  support  other  types  of  memory  by  next  summer. 

SLOPPY  EXECUTION 

Shook  up  top  execs  by  i   tssigning  several,  including  the  head 
of  processor  design.  Also  ying  executive  bonuses  to  operational 
goals  and  holding  "back  to  basics"  training  to  beef  up  procedures. 

NEW  COURSE 
Otellini  says  "we  were  like  a 
deer  in  the  hea(ilights"-but 
Intel  is  fighting  mad  now 

the  first  time  in  a  decade,  Barret 
and  his  team  banked  on  a  lower 
cost  a^qoroadi  to  updaihig  their  diq 
plants.  The  scheme  worked,  an< 
the  savings  were  huge,  but  Intc 
lost  vital  capacity  just  as  diip  sale 
surged.  "We  didn't  have  enoug] 
buffer,"  admits  Michael  R.  Splintei 
executive  vice-president  for  tech 
nology  and  manu&cturing.  "Not  b« 
ing  ^le  to  meet  demand  was  un 
beKevably  painfiiL" 

Costly,  too.  Just  as  Intel  ran  int 
its  chipset  pnnoblems  and  capacity  crund 
AMD  hit  paydirt  with  a  sizzling  Pentiur 
III  rival  called  the  Athlon.  The  cheape 
chip  has  helped  AMD  win  business  wit 
nine  of  the  top  10  PC  nuikers  and  gai 
five  points  of  maricet  share  this  year,  t 
18%.  Analysts  say  much  of  that  gaii 
worth  at  least  $800  million,  might  othei 
wise  have  landed  on  Intel's  top  line.  AM 
also  managed  this  year  for  the  first  tin: 
to  grab  the  chip-speed  crown  when 
delivered  the  first  PC  processor  to  run 
1  gigahertz,  or  a  billion  dock  ticks  p( 
second.  Intel  rushed  out  a  riposte  si 
months  ahead  of  schedule  and  soon  aftt 
shoved  the  faulty  1.13-GHz  Pentium  I 
out  the  door. 

RADICAL  SMFT.  To  regain  momentur 
Barrett  is  doubting  the  production  rami 
up  of  the  Pentium  4.  And  to  bring  c 
that  ambitious  goal,  he's  making  a  radic 
shift,  assigning  everybody  involved  wJ 
the  product — designers,  process  enj 
neers,  and  manufacturing  personnel — 
report  in  cross-fimctional  teams  to  oi 
executive.  Splinter.  Now,  instead  of  ru 
ning  every  decision  up  the  flagpole  ai 
back  down  again.  Splinter  says,  the  Pe 
tium  4  launch  will  be  managed  by  mo 
nimble  groups.  "We  have  to  shorten  t] 
dedsion  process,"  he  says. 

There's  no  doubt  Barrett  &  Co.  a 
fired  up.  Intel  has  always  perform' 
best  when  it's  on  a  mission,  and  rig 
now  all  82,000  employees  want  to  sht 
the  world  that  Intel  hasnt  lost  its  tow 
During  the  worst  of  the  crises,  sa 
Executive  Vice-I*resident  Paul  S.  Ote 
ni,  "we  were  like  a  deer  in  the  hei 
lights."  But  at  some  point,  he  adds,  p< 
pie  flip  from  being  scared  to  being  n* 
Now,  he  says,  "you'D  see  us  bounce  bs 
like  never  before."  If  not,  Barrett  v 
have  to  ready  himself  for  more  pain 
apologies. 

By  Andy  Reinha 
in  Santa  Clara,  Ca 
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A  box  without  service  is  a  box. 

With  hp  people,  hp  superdome  becomes  a  solution  instead  of  a  server. 

Service  is  comprehensive  and  included.  We  handle  site  planning,  integration  services,  customized  training,  and 

monitoring.  Ifs  service  made  simple.  So  simple,  in  fact,  that  we  can  adjust  your  capacity  over  the  phone. 

Without,  ironically,  a  service  call,  hp.com/superdome 


invent 


Information  Technology 


STORAGE 


TROUBLE  IN  STORE 

FOR  DATA-STORAGE  KING? 

The  market  leader  is  facing  heat  from  aggressive  rivals 


On  a  gray  November  day 
in  New  England,  the 
mood  inside  emc's  head- 
quarters in  Hopkinton, 
Mass.,  is  sunny  and  bright.  Ex- 
ecutives of  the  data-storage 
market  leader  see  no  limits  to 
the  world's  expanding  appetite 
for  machines  that  hold  digital 
versions  of  everything  from 
CEO  speeches  to  marketing 
pitches  to  X-rays.  With  EMC 
execs  predicting  that  storage 
demand  wdll  soar  fiftyfold  by 
2003,  Chief  Executive  Officer 
Michael  Ruettgers  is  so  confi- 
dent that  he  calls  EMC  reces- 
sion-proof. 'We  make  the  high- 
est-performing stuff,"  he  says. 
Having  masterfully  managed 
EMC  from  obscurity  to  market 
leadership  in  eight  years, 
knocking  off  IBM  in  one  of  its 
core  franchises  along  the  way, 
Ruettgers'  confidence  is  un- 
derstandable. As  other  tech 
stocks  have  been  taken  to  the 
woodshed  and  punished  for 
falling  demand  or  squeezed 
profits,  EMC  has  scarcely  been 
nicked.  Its  shares  today  trade 
at  about  $80,  10%  over  their 
price  in  March.  The  reason? 
Gross  margins  of  57%  and 
sales  and  earnings  gains  of 
30%  to  50%  in  recent  years. 
EMC  is  the  class  act  in  the  $31 

™r;^S:r*TDaX?5  managed  EMC  from  obscurity  to 
'Z"^^^.^:^^yl  market  leadership.  "We  make  the 


CONFIDENT 


Ruettgers  has 


storage  machines — arrays  of 
hundreds  of  disk  drives  that 
hold  millions  of  documents — 
dominate  corporate  data  centers. 

Soimd  too  good  to  be  true  in  today's 
doom-and-gloom  tech  market?  It  just 
might  be.  The  storage  giant  faces  a 
growing  roster  of  rivals — from  reinvig- 
orated  old-timers  such  as  IBM  to  up- 
stai-ts  like  Network  Appliance  Inc. — 
who  say  EMC  is  a  vulnerable  target 


highest-performing  stuff,"  he  says 


with  a  shrinking  technology  edge.  They 
may  soon  have  even  more  company. 
Venture  capitalists  have  tripled  their 
investments  in  the  sector,  to  $411  mil- 
lion, since  1998,  says  researcher  Ven- 
tureOne  Corp.  And  customers  who  have 
long  been  willing  to  pay  a  premium  for 
EMC  machines  are  tiring  of  pricing  poli- 


cies and  product  strategic 
that  lock  them  into  using  e 
pensive  software  that  wor 
only  with  EMc's  hardware. 

"Take  StorageNetworl 
which  manages  data  storaj 
for  large  companies.  Last  ye 
StorageNetworks  bought  v: 
tually  all  of  its  gear  from  E» 
This  year,  it  will  spend  le 
than  half  of  its  $96  milli< 
budget  on  EMC  machines.  SU 
ageNetworks  wanted  mo 
flexibility  than  EMC  could  ofi 
Storage  buyers  "are  a 
smarter  today,"  says  Pet 
Bell,  a  former  EMC  exec  w 
is  now  CEO  at  StorageN* 
works. 

Couple  those  trends  wit! 
possible  slowdown  in  over 
tech  spending,  and  EMC  coi 
be  headed  for  a  rougher  ri 
than  it  has  grown  accustom 
to.  While  the  company  is 
likely  to  be  unseated  as  m; 
ket  leader  anytime  soon,  t 
combination  of  restive  cliei 
and  hungry  competitors  coi 
slow  emc's  stellar  growth  a 
pinch  its  hefty  margins.  Th^ 
is  some  evidence  this  alrea 
has    begun.    Customers 
"holding  emc's  feet  to  the  fi 
in    negotiations,    says    Jo 
Webster,  an  analyst  at  marl 
researcher  lUuminata  Inc. 
Just  ask  Gene  Deans.  H 
the  database  administrator 
EchoMail  Inc.,  a  Cambric 
(Mass.)  e-mail   managemi 
company.   When   Deans 
shopping  for  a  new  ston 
system  last  spring,  emc 
fered    one   of  its    big   machines 
$900,000.  After  IBM  proposed  a  com 
rable  unit  for  $512,000,  Deans  says  t 
came  back  at  $600,000.  Deans  ended 
with  IBM.  Big  Blue  was  still  chea| 
and  offered  a  more  economical  path 
higher-capacity    machines   down 
road.  Not  long  ago,  "emc  was  the  o 
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The  box  is  only  as  good  as  the  thinking  outside  of  it. 

hp  superdome  is  more  than  an  enterprise  server, 

it's  on  enterprise  solution. 

It's  a  team  of  thoughtful  people  and  smart  hardware  that  adjusts 

to  a  very  specific  future  -  yours. 

This  is  the  first  generation  of  a  new,  more  complete  way  of  managing  your  business. 

One  in  which  comprehensive  service  and  system  integration  are  parts  of  the  process, 

not  expensive  afterthoughts. 

hp  superdome  is  the  first  step  into  on  internet  infrastructure  that's  always  on, 

always  flexible,  always  exactly  what  you  need. 

Not  more.  Or  less.  Just  exactly. 

Look  ahead,  at  hp.com/superdome 


m 


,  .,  ■■.■■■  1 

Being  number  one  w 
Being  number  one  w| 


rrttJ 


usn 


Sujeden 


Deutsche  Post  jQf  World  Net 

MAIL  EXPRESS  LOGISTICS  FINANCE 


d 
Qi  ia 


wide  is  good, 
you  is  better. 


en  Danzas  acquired  Air  Express  International  -  AEI  for  short  -  we  became  No.  1  worldwide  in 
freight.  But  we're  more  concerned  with  being  your  first  choice. 


I 


jrating  AEI  into  Danzas  nfiade  us  the  leading  global 
?r  in  air  freight  and  a  leader  in  ocean  freight.  Now,  we  can 
up  interesting  new  prospects  for  your  intercontinental  busi- 
for  example,  through  our  stronger  presence  in  the  USA.  What's 
,  you  stand  to  gain  from  our  increased  freight  capacity,  our 
actions  and  our  space  availability. 

her  of  our  strengths  lies  in  our  wide  variety  of  services, 

log  the  full  range  of  air  and  ocean  freight,  project  forwarding 
alue-added  services.  And  thanks  to  state-of-the-art  infor- 
>n  technology,  it  all  happens  fast  and  upfront,  leaving 
ng  to  your  imagination.  Every  measure  is  designed  for  your 
al  needs,  every  step  of  the  way.  So  it's  not  surprising  that 
as  AEI  Intercontinental  stands  for  total  solutions  to  all  your 
ics  tasks  -  all  from  a  single  source. 


Danzas  Group-Logistics.  Worldwide. 


•  Worldwide  No.  1  in  air  freight 

•  Global  leader  in  ocean  freight 

•  Leading  in  European  overland  transport 

•  Customized  supply  chain  management 

•  eBusiness  partner 

•  Represented  in  150  countries 

www.danzas.com 
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game  in  town,"  Deans  says.  "Now 
there's  another  player."  EM("  would  only 
say  that  many  customers  will  pay  a 
premium  for  reliability. 

In  fact,  there  are  lots  of  other  play- 
ers. The  growing  ranks  of  storage  mak- 
ers include  the  Ukes  of  Sun,  Dell,  Com- 
paq, Hewlett-Packard,  and  Hitachi  Data 
Systems.  Hitachi,  for  example,  has 
bailed  out  of  the  mainframe  computer 
business  to  focus  on  big  storage  ma- 
chines and  now  expects  more  than  $1.6 
billion  in  storage  sales  this  year,  up 
from  $900  million  in  1999.  Dell  Com- 
puter Corp.,  the  company  most  respon- 
sible for  driving  margins  in  PCs  to  their 
current  razor-thin  levels,  increased  its 
storage  revenues  by  73%  last  quarter 
and  should  see  more  than  $1  billion  in 
sales  next  year,  says  Russ 
Holt,  general  manager  of 
Dell's  Storage  Systems 
Group.  "Our  goal  is  to  com- 
moditize  the  low-end  to 
midrange  portion  of  this 
market,"  Holt  says.  In  time, 
he  warns,  as  the  smaller 
machines  become  more  ca- 
pable, that  will  put  pricing 
pressure  on  emc. 

Scores  of  lesser-known 
companies  are  targeting 
EMC  as  well.  Network  Ap- 
pliance, of  Sunnyvale,  Calif"., 
has  been  especially  nettle- 
some.  Its  machines  are 
smaller  than  EMC's  and  can 
often  do  the  same  work 
more  cheaply.  Debra  Mar- 
tucci,  a  vice-president  at 
software  maker  Synopsys, 
has  two  EMC  units.  When  it 
came  time  to  add  capacity 
this  year,  though,  she  chose 
Network  Appliance.  She 
says  NetApp  offers  all  the 
capabilities  of  emc's  equip- 
ment and  came  in  at  about 
a  quarter  of  the  cost. 

Though  emc  remains  the 
gold  standard  for  large  cen- 
tralized storage  systems,  its 
advantages,  along  with  its 
juiciest  profits,  have  come 
from  software.  Its  programs 
have  long  been  ahead  of 
competitors'  in  allowing  emc 
systems  to  instantly  send 
backup  copies  of  data  to 
storage  machines  in  remote 
locations.  And  emc's  pro- 
grams have  an  unparalleled 
reputation  for  reliability. 
Best  of  all — for  emc,  at 
least — these  programs  run 
only  on  emc  boxes.  That 


LOCKED  IN 


Some  customers  resent  EMC's 
strategy  of  selling  software  that  can  run  only  on 
its  hardware 


means  any  customer  who  wants  to  take 
full  advantage  of  emc's  software  is 
locked  in  to  a  double  whammy  of  top- 
shelf  pricing. 

Rivals,  though,  have  begun  to  dupli- 
cate emc's  software.  Hitachi  can  now 
do  remote  backups.  Veritas  Software 
Corp.,  based  in  Mountain  View,  Calif., 
writes  programs  that  run  on  server 
computers  instead  of  the  storage  de- 
vices, avoiding  the  emc  software-hard- 
ware lock-in.  And  IBM  is  developing  a 


HOW  THE  STORAGE  MARKET  STACKS  UP: 

EMC  AND  ITS  RIVALS 

MARKET 

KEY  RIVALS 

ENTERPRISE  STORAGE 

After  bailing  out  of  mainframe  com- 

Systems costing  $300,000  or 

puters,  Hitachi  is  focusing  on  stor- 

more that  can  store  millions 

age  and  expects  $1.6  billion  in 

of  documents  in  one  place 

sales  this  year.  IBM  is  fixing  prob- 

MARKET SIZE* 

lems  with  its  storage  machines  to 

$14.6  billion 

take  revenge  on  EMC,  which  has 

EMC'S  REVENUES* 

displaced  Big  Blue  as  the  No.  1 

$5.5  billion 

storage  player. 

MIDRANGE  STORAGE 

With  $5.7  billion  in  storage  sales 

Systems  costing  from  $25,000 

last  year,  Compaq  leads  in  the 

to  $125,000  that  store  data  for  a 

mid-market.  In  1998,  PC  innovator 

department  or  division 

Dell  started  a  storage  division, 

MARKET  SIZE* 

which  expects  $1  billion  in  revenues 

$12.1  billion 

this  year.  It's  targeting  small  and 

EMC'S  REVENUES* 

midsize  businesses  and  corporate 

$600  million 

departments. 

STORAGE  SOFTWARE 

Veritas  sells  software  that  rivals 

Manages  storage  systems, 

EMC's  in  data  backup  and  recovery 

ensuring  disaster  recovery  and  data 

and  expects  $1  billion  in  sales  this 

backups 

year.  IBM  is  readying  new  software 

MARKET  SIZE* 

that  works  on  devices  from  various 

$8.9  billion 

vendors — a  potential  edge  on  EMC, 

EMC'S  REVENUES* 

whose  software  works  only  on  its 

$1.3  billion 

machines. 

NETWORK-AHACHED  STORAGE 

Network  Appliance  makes  lower- 

Shared  storage  machines  that  can 

cost  systems  that  appeal  to  small 

be  linked  to  many  computers  and 

and  midsize  customers — a  market 

users  via  a  network 

where  EMC  is  weak.  With  $1  billion 

MARKET  SIZE* 

in  revenues  this  year,  the  upstart 

$1.7  billion 

has  prompted  EMC  to  develop  a 

EMC'S  REVENUES* 

new,  smaller  system  that  industry 

$475  million 

insiders  call  the  "NetApp  killer." 

•  2000  ESTIMATES     DATA:  EMC,  BW 

program  that  will  manage  storage  o 
devices  from  various  vendors — includin 

EMC 

With  rivals  on  the  attack,  emc  hi 
developed  a  full  arsenal  of  hardball  ta 
tics  to  protect  its  storage  turf,  emc 
salespeople  won't  accept  a  "no"  from  ,; 
client's  technology  chief  and  wall  ofte  _ 
go  over  his  or  her  head  to  close  a  sal  r , 
When  top  customers  buy  a  competitor  ™ ,., 
machines,  emc  has  been  knovm  to  bi  jp 
the  device  from  the  customer  and  i:  ^.:.^ 
stall  one  of  its  boxes  ii  >■„ 
stead.  And  to  counter  tl    ,.,. 
threat  from  Network  A    '^^ 
pliance,  emc  is  readying  >  7 
new,   smaller  device   th  >.  ■' 
many  in  the  industry  a:  ■' , 
dubbing  a  "NetApp  Killei  , /, 
Ruettgers,     though,     h  ■  . , 
drawn  the  line  at  softwai  ,    , 
While  opening  his  prograr 


to  run  on  rival  machin 
might  please  customers, 
could  threaten  margins.  I  If' ; 
hkens  his  systems  to  hig  „'  . 
performance  cars  and  snif  .  |' 
"You  can't  always  take  t  ,' 
tires  off  a  race  car  and  p  '  '' 
them  on  motorcycles."       ,  *' 

emcs  defensive  measui  .,  •"; 
will  certainly  help  to  mai    ''^ ' 
tain  its  lead  in  the  stora    "' 
industry.    But    each    st 
deeper  into  the  fray  pi     "' 
sents  a  threat  to  EMc's  pi  *!"'■' 
cious  margins.  To  remj   ' ' 
competitive,  emc  will  oft  f^"~' 
undercut    rivals'    prices  _    '' 
something  it  rarely  had   ' 
do  when  it  was  alone  at  t 
top  of  the  market.  Nonet)  ■ 
less,  EMC  is  confident  that  ' 
can  more  than  hold  its  o'  "  ' 
against  its  rivals.  "The  co     ' '' 
petition  will  set  their  pri 
under  our  umbrellas,"  s 
emc's  chief  operating  o 
cer,  Joe  Tucci.  But  as 
many      companies      hfi| 
learned,  when  the  comp(| 
tive  winds  start  swirli 
the  umbrellas  can  all  i 
suddenly  collapse — dark 
ing  even   the   sunniest 
moods. 

By  Norm  Alster  in  H 
kinton,  Mass.,  with  L 
Hawkins  in  Austin,,  Tex 
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COMMENTARY 


By  Michael  Shari 


FREE  TRADE  IN  ASIA:  BOGGED  DOWN  AGAIN 


jlii 
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Back  in  the  boom  years, 
the  winds  of  free 
trade  seemed  set  to 
slow  dowTi  tariff  walls 
icross  Asia.  True,  the 
1997-98  economic  crisis 
'threw  a  monkey  wrench" 
nto  regional  free  trade,  as 
J.S.  Trade  Representative 
Hharlene  Barshefsky  puts 
t.  But  even  then,  liberal- 
zation  seemed  inevitable. 

Now,  however,  free 
raders  fret  that  the 
)rocess  is  getting  bogged 
lown  again.  At  the  Asia 
'acific  Economic  Cooper;i 
ion  forum  that  just  con- 
cluded in  Brunei,  the  re- 
gion's leaders,  especially 
hose  from  Southeast  Asia, 
vere  noticeably  reticent 
ibout  free  trade.  That's  in 
arge  part  because  much 
if  the  region  continues  to 
uffer  the  lingering  effects 
if  the  crisis.  Not  only 
hat,  imported  oil  is  at  a 
lecade-long  high,  even  as  prices  for 
he  region's  electronics  exports  are 
ailing.  Moreover,  foreign  direct  in- 
'estment  is  down  an  average  of  62% 
cross  Southeast  Asia.  No  wonder 
ree  trade  is  a  low  priority  in  many 
i.sian  capitals. 

The  region's  leaders  have  never 
leen  short  of  reasons  to  retreat  be- 
ind  tariff  barriers.  At  the  Brunei 
PEC  meeting,  they  acted  defensive 
bout  the  West's  technological  advan- 
age.  "The  digital  divide  is  going  to 
e  the  new  excuse  to  start  putting 
arriers  on  top  of  e-commerce," 
^ams  Robert  G.  Lees,  secretary- 


APEC  CONFAB: 

Asian  leaders  are 
acting  defensive 
toward  the  West 


THE  ROADBLOCKS 


general  of  the  Pacific  Basin 
Economic  Council  in  Honolu- 
lu. Indeed,  Malaysia  already 
bars  foreign  banks  from  sell- 
ing  electronic  financial  ser- 
vices, keeping  out  the  likes  of 
Citibank,  which  already  markets 
such  products  to  the  rest  of  the  re- 
gion. Indonesia,  for  its  part,  has 
banned  foreign  investment  in  local 
dot-coms,  and  it  may  not  be  long  be- 
fore other  countries  do  the  same, 
however  futile  the  exercise. 
ALL  TALK.  Meanwhile,  some 
nations  have  conveniently  forgotten 
prior  commitments.  Consider  the 
brand-to-brand  complementary 
scheme,  which  in  theory  requires  a 
multinational  to  pay  tariffs  only 
once — when  it  imports  components  or 
unprocessed  goods  into  a  Southeast 
Asian  nation  where  it 
has  a  factory  or 


assembly  line.  Such 

•  Failure  of  WTO  to  get  back  on  track  after  Seattle  companies  should  be 

•  Rising  prices  for  Asian  oil  imports 


•  Falling  prices  for  Asia's  electronics  exports 

•  Eroding  regional  currencies 

•  Declining  foreign  direct  investment 

•  Lack  of  political  will  among  weak  leaders 
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able  to  ship  goods 
tariff-free  among  any 
of  the  10  members  of 
the  Association  of 
Southeast  Asian 
Nations. 

Yet  that  isn't  hap- 
pening. Motorola  Inc. 
says  it  pays  a  34% 
duty  to  import  to 


Malaysia  the  cell  phones  it  makes  in 
Singapore.  And  Samsung  Electronics 
acknowledges  that  it  pays  a  duty  to 
import  the  picture  tubes  it  makes  in 
Singapore  to  Indonesia,  where  it  as- 
sembles TVs  for  the  domestic  market. 
Multinationals  would  simply  rather 
pay  the  original  duties  rather  than 
deal  vrith  the  years  of  red  tape  re- 
quired to  get  tariff-free  privileges. 

Free  trade  in  Southeast  Asia  has 
sunk  to  such  a  low  ebb  that  Singa- 
pore is  set  to  sign  a  bilateral  trade 
deal  with  Japan.  It  was  a  no-brainer 
because  the  two  nations  don't  com- 
pete in  any  important  sectors,  such  as 
agriculture,  which  is  highly  protected 
in  Japan.  Such  bilateral  deals  risk 
making  the  World  Trade  Organization 
and  such  regional  forums  as  ASEAN  ir- 
relevant— and  could  prompt  some 
Asian  governments  to  hold  back  their 
market-opening  reforms.  "What  I  fear 
now  is  they'll  say:  'I'm  going  to  wait 
until  I  see  what  the  other  guy  is  do- 
ing [on  trade],' "says  Lees. 

Clearly,  it  will  take  more  than  an- 
other international  conference  to 
break  the  current  impasse.  Rather, 
Asia  needs  to  muster  its  political  will 
and  improve  economic  conditions.  Nei- 
ther is  likely  to  happen  anytime  soon. 

Shari  covers  Southeast  Asia  from 
Singapore. 
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Old  stores, 
new  rivals, 
and  changing 
trends  have 
hammered 


By  Nanette  Byrnes 

For  now,  the  interior  of  the  building  at  44th 
Street  and  Broadway  in  the  heart  of  New  York's 
Times  Square  is  a  dusty  demolition  site.  But  as 
John  H.  Eyler  Jr.,  the  latest  chief  executive  of 
long-troubled  Toys  'R'  Us  Inc.,  strides  through  in  his 
hard  hat  and  shirtsleeves,  what  he  sees  is  a  retailing 
phoenix  ready  to  emerge  from  the  rubble.  Or  maybe  it's  go- 
ing to  be  more  of  a  peacock. 

His  plans  for  the  site,  which  will  open  as  the  new  Toys  'R' 
Us  flagship  next  fall,  are  massive.  The  store's  outsize  at- 
tractions will  include  a  30-foot-tall  animatronic  dinosaur,  a  two- 
story  Barbie  townhouse  with  its  own  elevator,  an  indoor 
Ferris  wheel  able  to  take  600  people  a  day  for  a  spin,  and  a 
life-size  version  of  the  Candy  Land  board  game  that  doubles 
as  a  candy  store.  Add  in  personal  shoppers  and,  for  VI Fs,  a 
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/box  balcony  from  which  they  can  survey  all  this  from 
high.  To  make  sure  that  none  of  it  is  lost  on  passersby,  a 
foot-tall  glass  wall  facing  Broadway  will  feature  scrolling 
hnology  that  switches  it  from  a  window  into  a  billboard  in 
ee  seconds  flat. 

[f  this  doesn't  sound  like  the  Toys  'R'  Us  you  remember— 
store  of  unhelpful  sales  clerks,  warehouse-length  aisles 
le  in  dismal  gray  and  blue,  and  Christmas-eve  frustra- 
1— that's  just  how  Eyler  wants  it.  Recruited  from  upscale 
vendor  FAO  Schwarz  last  January,  Eyler  has  gone  from  the 
Ritz  to  the  Motel  6  of  toy  retail- 
ers. Part  of  his  plan  is  to  bring 
along  a  bit  of  the   Schwarz 
magic  but  at  a  price  Toys  'R' 
Us  can  afford.  "All  of  retail 
has  become  more  theatri- 
cal," says  Eyler,  53.  "It's 


about  making  it  fun.  What's  fun  about  going  to  a 
warehouse?" 
Not  much.  And  that,  in  a  nutshell,  is  what's  be- 
hind a  string  of  sales  and  earnings  disappointments 
and  management  turmoil  at  the  once  high-flying  Toys 
R' Us,  based  in  Paramus,  N.J.  In  his  first  10  months  in 
■ommand,  Eyler  has  been  a  whirlwind  of  activity,  mostly 
bcused  on  revamping  the  poor  customer  service  and  lay- 
lut  of  the  chain's  707  U.  S.  toy  stores.  Don't  expect  a  giant 
'^.  rex  at  your  local  branch,  but  Eyler  is  beefing  up 
taffing  and  training,  greatly  increasing  the  chain's  supply 
if  exclusive  products,  and  striving  to  keep  toys  in  stock 
:.nd  on  shelves  that  people  can  actually  reach.  The  hope  is 
hat  by  showing  shoppers  a  friendlier,  more  helpful  face 
nd  lining  shelves  with  great  toys  not  available  else- 
v^here,  Toys  'R'  Us  can  break  out  of  the  low-price  super- 
I  narket  approach  that  hyperefficient  Wal-Mart  Stores  Inc. 
oes  much  better.  Two  years  ago,  the  Bentonville  (Ark.) 


giant  overtook  Toys  'R'  Us  as  the  No.  1  U.  S.  toy  seller. 
Eyler  is  the  third  Toys  'R'  Us  CEO  to  try  to  stop  the  on- 
slaught of  the  discounters  since  founder  Charles  Lazarus 
retired  in  1994.  And  his  store  overhaul  is  the  company's 
third  since  1996.  Toys  'R'  Us  has  found  that  offering  the 
widest  selection  12  months  a  year  just  isn't  enough  to  keep 
customers  happy.  The  chain  struggled  so  hard  trying  to  fig- 
ure out  how  to  beat  the  latest  challenge — online  toy  stores — 
that  it  finally  joined  them  instead,  linking  up  with  Ama- 
zon.com Inc.  last  summer  to  create  a  joint  Web  site.  "When 
I  started,  if  you  had  good  selection  and  good  prices,  that  was 
the  key,"  says  Lazarus,  now  77  and  still  a  member  of  the 
board  of  directors.  "There  was  only  our  price 
and  a  very  high  price,  so  customers 
were   willing   to   with- 
stand  a  lot. 


Can  CEO 
John  Eyler 
fix  the  chain? 


Today,  our  competition  is  very  good,  and  we  have  to  be  better." 
If  customers  do  respond  to  Eyler's  changes  and  the  chain 
pulls  off  a  respectable  holiday  season  and  a  strong  2001,  he 
will  have  gone  a  long  way  toward  proving  that  he  has  figured 
out  how  to  make  a  1980s-style  big-box  retailer  attractive  to 
today's  shopper.  But  he  faces  stiff  headwinds.  Retailers  have 
already    be- ^^^^^^^^..^^^^^^^^^^ 
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gun  wrmging 
their  hands, 
worried  about 
the   gloomy 

shadow  that  a  jittery  stock  market,  higher  gas  prices,  and  a 
slowing  economy  might  cast  upon  consumers.  Normally  con- 
sistent specialty  merchants  such  as  Gap  Inc.  and  Home  Depot 
Inc.  have  recently  disappointed  Wall  Street. 

With  half  of  all  of  toy  sales  coming  in  the  November-De- 
cember-January quarter,  toy  retailers  need  a  merry  Christmas 
more  than  anyone.  But  this  year,  the  lack  of  a  must-have 
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1952  Mr.  Potato  Head 

becomes  the  first  toy 
to  be  nationally  adver- 
tised on  TV.  This 
sparks  a  nnultibillion- 
dollar  system  of  selling 
toys.  Lazarus  starts 
opening  toy  supermar- 
kets, creating  one  of 
the  first  big-box  retail- 
ers. Modeled  on  super- 
markets, it  has  customers 
pulling  goods  from  shelves] 

packing  them  in  their  ow 

bags  and  boxes. 
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52  YEARS 
OF  TOYS  R'  US 

Started  in  a  bike  shop,  Toys  'R'  Us 
went  on  to  define  big-box  toy 
retailing.  Then  came  Wal-Mart. 


1948  Returning  from  a  stint  in  the 
Army,  25-year-old  Charles  Lazarus 
feels  too  old  to  start  college.  So  he 
starts  selling  baby  furniture  in  his  fa- 
ther's Washington  (D.C.)  bike  shop 
with  $5,000.  His  idea  is  to 
supply  families  of  G.l.'s  returning  from 
the  war. 


1957  The  store  is  renam|| 
Toys  'R'  Us.  Two  years  la 
Barbie  is  born,  destined' 
I J  come  the  best-selling  doL 

1966  Lazarus  sells  his  fou 
stores  to  I  nterstate  Stores  jj  its 
$7.5  million  and  continue: 
run  the  toy  operation. 
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toy — Sony  Corp.'s  PlayStation  2  is  trickling  into  the  U.  S.  so 
slowly  it's  unlikely  to  have  much  impact  until  next  year — 
could  spell  fewer  trips  to  the  toy  store.  Combine  that  with  the 
Toys  'R'  Us  history  of  slow  sales  growth  and  disappointing 
earnings,  and  it  becomes  clear  just  what  a  steep  wall  Eyler  is 
up  against.  The  company's  total  stock  returns  have  fallen 
53%  since  Lazarus  retired,  compared  with  a  238%  rise  for  the 

Standard  &  Poor's 
500-stock  index  (chart). 
"Toys  'R'  Us  has  the 
incredibly  unpleasant 
distinction  of  missing  the  fourth  quarter  in  14  out  of  the 
last  15  years,"  says  Sanford  C.  Bernstein  &  Co.  analyst  Ur- 
sula H.  Moran.  "The  big  test  for  John  Eyler  is  whether  he 
can  buck  that  trend  this  year." 

Still,  considering  the  recent  troubles  at  Toys  'R'  Us,  many 
investors  figure  it  can  only  improve.  The  stock  resisted  a  gen- 
eral retail  slide  to  rise  61%  since  Eyler's  appointment,  and  it 
jumped  $2  a  share,  to  18/i,  on  Nov.  13,  when  Eyler  an- 
nounced that  third-quarter  sales  were  down  only  1%  at 
stores  open  more  than  a  year.  That's  considered  good  news — 
because  the  company  was  up  against  a  very  strong  quarter 
last  year,  when  Pokemon  Game  Boy  cartridges  sold  like  mad. 
GIANT  TEDDIES.  Eyler  is  betting  that  smart  management  of 
the  chain's  stronger  assets — including  Babies  'R'  Us,  and  its 
international  operations — plus  an  overhaul  of  its  struggling 
U.  S.  stores,  will  spark  what  he  calls  "a  second  growth  peri- 
od." The  company  grew  at  a  phenomenal  26%  annual  pace 
during  its  heyday  in  the  1980s.  And  Eyler's  formula  has 
worked  before.  As  ceo  at  Schwarz,  he  made  his  name  by 
greatly  expanding  things  like  in-store  toy  demonstrations 
and  giant  Schwarz-only  stuffed  animals. 

But  Eyler  knew  he  was  making  a  quantum  leap  in  scale — 
and  problems — when  he  came  to  Toys  'R'  Us.  The  chain 
posted  .$11.9  billion  in  sales  last  year,  50  times  as  much  as 
Schwarz,  and  operates  1,565  stores  in  27  countries.  And  it  had 
just  blown  1999,  the  best  toy-selling  holiday  of  the  decade.  It 
was  caught  out  of  stock  in  many  store  items  and  struggled  to 
deliver  online  orders.  Although  the  com[)any's  sales  last  year 
rose  6%,  they  trailed  the  10%  increase  for  the  toy  industry. 
The  Toys  'R'  Us  board  was  looking  for  a  long-term  solution. 
Chairman  Michael  Goldstein  says  the  company  had  been 
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talking  with  Eyler  on  and  off  for  more  than  a  decade.  In  19J  '"" ; 
Goldstein's  successor,  Robert  C.  Nakasone,  had  tried  to  recn  '"'''J' 
him  to  be  his  No.  2,  and  even  started  negotiating  to  bi  ^i^^™ 
Schwarz  to  get  Eyler  on  board.  During  a  four-month  sear  ^^^'' 
after  Nakasone 's  departure,  Eyler  was  always  on  top  of  t.  '"""' 
list  of  candidates.  Goldstein  relied  heavily  on  the  glovdi  ''"*' 
reviews  that  Eyler  got  from  key  suppliers  such  as  Hash  '^"^ 
Inc.  CEO  Alan  G.  Hassenfeld  and  the  now-departed  Mattel  Ii  '"''''' 
Chief  Exec  Jill  Barad.  "Not  one  person  said  anything  b  '  *'' 
'Mike,  get  him,'"  Goldstein  recalls.  '  '" 

Eyler's  route  to  becoming  a  retail  rescuer  wasn't  obvious  '* 


direct.  He  grew  up  in  Seattle  with  an  engineer  father  w 
played  an  important  role  for  Boeing  Co.  in  the  Apollo 
space  mission  and  the  Minuteman  Missile  program.  Ey] 
entered  the  University  of  Washington  in  the  1960s  as  a 
nance  major,  and  got  his  MBA  from  Harvard  University.  I  "  ^ 
interest  in  retailing  was  sparked  while  writing  a  paper  abc 
eliminating  middlemen  from  distribution.  Eyler  realized  t  **" 
nascent  computer  revolution  would  make  it  possible  to  m( 
sure  the  effectiveness  of  each  link  in  the  retail  chain  and  coi 
lead  to  consolidation.  Figuring  that  would  create  opportunit 
for  young  executives,  he  took  a  management-trainee  job  P''^ 
May  Department  Stores  upon  graduation. 

Eyler  was  right  about  predicting  a  period  of  indusi  'S 


NO  FUN  IN  THE 
TOY  AISLES       I 

Since  its  glory  days  of  the  1980s, 
the  toy  retailer  has  struggled 
with  a  growing  roster  of  discount 
competitors  and  disenchanted 
customers.  Here's  a  look  at  the 
chain's  performance  since  found- 
er Charles  Lazarus  stepped 
aside  in  February,  1994. 


A  SLOWDOWN  INS 
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nterstate  Stores,  beset  with 
ns  in  its  discount  stores,  files 
kruptcy.  It  focuses  on  toys  and 
:s  Lazarus  CEO.  Four  years  later, 
npany  reemerges  as  Toys  'R'  Us. 

'he  video-game  craze,  launched 
i,  peaks.  A  year  later.  Toys  'R' 
ns  its  first  overseas  stores.  By 
there  are  477  stores  accounting 
^o  of  sales. 


1990  Toys  'R'  Us 
sales  hit  $4.8  bil- 
lion, up  from 
$480  million  in 
1980.  They  get  a 
boost  from  anoth- 
er hot  product: 
Nintendo's  handheld  Game  Boy. 

1994  Lazarus,  71,  retires  as  CEO  but 
remains  chairman.  A  lucrative  consult- 
ing package  pays  him  $8  million  in 

1995  and  more  later.  Michael  Gold- 
stein, an  accountant  by  training,  be- 
comes CEO. 

1996  Toby  Lenk  launch- 
es an  online  competitor, 
eToys. 

1998  Wal-mart  passes 
Toys  'R'  Us  as  largest 
U.S.  toy  retailer.  Gold- 
stein steps  down. 
Toys  'R'  Us  loses  $132 
million. 


1999  Market  tur- 
moil is  reflected  in 
executive  suite. 
Goldstein's  replace- 
ment, Robert  Naka- 
sone,  leaves  after 
only  18  months. 
Most  retailers  have 
a  good  Christmas, 
but  Toys  'R'  Us 
struggles  to  stock  store  shelves  and 
deliver  goods  through  its  toysrus.com 
Web  site. 

2000  John  Eyier 

takes  over  as 
CEO,  emphasiz- 
ing proprietary 
toys  and  im- 
proved customer 
service.  Toys- 
rus.com  and 
Amazon.com 
combine  toy 
sites. 


nult,  and  he  later  found  himself  right  in  the  thick  of  it. 
i  major  accomplishments  include  starting  a  chain  of  low- 
jriced  shops  for  Federated  Department  Stores  Inc.  called 
inStreet,  which  Eyler  says  was  on  an  annual  pace  of 
0  million  in  sales  and  on  the  brink  of  profitability  when  it 
5  sold  in  1988  to  help  reduce  debt  under  the  new  owner, 
oert  Campeau.  Next,  Eyler  ran  the  retail  arm  of  upscale 
.maker  Hartmarx  CorjJ.,  only  to  see  the  stores  eventually 
<e  down  after  the  market  shifted  toward  casual  office 
ir.  "Going  through  a  failure  helps  you  become  a  much 
re  honest  assessor  of  reality,"  Eyler  says  today. 
Critics  point  out  that  Eyler  has  yet  to  pull  off  a  turnaround 
thing  like  what  he  faces  now.  Even  at  Schwarz,  whose 
;s,  according  to  Eyler,  grew  from  $60  million  in  1991  to 
5  million  in  1999,  profits  were  meager.  "John  has  got  a 
at  reputation  as  a  marketing  and  visual  person,"  says 

retail  executive.  "But  it  would  be  hard  for  anyone  to  say 

ever  posted  great  numbers." 

]yler's  first  task  upon  joining  Toys  'R'  Us  was  to  con- 
it  the  mess  of  Christmas  past.  His  analysis  of  the  disas- 
is  1999  season  showed  that  inventories  had  dropped  to 
gerously  low  levels,  leaving  the  U.  S.  stores  out  of  stock  on 
)  of  items — including  basics  like  Monopoly  games.  Even  the 
ing  third  quarter  that  Toys  'R'  Us  thought  it  had  en- 
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joyed  before  Christmas  turned  out  to  be  not  nearly  so  good 
as  it  looked:  Pokemon  fervor  had  masked  deterioration  in  oth- 
er areas.  In  fact.  Toys  'R'  Us  had  lurched  from  having  too 
many  toys  in  the  previous  years  to  too  few.  The  glut  had  led 
to  painful  markdowns,  a  $698  million  restructuring  charge,  and 
a  sharp  tightening  of  inventory  controls. 

Too  tight,  it  turned  out.  By  the  summer  of  1999,  one  for- 
mer executive  remembers,  each  store  manager  was  limited  to 
ordering  30  rolls  of  Scotch  tape  at  a  time,  for  instance.  That 
severely  restricted  promotional  opportunities  during  the  hol- 
idays, when  it  is  not  unusual  for  the  chain  to  sell  1  million 
rolls  of  tape  a  week — at  50%  gross  margins — the  executive 
says.  "Whole  aisles  collapsed"  because  of  this  merchandise 
paralysis,  he  says.  Meanwhile,  toymakers  complained  bitter- 
ly that  in  July,  1999,  they  still  had  received  only  partial 
Christmas  orders  from  Toys  'R'  Us.  That  was  a  key  reason 
the  board  moved  to  oust  Nakasone  in  August. 
HUFFY  CUSTOMERS.  Eyler  wanted  to  get  his  orders  in  early 
this  year  to  steady  the  business  and  to  begin  mending  fences 
with  Hasbro,  maker  of  Tonka  trucks,  and  Mattel,  home  of 
Barbie.  His  answer:  more  systematic  stocking  of  the  top 
1,500  toys  that  make  up  two-thirds  of  the  chain's  sales.  Toys 
'R'  Us,  like  every  other  retailer,  knows  it  can't  be  sure  it 
won't  run  out  of  the  hot  toys— the  Pokemons  and  Tickle  Me 
Elmos — the  week  before  Christmas.  But  it  can  ensure  that 
standbys  such  as  Monopoly  will  be  in  stores  90%  of  the  time. 
Eyler  says  that  a  one-season  wonder  might  make  $75  million 
in  a  year — sizable,  but  still  only  1%  of  U.  S.  sales.  "We  can't 
make  a  consistently  profitable  business  on  the  back  of  a  hot 
toy,"  he  insists. 

So  in  February,  when  the  toy  industry  descended  on  New 
York's  23rd  Street  for  its  annual  Toy  Fair,  Eyler  met  viith  all 
the  major  suppliers  to  assure  them  that  he  would  be  ordering 
early  this  year.  By  late  April,  he  had  already  placed  78%  of 
his  Christmas  orders,  up  from  less  than  40%  at  that  time  the 
year  before. 

But  if  suppliers  were  quickly  mollified,  customers  are  go- 
ing to  take  a  lot  longer  to  bring  around.  Their  animosity  goes 
much  deeper  than  not  finding  enough  of  the  right  toys.  A  re- 
cent Sanford  C.  Bernstein  study  of  U.  S.  shoppers'  opinions  of 
15  big  retailers  found  that  Toys  'R'  Us  ranked  near  the  bot- 
tom of  the  list  on  measures  such  as  service — only  Kmart  Inc. 
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ranked  lower — and  value  for  the  dollar.  Overall,  shoppers 
ranked  the  chain  10th  out  of  the  15  retailers.  Indeed,  when 
Bill  Nygren  bought  Toys  'R'  Us  shares  for  his  Oakmark 
Select  mutual  fund,  he  was  shocked  by  a  flood  of  share- 
holder complaints.  "They'd  write  in  saying,  'I  was  at  a  Toys 
'R'  Us  store  last  year,  and  the  store  was  dirty,  the  sales  staff 
was  unhelpful,  they  didn't  have  the  merchandise  I  wanted. 

How  could  you  be 
so  stupid?'"  Nygren 
marvels. 

Just  ask  Kim  J. 
McGinness,  a  33-year-old  mother  of  two  who  has  been  shop- 
ping in  the  Woodbridge  (111.)  Toys  'R'  Us  for  years.  Service  at 
the  store  has  improved  of  late,  McGinness  says.  But  she 
still  gets  angry  recalling  the  time  last  year  when  she  tried  to 
buy  an  infant  bathtub  for  her  goddaughter's  baby  shower;  Af- 
ter looking  high  and  low  for  the  item,  she  finally  went  to  the 
customer-service  booth  to  ask  for  help.  The  clerk  replied 
that  "if  they  had  it,  it  was  on  the  floor.  If  it  wasn't  on  the 
floor,  I  was  out  of  luck,"  she  remembers.  McGinness  got  her 
to  check  a  computer  and  found  five  bathtubs  were  in  stock. 
However,  McGinness  was  told  she  would  have  to  wait  several 
hours  until  someone  could  take  one  down.  She  left  without  the 
bathtub.  "I  was  ready  to  not  go  back  there,"  she  says.  Only  a 
call  to  the  store  manager  got  her  an  apology  and  a  tub. 

To  make  parents  like  McGinness  a  little  happier,  Eyler 
has  launched  a  full-fledged  remake  of  the  stores  that  combines 


BORN  1947,  Seattle. 

EARLY  YEARS  At  8,  he 

moved  to  Merchants 
Island  near  Seattle,  where 
he  played  on  the  high 
school  golf  team  (left).  His 
father,  John  Sr.,  was  a 
Boeing  engineer;  his  moth- 
er, Ell  Dora,  was  a  nurse 
and  homemaker. 
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University  of  Washington, 
1969;  MBA,  Harvard 
Business  School,  1971. 
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remodeling,  new  merchandise,  and 
for  the  first  time,  a  truly  hard  focus 
on  customer  service.  At  a  cost  of 
$200,000  to  $800,000  a  pop,  depend- 
ing on  a  store's  condition,  Eyler  has 
remodeled  167  stores  this  year  and 
will  do  a  further  308  next  year.  In 
one  test,  225  U.  S.  stores,  including 
those  that  have  been  remodeled,  in- 
creased their  customer-service  staff 
and  upped  their  hours  by  25%  this 
year.  Eyler  also  has  pushed  staff 
training,  including  training  managers 
on  characteristics  to  look  for  in  a 
good  hire.  He  has  increased  wages 
as  well. 

FUNNY  HATS.  The  new  design,  al- 
ready in  place  at  the  Livingston 
(N.J.)  store,  does  away  with  long 
aisles  and  instead  bunches  products 
together  in  cul-de-sacs  and  displays 
determined  largely  by  gender  and 
age:  Boys'  action  figures  are  next  to  building  sets.  Bal 
dolls  are  near  the  displays  of  glittering  nail  polish  and  ste 
away  from  Barbie's  comer.  Up  front  are  the  customer-servi 
and  returns  desks— now  manned  by  as  many  as  nine  peof 
during  peak  hours,  up  from  one  or  two  in  the  past.  Spaces  a 


this  kind  of 
selection," 
says 

Christine 
McCoy, 
mother  of 
4-year-old 
Justin.  "WitH 
Wal-Mart  or 
Target, 
they  may 
have  it-or 
they  may 
not 


FAVORITE  CHILDHOOD 

TOY  Small  mechanical 
plastic  pig  from  his 
grandmother. 

OFFICE  BRIC-A-BRAC 

A  wooden  stick  horse 
made  for  him  by  his  uncle 
hangs  on  the  wall. 

FIRST  JOB  OUT  OF 
HARVARD  Management 
trainee  at  May  Department 
Stores. 

CURRENT  JOB  CEO,  Toys 
'R'  Us,  since  January. 


TOUGHEST  JOB  Presid- 
ing in  early  1990s  over 
the  decline  of  retail 
trade  at  menswear  maker 
Hartmarx. 

HOW  HE  SPENT  RECENT 
SATURDAY  MORNINGS 

Cooking  a  pre-practice 
breakfast  with  other  dads 
for  his  youngest  son's  high 
school  football  team. 

FAMILY  Married  31  years 
to  wife,  Dolores,  a  journal- 
ist. They  have  three  sons. 
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set  up  for  product  demos,  and  staff  wear  bright  red  and  the 
occasional  funny  hat,  a  big  departure  from  the  old  denim 
shirts  that  made  them  indistinguishable  from  customers. 

The  feel  is  very  unlike  the  grab-and-iTin  atmosphere  of  the 
old  Toys  'R'  Us.  Sho[)ping  in  a  new  store  in  Selma,  Tex.,  Eu- 
gene Perez  and  his  wife,  Elizabeth,  went  to  look  at  a  $225 
Barbie  jeep  for  daughters  Sophia,  3,  and  Alexandra,  2,  and 
were  pleasantly  surprised.  "The  old  stores  felt  more  like 

warehouses,"  he  says. 

"This  is  really  open, 

and  it's  a  lot  easier  to 

find 


Cover  Story 


your        way 

around."  That  should  bring  order  to  the  chain's  impressive  but 
widely  scattered  selection  of  toys.  Indeed,  the  one  part  of  the 
Sanford  Bernstein  survey  where  Toys  'R'  Us  scored  high 
was  in  having  a  wide  assortment  of  products.  That's  what  has 
kept  Christine  McCoy  shopping  for  sons  Justin,  4,  and  Doron, 
2,  at  an  unremodeled  store  in  San  Antonio.  "No  other  store 
has  this  kind  of  selection,"  she  says.  "With  Wal-Mart  or  Tar- 
get, they  may  have  it — or  they  may  not." 

Now  Eyler  just  has  to  get 
the  Toys  'R'  Us  team  on  board, 
too.  Many  managers  and  em- 
ployees have  emerged  from  the 
past  four  years  with  a  sense  of 
whiplash.  A  string  of  high-level 
executives  departed,  from  CEO 
Nakasone  to  President  Bruce 
Krysiak  and  U.S.  merchandis- 
ing chief  Keith  Van  Beek.  So 
Eyler  these  days  attends  na- 
tional meetings  to  talk  to  store 
managers  of  Babies  'R'  Us  and 
clothing  retaOer  Kids  'R'  Us.  He 
and  his  team  have  twice  met 
with  Toys  'R'  Us  store  man- 
agers and  have  sat  down  with 
or  talked  with  the  seven  U.S. 
field  managers  a  dozen  times  in 
the  past  10  months.  At  least 
once  a  month,  Eyler  e-mails  em- 
ployees viith  operations  updates. 
UPBEAT.  Outsiders  have  noticed 
a  change.  "Go  back  12  months 
before  John  arrived,  and  there 
was  really  a  very  dispirited 
group  of  people  at  Toys  'R'  Us," 
says  Norman  Walker,  president 
of  toymaker  k'nex  Industries. 
"Now,  they're  much  more  up 
and  positive.  They  feel  they're 
going  in  the  right  direction." 

In  setting  a  tone,  Eyler  has 
borrowed  heavily  from  his  old 
employer.  The  year  before  he 
started  at  Schwarz  in  1991,  25% 
of  its  sales  came  from  propri- 
etary products — that  is,  toys 
sold  only  at  Schwarz.  When  he 
left,  that  had  risen  to  70%.  At  Toys  'R'  Us,  he  has  similarly 
upped  exclusive  goods  from  5%  of  last  year's  assortment  to 
13%  this  year.  He  expects  that  to  hit  20%  in  2001. 

At  the  top  of  Eyler's  shopping  list  is  stocking  up  on  plush 
stuffed  toys.  Traditionally  they  haven't  been  a  strong  suit  for 
Toys  'R'  Us  because  they  require  a  lot  of  display  attention. 
Suppliers  say  clerks  used  to  just  throw  them  into  bins  and 
hard-to-reach  shelves.  As  the  slow  sellers  became  shopworn, 
staff  would  keep  jamming  more  of  the  stuffed  animals  onto 
the  shelf,  says  Lee  Schneider,  president  of  Commonwealth 
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Co.,  which  makes  plush  stuffed  animals  for  the  new  Toys  'I 
Us  label  Animal  Alley.  "It  was  a  mishmash,"  he  says. 

In  the  new  stores,  the  Animal  Alley  line  is  displayed  i 
cubby  holes  close  to  the  entrance,  making  them  more  visibl 
and,  Schneider  hopes,  easier  to  fall  in  love  with.  Suppliers  sa 
margins  on  private-label  plush  toys  reach  as  high  as  60%^ — f< 
above  the  10%  to  15%  that  a  store  might  make  on  a  highl 
promoted  television-advertised  toy.  And  stuffed  lions,  allig; 
tors,  and  other  creatures  can  accomplish  something  else  th; 
would  be  novel  for  Toys  'R'  Us — giving  it  a  hit  that  di; 
count  competitors  such  as  Wal-Mart  can't  touch. 

But  as  Eyler  expands  beyond  stuffed  animals  into  othe 
proprietary  lines  such  as  animatronic  wild  animals  for  i 
Animal  Planet  line,  he  runs  the  risk  of  competing  with  h 
own  suppliers.  In  late  October,  he  inked  a  deal  to  be  the  ma 
ter  licenser  for  the  re-release  of  Steven  Spielberg's  film  cla 
sic  E.T.  when  it  hits  theaters  in  2002.  That  means  kids  will  \ 
able  to  get  their  E.T.  gizmos  only  at  Toys  'R'  Us,  but  it  ah 
usurps  a  role  that  traditionally  has  gone  to  toymakers  such 
Hasbro  and  Mattel.  So  far,  Eyler  has  avoided  any  conflict  \ 


If  they  had 
it,  it  was  on 
the  floor," 
says  Kim 
McGinness, 
with  her 
daughter 
Kailey,  4, 
and  her  son 
John,  2.  "If  i 
wasn't  on  th 
floor,  I  was 
out  of  luck 


using  existing  sujjpliers  to  make  some  of  the  Toys  *R'  Us- 
clusive  goods.  Hasbro  chief  Hassenfeld  says  he's  fine  as  U 
as  Toys  'R'  Us  does  not  compete  directly  with  his  Monop< 
G.  I.  Joe,  and  Tonka  lines.  "If  they  went  in  one  of  those  ar( 
then  I  would  not  be  the  happiest  of  children." 

Eyler  must  also  manage  relations  carefully  with  his  o 
board,  which  is  dominated  by  two  former  CKos,  Lazarus 
Goldstein  (page  138).  Goldstein  .stepped  down  as  ('Ko  in  1' 
after  a  four-year  term  marked  by  erratic  earnings,  but 
stayed  on  as  chairman.  Former  insiders  say  he  clasiu'd  w 
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Nakasone  and  led  the  drive  to  oust  him.  Eyler,  however,  says 
he  has  had  no  problems  w^orking  with  the  board.  Goldstein  did 
balk,  though,  when  Eyler  first  suggested  the  lavish  Times 
Square  store.  The  company  will  not  disclose  its  total  cost,  but 
New  York  real  estate  experts  estimate  that  construction  of  the 
105,000-square-foot  site  could  easily  hit  $35  milhon.  Annual 
rent  is  probably  $9  million-plus  a  year.  Goldstein  considered  it 
a  sure  money-loser — since  many  flagship  stores  have  a  way  of 

_________^ ^      not  working  out. 

But  Eyler  eventu- 
ally convinced  Gold- 
stein that  there  was  a 
huge  pubhe  relations  benefit  to  the  new  store.  It  helped  that 
his  plan  got  rave  reviews  Irom  other  company  executives  and 
toy  manufacturers.  "If  you  wanted  to  set  up  an  ad  campaign 
[to  reach  the  same  number  of  people],  you'd  spend  a  fortune," 
Goldstein  now  concedes.  An  estimated  1.5  million  people 
walk  through  Times  Square  each  day,  and  Eyler  predicts 
that  his  store  will  be  profitable  in  its  first  year  of  operation. 
ONLINE  DEAL.  Eyler  has  been  astute  enough  to  let  Goldstein 
remain  involved  in  the  company.  Says  Goldstein:  "If  I  think 
something's  not  a  good  idea,  he  thinks  about  it.  He's  not 
just  doing  it  his  way.  He  calls  upon  me."  Eyler  encouraged 
him  to  continue  the  spin-off  of  part  of  Toys  'R'  Us  Japan,  for 
instance,  which  raised  $315  million  for  the  company  in  April 
and  got  the  division's  sizable  debt  off  his  balance  sheet. 
In  August,  Goldstein  also  helped  negotiate  one  of  the  in- 
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The  old 
stores  felt 
more  like 
warehouses! 
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with  his  wif^ 
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and  his 
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"This  is 
really  open 


dustry's  boldest  deals,  a  partnership 
between  toysrus.com  and  Amazon, 
com,  which  should  make  the  Toys 
'R'  Us  site  profitable  more  quickly 
than  it  would  be  on  its  oviti.  San- 
ford  Bernstein's  Moran  figures  toys- 
rus.com  has  cost  the  parent  company 
$300  milhon  in  pretax  expenses  in 
the  past  two  years.  Amazon  provides 
warehousing,  order  fulfillment,  and 
site  design.  In  exchange,  it  got  war- 
rants to  purchase  5%  of  toysrus.com, 
as  well  as  upfront  cash  payments — 
$34  milhon  so  far — and  a  share  of 
the  site's  sales  that  analysts  estimate 
at  about  5%.  Eyler  thinks  this  is  a 
fair  price  to  pay,  partly  because  he 
doesn't  expect  online  toy  sales  to  ex- 
ceed 10%  to  15%  of  the  industry  total  in  the  long  term,  up 
2%  to  2.5%  today.  Overall,  retailers  this  year  seem  more  si 
guine  about  a  shift  to  online  sales.  After  several  sites  clof 
down,  it  now  seems  less  likely  that  the  Internet  will  be 
threat  to  toy  stores  that  it  may  be  to  music-  and  bookselle 
The  Amazon  deal  also  frees  Eyler  to  concentrate  on 
stores.  He  has  to  show  that  his  shakeup  can  produce  morel 
suits  than  the  chain's  previous  two  efforts.  Goldstein's  ij 
renovation  was  meant  to  make  the  stores  more  attractive. 


FIXING  THE 
STORE 

CEO  Eyler  has  moved 
quickly  to  remake  167 
oflhys'R'Us's707U.S. 
stores  in  time  for 
Christmas.  The  rest 
will  be  done  by  Christ- 
mas, 2002.  Here  is  what 
he  is  focused  on: 


HELPING  LONG- 
IGNORED  CUSTOMERS 

To  preach  his  message  of 
improving  store  service, 
Eyler  conferred  a  dozen 
times  face-to-face  and  by 
phone  with  senior  field 
managers  vi/ho  run  seven 
U.S.  regions  and  met 
twice  with  every  U.S.  store 
manager.  By  Christmas, 
225  Toys  'R'  Us  stores  will 
have  increased  the  num- 
ber of  people  on  the  floor 
to  help  customers. 


GETTING  TOYS  TO  THE 
SHELVES  Last  year,  Toys 
'R'  Us  stores  ran  out  of 
core  merchandise.  This 
year,  it  ordered  early.  Eyler 
is  promising  to  be  90%  in 
stock  through  Christmas, 
up  from  64%  last  year. 
He's  giving  a  big  push  to 
private-label  toys,  such  as 
Animal  Alley  stuffed  ani- 
mals, and  predicts  they 
will  go  from  5%  of  sales 
last  year  to  as  much  as 
13%  this  year. 


A  NEW  LOOK  The  new- 
store  design  does  away 
with  supermarket-style 
aisle  displays,  replacing 
them  with  toys  clustered 
by  interest  in  cul-de-sacs 
and  X-shaped  areas.  The 
redo  isn't  cheap — it  costs] 
up  to  $800,000  per  store| 
But  sales  are  growing 
faster  at  the  revamped 
stores.  Next  up:  Eyler  is 
building  a  lavish  show- 
place  store  in  New  York's 
Times  Square. 
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it  wouiif]  up  costing  too  much.  Nakasone's  version  improved 
the  merchandise  mix  at  a  lower  cost  per  store.  But  in  last 
year's  ('hinstmas  rush,  shoppers  couldn't  find  what  they  need- 
ed. That  design  boosted  same-store  sales  by  only  3%. 

Eyler's  early  results 
have  been  encourag- 
ing: Sales  at  stores 
that  have  been  redone 
for  at  least  three  months  have  risen  7  to  10  percentage  points 
above  the  gains  of  unrenovated  ones.  But  this  Christmas  is  the 
first  true  test.  And  next  yeai-  at  this  time,  Eyler  will  finally  be 
able  to  start  advertising  the  new  look,  when  stores  in  all  of 
the  top  23  media  markets  will  be  remodeled.  He'll  also  have 
the  Times  Square  store  to  generate  excitement.  Rival  retailers 
are  withholding  judgment  but  say  that  Eyler  has  identified  the 
right  problems.  "He  seems  to  understand  that  what  Toys  'R' 
Us  should  focus  on  is  more  service  and  creating  a  unique  shop- 


ping environment,"  says  one  competitor.  "We're  assumin 
he'll  make  Toys  'R'  Us  look  as  much  like  F^Ao  Schwarz  as  h 
can.  Time  will  tell  whether  it's  smart  or  not." 

With  stiff  competition  from  Wal-Mart,  Target  Corp.,  an 
others,  there's  little  room  for  mistakes.  "What  Toys  'R'  Us  hi 
lost  is  their  uniqueness,  and  that  they  will  not  be  able  to  n 
capture,"  says  retail  consultant  Kurt  Barnard.  Eyler's  out  t 
prove  the  naysayers  wrong.  But  with  Christmas  right  arour 
the  corner,  he  has  no  time  to  play  around. 

With  Ann  Therese  Palmer  in  Chicago  and  Lori  Hawkit 
in  San  Antonio 


BusinessWeek  u  )n  1  i  no 


For  an  interview  with  Toys  'R'  Us 

CEO  John  Eyler,  go  to  the  Dec.  4  issue 

onhne  at  www.businessweek.com. 


CLUBBY  BOARDROOMS  'R'  US 


Last  year,  when  then-CEO  Robert 
Nakasone  was  shown  the  door, 
many  investors  became  con- 
cerned that  the  primary  problem  at 
Toys  'R'  Us  Inc.  might  not  have 
been  operational  woes  but  a  person- 
ality conflict.  At  issue,  say  former 
executives  and  investors,  was  that 
Michael  Goldstein,  chairman  of  the 
board  and  Nakasone's  predecessor, 
didn't  like  the  way  the 
new  guy  was  shaking 
things  up.  Today,  vdth 
John  Eyler  settled  in  the 
comer  office,  some  ob- 
servers still  worry  that 
the  board  may  be  too 
heavily  influenced  by 
Goldstein  and  company 
founder  Charles  Lazarus 
and  that  Eyler  may  not 
have  the  freedom  to 
make  much-needed 
changes. 

Goldstein  firmly  denies 
that  he  exercises  undue 
influence.  He  blames 
Nakasone's  departure  on 
a  difference  of  opinion 
with  the  board  and  poor 
company  performance. 
But  Goldstein  maintains 
that  Eyler  is  in  charge  now.  As 
proof,  he  points  to  his  own  plans  to 
step  dowm  as  chairman  by  June,  with 
Eyler  taking  his  place — a  condition 
that  Eyler  set  before  accepting  the 
CEO  job.  Eyler  insists  the  board  has 
been  only  helpful  since  he  arrived. 
DIVIDED  LOYALTY.  But  the  presence 
of  two  ex-CEOs  on  the  board  leaves 
some  critics  shaking  their  heads. 
John  M.  Nash,  president  of  the  Cen- 
ter for  Board  Leadership,  says  a  CEO 
should  step  down  from  a  board  once 


he  leaves  day-to-day  management  to 
avoid  divided  loyalties  among  board 
members.  The  danger,  says  Nash,  is 
"always  having  the  old  CEO  second- 
guessing  the  new."  And  it  doesn't 
help  that  there  are  no  chief  execu- 
tives from  other  large  companies  on 
the  Toys  'R'  Us  board  to  balance  the 
company's  former  CEOs. 

Compounding  the  question  of 


GOLDSTEIN:  One  of  two  former  CEOs  who  rem^ain  directors 


who's  running  Toys  'R'  Us  are  the 
hefty  paychecks  that  both  Lazarus 
and  Goldstein  have  drawn  from  the 
company.  Lazarus  has  received  more 
than  $35  million  since  stepping  down 
as  CEO  in  1994  under  a  consulting 
deal  outlined  in  the  company's  Secu- 
rities &  Exchange  Commission  fil- 
ings. Goldstein  is  being  paid  $300,000 
a  year  as  a  consultant  to  Toys  'R' 
Us,  documents  show,  and  for  the  five 
months  last  year  when  he  was  inter- 
im CEO,  his  salary  rose  to  an  annual- 


ized $900,000.  "They're  both  being 
compensated  at  levels  which  suggest 
the  company  is  looking  to  them  for 
leadership,"  says  James  E.  Heard, 
CEO  of  Proxy  Monitor,  an  adviser  to 
institutional  investors  on  governance 
issues. 

Lately,  the  board  has  made  some 
progress  toward  establishing  more  in 
dependence.  Howard  W  Moore,  who 
had  been  Lazarus'  gener- 
al merchandising  manager| 
in  the  1980s  and  who 
runs  a  consulting  firm 
whose  clients  have  includ 
ed  major  Toys  'R'  Us  sup-| 
pliers,  stepped  down  this 
year.  Such  close  ties  to  a 
company  can  compromise 
a  director's  independence 
and  are  important  to  dis- 
close in  proxies,  board  ex 
perts  say.  But  recently, 
Toys  'R'  Us  didn't  dis- 
close them.  Also  missing 
from  filings  until  this  ye 
was  the  fact  that  long- 
term  board  member 
Robert  A.  Bemhard,  who| 
also  recently  stepped 
dowTi,  owTis  25%  of  a  com 
pany  that  has  rented  spac 
to  a  Babies  'R'  Us  store  in  TXilsa  for 
$334,000  a  year  since  1996. 

Goldstein  and  Eyler  are  now 
searching  for  three  new  outside 
board  members  to  add  to  the 
ranks — at  least  one  of  whom,  Eyler 
says,  is  likely  to  be  a  (^Eo  of  another! 
company.  He  says  one  of  them  could 
be  named  before  the  end  of  this  ye; 
the  other  two  in  early  2001.  Maybe 
then  the  Toys  'R'  Us  board  will  iookj 
less  like  a  private  playhouse. 

By  Nanette  Byrnes  in  New  Yori 
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CHIEF  EXECUTIVES 


SOMMERS 
CRUNCH 

Can  he  fix  Deutsche  Telekom? 


He  was  missing  when  the  telecom- 
munications giants  of  Europe 
gathered  last  month  in  Rome  to 
bid  on  licenses  to  build  Italy's 
mobile  Internet.  And  he  will  be  a  no- 
show  when  Switzerland  invites  those 
telecom  giants  to  a  similar  bake-off 
early  next  year. 

Where  is  Ron?  That's  the  question 
rival  telecom  execs  have  been  asking 
about  Deutsche  Telekom  Chief  Execu- 
tive Ron  Sommer.  A  few  months  ago 
the  Israeli-born  CEO  was  ubiquitous, 
lunging  at  any  asset  that  might  spread 
DT's  global  reach.  In  18  months,  he  wa- 
gered some  $80  billion  on  such  proper- 
ties as  British  mobile  carrier  One20ne 
and  U.  S.-based  mobile  operator  Voice- 
Stream  Wireless  Corp.  He  spent  $13 
billion  on  mobile  licenses  in  Britain  and 
Germany.  But  things  have  suddenly 
gone  quiet  at  Deutsche  Telekom's  Bonn 
headquarters.  No  big  bids.  No  bold 
moves  to  expand  territory. 

Deutsche  Telekom  is  entering  a  new 
phase  in  its  tortuous  journey  from  gov- 
ernment ministry  to  high-tech  power- 
house. Now,  Sommer  must  prove  he  can 
forge  Telekom's  far-flung  holdings  into  a 
company  capable  of  holding  off  the  likes 
of  Vodafone  Group  PLC.  "It's  going  to  be 
a  never-ending  story,"  Sommer  warns. 
Big  acquisitions  are  no  longer  the  top 
priority.  "We  need  to  demonstrate  to 
the  markets  that  we  can  expand  the 
businesses  we've  acquired,"  says  Jef- 
frey A.  Hedberg,  an  American  in  charge 
of  dt's  international  business. 

The  markets  want  that  proof.  Since 
he  took  over  Telekom  in  1995,  Sommer 
has  had  a  bruising  ride.  A  bid  to  merge 
with  Telecom  Italia  last  year  collapsed. 
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For  interviews  with  Ron  Sommer  and  other 

executives,  go  to  the  Dec.  4  issue  online  at 

www.businessweek.com. 


Vodafone,  the  world's 
biggest  mobile-phone 
company,  jumped  into 
Sommer's  home  territo- 
ry by  acquiring  Man- 
nesmann.  Because  of  big 
writedovras  of  goodwill, 
operating  profit  is  head- 
ing into  the  red. 

Sommer's  plight  calls 
to  mind  the  woes  of  an- 
other high-profile  tele- 
com executive,  C. 
Michael  Armstrong  of 
AT&T.  Armstrong  want- 
ed to  remake  his  com- 
pany, too.  But  now  he's 
ordering  a  dramatic 
split  of  AT&T  into  sepa- 
rate companies. 
NIFTY  SCENARIO.  Som- 
mer denies  he  will  go 
AT&T's  route.  That's  not 
how  you  create  Europe's 
biggest  and  best  tele- 
com. The  vision  goes 
like  this:  A  German 
businesswoman  goes  on 
a  trip  to  New  York  via 
London.  Her  Deutsche 
Telekom  mobile  phone 
switches  automatically 
from  the  company's  Dl 
service  in  Germany  to 
One20ne  in  London  to 
VoiceStream  when  she 
lands  at  JFK.  En  route, 
she  reads  her  office  e- 
mail  over  a  Palm  com- 
puter using  software 
supplied  by  debis  Systemhaus,  which  is 
controlled  by  Deutsche  Telekom.  She 
even  gets  in  some  Christmas  shopping 
via  T-Motion,  a  mobile  portal  from — you 
guessed  it — Deutsche  Telekom. 

A  nifty  high-tech  scenario — and  Som- 
mer has  almost  90  million  customers  to 
make  it  come  alive.  But  it  comes  down 


UNDER  PRESSURE 

With  his  acquisition 
spree  on  hold,  the 
CEO  must  now  create 


to   one   nagging   questi  ,  \ 
Can  Sommer  execute?  L;     ' 
ly  there  have  been  posi1 
signs.  Thanks  to  relent 
price  cutting  and  adver 
ing,  Deutsche  Telekon 


a  world-class  company  '■etaking  share  of  the  c 
'^  *'  man  mobile  market  ii 
Mannesmann's  1)2  service.  In  long 
tance,  price  declines  have  pushed  st 
up  providers  to  the  wall.  And  even  a 
a  downgrade  by  rating  agencies,  I) 
still  among  the  most  creditworthy  t 
com  companies  in  the  world.  Kstini; 
cash  flow  of  $11  billion  this  year, 
sales  of  $;i4  billion,  will  be  down  si 
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i-om  1999.  But  the  signs  point  to  an 
ard  swing. 

f  course,  Sommer  is  hardly  home 
.  If  Deutsche  Telekom  shares  fall 
w  $28,  the  stock-and-cash  Voice- 
am  deal,  which  still  has  not  closed. 
Id  be  in  danger — leaving  Sommer's 
rnational  strategy  in  tatters,  dt 
es  have  been  trading  at  around  $33, 
exactly  a  comfortable  margin.  "If 
eStream  doesn't  work,  his  job  could 
n  danger,"  says  Josef  Scarfone,  a 
manager  at  Frankfurt  Trust  in 
ikfurt,  which  owns  more  than  1%  of 
:;sche  Telekom  shares. 
™^  le  question  is,  could  anybody  have 


THE  $80  BILLION 
SHOPPING  CART 

Deutsche  Telekom's  1999-2000 
acquisition  spree 


0NE20NE 


Britain 

Mobile-phone  services.  $9.8  billion 

►  Gives  DTs  cell-phone  network  a  fast- 
growing  presence  in  Britain 


DEBiS  SYSTEMHAUS 


Germany 

50. 1%  IT  services.  $4.5  billion 

►  Adds  to  DT's  base  in  systems  soft- 
ware and  consulting 


Spain 

Internet  portal.  $470  million 

►  Expands  strategy  started  in  Germany 
with  T-Online 


CLUB  INTERNET 


France 

Portal.  Seller  LaGardere  received  6.5% 

stake  in  T-Online  currently  worth  $607 

million 

►  France  is  a  key  market  for  Internet 
expansion 


VOICESTREAM 


U.S. 

Mobile-phone  services.  $50. 7  billion 

►  The  biggest  deal — a  GSM  network  in 
the  world's  biggest  market 


POWERTEL 


U.S. 

Mobile-phone  services.  $5.9  billion 

►  Complements  the  VoiceStream  deal 

DATA:  DEUTSCHE  TELEKOM 


done  a  better  job?  Even  today,  40%  of 
dt's  employees  are  civil  servants  who 
can't  be  fired.  Worker  representatives 
hold  half  the  seats  on  the  Deutsche 
Telekom  supervisory  board.  Along  with 
two  seats  held  by  a  sympathetic  gov- 
ernment, they  control  Sommer's  fate. 
"This  is  very  different  from  American 
companies,"  says  Peter  Glotz,  an  ex- 
member  of  the  supervisory  board. 

Yet  Sommer  has  still  managed  to 
tackle  the  company's  huge  staffing  costs. 
He  has  spent  lavishly  to  improve  cus- 
tomer service,  upping  sales  per  employ- 
ee by  34%.  In  the  meantime,  he  cut  the 
workforce  by  20%  since  1995,  to  172,000, 


through  attrition  and  buyouts.  And  the 
51-year-old  boss  shows  no  sign  of  easing 
back  on  his  incredible  schedule,  which 
calls  for  16-hour  days  and  an  ability  to 
remain  impervious  to  the  gut-wrench- 
ing tension  of  huge  deals.  "I  sleep  well 
at  night,"  he  boasts. 

A  pause  in  the  acquisition  race  would 
give  Telekom  time  to  shore  up  its  bal- 
ance sheet.  The  danger  is  that  the  ac- 
quisition wars  could  heat  up  again.  "In 
this  business,  a  month  is  like  a  year," 
acknowledges  Chief  Financial  Officer 
Karl-Gerhard  Eick. 

And  Deutsche  Telekom  still  has  gaps 
to  fill.  VoiceStream  doesn't  give  DT  the 
data  infrastructure  it  needs  to  serve 
corporate  customers  in  the  U.S.  In 
Western  Europe's  biggest  economies, 
outside  its  home  market  Telekom  is 
strong  only  in  Britain.  So  the  company 
may  still  need  to  make  some  big 
moves — even  another  run  at  Telecom 
Itaha.  "I  think  it  would  make  sense," 
says  international  chief  Hedberg. 

The  assets  Sommer  has  acquired  or 
built  from  scratch  are  attractive.  Take 
T-Motion,  a  mobile  Internet  portal  that 
is  designed  to  capture  a  big  piece  of 
future  revenues  from  data  traffic  over 
mobile  phones.  "This  will  be  a  profitable 
business  for  those  who  understand  that 
technology  will  make  everything  mo- 
bile," says  T-Mobil  Chief  Executive  CEO 
Kai-Uwe  Ricke. 

CULTURE  CLASH.  So  far,  though,  Som- 
mer is  having  trouble  getting  all  the 
units  to  cooperate.  In  the  summer,  man- 
agement of  T-Online,  the  company's  In- 
ternet service,  fell  to  bickering  with 
the  parent  about  how  much  indepen- 
dence it  should  have.  Now,  almost  the 
entire  management  board  of  T-Online 
has  left,  including  CEO  Wolfgang  Keunt- 
je.  The  episode  led  to  accusations  that 
Sommer  is  a  control  freak.  Former  col- 
leagues say  the  charge  is  unfair.  Still, 
the  turmoil  showed  the  perils  of  having 
it  both  ways — startup  spirit  inside  a  cor- 
porate giant. 

Decision-making  can  be  deadly  slow. 
The  company  took  more  than  two  years 
to  agree  on  a  plan  to  create  four  semi-au- 
tonomous units.  Indirectly,  Sommer  con- 
cedes he's  still  fighting  Deutsche 
Telekom's  legacy  as  an  arm  of  the  gov- 
ernment: "If  somebody  tries  to  bring 
this  bureaucratic  culture  back,  that's 
when  I  really  go  ballistic."  But  remnants 
of  the  old  attitude  remain.  One  industry 
source  was  surprised  recently  to  hear  a 
DT  engineer  refer  casually  to  a  "mono{X)ly 
socket,"  a  1980s  term  used  to  describe 
the  phone  jack  found  in  every  German 
home.  The  term  summarized  Telekom's 
complete  dominance.  Indeed,  Deutsche 
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Telekom  still  has  a  near-monopoly 
on  residential  connections — and 
an  alarming  amount  of  revenue 
depends  on  this  business. 

To  boost  the  uniqueness  of  his 
new  offerings  and  generate  fresh 
sources  of  profit,  Sommer  is 
banking  on  the  acquisition  of 
VoiceStream,  which  will  proba- 
bly be  completed  early  next  year. 
VoiceStream's  digital  network  can 
adapt  more  cheaply  and  more 
quickly  than  analog-based  rivals 
as  the  Internet  migrates  to  mo- 
bile phones.  "The  opportunity 
that  VoiceStream  provides  is  one- 
of-a-kind,"  asserts  VoiceStream 
John  W.  Stanton. 

VoiceStream  will  also  give  Telekom  a 
unique,  transatlantic  network  based  on 
the  digital  global  system  for  mobile 
telecommunications  (gsm)  standard.  Yet 
do  customers  care  whether  their  mo- 
bile phone  works  in  Frankfurt  as  well 
as  in  New  York?  "The  number  of  people 
who  actually  use  their  phones  around 
the  world  is  relatively  small,"  admits 
Stanton.  "But  they're  very  influential 
people" — people  who  control  corporate 
buying  decisions.  Analysts  say  that 
won't  ensure  VoiceStream's  success. 

These  big  bets  vdll  weigh  on  the  stock 
for  some  time.  At  $32.45,  the  stock  is 
up  9%  since  hitting  a  low  in  October, 
but  way  off  the  March  peak  of  $88.40.  All 
the  telecoms  have  been  hit,  but  that's 
small  comfort. 

There's  no  sign  of  a  shareholder  up- 
rising, though.  Sommer  also  gets 
more  slack  because  Ger- 
mans wonder  if  anybody 
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else  would  want  the  job.  In  fac 
Deutsche  Telekom's  supervisory  boai 
hoped  to  hire  a  manager  with  great 
international  stature  when  it  went  hur 
ing  for  a  new  GEO  in  1995.  But  sevei 
better-known  candidates  figured  the  j 
wasn't  worth  the  grief,  especially  with 
salary  estimated  at  somewhat  less  th 
$1  million.  It's  thought  to  be  barely  do 
ble  that  now. 
MAKING  ENEMIES.  Sommer,  then  chief 
Sony  Corp.'s  German  operations,  ii 
pressed  the  board  with  his  vision  of  t 
future  of  telecoms.  As  the  new  chief, 
first  challenge  was  to  persuade  investc 
to  buy  shares  in  Telekom's  initial  offeri 
in  1996.  "Some  people  said  to  me,  w 
don't  you,  instead  of  bringing  Telekc 
public,  do  virtually  the  same  thing  a 
jump  out  the  window?"  Sommer  reca 
But  with  clever  marketing,  Sommer  sc 
$10  billion  in  stock  to  Gi 
man  households. 

Sommer  has  not  tri 

to  endear  himself,  thou| 

to  Germany's  other  t 

bosses.    He    has    ev 

made   enemies   amo 

Germany's     corpor 

elite  by  defending  C 

few  remaining  mom 

oly    privileges.    C 

example:  using  doi 

nance  of  German 

residential      phc 

network     to     g 

customers  of  T-( 

line    special    de; 

Sommer  shrugs 

the     heated     cc 

ments  his  move  \ 

voked.  "If  you  c{ 

take  the  critici 

you'd  better  not 

[this]  job,"  he  sj 

Sommer  is  a  c( 

etitor,  all  right.  Now,  he 

)  prove  he's  a  winner. 
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BANKS 


FEELING 
A  CREDIT 


SQUEEZE 


Banks  are  tightening  up — 
and  they'll  only  get  tougher. 
That  could  turn  the  soft 
landing  into  a  thud 

A  year  ago,  companies  were  practi- 
cally fighting  off  the  lenders  wav- 
ing cash  at  them.  But  all  that  has 
changed  since  the  spring.  First, 
the  initial  public  offering  market  dried 
up,  making  it  hard  for  companies  to 
raise  cash  by  issuing  equities.  Then  the 
junk-bond  market  took  a  hit.  Now, 
banks  are  cutting  back  on  syndicated 
lending — big  loans  that  are  parceled  into 
chunks  and  sold  off  to  other  banks  and 
investors  such  as  insurance  companies. 
Just  $23  billion  of  these  loans  were 
made  in  the  first  three  weeks  of  No- 
vember, vs.  $62  billion  in  the  same  pe- 
riod in  1998. 

No  end  is  in  sight  to  what's  starting 
to  look  like  a  slow-motion  credit  crunch. 
More  than  40%  of  domestic  banks  have 
tightened  standards  on  loans  to  large 
and  middle-market  businesses  in  the 
past  three  months,  vs.  25%  in  May,  ac- 
cording to  the  Federal  Reserve's  survey 


of  senior  bank  loan  officers,  released  on 
Nov.  17.  Consequently,  bank  loans  out- 
standing to  commercial  and  industrial 
companies  not  only  stopped  gi'owing  but 
actually  fell  1%  in  the  same  period 
(chart).  "This  represents  a  sharp 
squeeze  on  corporations,  and  it  hap- 
pened much  faster  than  we  expected," 
says  Ian  Shepherdson,  chief  U.  S.  econ- 
omist at  High  Frequency  Economics 
Ltd.,  a  Valhalla  (N.  Y.)  consultancy. 
PROBLEM  LOANS.  The  squeeze  is  likely 
to  get  even  tighter.  Over  half  the  do- 
mestic banks  surveyed  expect  to  tighten 
their  standards  in  the  next  year,  ac- 
cording to  the  Fed.  Worries  about  prob- 
lem loans  are  at  the  heart  of  the  mat- 
ter— they've  doubled  since  1998.  "Credit 
quality  is  deteriorating  quarter  by  quar- 
ter," Bank  One  Corp.  CEO  James  Dimon 
told  the  Economic  Club  of  Chicago  on 
Nov.  15. 

If  the  trend  continues  to  accelerate, 
it  could  ultimately  force  a  far  harder 
landing  than  Fed  Chairman  Alan 
Greenspan  hopes  to  orchestrate.  Real 
growth  is  expected  to  slow  to  3%  next 
year,  from  an  estimated  5.2%  this  year. 
But  if  business  confidence  takes  a  severe 
knock,  the  slowdown  could  become  more 


brutal.   Already,   credit  tightening    1''-^ 
pushing  troubled  companies  to  the  wj 
On  Nov.  15,  for  example.  Regal  Cinem  i*?^ 
said  it  is  considering  filing  for  ban  f 
ruptcy  because  it  is  violating  terms 
its  loans  and  is  not  sure  it  will  be  all™ 
to  renegotiate. 

Bankers  are  unapologetic  about  tig] 
ening  their  purse  strings.  To  them, 
simply  makes  good  business  sen: 
"Markets  want  to  back  winners,"  sa 
Peter  Gleysteen,  recently  named  ch 
credit  officer  at  soon-to-be-merged  J. 
Morgan  Chase  &  Co.,  and  former  he 
of  global  syndications 
at  Chase. 

The       banks' 
new     muscular 
approach    could 
come     back     and 
bite  them.  The  cur 
rent  crackdown  is  forcing  some 
companies  that  can't  get  new  loans 
rely  on  previously  arranged  lines 
credit — the  corporate  equivalent  of  1 
ing  day-to-day  on  a  credit  card 
volume  of  these  off-balance-sheet  en 
it  lines  has  nearly  doubled  since  j 
before  the  last  recession  of  the  ea 
'90s,  to  about  30%  of  all  bank  lo 
according  to  bank  analyst  Michael 
Mayo 

Such  credit  lines  are  usually  offe; 
with  a  loan  when  times  are  good 
banks  earn  fees  for  the  arrangemen| 
from  0.25%  to  2%  of  the  loan  a  yea: 
but  don't  generally  expect  compa: 
to  use  them.  But  cash-poor  busines| 
are  drawing  on  them  to  make  e 
meet.  Xerox  Inc.,  for  example,  gol 
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lillion  credit  line  in  October,  1997,  in 
eal  led  by  First  Chicago,  Chase 
ihattan,  and  J.  P.  Morgan.  The  trou- 

Stamford  (Conn.)  copier  compa- 
-which  gave  earnings  warnings  in  4 
16  past  5  quarters — said  in  a  Nov. 
EC  filing  that  it  is  unable  to  access 
capital  markets  or  get  a  bank  loan. 
t  has  drawn  $5.3  billion  of  the  line 
3  October 

ffectively,  banks  are  forced  to  make 
luntary  commercial  loans  when  com- 
es draw  big  amounts  in  short  peri- 
As  a  result,  the  banks  have  to  use 
ious  capital  to  back  the  loans  or 
e  costly  loan-loss  provisions  if  they 

the  borrower  may  have  difficulty 
ying  on  time.  The  fact  that  Xerox  is 


still  drawing  down  its  credit,  despite 
its  questionable  financial  strength,  is 
leading  some  to  wonder  whether  banks 
handed  out  these  lines  too  liberally  in 
the  good  times.  The  rules  governing 
when  a  company  can  use  such  lines,  so- 
called  covenants,  may  be  too  lax,  Mayo 
says.  Some  bankers  agree  that  stan- 
dards were  eased  in  the  late  1990s. 
"Certainly,  in  some  segments  there  was 
covenant  weakening  over  the  years," 
says  David  A.  Hoyt,  head  of  wholesale 
banking  at  Wells  Fargo  &  Co.,  though 
he  adds  the  weakening  was  "sporadic." 
DISASTER  MOVIES.  Whether  or  not 
bankers  were  tough-minded  enough  in 
the  conditions  they  attached  to  the  cred- 
it lines  may  be  open  to  debate.  But  why 
they  made  them  in  the  first  place  isn't: 
The  lines  were  a  by-product  of  the 
battle  to  dominate  the  lucra- 
tive syndicated  loan  market. 
Chase  Manhattan  Corp.  and 
Bank  of  America  Corp.  have 
dominated  in  recent  years, 
and  the  rivalry  between  the 
companies'  loan  teams  is  leg- 
endary. Handing  companies 
hefty  credit  lines  was  a  way 
of  getting  them  to  sign  up 
for  lucrative  loan  business. 
Companies  that  arranged 
credit  lines  before  the  sum- 


Banks'  caution 
may  backfire 
as  companies 
fall  back  on  old 
credit  lines 


mer  can  count  themselves  lucky.  Al- 
ready, weaker  companies  without  such 
lines  are  getting  whacked.  "A  major 
reason  companies  are  filing  bankruptcy 
now  as  opposed  to  six  months  ago, 
when  their  condition  was  just  as  shaky, 
is  that  they're  going  back  to  their  banks 
for  money  and  the  banks  are  saying 
no,"  says  Martin  S.  Fridson,  Merrill 
Lynch  Global  Securities  chief  high-yield 
strategist. 

Movie  theater  chains,  for  example, 
are  reeling  because  the  business  is  suf- 
fering from  severe  overcapacity,  much  of 
it  financed  by  hefty  leverage.  On  Aug.  1, 
Carmike  Cinemas  Inc.,  one  of  the  na- 
tion's largest  chains,  said  that  its  lead 
banker,  Wachovia  Corp.,  would  not  allow 
it  to  make  interest  payments  to  its  se- 
nior bondholders,  since  Carmike  had  vi- 
olated some  of  the  provisions  in  its  loan 
agreement  with  Wachovia.  A  week  later, 
it  filed  for  Chapter  11  bankruptcy.  Then, 
on  Sept.  5,  United  Artists  Pictures  Inc. 
filed  for  Chapter  11. 

Companies  that  want  to  delay  pay- 
ments or  restructure  loans  are  finding 
their  bankers  less  sympathetic,  too. 
Take  amf  Bowling  Inc.,  the  world's 
largest  operator  of  bowling  alleys.  Its 
customers  have  dwindled,  and  cash  flow 
has  decreased  30%  over  the  past  two 
years,  amf  did  not  make  a  Sept.  15  in- 
terest payment  due  on  its  bonds  and 
started  working  with  Citigroup  to  re- 
structure its  debt.  Negotiations  haven't 
gone  well — on  Nov.  14  the  company  said 
it  was  considering  filing  for  bankruptcy. 

Bankers  are  loath  to  characterize 
what  has  been  happening  as  a  credit 
crunch.  The  rise  in  credit  problems  and 
subsequent  credit  tightening  is  coming 
off  years  of  excellent  results,  they  say. 
Indeed,  some  worry  that  the  attention 
now  being  given  to  credit  quality,  plus 


the  banks'  swing  to  more  conservative 
lending,  may  choke  off  liquidity  too 
much.  "When  we're  talking  about  fun- 
damentally healthy  markets,  we  don't 
want  credit  concerns  to  become  dispro- 
portional,"  says  Chase's  Gleysteen.  Judg- 
ing by  banks'  actions,  though,  it  may 
already  be  too  late. 

By  Heather  Timmons,  with  Dehra 
Sparks,  in  New  York,  and  bureau 
reports 
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THE  RABBI 
OF  DAY 
TRADING 

How  Mayer  Offman  has  made 
$23  million  so  far  this  year 


On  a  good  day,  day  trader  Mayer 
Offman  makes  most  of  his  money 
in  the  first  hour  after  the  stock 
market's  opening  bell.  By  10:30 
a.m.  one  recent  morning — his  shirt- 
sleeves rolled  up  and  his  fingers  flying 
across  several  computer  keyboards,  like 
a  pianist's — Offman,  along  with  his  as- 
sistant, had  already  executed  250 
trades,  or  about  one  every  15  seconds. 
His  seven  computer  screens  track  his 
positions:  $16  million  in  shares  he  bets 
will  go  up,  and  $16.7  million  pegged  to 
head  south.  "The  morning's  over,"  he 
says  at  11  a.m.  "The  easy  money  has 
been  made."  A  computer  screen  flashes 
his  net  for  the  hour:  $440,000. 

This  was  no  fluke.  The  15-year  vet- 
eran Offman  is  an  old-school  trader,  one 
of  about  5,000  such  professionals  na- 
tionwide. With  as  much  as  $55  million  at 
stake  at  any  given  time  on  about  100 
stocks,  Offman  is  risk-averse  and  gen- 
erally market-neutral,  though  this  year 
he's  been  more  bearish.  He  won't  bot- 
tom-fish in  illiquid  stocks,  and  he  never, 
ever  tries  to  outwit  the  market.  "Trad- 
ing is  not  a  major  thought-out  process; 
it's  reaction  and  instantaneous  reaction," 
says  Offman,  nicknamed  "Eyes"  by  co- 
workers who  say  he  has  a  photographic 
memory  of  a  stock's  trading  history. 

Offman,  49,  is  also  a  rabbi.  Maybe  it 
helped,  but  thousands  of  novice  traders 
haven't  had  a  prayer  against  an  unmer- 
ciful market  this  year.  The  drubbing  in 
the  tech-rich  Nasdaq — where  15%  of 
the  average  daily  volume  is  generated 
by  day  traders — has  undone  the  under- 
capitalized greenhorn. 

Those  aren't  the  traders  you'll  find 
in  "Mayer's  Room,"  the  most  coveted  of 
trading  rooms  at  Carlin  Equities  Corp. 
in  Manhattan,  a  firm  he  co-founded  in 
1992.  Besides  the  money  made  and  lost 
there,  the  800-square-foot  room  is  unre- 


OFFMAN  AND  STAFF:  No  gamblers,  just  people  interested  in  "wealth-buildin 


markable:  The  walls  are  bare,  and  there 
are  six  long  rows  of  desks  on  which 
computers  are  stacked  ten-deep  and 
two-high.  The  12th-floor  office  is  above 
the  landmark  Radio  City  Music  Hall, 
though  no  one  would  know  it  from  the 
inside  because  the  shades  are  drawn. 
There  are  about  30  men  and  women 
who  trade  here  and  a  few  television 
sets,  but  hardly  a  sound  is  heard  except 


MAYER'S  TIPS  FOR 
TRADERS 


INo  matter  how  smart  you  are,  the  market 
does  its  own  thing.  Don't  try  to  come  up 
with  PhD  theses  of  what  it  should  be  doing. 

2  "Trading  is  not  a  major  thought-out 
process;  it's  reaction  and  instanta- 
neous reaction." 

3  If  all  the  trends — short,  medium,  long- 
term — are  in  same  direction,  that's 
where  you  should  take  your  maximum  posi- 
tion. If  $5,000  is  your  limit,  that's  your  trade. 

4  Pay  attention  to  after-hours  trading; 
the  market  will  continue  the  trend  of 
the  previous  night  at  the  next  day's  open- 
ing. Even  if  you're  wrong  for  a  while,  the 
trend  will  reassert  itself. 

5  Get  used  to  making  a  lot  of  mistakes 
a  day  without  letting  it  affect  your 
whole  psychological  makeup.  If  you  make 
mistakes,  try  to  make  them  in  the  morning, 
you'll  have  a  lot  more  time  to  get  out. 

DATA:  BUSINESS  WEEK 


for     the     occasional     "Oh     my 
Almighty,"  and  the  pounding  of  fist 
desktops.  "For  the  first  and  last  1 
there's  no  talking,  no  joking,"  says 
Schwerd,  a  trader  who  sits  near 
man.  "We  do  this  for  a  living." 

By  the  market's  close,  Offman 
made   $60,000   more,   ending  his 
$500,000  in  the  black.  His  best  I 
was  shorting  5,000  shares  of  Goldi 
Sachs  &  Co.,  netting  $23,000  in  40 
utes.  His  worst:  He  lost  $11,000  in 
hour  by  shorting  700  shares  of  Br 
com  Corp.  It's  days  like  this  that 
man  says  have  earned  him  $23  mi 
in  2000,  after  making  $22  million  in 

Offman's  big  returns  are  the  kinc 
numbers  that  appeal  to  day-tra 
wannabes.  But  "only  one  in  200,00( 
the  genetic  capability  of  being  sue 
fill,"  says  Robert  R  Deel,  presidei 
Duarte  (Calif.)-based  Tradingschool, 
Sucked  in  by  the  long-running  bull 
ket  and  low-cost  online  trades,  al 
everyone  thought  that  day  trading 
easy  money.  Not  true:  The  Elect: 
Traders  Assn.  says  90%  of  trader 
unsuccessful  and  leave  the  busi 
They  lose  the  $50,000  they  gent 
start  with,  plus  whatever  they've  i 
aged,  or  borrowed  on  margin. 

Surviving  the  odds  has  nothing 
with  researching  companies'  bal  J"'* 
sheets  or  price-earnings  ratios.  Be<  'SH 
they  have  a  long-term  view,  inve 
need  a  bull  market  to  make  mor 
day  traders  do  not.  Shoil-temi  inv( 
exploit  the  supply  and  demand  ii 
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You  can  handle  any  competitor. 
Unless  ifs  your  broker. 


Vhen  you  take  huge  positions  in 
global  securities  markets,  you 
't  want  your  broker  taking  posi- 
ts opposite  yours, 
"hat's  why  you  turn  to  Instinet. 
We  have  no  portfolio,  so  we  never 
ipete  with  you. 

Ve  give  you  electronic  access  to 
le  of  the  broadest,  deepest,  most 
id  trading  opportunities  anywhere. 


And  since  we  are  truly  neutral, 
our  research  is  as  objective  as  it  is 
insightful. 

Our  only  goal  is  to  help  you  get 
the  fastest  trade  at  the  best  price  — 
to  add  that  much  more  to  your 
total  performance. 

If  you  want  to  learn  more  about  us, 
call  toll  free  1-877-INSTINET  or  visit 
www.  instinet .  com 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price.'" 


jjlVeS    «(cncy  broker,  Instinct  docs  not  come  berween  its  clients  and  the  best  price  We  do  not  commit  capitid,  make  markets  or  make  profits  on 
.. ©2()()0  Instinet  Corporation, all  rights  reserved  INSTINET  and  the  INSTINET  marque  are  registered  service  marks  in  the  United  Suits  and 
1(1  lU    otintrics  ttiTOUghout  the  world,  lastincl  Corporation  is  member  NASD/SIPC,  and  Instinct  UK  limited  Is  regulated  in  the  U.K.  by  the  SFA. 
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ances  that  occur  second-by-second 
throughout  the  day,  and  they  usually 
close  out  positions  by  the  time  the  mar- 
ket closes.  Offrnan  goes  with  the  market 
trend;  there's  no  cheap  or  expensive 
stock.  Experts  also  have  an  edge  over 
beginners,  who  have  a  hard  time  short- 
ing stocks.  Shorts  must  be  made  when  a 
battered  stock  reverses  direction,  a 
counterintuitive  move  for  the  inexperi- 
enced. "It's  more  challenging  for  new 
traders  to  profit  in  down  moves,"  says 
Marc  Friedfertig  of  Broadway  Trading. 

Offtnan  has  shorted  the  market  almost 
all  year,  getting  his  cues  from  after-hours 
trading.  If  a  stock  slumps  in  after-hours 
trading,  he  says,  it  will  be  down  in  the 
morning,  too.  "Once  the  market  goes  up 
the  next  day,  we  short  immediately  after 
that,"  he  says.  "Even  if  you're  immediate- 
ly wrong,  the  trend  will  reassert  itself." 

Many  traders  in  the  firm  like  to  do 
their  own  thing  and  don't  listen  to  his 
advice,  says  Offinan,  who  makes  a  daily 
11:30  a.m.  broadcast  call  to  40  of  Carlin's 
offices  nationwide  with  his  "intuition" 
about  the  direction  of  the  market  and 
individual  stocks.  Offman,  who  attended 
New  York's  Yeshiva  University  in  the 
mid-1970s,  and  business  school  at  night, 
partnered  vdth  Ronald  H.  Shear,  a  for- 
mer market  maker  on  the  American 
Stock  Exchange,  to  launch  Carlin,  where 
thresholds  to  join  up  are  higher  than 
most.  Some  traders  aren't  allowed  to 
execute  options  trades;  others  need  a 
minimum  of  $100,000  in  their  account 
to  do  so.  Applicants  are  grilled  on 
strategies  and  are  asked  to  provide 
statements  from  prior  trading.  "We 
want  people  interested  in  wealth-build- 
ing, not  gamblers,"  Shear  says.  What 
about  commissions?  On  trades  of  up  to 
1,000  shares,  the  firm  charges  its  1,300 
retail  customers  $19.95  per  trade  for 
the  first  149  trades  made  within  a 
month,  and  $14.95  for  each  additional 
trade.  As  traders  mature,  they  graduate 
to  a  special  cadre  who  trade  Carlin's 
capital  and  usually  split  the  profits  50/50. 

At  that  level,  explains  Robin  Dayne, 
a  national  day-trading  coach,  "These 
guys  trade  from  their  intelligence.  If 
emotion  comes  into  the  equation,  then 
they're  not  realistically  dealing  with  the 
market."  To  be  sure,  Offman's  most 
valuable  asset  may  be  his  ability  to  re- 
main detached  about  his  job.  And  that's 
where  his  religion  likely  comes  in.  Al- 
though he's  not  a  practicing  rabbi,  the 
Torah's  teachings,  he  says,  allow  him  to 
find  a  peace  outside  work.  "You've  got 
no  shot  at  being  a  trader,"  he  says,  "if 
you've  got  chaos  in  your  outside  life." 
By  Mara  Der  Hovanesian 
in  New  York 


INVESTMENT  BANKS 


BARINGS  MAY  BE  HEADED 
FOR  THE  HISTORY  BOOKS 

With  ING  giving  up,  the  royal  banker  is  damaged  goods 


When  ING  Group,  the  Dutch  bank- 
ing and  insurance  behemoth, 
bought  London's  Barings  invest- 
ment bank  five  years  ago  for  one  British 
pound,  it  thought  it  was  getting  a  great 
deal.  Barings,  banker  to  the  British 
monarchy,  including  Queen  Elizabeth  II, 
had  been  nearly  bankrupted  by  a  rogue 
trader  in  its  Singapore  office  named 
Nick  Leeson.  ING  wanted  to  use  Bar- 
ings' extensive  international  net 
work  to  expand  its  own  invest- 
ment-banking business. 

Yet  on  Nov.  19,  ING  admit- 
ted that  the  entire  enterprise 
was  effectively  a  disaster.  ING 
bosses  announced  they  were 
"exploring  options"  for  selling 
off  or  closing  down  the  U.  S.  op 
erations  of  ing  Barings,  as 
its  global  investment  bank 
is  now  known. 

ING's  decision  to  give 
up   on  its   investment 
banking  venture,  which 
includes  the  U.S.  bro- 
kerage   firm    Furman 
Selz,  surprised    some 
analysts    because    it 
comes  just  as  Barings 
seemed       to       have 
turned  a  corner.  Un- 
der Chief  Executive 
David     Robins,     ing 
Barings  earned  $286 
million   in    1999   and 
will    do    better    this 


ING  BARINGS  IN  THE  U.S: 

•  2,000  staff,  including  broker- 
age Furman  Selz 


7  offices 


year. 

"BETRAYAL."  Still,  its 
return  on  capital  for 
the  first  nine  months 
of  this  year  was  a  pal- 
try 5% — vs.  40%  for  ing's  asset  man- 
agement activities.  And  improving  prof- 
its and  market  share  promise  to  be 
hard,  given  the  fierce  competition  from 
big  investment  banks  in  the  U.S.  and 
Europe.  Plus,  Barings'  Amsterdam  boss- 
es were  appalled  at  the  ever-spiraling 
salaries  and  bonuses  required  to  attract 
and  keep  top  talent. 

Finding  a  buyer  for  the  U.S.  busi- 
ness, which  employs  around  2,000  peo- 
ple,  won't   be   easy.    Most   European 


•  Ranks  17th  in  global  M&A, 
36th  in  equities  and  bond 
underwriting 


DATA:  ING  GROUP,  THOMSON  FINANCIAL 
SECURITIES  DATA 


banks  with  global  ambitions  have 
ready  made  big  U.S.  acquisiti( 
Switzerland's  Credit  Suisse  Gr^ 
bought  Donaldson,  Lufkin  &  JenrJ 
Inc.,  while  another  Swiss  bank,  UBS, 
quired  PaineWebber  Inc.  The  invi 
ment-banking  arm  of  Germany's  Dr( 
ner  Bank  just  bought  Wassersi 
Perella  &  Co. 

In  London,  ing  Barings'  staff  is 
moralized.  "There's  a  great  st 
of  betrayal  here,"  says  one  I 
ings    senior    executive 
Robins  argues  that  the  I 
don  office  has  a  future. 
Barings   staffers   point 
that  without  distribution  p 
er  in  the  U.S.,  the  Europ 
branch  has  few  prospects 
Barings  sells  much  o 
high-yield  debt, 
instance,     thro 
Furman  Selz.  "I 
that  that's  on 
block  it's   hard 
believe    our    h 
yield  business 
survive,"  says 
executive. 

Goldman,  Ss 
&  Co.  has  been 
tained  to  fine 
buyer  for  the 
operations.  The 
it  has  started  s 
ping  them  aro 
to  potential  bu, 
such  as  B 
Stearns  &  Co. 
Lehman  BrotI 
Inc.,  Goldman 
find  it  tough 
clinch  a  deal.  Barings  is  very  mui 
third-tier  operation.  According  to  Tl 
son  Financial  Securities  Data,  Bar 
ranks  17th  in  mergers  and  acquisit 
and  3(jth  among  equities  and  bond 
derwriters. 

What  will  happen  if  Goldman  ( 
find  a  U.S.  buyer?  The  joke  amonj) 
pressed   Barings  staffers  is  that 
might  sell  it  for  a  dollar — and  even 
it  might  not  be  much  of  a  bargain 
By  Daoid  FairLanib  in  Fraid 
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What  if  you  could  deliver  training 

of  a  complex  ERP  system  to 
0,000  new  users  on  6  continents... 

simultaneously? 


-T.» 


Nicole  Gardner,  Partnd 
PricewaterhouseCoope 


A 


That's  what  we  do 

or  our  clients  with  Centra. 


'^m 


Ne  are  PricewaterhouseCoopers'  Center  for 

OnOtVl\3i\CO  ImprOVeiTieiltj  a  global  practice  within  the  world's  largest  profes- 
onal  services  organization.  We  train  end  users  of  complex  software  solutions  at  Fortune  500  companies  to  achieve 
amatic  business  results  through  advanced  learning  solutions. 

¥e   neeGeCI   a  faster,  more  affordable,  and  more  powerful  way  to  deliver  customized  hands-on  training  to 
ir  clients'  employees  around  the  world ...  using  software  that  anyone  can  use  and  understand. 

"Ve   expect  the  best  Internet  solution  available.  One  that  rivals  in-person  training,  without  compromising 
r  high  standards.  And  we  need  a  responsive  software  partner  who  is  accustomed  to  serving  the  demands  of 
ge  global  organizations. 

¥e   QOX  a  live,  interactive  eLearning  system  that  is  highly  effective,  easy  to  use,  and  drastically  reduces  the 
St  of  training.  Bottom  line  -  Centra  delivers  for  us,  so  we  can  deliver  for  our  clients. 


tfe  chose  Centra 


as  a  solution. 


Solutions  for  live  eLearning  and 
Internet  business  collaboration. 


Centra^ 


Solutions  for  live  eLearning  and 
internet  business  collaboration. 


At  Centra,  we  believe  that  live  eLearning  is  more  than 


education.  It's  a  way  to  connect  business  people  online 


using  a  Web  browser  to  interact  in  realtime,  delivering 
information  and  skills  more  efficiently  and  with  better 
results  than  ever  before.  And  without  the  time,  delays, 
and  expense  of  business  travel. 


Only  Centra  offers  a  complementary  suite  of  enterprise 
software  and  Internet  services  that  enable  the  delivery 


and  exchange  of  integrated  voice,  video,  presentations,  and  applications 
for  secure  virtual  classrooms,  online  presentations  and  Web  meetings. 
With  Centra,  your  workforce  is  more  knowledgeable,  your  customers  are 
more  loyal,  and  your  products  and  services  get  to  market  more  quickly 


For  more  information,  visit  www.centra.com,  or  call  1-888-547-6300. 


And  deliver  some  big  results  of  your  own. 


Centra  meets  every 
business  need  with 
software  products 
and  Web  services 
for  interactive  virtual 
classrooms,  online 
presentations  and 
Web  meetings. 


Microsoft 


Certified 


Solution  Provider 


©  2000  Centra  Software  Inc.  NASDAQ;  CTRA 
OS  BW10/30ROB 
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COMMENTARY 

By  Debra  Sparks 

BUSINESS  WON'T  HEDGE  THE  EURO  AWAY 


hedging  program,"  says  Allan 
Kessler,  J.  P.  Morgan  &  Co.'s  vice- 
president  of  foreign  exchange. 

Adding  to  the  uncertainty,  the  Fi- 
nancial Accounting  Standards  Board 
this  year  began  phasing  in  new,  more 
stringent  accounting  standards  for 
options,  forwards,  and  swaps.  Called 
FAS  133,  the  new  rule  requires  com- 
panies to  value  hedging  instruments 
at  market  value  each  quarter — 
what's  called  "marking  to  market" — 
instead  of  amortizing  them  over  the 
option's  or  swap's  life.  "It's  a  night- 
mare," says  Jason 


% 


0 


rhe  euro  was  not  kind  to  large 
U.  S.  multinationals  this  year.  As 
the  currency  plummeted  from 
1 .04  last  January  to  a  low  of  about 
2?  in  October,  many  companies 
,'atched  helplessly  as  the  dollar  val- 
e  of  their  European  earnings  head- 
d  south.  McDonald's  Corp.,  for  in- 
tance,  reported  that  the  euro's  fall 
ould  slash  its  full-year  earnings  by 
s  much  as  7^  a  share,  or  about  5%. 
Such  damage  wasn't  preordained. 
'oca-Cola  Co.,  with  20%  of  its  sales 
jming  from  Europe,  didn't  lose  a 
enny.  Reason:  It  hedged  its  foreign 
arnings  by  buying  options  that  have 
guaranteed  currency-exchange 
ite.  Many  other  companies,  though, 
ere  not  so  smart — or  lucky.  Should 
ivestors  take  them  to  task  for  fail- 
ig  to  hedge  successfully? 
The  short  answer  is  no.  Hedging 
an  expensive,  inexact  science — far 
lore  complex  than  it  might  appear 
:  first  glance.  A  company  that 
jends  large  sums  on  hedging — by 
^ing  forward  contracts,  swaps,  or 
itions  to  get  fixed  rates — is 
!sentially  betting  on  a  cur- 
;ncy's  move.  The  euro's  20% 
unge  this  year  is  an  unusual- 
large  move,  and  most  com- 
mies didn't  foresee  a  need  to 
;dge  against  it.  Moreover,  ex- 
lange  rates  also  go  up.  It  clearly 
ouldn't  make  sense  to  criticize  a 
impany  that  benefited  from  a 
indfall  20%  gain  because  a  cur- 
incy  went  up. 

IIGHTMARE."  Each  quarter,  U.  S. 
■rporations  must  tally  their  foreign 
venues  and  earnings  and  then 
anslate  them  into  dollars.  So  if  a 
mpany  earns  1  million  euros,  but 
e  euro's  value  drops  from  $1  per 
iro  to  90<^,  they  would  be  worth 
ily  $900,000,  not  $1  million.  An  op- 
)n  to  sell  euros  at  $1  each  would 
ert  the  loss.  But  hedging  isn't 
eap.  According  to  Goldman,  Sachs 
Co.,  hedging  $500  million  worth  of 
mings  costs  about  $26  million. 
Peter  C.  Gerhard,  managing  direc-       CATERP'UAR  294  12 


The  Euro  Takes  Its  Toll 
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r  and  global  head  of  foreign  ex- 
ange  at  Goldman  Sachs,  figures 
ly  30%  of  U.  S.  companies  buy  op- 
)ns  to  hedge  earnings.  "There  isn't 
company  on  earth  that  has  a  100% 


MCDONALD'S 
KIMBERIY-CLARK 


910 
667 


5 

Is' 


*Third  quarter  2000  **Analysts'  estimates 

DATA;  COMPANY  REPORTS,  BUSINESS  WEEK 


Wilson,  treasury  manager  at  Honey- 
well International  Inc.  "The  state- 
ment is  so  complex  that  many  com- 
panies are  having  trouble 
understanding  it." 

One  way  to  avoid  messy  account- 
ing and  the  expense  of  buying 
hedges  is  to  use  natural  hedging. 
That  entails  matching  revenues  and 
costs  in  the  same  currency — by  man- 
ufacturing and  buying  supplies  local- 
ly. "Some  companies  suffer  much 
more  than  others  because  they  are 
forced  to  buy  crucial  raw  materials 
with  dollars  rather  than  local  curren- 
cy," points  out  Amanda  Tepper,  con- 
sumer products  analyst  at  Chase 
H&Q.  For  example,  Kimberly-Clark 
Corp.  manufactures  diapers  on  the 
Continent — but  has  to  pay  for  wood 
pulp  in  ever-rising  dollars.  So  it  gets 
hurt  twice.  "They  lose  as  their 
margins  are  eroded  by  paying  a 
high  price  for  pulp,  and  they  lose 
again  when  they  translate  quar- 
terly results  back  into  dollars," 
says  Tepper.  In  the  third  quarter, 
the  euro's  fall  cut  Kimberly- 
Clark's  net  income  by  2(2  a 
share. 
TURNABOUT.  Some  companies, 
such  as  Dow  Chemical  Co., 
use  both  natural  and  finan- 
cial hedges.  Half  of  Dow's 
sales  are  made  outside  the 
U.S.  but  in  public,  company 
execs  neither  blame  nor  praise  cur- 
rencies for  deflating  or  inflating 
earnings  in  any  particular  quar- 
ter. "If  the  euro  turns  the  oth- 
er way  and  starts  to  strength- 
en, and  profits  get  better, 
should  you  say  you  shouldn't 
have  earned  as  much  as  you  did?  If 
not,  then  it's  a  bit  duplicitous  if  you 
say  you  would  have  earned  more  if  it 
weren't  for  currencies,"  says  Kath- 
leen C.  Fothergill,  who  heads  Dow's 
investor  relations. 

No  matter  how  well  a  company 
hedges,  its.  earnings  will  sometimes 
get  hit.  But  investors  who  buy 
shares  of  multinationals  shouldn't 
complain.  They  would  be  smarter  to 
learn  to  hedge  their  own  bets. 

Sparks  covers  corporate  fiymnce 
from,  New  York. 
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BROKERS  ARE  FROM  MARS, 
WOMEN  ARE  FROM  VENUS 

But  Schwab  aims  to  get  the  two  in  sync 

The  idea  took  shape  at 
dinner  two  years  ago. 
Charles  Schwab,  founder 
of  the  eponymous  San  Fran- 
cisco firm  that  pioneered  dis- 
count brokerage,  told  his 
daughter,  Carrie  Schwab 
Pomerantz,  about  a  family 
friend  who  called  to  ask 
what  she  should  do  with  a 
large  divorce  settlement. 
"Dad,"  Pomerantz  respond- 
ed, "how  many  women  can 
ask  you  personally  for  in- 
vestment advice?" 

That's  when  they  both  re- 
alized, Pomerantz  recalls, 
that  the  firm  was  neglecting 
women — especially  those  in- 
timidated by  financial  topics. 
"We  had  prided  ourselves  on 
being  gender-neutral,"  she 
says.  But  "women  feel  dif- 
ferently and  learn  differently 
about  investing."  Pomerantz, 
40,  who  was  assistant  branch 
manager  in  Atlanta  at  the 
time,  subsequently  took 
charge  of  developing  special 
marketing  for  women.  Her 
efforts  are  now  bearing  fruit. 
Late  in  September,  Charles  Schwab  & 
Co.  launched  its  first  investment  semi- 
nars designed  specifically  for  women 
and  taught  by  women. 

It's  astounding  that  Schwab  didn't 
discover  the  women's  market  sooner. 
Full-service  financial  firms  have  been 
marketing  to  women  for  most  of  the 
past  decade — and  have  no  doubt  svdped 
some  of  Schwab's  female  customers.  But 
now,  Schwab,  once  a  no-frills  broker,  is 
turning  itself  into  a  full-service  firm — 
and,  naturally,  is  looking  for  full-service 
clients.  Says  Pomerantz:  "The  women's 
effort  falls  nicely  into  that." 

In  fact,  the  firm  has  a  chance  to  seize 
a  major  opportunity.  Wall  Street's  focus 
has  been  chiefly  on  wealthy  women 
with  assets  of  $500,000  and  up.  Schwab 
is  targeting  a  broader  audience:  Even 
women  with  less  than  $100,000  can  sign 
up.  The  firm  has  a  whiz-bang  marketing 
record:  Its  invention  of  the  mutual-fund 


FISHING  FOR  WOMEN  INVESTORS 

Major  brokerage  firms  are: 

•  Hosting  women-only  financial  seminars  taught  by  female  instructors 

•  Tailoring  marketing  brochures  and  education  materials  to  women 

•  Pitching  TV  and  print  ads  to  women 
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supermarket  in  the  1980s  transformed 
fund  investing,  and  in  the  1990s,  it 
swiftly  made  itself  the  top  online  bro- 
ker. Now,  going  after  mainstream  and 
lower-income  women,  Schwab  "will  have 
an  impact,"  says  Christopher 
Hayes,  director  of  the  National 
Center  for  Women  &  Retire- 
ment Research  in  Southamp- 
ton, N.Y. 

Women  certainly  have  loads 
of  money.  The  Securities  In- 
dustry Assn.  estimates  that 
some  222,000  women  now 
head  households  with  in 
comes    of    more    than 
$100,000 — and  that  the 


INCLUSIVE 

Being  "gender  neutral" 
isn't  enough,  says 
Schwab's  Pomerantz 


number  of  such  women  will  double 
2010,  when  they'll  control  more  th| 
$1  trillion  of  assets.  Meanwhile,  wor 
members  of  the  National  AssociatiJ 
of  Investors  Corp.,  a  nonprofit  edu 
tion  group  in  Madison  Heights,  Mi 
have  jumped  sixfold,  to  330,000,  in 
past  decade. 

NO  JARGON.  Pomerantz  is  taking  a 
tably  intimate  approach.  Rivals'  worn- 
only  seminars  typically  have  100 
more  participants,  but  Schwab  is  ke 
ing  its  groups  down  to 
to  40.   There's  plenty 
time  for  attendees  to 
to  know  each  other,  sm 
times    over    coffee 
snacks.  The  seminars  a 
jargon   and   tie   finan 
planning  to  real-life  sit 
tions,  such  as  getting 
vorced  or  having  a  c^ 
"We're  trying  to  speal 
women  in  terms  rele 
to  their  lives  and  in 
guage  that's  appealin 
them,"    Pomerantz   s 
Other  firms  take  siir 
tacks.  One  recent  Salo 
Smith  Barney  seminar 
cussed  companies  that 
researching  hormone 
placement    therapy 
techniques  to  conceal 
cose    veins,    says    Mi 
Ross,  a  senior  marke 
vice-president  at  Salo: 
Schwab's  seminars 
too  new  to  show  res 
yet.  But  other  firms  re]| 
marked   success.  At 
penheimer  Funds,  wo; 
have  some  1.2  million 
counts,  up  from  270,000  in  1993, 
the  fund  manager  first  started  targi 
women.  At  Morgan  Stanley  Dean 
ter,  about  two-thirds  of  participan 
its  women's  seminars  make  app 
ments  with  advisers  after  a  session 
about  a  fifth  of  attendees  at  ol 
seminars,  says  Rosalie  Clough, 
nior  vice-president  for  marketing 
Schwab's  Pomerantz  isn't  igno 
the  fact  that  women  are  the  big| 
users  of  the  Internet  either.  The 
new  Web  site  includes  article 
such    topics   as   "How    No 
Leave    Money    to    Your 
Morgan  Stanley,  too,  plan] 
aunch  a  site  for  women 
year.  If  Schwab  is  to  n| 
its  mark  with  women 
have  to  stand  up  to  1 
ed  competition. 
Hi/  Ijouisc  Lee  hi 
Mateo,  Calif. 
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Jacob  K.  Javits  Convention  Center,  NYC 
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Innovatior  in  the  Customer  Economy 

The  future  of  E-business  is  all  about  the  value  TO  THE  BUSINESS.  Discover  today's 

E-business  best  practices  for  enhancing  your  customer  relationships,  increasing 

your  efficiency,  and  supercharging  your  productivity. 

Enlightening  Keynotes  from  IBM,  buy.com  and  BroadVision 

3  General  Sessions  from  experts  who've  already  made  E-business  and  E-commerce  work  for  them 
-  25  Expert  Sessions  focusing  on  E-business  Benefits,  Technology  Solutions  and  Mobile  Commerce 
- 19  Enterprise-Class  Case  Studies  -  practical  techniques  and  solutions  to  your  E-business  challenges 

Mobile  Commerce  Conference  and  Expo  with  solutions  for  your  wireless  future 

Over  250  exhibitors  -  potential  partners  to  drive  your  company's  e-transformation 
•  And  more...much  more! 
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Wednesday,  December  13 

Keynote  9:00am  -  10:15am 
Exhibits  10:00am  -  5:00pm 
Conference  10:30am  -  5:00pm 


Thursday,  December  14 

Keynote  9:00am  -  10:15am 
Exhibits  10:00am  -  4:00pm 
Conference  10:30am  -  5:00pm 
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)igital  Cameras  Are 
Coming  Into  Focus 


Prices  have 
fallen,  and 
there's  more 
variety 


•nis 


BY  LARRY  ARMSTRONG 

've  always  found  the  whole 
notion  of  digital  cameras 
exhilarating.  It's  as  if  you 
had   received   a   lifetime's 
worth  of  film  and  process- 
ing for  free.  You  can  shoot 
as  much  as  you  want,  see 
each  shot  immediately — and 
erase  any  instantly  if  you 
don't  like  them.  Creativity  counts  even  af- 
t  picture  has  been  snapped.  The  cameras 
:  with  software  that  allows  you  to  fiddle 
special  effects,  crop  for  tight  portraits,  or 
1  together  panoramas.  You  can  even  fix 
ikes,  grabbing  faces  from  different  snap- 
i  to  make  sure  that  everybody  has  their 
open  and  a  winning  smile  in  the  finished 
rait. 

These  days,  digital  cameras  are  more  af- 
rdable  than  ever,  with  prices  about  a  third 
f  what  they  were  three  years  ago. 
dore  often  than  not,  the  price  is  de-     HOLIDAY 
.ermined  by  the  number  of  pixels, 
)r  picture  elements,  that  the  camera's  im- 
ige  sensor  can  record.  Pixels  are  the  tiny 
lots  that  form  an  image — look  at  a  news- 
)aper  photograph  with  a  magnifying  glass 
nd  you'll  see  them. 

Just  a  few  years  ago,  a  camera  with  a 

olution  of  640x480  pixels,  or  about  300,000 

'\s — good  for  e-mailing  snapshots  to  grand- 

Jjnts — would  set  you  back  $500.  Today,  for 

Mid  $300,  you  can  buy  a  camera  that  can 

M  with  resolution  of  at  least  1  million  pixels 

MJigapixel).  That's  powerful  enough  to  pro- 

B|  good-looking  4x6-inch  snapshots,  and  even 
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acceptable  5x7  enlargements.  Good  choices  in 
this  price  range  include  the  Fuji  FinePix  1300 
($250),  the  Kodak  DC215  Zoom  ($300),  or  the 
Olympus  Camedia  D-360L  ($300). 

Even  better  are  the  2-megapixel  cameras, 
which  can  turn  out  great  8xl0s.  These  cam- 
eras, from  such  makers  as  Nikon  and  Olym- 
pus, start  around  $500.  The  top  of  the 
line  are  the  3-megapixel  models  in  the 
$800-$l,000  range.  Their  big  advantage? 
You  can  crop  and  print  only  part  of  an  im- 
age and  still  have  enough  resolution  left  to 
produce  a  satisfying  photo. 

Besides  cheaper  prices,  the  other 
good  news  is  that  camera  makers 
are  now  segmenting  the  market. 
That  means  you'll  be  able  to  get 
the  features  you  want  without 
paying  for  the  stuff  you'll  never 
use.  Manufacturers  are  devel- 
oping new  cameras  for  buyers 
with  very  specific  needs.  You 
may  simply  prefer  to  have  the 
smallest,  coolest  camera  on  the  block, 
or  you  may  want  to  have  the  one  that  can 
click  off  the  fastest  series  of  shots,  capturing  the 
split-second  your  kid  tips  in  the  basketball  to 
win  the  game. 

I've  sorted  through  this  year's  crop  to  find 
the  best  of  some  unusual  features  that  can 
make  a  difference  in  your  photos.  I  also  checked 
out  a  nifty  way  to  get  in  at 
the  bottom  of  the  market. 
,      For  $129,  you  can  snap 
'  J      Kodak's    PalmPix    onto 
~.    \     your  Palm  organizer.  The 
\^     screen  is  abysmal  as  a 
viewfinder,  and  the  snap- 
shots  are  low-resolution,  but 
it's  a  clever  toy  that'll  let  you  play  around  with 
digital  photography  without  dropping  a  bundle. 
This  year's  coolest  camera  has  to  be  the  Canon 
PowerShot  sioo,  or  Digital  Elph.  This  tiny,  pre- 
cision-made stainless-steel  box  is  the  size  of  a 
pack  of  cigarettes,  and  only  slightly  thicker.  At 
$499,  this  fully-featured  2.1-megapixel  camera, 
complete  with  an  optical  zoom  lens,  is  one  of 
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Coolpix  880  is 
designedfor 
amateurs  who 
do  more  than 
point- and- shoot 
but  don't  want 
to  fuss  with  the 
intricacies  of  a 
manual  camera 


the  cheapest  and  by  far  the  most  compact  digital 
camera  in  its  class. 

My  personal  favorite  is  the  slightly  larger  $699 
Coolpix  880  from  Nikon.  It's  a  stripped-down  ver- 
sion of  Nikon's  top-of-the-line  3.3  megapixel 
Coolpix  990,  but  sells  for  $200  less.  It's  designed 
for  amateurs  who  are  beyond  the  point-and-shoot 
stage  but  who  don't  want  to  deal  with  the  intri- 
cacies of  a  fully  or  even  partially  manual  camera. 
I  loved  the  dozen  or  so  "scene"  modes  that  set  the 
camera  up  to  handle  automatically  those 
difficult  shooting  situations  that  I  always  HOL 
blow,  such  as  sunsets,  fireworks,  parties  at 
night,  and  beach  and  snow  scenes. 

At  the  other  end  of  the  heft  scale  are  a 
couple  of  cameras  whose  size  and  weight — 
about  two  pounds,  vs.  a  half-pound  for  Canon's 
Elph — might  not  be  worth  it  but  for  the  single 
unique  feature  that  sets  them  apart  from  their 
smaller  siblings.  One  simple-to-use  camera  is  the 
Camedia  C-211  from  Olympus.  It's  a  full  digital 
camera  with  a  Polaroid  camera  inside.  When 
you  take  a  snapshot  you  like,  press  the  button 
and  a  baseball-card-size  instant  print  pops  out. 

In  the  same  league  are  some  of  the  Sony 
Mavicas,  the  line  that  has  made  Sony  the  top 
seller  of  digital  cameras  in  the  U.  S.  Mavica 
was  the  first  to  use  everyday  floppy  disks  to 
record  photos,  and  this  year  Sony  augmented  its 
top-of-the-line  mvc-fd95  vdth  the  mvc-cdiooo,  a 
camera  that  uses  a  built-in  writeable  CD-ROM 
drive.  Besides  being  a  cheap 
,  way  to  store  pictures — each 
-  $4  CD  disk  will  hold  160— it 
makes    viewing    them    on    a 
computer  a  cinch.  There  is  no 
software  to  load  or  cables  to  con- 
nect; you  simply  pop  the  disk  into 
any  cd-rom  drive. 

A  big  problem  with  many  digital 

cameras   is   the   lag   time   between 

recording  one  picture  and  getting 

ready  for  the  next  one — a  range 

from  two  or  three  seconds  to 

more  than  10  seconds  in  cheap- 
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er  cameras.  Olympus  has  solved  that  with 
new  Camedia  E-lOO  Rapid  Shot  model.  It's  pri( 
at  $1,499,  but  it's  faster  than  most  film  came 
shooting  off  15  high-resolution  frames  a  seco: 
What's  more,  it  will  grab  up  to  five  shots  even 
fore  you  fully  depress  the  shutter,  ensuring  tl| 
you  always  get  the  one  that  got  away. 

Whatever  camera  you  end  up  buying,  I  hav 
few  tips  to  keep  in  mind.  The  first  is  zoom, 
tical  zoom  lenses  are  among  the  most  used 
tures  of  cameras,  allowing  you 
compose  a  shot  without  m 
r\  jockeying  for  the  best  plac 
.  >  shoot  from.  Most  of  the  be 
|_J  digital  cameras  have  a  two-l 
three- times  zoom  lens,  and  si 
expensive  ones,  such  as  the  S' 
or  the  Olympus  Rapid  Shot,  have  a  lOX  zi 
that  can  bring  distant  objects  breathtaki 
close.  Some  cheaper  cameras  advertise  "di 
zoom,"  which  is  nothing  more  than  enlarging 
center  of  the  picture — what  used  to  be  ca] 
cropping.  Use  them  and  you'll  lose  as  muc 
half  the  resolution  of  the  image,  resultin, 
blurry  prints.  If  the  ability  to  zoom  matteri 
you,  buy  one  with  an  optical  zoom  lens. 

The  real  power  hogs  of  digital  cameras, 
also  their  biggest  lure,  are  the  tiny  color  disp 
that  allow  you  to  view  photos  immediate! 
you're  not  careful,  you  can  spend  on  battel 
what  you  save  on  film  and  processing.  Unfoj 
nately,  camera  makers  and  dealers  see 
adapters  and  battery  chargers  as  a  profit  ce 
so  they're  increasingly  leaving  them  out  of | 
box.  If  they're  not  included,  it  will  cost  yo 
extra  $50  or  so  to  buy  them  separately. 

Finally,  don't  be  afraid  to  buy  more  ca: 
than  you  think  you  can  handle.  AH  digital  cai 
are  fully  automatic  and  easy  to  use  right  oi 
the  box.  You  can  learn  the  more  advanced 
tures  as  you  go.  And  remember,  with  digital 
eras  the  "film"  is  fi'ee,  so  all  a  photo  costs  is 
tie  time.  As  for  the  mistakes  you'll  make,  e| 
them  on  the  spot.  There's  no  more  need  to 
gate  them  to  a  shoebox  on  the  closet  shelf. 


For  Digital  Pictures  with  a  DifTerence 


CAMERA 


800-NUMBER 


STREET       RESOLUTION     COMMENTS 
PRICE       (MEGAPIXELS) 


CANON  POWERSHOT 
SlOO  DIGITAL  ELPH 

652-2666 

$499 

2.1 

Ultra-compact,  no-compromise  design,  with  2X  zoom  and  flash,  gives  this 
high-resolution  digital  camera  the  biggest  wow  factor. 

NIKON  COOLPIX  880 

645-6689 

$699 

3.3 

Step-down  version  of  Nikon's  popular  Coolpix  990  is  geared  for  consumers,  v\ 
settings  for  special  shots,  including  fireworks  and  sunsets. 

OLYMPUS  C-211 
ZOOM  DIGITAL 
PRINTING  CAMERA 

622-6372 

$799 

2.1 

Bulky  but  innovative  digital  camera  turns  any  picture  into  a  Polaroid  print  at 
the  touch  of  a  button. 

SONY  MAVICA 
MVC-CDIOOO 

222-7669 

$1,299 

2.1 

Built-in  recordable  CD-ROM  drive  allows  cheap  storage  for  plenty  of  shots,  af 
the  CDs  can  be  played  in  any  computer.                                                 p 

OLYMPUS  CAMEDIA 
E-lOO  RAPID  SHOT 

622-6372 

$1,499 

1.5 

Aimed  at  the  professional  photographer,  or  any  sports  enthusiast,  this  modeP 
the  fastest,  firing  off  up  to  15  shots  a  second.                                       ^ 

1 

162  BUStNES'S  VVEt(<V'DeCEIvr6CR'4,"2000 


'PORTUNITIES 
CLOSED-END 
)UITY  FUNDS 
ABOUND 


Capitalizing 

On  tlie  Yearend  Dash 

As  tax-sawy  investors  race  to  dump  dogs,  here's  how  to  cash  in 


BY  MARA  DER  HOVANESIAN 

[all  Street  is  in  the  throes  of  the  tax- 
iloss  season,  when  investors  dump 
shares  to  create  losses  that  will  help 
them  shave  their  tax  bills  next  spring. 
With  the  market  in  negative  territory 
and  thousands  of  issues  in  the  red, 
there  are  plenty  of  stocks  to  deep- 
six — depressing  prices  further. 

This  selling  can,  however,  create  some  great 
opportunities,  especially  in  the  little-known  mar- 
ket for  closed-end  funds.  For  a  number  of  rea- 
sons, these  funds  often  tend  to 
trade  at  a  price  that's  a  dis- 
count to  the  value  of  their 
holdings.  At  this  point  in  the 
year,  such  discounts  are  usually  at  their  widest, 
and  renewed  buying  in  the  new  year  traditionally 
narrows  that  gap.  The  whole  cycle,  says  Thomas 
Herzfeld,  whose  Miami  investment  company  spe- 
cializes in  closed-end  funds,  "is  as  predictable 
as  Christmas."  Savvy  investors  like  Herzfeld 
look  to  pick  off  some  plums  ripe  for  rebound. 

Good  bets  abound  in  many  sorts  of  closed- 
end  equity  funds,  from  bread-and-butter  large- 
cap  equity  portfolios  to  those  that  zoom  in  on 
foreign  markets  like  Korea  or  Eastern  Europe, 
or  industry  sectors  such  as  health  care  or  high 
technology  (table).  There  are  discounts  to  be 


CbsedrEnd  Funds 


had  in  closed-end  bond  funds,  too,  but  they're  not 
as  compelling.  That's  because  the  fixed-income 
markets  have  done  well  over  the  past  year,  ex- 
cept for  the  credit-sensitive  high-yield  bond  and 
emerging-markets  bond  funds. 

First,  a  few  basics.  Like  mutual  funds,  closed- 
ends  hold  securities  whose  prices  fluctuate  with 
the  market.  So  does  their  net  asset  values  (nay). 
Closed-ends  differ  from  mutual  funds  in  that 
they  have  a  fixed  number  of  shares,  and  those 
shares  trade  on  the  stock  exchanges  (a  few  on 
Nasdaq).  These  markets  are  not  that  efficient, 
and  the  price  of  a  share  on  the 
Big  Board  is  usually  different 
from  the  NAV  of  the  fund.  If 
the  market  price  is  above  the 
NAV,  the  fund  is  said  to  trade  at  a  premium.  If 
it's  below,  the  fund  is  at  a  discount. 

Buy  a  fund  that  sells  at  a  20%  discount 
to  NAV,  and  you  get  $1  worth  of  stocks  for 
80<Z.  You  also  get  two  ways  to  make  money:  One, 
the  value  of  the  underlying  investment  goes  up, 
and  two,  the  discount  narrows  or  even  closes. 
Best  yet  is  to  choose  funds  that  have 
a  chance  of  doing  both.  Want  to  make  a  bet  on 
the  beat-up  Internet  sector?  The  lcm  Internet 
Growth  Fund,  for  example,  which  has  a  $7 
market  price,  trades  at  a  22%  discount  to  NAV. 
The  stocks  in  a  regular  Internet  mutual  fund  are 
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just  as  beaten  up,  but  you  pay  1000  on  the  dollar. 

Plain-vanilla  equity  funds  offer  some  good  in- 
vestment plays  today.  Kevin  McNally,  a  Salomon 
Smith  Barney  analyst,  notes  that  43  of  46  closed- 
end  domestic  equity  funds  have  outperformed 
the  Standard  &  Poor's  500-stock  index  (through 
Nov.  10),  when  measured  by  market  price  or 
NAV  gains.  Still,  the  funds  now  sell  at  an  average 
9%  discount,  though  some  are  as  wide  as  35%. 

Among  such  funds  are  Adams  Express,  a  U.  S. 
equity  fund,  with  a  7.4%  discount,  recommended 
by  George  Cole  Scott,  president  of 
Closed-End  Fund  Advisors  in 
Richmond,  Va.  Adams  Express, 
which  has  been  around  since 
1929,  owns  a  passel  of  large 
cap  stocks  like  Coming,  Gen- 
eral Electric,  and  Cisco  Sys- 
tems. The  other  attraction  is 
the  rock-bottom  expense  ra- 
tio of  0.34%.  Royce  Value  Trust, 
another  general  equity  fund,  sports  a  discount  of 
13%,  even  though  its  nay  return  so  far  this  year 
has  been  an  impressive  10.4%.  Manager  Charles 
Royce's  specialty  is  small-cap  value  stocks. 

In  the  red-hot  health-care  sector,  take  a  look 
at  H&Q  Healthcare  Investors,  selling  at  30,  a 
discount  of  nearly  25%.  That's  an  especially  large 
break  considering  the  fund's  stellar  record.  The 
portfolio  gained  66%  so  far  this  year,  and  the 
share  price,  61%.  Another  star  is  invesco  Global 


Ba 

FUND  (SYMBOL) 

rgain  Hunting 

PREMIUM(-i-)/DISCOUNT(-) 
DURING  2000 
HIGH  -  LOW 

DISCOUNT/ 
PREMIUM* 

SHARE 
PRICE* 

U.S  EOUITY 

JOHN  HANCOCK  BANK  &  THRIFT 
OPPORTUNITY  (BTO)                                -6.8%  -20.3% 
LCM  INTERNET  GROWTH  (FNO)                      -1.2      -28.4 
INVESCO  GLOBAL  HEALTH  SCI.  (GHS)              -7.7      -23.5 
AOAMS  EXPRESS  CO.  (ADX)                          -6.4      -19.0 
GABELLI  EQUITY  TRUST  (GAB)                     -i-l.O      -11.4 
ROYCE  VALUE  TRUST  (RVT)                         -10.5      -17.6 

-18.0% 
-17.1** 
-11.37 
-7.4 
0** 
-13.0 

7.50 

7.13** 
20.44 
22.38 
11.38** 
14.19 

FOREIGN  EQUITY 

JAPAN  OTC  EQUITY  (JOF) 
KOREAN  INVESTMENT  (KIF) 
MSDW  ASIA  PACIFIC  (APF) 

-16.7      -33.4 
-24.5      -35.1 
-21.7      -31.7 

-29.0** 

-31.5 

-27.0 

7.63** 

4.88 

8.75 

TAXABLE  BOND 

CURRENT  INCOME  SHARES  (CUR)                -11.8      -18.4 
DEBT  STRATEGIES  (DSU)                              -2.8      -20.2 
FRANKLIN  MULTI-INCOME  TRUST  (FMI)         -13.6      -23.5 
SCUDDER  GLOBAL  HIGH  INCOME  (LBF)         -15.3      -24.4 

-12.2** 
-15.8 
-17.5 
18.9 

10.69** 
6.31 
8.19 
5.00 

MUNICIPAL  BOND 

BLACKROCK  INVESTMENT  QUALITY 
MUNICIPAL  TRUST  (BKN) 

DUFF  &  PHELPS  UTILITIES  TAX 
FREE  INCOME  (DTP) 

INVESTMENT  GRADE  MUNICIPAL 
INCOME (PPM) 

*  NOV,  16              **NOV,  10 

-5.4      -16.0              -15.4         12.06 

-7.5      -18.3              -17.9         12.60 

-10.8      -18.5              -15.5         13.44 

3ATA  THOMAS  J.  HERZFELD  ADVISORS,  WEISENBERGER.  BUSINESS  WEEK 

Health  Sciences  Fund,  up  48%  this  year,  tradi 
at  an  11.4%  discount. 

The  discounts  also  afford  you  a  chance  to  inv- 
with  the  same  portfolio  or  in  the  same  inve 
ment  program  as  a  well-regarded  mutual  fund 
a  considerable  savings.  John  Schroer,  who  runs 
VESCO  Global  Health,  also  manages  a  similar  rjfl 
tual  fund,  INVESCO  Health  Sciences,  which  is  W 
just  23%  and  charges  investors  0.64%  more  f\ 
expenses.  John  Hancock  Bank  &  Thrift  Oppor  ■ 
nity  Fund,  at  an  18%  discount,  is  similar  to  Jc  ■ 
Hancock  Regional  Bank,  an  open-end  fund.  In 
dition,  the  cost  of  buying  a  closed-enc 
a  brokerage  commission.  The  H 
cock  mutual  fund  carries  sa 
charges  as  high  as  5%. 

The  closed-end  format  can  w 
well  with  bonds.  When  a  bond  f 
trades  at  a  discount,  the  yielc 
amplified.  Take  Franklin  Multi- 
come  Trust,  which  sports  an  am 
dividend  of  67<^.  That's  a  6.75%  y 
on  the  fund's  $9.92  NAV.  But  the  f 
trades  at  a  17.5%  discount,  so  the  yield  is  8.1? 

Other  windfall  gains  could  accrue  to 
closed-end  investor.  When  the  discount  persi 
some  fund-management  companies  buy 
shares.  That  reduces  the  share  count,  which  i 
ally  narrows  the  discount.  For  example,  IV 
tor  Income  Fund,  which  invests  in  mortgE 
backed  securities  and  corporate  bonds,  adopte 
provision  in  October  for  a  tender  offer  of  20^ 
its  shares.  The  discount,  as  high  as  22%  eai 
this  year,  is  now  less  than  9%.  The  discouni 
Dresdner  RCM  Global  Strategic  Income  Fi 
near  20%  earlier  this  year,  narrowed  to  49 
October  after  Phillip  Goldstein,  president  of  I 
ball  and  Winthrop,  a  Pleasantville  (N.Y.)  inv 
ment  firm,  petitioned  management  to  conve 
to  a  conventional  mutual  fiind.  When  a  closed 
becomes  a  mutual  fund,  the  discount  disappi 
because  investors  can  redeem  the  shares  dii 
ly  from  the  fund  company;  they  don't  have  to 
them  on  the  open  market. 

A  large  discount  can  make  a  closed-end 
alluring,  but  buying  just  for  the  discount  is 
hardy.  Funds  that  have  had  a  large  discouni 
a  long  period  of  time  could  be  problematic.  T  i 
why  fund  investor  Scott  avoids  such  deeply 
counted  funds  as  Equus  II,  in  which  the  ave 
discount  for  this  year  is  37%;.  And  someti 
discounts  persist  just  because  the  closed 
market  is  not  that  efficient.  Gregg  Wolper,  s( 
analyst  at  Morningstar,  points  to  the  Irish 
vestment   Fund.   It's  one  of  the  few  for 
closed-ends  with  positive  NAV  returns  this 
yet  the  discount  has  not  been  less  than 


Wo 


Iiries5 


"It's  hard  to  know  why,"  says  Wolper.  One  1 1  iff 
ry:  Closed-end  funds  now  have  competition    fe- 
new  sorts  of  exchange-traded  funds  sue  Jn 
iShares.  Because  of  a  different  legal  struc 
these  newer  funds  trade  at  or  near  their 
So  some  analysts  think  investors  are  optini  ^ 
iShares  since  they'll  always  be  able  to  sell  o 
or  near  NAV.  Still,  in  a  skittish  mai-ket,  buyir 
worth  of  assets  for  80(J  is  not  a  bad  deal 
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he  path  to  e-business  success 
is  easy  to  follow. 


BusinessWeek  online 


'et  on  the  fast-track  with  BusinessWeek  e.biz,  our  resource 
for  everything  you  need  to  know  about  e-business, 

ebiz.businessweek.  com 


\0 


!siness  moves  at  lightning  speed.  To  stay  ahead  of  it, 
I  need  e.biz  at  businessweek.com.  The  channel  that's 
irpassed  at  offering  timely  information,  analysis,  and  tools 
;an  use  every  day.  BusinessWeek  e.biz's  in-depth  coverage 
archives  let  you  look  into  the  future  and  learn  from  the 
Our  award  winning  editorial  staff  makes  sure  you  know 
's  important  on  a  daily  basis.  And  best  of  all,  it's  all  free 

Keyword:  BusinessWeek 

net  Keyword:  BusinessWeek  ebiz 


to  BusinessWeek  subscribers.  One  click  and  you're  armed 
with  the  power  only  BusinessWeek  Online  can  offer  to  help 
make  your  e-business  ventures  successful.  And  make  you  a 
leader  worth  following.  Activate  your  free  subscription  today. 

0^^      2000  National  Magazine  Award  Winner 
r «n\        General  Excellence  in  New  Media 


A  Division  of  The  McGrawHiU  Companies 
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DP  Uf  ADI  H      ^^^  editors  of  PC  World  magazine  judged  hundreds  of  products  based  on  perfo  ttijsdyi 

WORLD   CLASS       consistency,  innovation  and  value.  Their  verdict?  "AMD's  Athlon  Proces'%j|,| 

I 

I 

superstar  in  all  fobr"  and  "Athldn-based  PCs  sprinted  to  the  top  of  our  corporate  and  home  PC  charts."  Tliitjdi,^ 
just  a  few  of  the  i^6^ons  tha^they  chose  the  AMD  Athlon "  processor  as  "Product  of  the  Year."  You'd  thinjiusjj^ 
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rfoi  :his  by  now.  After  all,  AMD  Athlon  processors  have  already  won  more  than  65  awards  worldwide.  But 
es!  hear  things  like  "record-breaking  performance,"  "architecturally  superior  to  Intel  Pentium  III"  and  "the 
•It  it  a  clock  speed  of  1  gigahertz,  beating  Intel  at  its  own  game,"  we  still  can't  help  but  grin.  You  will  too 
linkfi  see  what  an  AMD  Athlon  processor  can  do  for  your  productivity.  Log  on  to  www.amd.com/pcworld. 

•cro  Devices,  Inc.  AMD,  the  AMD  logo,  AMD  Athlon  and  combinations  thereof  are  trademarks  of  Advanced  Micro  Devices,  Inc^  Pentium  is  a  registered  trademark  of  Intel  Corporation.  See  July  2000  issue  of  PC  World  for  complete  article. 
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AMAZON:  CHEAPER— 
BUT  CHEAP  ENOUGH? 


BY  ROBERT  BARKER 

Despite  its 
mounting  losses, 
investors  are 
tempted  by  the 
online  giant's  low 
stock  price.  Its 
investments, 
meanwhile,  are  a 
horror  show 


An  E-Tailer's  Slide 
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A  AMAZON  STOCK  PRICE 

^^^^"^ 


Here  it  is,  the  holiday  shopping  season  again, 
and  investors  once  more  are  as  focused  on 
Amazon.com  as  kids  are  on  their  wish  lists. 
The  difference  this  year  is  that  it's  harder  to 
make  a  bearish  case  against  the  leading  online 
i-etailer.  Amazon  in  the  last  year  has  doubled  its 
customer  base  and  widened  its  gross  margin.  At 
the  same  time,  its  stock  plunged  right  along 
with  its  Internet  peers  (chart).  Buying  into  ceo 
Jeff  Bezos's  dream  now  is  a  lot  cheaper  than 
last  year.  But  at  $28  a  share,  is  it  cheap? 

A  close  look  at  Amazon's  most  recent  quar- 
terly report  tells  me  no.  And  it's  not  because 
the  report  betrays  hints  of  slower  retail 
sales  or  red  flags  about  how  efficiently 
Amazon  can  ship  a  gazillion  Razor  scoot- 
ers. It  doesn't.  It's  because  the  report  de- 
tails how  Amazon  has  utterly  failed  to  in- 
vest wisely  on  behalf  of  its  shareholders. 
Amazon's  astounding  net  losses — its  ac- 
cumulated deficit  since  1994  is  $1.75  bil- 
lion— are  well  known.  So  are  its  towering 
load  of  debt,  $2.1  billion;  its  $487  million 
negative  net  worth;  and  its  voracious  ap- 
petite for  cash:  Through  Sept.  30,  opera- 
tions ate  $378  million,  more  than  triple 
the  cash  used  last  year  even  though  sales 
grew  less  than  half  as  fast. 

All  that  unpleasantness  is  routinely  dis- 
missed by  Amazon  boosters  as  the  neces- 
sary pain  investors  must  bear  as  Amazon 
makes  itself  into  the  world's  biggest,  most 
profitable  retailer.  What  I  can't  blink  past  are 
the  results  of  Amazon's  attempts  over  the  past 
year  to  build  its  business  by  investing  in  other 
e-tailers,  such  as  living.com. 
POOF!  Only  last  February,  Amazon  gave  liv- 
ing.com,  a  privately  held  online  furniture  and 
housewares  retailer,  $10  million  in  cash  in  return 
for  preferred  stock.  It  also  picked  up  an  addi- 
tional $21  million  in  preferred  stock  in  return 
for  promoting  living.com  at  Amazon.com.  In  the 
next  seven  months,  as  a  big  investor  in  liv- 
ing.com,  Amazon  had  to  record 
$16.9  million  in  red  ink,  its  share 
of  living.com's  losses. 

Now,  here's  what  Amazon  got 
for  its  trouble:  Visitors  to 
www.living.com  today  don't  find 
links  to  sofas  and  towels  but  a 
long  list  of  bankruptcy  filings, 
statements,  and  schedules.  Like 
many  other  of  the  bubble-addled 


Something  very  similar,  only  more  costl 
happening  now  with  Pets.com.  Amazon  last 
put  nearly  $58  million  into  the  online  pet  s 
good  for  a  30%  stake.  On  Nov.  7,  Pets.com, 
cided  to  liquidate,  noting 
despite  its  adviser  Merrill  Lynch's  best  effi 
"no  party  was  prepared  to  provide  capital  o: 
quire  the  company.  In  fact,  out  of  the 
than  50  prospects  contacted,  fewer  than 
were  even  prepared  to  visit  with  the  comp: 
With  Pets.com  shares  now  near  30<?,  Ama: 
stake  is  worth  under  $3  miUion. 
MISSING  GROCERIES.  Those  weren't  the  onl> 
feats.  Yet  more  dismaying  is  how  what  lo( 
like  a  victory  is  now  a  loss,  too.  On  Sep 
when  online  grocery  store  Webvan  Grouj 
sued  stock  to  buy  Amazon  partner  Home 
cer.com,  Amazon  was  able  to  post  a  $40  mi 
gain  on  a  $44  milhon  investment.  But  by  S 
30,  $15  million  of  that  gain  disappeare 


""""""""""" 
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among  us,  Amazon  bought  into 
living.com  at  the  peak  of  Internet 
insanity,  only  to  see  its  invest- 
ment go  poof!  into  Chapter  11. 


Webvan's  shares  sank.  By  Nov.  15,  with 
van's  stock  off  another  55%,  Amazon's  gain  | 
its  bet  on  the  future  of  e-grocery  shopping 
turned  into  an  unrealized  loss  I  estimate  a| 
million. 

Bulls  think  the  $384  million  Amazon 
this  year  and  last  on  fixed  assets,  such  as| 
new  distribution  centers  in  the  U.S.  anc 
rope,  will  eventually  pay  off  big.  Perhapsl 
Amazon  this  year  and  last  also  put  more[ 
$400  million  in  other  businesses,  investr 
that  are  on  Amazon's  September  balance 
at  .$262  million.  Their  true  market  values 
are  very  likely  a  lot  less.  "We  made  wha 
believed  were  appropriate  investment  decisj 
an  Amazon  spokesman  told  me.  "Hindsig 
20-20."  Maybe  Amazon  plowed  cash  into  its] 
operations  more  wisely.  Then  again, 
that's  just  a  holiday  season  wish. 
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For  barker.online,  go  to 

www.businessvi/eek. com/investor/ 

or  AOL  keyw/ord:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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You've  got  the  operational  data.  The  transactional 
data.  And,  now,  a  boatload  of  e-commerce  data. 
What  you  don't  have  is  a  reliable  way  to  quickly 
bring  it  all  together.  And  learn  something  from  it. 
Fortunately,  we  do.  SAS"  Intelligent  Warehousing 
Solutions  enable  you  to  integrate  all  of  your  com- 
pany's data,  regardless  of  its  source  or  platform. 
Then  mine  the  data  to  reveal  previously  unknown 
patterns  in  customer  behavior,  employee  produc- 
tivity, even  supplier  relationships.  Providing  you 
with  insights  that  can  have  a  real  impact  on  your 
business  performance.  To  learn  more  about  how 
we  can  help  you  identify  new  opportunities  -and 
give  you  the  confidence  to  act  on  them-  call  us 
■-p  at  1-800-727-0025.  Or  stop  by  www.sas.com. 
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What  happens  to  all  the  waste  spewed  out 
by  oil  and  gas  drilling?  In  spite  of  new 
technologies  that  have  sharpened  driUing 
efficiency,  analysts  expect  oil  field  detritus  to 
hit  the  peak  levels  last  reached  in  1997.  Such  a 
concern,  however,  is  a  bonanza  to  Newpark  Re- 
sources (nr),  a  Big  Board-listed  provider  of  en- 
vironmental services  to  oil-and-gas  explorers. 
Newpark  processes  and  disposes  of  exploration 
and  production  refuse,  including  that  contami- 
nated with  radioactive  material. 

That's  reason  enough  for  some  to  snap  up 
Newpark  shares.  But  there  is  another  angle: 
The  Hkes  of  Halliburton  or 
Baker  Hughes,  both  major 
oil  drillers,  could  end  up 
buying  Newpark. 

One  investment  banker 
says  Halliburton  talked  to 
Newpark  last  year — but  no 
deal.  Now,  an  investor 
close  to  New]5ark  says  Hal- 
liburton has  "returned  for 
another  approach  and  a 
new  offer."  Halliburton  and 
Baker  Hughes  declined  comment  as  a  matter  of 
policy.  Newpark  also  won't  comment. 

Shares  of  Newpark,  trading  at  lO/^!  in  August, 
have  fallen  to  T"/..,  even  though  Newpark's  busi- 
ness— mainly  in  Louisiana  and  Texas — has  picked 
up.  It  recently  added  on-site  processing  of  wastes 
to  its  services.  "It  is  rapidly  expanding  its  ca- 
pacity," says  Robert  Trace  of  Hibemia  South- 
coast  Capital,  who  rates  the  stock  a  strong  buy, 
with  a  12-month  target  of  20. 

Newpark  is  receiving  5  million  barrels  of 
waste  a  day,  says  Trace.  New  Environmental 
Protection  Agency  rules  calling  for  reduced  dis- 
charges into  federal  waters  will  boost  the  de- 
mand for  Newpark's  services,  he  says.  That,  plus 
the  rise  in  rig  operations,  should  allow  Newpark 
to  boost  prices.  The  analyst  figures  the  company 
will  earn  n<^  a  share  in  2000  and  50^  in  2001,  vs. 
1999's  210  loss. 
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arden  Fresh  Restaurant  (ltus), 
.  which  operates  a  chain  of  84  sal- 
ad buffet  restaurants  in  14  states, 
has  seen  its  stock  fall  from  14  to  8  in 
just  four  months,  because  of  earnings 
disappointments.  So  a  big  stakeholder 
is  pressing  management  to  do  some- 
thing to  boost  the  stock — or  else. 
David  Nierenberg,  who  heads  D3  Fam- 
ily Fund  and  owns  14.3%  of  Garden's 
stock,  says:  "Something  substantial  and 
different  must  be  done  to  maximize 


shareholder  value."  He  notes  that  the  stock  is 
way  under  its  initial  public  offering  price  of  five 
years  ago  and  39%  below  book  value. 

The  betting  is  that  a  buyout  group  will  seek 
Nierenberg's  help  to  acquire  Garden.  One  money 
manager  figures  the  stock  is  worth  18,  based  in 
part  on  30  restaurant  properties  it  owns. 

In  a  13D  Securities  &  Exchange  Commission 
filing  on  Nov.  14,  Nierenberg  said  he  wanted  to 
be  a  "positive  catalyst"  to  push  the  board  and 
management  into  closing  the  gap  between  the 
stock's  depressed  price  and  the  company's  in- 
trinsic value.  He  noted  that  in  an  industry  where 
companies  are  acquired  at  roughly  &A  times  cash 
flow.  Garden  was  trading  at  just  4  times — sug- 
gesting Garden  might  just  as  well  be  sold. 

George  Lusch  of  Banc  of  America  Securities  ex- 
pects Garden  to  earn  $1.02  a  share  in  the  year 
ended  Sept.  30,  2000,  and  $1.15  in  2001,  compared 
vdth  1999's  $1.18.  Garden  didn't  return  calls. 

WILSONS:  SET  TO  GO 
HELL  FOR  LEATHER 

With  Christmas  just  around  the  comer,  are 
retail  stocks  set  for  a  lift?  Maybe  not, 
considering  the  slowing  economy  and  the 
sharp  sell-off  in  stocks.  But  Daniel  Schwarzwalder 
of  Buckingham  Capital  Management — ^whose  fund, 
mainly  in  retail  and  apparel,  is  up  35%  this  year — 
bets  big  on  one  specialty  retailer.  He  thinks 
Wilsons  the  Leather  Experts  (wlsn)  will  score. 
Why?  He  calls  leather  the  "sweet  spot"  in  fashion 
today,  and  he's  impressed  with  Wilsons'  "very  fo- 
cused" management.  Schwarzwalder  says  it  has 
created  "a  good  brand,  whose  sales  have  been 
growing  at  20%  a  year."  Wilsons  operates  529  re- 
tail stores  in  44  states,  Canada,  and  Britain.  "The 
stock,  down  from  21  in  August,  to  14'/,  is  cheap," 
he  says.  He  sees  it  doubling  in  12  months. 

John  Rouleau  of  Gruntal 
Wilsons  have  yet  to  reflect 
its  acquisition  of  El  Portal, 
a  retailer  of  luggage  and 
travel  accessories.  Its  38 
stores — in  five  states  and 
Guam,  selling  such  brands 
as  Coach,  Bally,  Hartmann, 
and  Kenneth  Cole — could 
swell  to  300  stores  under 
Wilsons,  he  says.  El  Por- 
tal, adds  Rouleau,  will 
make  Wilsons  profitable  all- 
year  round,  because  its  business  is  less  seasonal. 
Most  retailers  make  their  money  in  the  fourth 
quarter  In  2002,  Rouleau  figures  El  Portal  will 
add  $75  million  in  sales  and  will  up  earnings  by 
share  by  20(2.  He  sees  Wilsons  earning  $2.33  in 
the  year  ending  Jan.  31,  2001,  and  $2.83  in  2002. 


l)Usinoss\Veek() 


Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.titm 
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Figures  of  the  Week 


■  STOCKS 

S&P  500 

Nov.    May    Nov.    Nov.  16-21 

1560  I I — - — -  1410 


U.S.  MARKETS 


Nov.  21 


%  change 
Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 


Nov.  21      Week 


1495 


1430 


1365 


1300 


g 


-1385 

:1360 
1347.4 

-1335 

-1310 


COMMENTARY 

It  was  a  turkey  of  a  week  in  the  stock 
market.  Earnings  woes  coupled  with 
the  continuing  Presidential  pandemo- 
nium were  the  culprits.  The  Nasdaq,  hit 
particularly  hard  by  earnings  down- 
grades and  price  target  cuts  in  high- 
tech  companies  like  eBay,  Juniper  Net- 
works, and  Cisco  Systems,  finished 
down  9.3%.  The  Dow  was  off  2.0% 
and  the  S&P  500  was  down  3.1%. 

Data;  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500 

Dow  Jones  industrials 
Nasdaq  Composite 
S&P  MIdCap  400 
S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

Business  Week  50* 

Business  Week  Info  Tech  100* 

S&P/BARRA  Growth 

S&P/BARRA  Value 

S&P  Energy 

S&P  Financials 

S&P  REIT 

S&P  Transportation 

S&P  Utilities 

GSTI  Internet 

PSE  Technology 

*Mar.  19,  1999  =  1000       "Feb.  7, 


1347.4  -3.1  -8.3  -5.3 
10,494.5  -2.0  -8.7  -4.6 

2871.5  -9.3  -29.4  -14.8 
494.1  -3.8  11.1  14.4 
205.9  -4.4  4.1  10.5 


12,361.4       -4.4     -10.5 


-5.8 


1057.0 

*    706.2 

749.2 

610.7 

942.7 

148.1 

81.9 

700.0 

330.0 

235.5 

883.0 

2000=1000 


-4.3 

-7.6 

-4.0 

-2.1 

1.1 

-3.5 

0.2 

0.4 

2.1 

-21.3 

-6.9 


-18.8 

-10.1 

NA 

NA 

-15.6 

-10.4 

0.0 

-0.3 

13.0 

8.4 

11.3 

3.3 

11.2 

11.6 

17.3 

12.7 

45.2 

40.9 

-66.9 

-58.8 

-9.2 

13.2 

S&P  Euro  Plus  (U.S.  Dollar) 

1312.4 

-4.0 

London  (FT-SE  100) 

6382.1 

-0.8 

Paris  (CAC  40) 

6081.0 

-3.5 

Frankfurt  (DAX) 

6678.1 

-4.1 

Tokyo  (NIKKEI  225) 

14,408.5 

-2.6 

Hong  Kong  (Hang  Seng) 

15,188.3 

0.4 

Toronto  (TSE  300) 

9013.9 

-1.9 

Mexico  City  (IPC) 

6135.5 

-0.3 

FUNDAMENTALS 

Nov.  20       Wk.| 

II 


S&P  500  Dividend  Yield                     1.19%  1 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    25.9  26 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*       21.8  22 

First  Call  Earnings  Revision*             -2.77%  -3. 
"First  Call  Corp. 

TECHNICAL  INDICATORS       Nov  20  Wk 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1440.4  1441 

50.0%  51 

0.76  0.: 

NA  l.< 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Pollution  Control 

Conglomerates 

Airlines 

Restaurants 

Homebuilding 


40.8  Defense  Electronics  139.6 

23.8  Natural  Gas  63.2 

20.8  HMOs  61.6 

20.7  Pollution  Control  59.0 

19.7  Hospital  Management  55.5 


Long-Dist.  Telecomms. 
Metal  &  Glass  Containers 
Communications  Equip. 
Computer  Systems 
Broadcasting 


-31.1 
-26.5 
-21.6 
-17.6 
-15.8 


Metal  &  Glass  Co 
Long-Dist.  Teleco 
Office  Equip.  &  S 
Furnishings  &  Ap 
Steel 


■  MUTUAL  FUNDS 

Week  ending  Nov.  20 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return  % 

Leaders 

Latin  America 

Miscellaneous 

Mid-cap  Value 

Financial 


■6     -4     -2 


Week  ending  Nov.  20 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


■6      -3 


Data:  Standard  &  Poor's 


Laggards 

Technology 
Communications 
Small-cap  Growth 
Mid-cap  Growth 

EQUITY  FUNDS 

4-week  total  return 
Leaders 

ProFunds  Ultrashort  OTC 
Potomac  OTC  Short 
AmSouth  Sel.  Eq.  Trust 
Rydex  Transportation  Inv. 
Laggards 
Turner  Technology 
PBHG  Tech.  &  Comms. 
ProFunds  UltraOTC  Inv. 
Merrill  Lynch  Focus  20  B 


3.8 
3.3 
2.1 
1.5 

-19.8 
-15.7 
-12.2 
-11.7 


38.5 
18.2 
11.1 
10.8 

-37.3 
-36.8 
-35.9 
-34.5 


Leaders 

Health  54.8 

Natural  Resources  20.9 

Real  Estate  20.2 

Small-cap  Value  13.7 
Laggards 

Japan  -27.2 

Precious  Metals  -23.9 

Diversified  Pacific/Asia  -21.7 

Communications  -15.0 


52-week  total  return 

Leaders 

Schroder  Cap.  Micro  Cap 

Munder  Fram.  Hlthcare.  B 

Dresdner  RCM  Biotech.  N 

Franklin  Biotech.  Disc.  A 

Laggards 

Apex  Mid  Cap  Growth 

Credit  Suisse  Inst.  Jap.  Gr. 

Vlfarburg  Pine.  Jap.  Sm.  Co. 

Warburg  Pincus  Japan  Gr. 


156.3 
138.6 
137.6 
99.3 

-67.4 
-59.6 
-52.8 
-50.6 


■  INTEREST  RATES 

KEY  RATES 


Nov.  2 1    Week  a  Rtms 


MONEY  MARKET  FUNDS 


6.14%       6.14' 


gO-DAY  TREASURY  BILLS 


6.35 


6.36 


1-YEAR  TREASURY  BILLS 


6.15 


6.15 


10-YEAR  TREASURY  NOTES    5.65    5.71 
30-YEAR  TREASURY  BONDS    5.73    5.77 


%in 


30-YEAR  FIXED  MDRTGAGEt       7.76 


7.76 


tBanxQuote,  Inc. 
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BLOOMBERG  MUNI  YIELD  EQUIVALENT!  Aill 

Taxable  equivalent  yields  on  AAA-rated,  tax-exenpHitr 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.77% 
6.91 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.92 
7.13 


I  THE  WEEK  AHEAD 
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EXISTING  HOME  SALES  Monday,  Nov.  27, 
10  a.m.  ES!  ►  Existing  homes  probably 
sold  at  an  annual  rate  of  5.1  million  in 
October,  down  from  5.14  million  sold  in 
September,  says  the  median  forecast  of 
economists  surveyed  by  Standard  & 
Poor's  MMs,  a  division  of  The  McGraw- 
Hill  Companies. 

DURABLE  GOODS  ORDERS  Tuesday,  Nov.  28, 
8:30  a.m.  est>-  New  orders  for  durable 
goods  likely  fell  0.2%  in  October,  after 
increasing  1.8%  in  September. 


CONSUMER  CONFIDENCE  Tuesday  Nov  28, 
10  a.m.  EST^  The  Conference  Board's  in- 
dex of  consumer  confidence  probably 
dipped  to  134.8  in  November,  from 
135.2  in  October.  A  decline  is  more  like- 
ly to  reflect  jitters  about  the  stock  mar- 
ket, rather  than  any  effect  from  the  elec- 
tion soap  opera. 

PERSONAL  INCOME  Thursday,  Nov  30,  8:30 
a.m.  EST^  Personal  income  likely  rose 
0.3%  in  October,  says  the  s&p  mms  sur- 
vey, on  top  of  a  1.1%  jump  in  Septem- 


ber. Consumer  spending  probal 
creased  0.3%  after  an  0.8%  g 

PURCHASING  MANAGERS'  INDEX  Fria 
10  a.m.  EST>-  The  National  As 
of  Purchasing  Management's  ir 
stood  at  48.2%  in  November, 
changed  from  48.3%  in  Octob 

CONSTRUCTION  SPENDING  Friday  I 
10  a.m.  LSI  ►  Building  outlays 
edged  up  0.3%  in  October,  aft 
2.4%  in  September. 
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•  only  good  thing  that  could  be  said  for  the  BW  50  this  week  was  that  it  did  only  half  as  poor- 
der-based  Nasdaq  Composite  index.  A  big  loser  was  Xilinx,  down  21,3%  after  news  that  com- 
/ill  seek  to  have  a  patent  ruling  favonng  Xilinx  reversed.  Lucent  was  also  hit  hard  after  announcing 
irth-quarter  profit  due  to  an  auditing  discovery. 
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26     Intel 
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-26.4 

27     Tribune 
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-7.6 

3.2 

-6.3 

-5.5 

-20.8 


39.1 
-73.1 
-12.9 
-50.9 
-72.7 


30  Lexmark  International  0.6  -62.3 

31  Omnicom  Group  -3.2  -16.8 

32  America  Online  -13.0  -24.6 

33  Guidant  -1.1  -23.9 

34  MBNA  -8.5  51.9 


-17.4 
-9.4 
-3.7 

-10.3 
-3.5 


-7.1 
-13.1 
-50.0 

-8.5 
-31.2 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 
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-3.5 

-16.8 
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2.1 


36.5 
-3.4 
-50.4 
29.7 
76.4 


-6.2 
-0.7 
-19.9 
-7.4 
-4.1 


-45.1 
7.4 

-35.8 

4.1 

-0.7 
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-5.2 
-1.0 

2.2 
-5.9 
-2.5 

3.9 


-60.3 
-54.2 
49.8 
-56.4 
-41.9 
-37.1 


40  Texas  Instruments  -12.6  -49.0 

41  Capital  One  Financial  -12.9  32.0 

42  General  Electric  -3.3  15.9 

43  Kansas  City  Southern  Industries  -7.3  89.2 

44  Wal-Mart  Stores  -3.8  -3.8 

45  Paccar  -0.7  1.5 

46  PE  Biosystems  Group  -21.4  -21.7 

47  Merck  0.4  53.3 

48  Adobe  Systems  -1.5  59.4 

49  Reliant  Energy  0.6  96.0 

50  Citigroup  -2.1  26.9 


ODUCTION  INDEX 

Change  from  last  week:  -0.2% 
Change  from  last  year:  12.8% 


RIAL  OUTPUT 

11=176.6     - 
—  992=100 


_The  index  is  a  4-week 
moving  average 


Mar 
1999 


July 
2000 


Nov. 
2000 


index  slipped  in  the  latest  week.  Before 
ie  four-week  moving  average,  the  index 
5.9,  from  176.3.  Seasonally  adjusted 
and  trucks  bounced  back  sharply  after 
ent  weeks  because  of  inventory  overhang 
'hat  gain,  however,  was  more  than  off- 
n  the  production  of  steel,  electric  pow- 
and  rail-freight  traffic.  Crude-oil  refining 
uallyflat. 

I  of  the  index  components  is  at  www.business- 
iction  mdex  Copyright  2000  by  The  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar- 
ket coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

wv\/v»/.businessweek.com. 
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Announcing.' 

The    Tenth    Annual    Forum   ^ 
Chief    Financial     Office rl 

February    Efl-flarch    E-.   EODl  jj 

The    BreakersT    Palm    Beach-.  PL  l 

The    Premier     Corporate    Finance    Event  " 


rom  Februaiy  28-March  2.  2001.  BusinessWeek  will 
gather  together  Americas  top  Chief  Financial  Officers 
in  Palm  Beach,  Florida  for  the  year's  most  prestigious 
corporate  finance  event.  1  This  private.  in\'itation- 
only  foiTim  at  The  Breakers  will  focus  on  the  ways  in 
which  CFOs  can  take  "e.biz"  to  the  next  level,  guiding 
their  companies  toward  utilizing  the  Net's  full 
potential  for  speed,  efficiency  and  innovation. 


Conducted  in  a  retreat-like  setting,  the  forum 
encourages  collegial  interaction  so  that  participants 
may  gain  the  well-founded  knowledge  that  is  only 
derived  from  exchanging  ideas,  sharing  experiences, 
and  engaging  in  compelling  discussions.  Topics 
include:  "Finding  an  E-Business  Model  that  Works", 
"Supply-Chain  Management  Comes  of  Age"  and 
"The  Implications  of  Going  Wii-eless."  The  Annual 
BusinessWeek  Forum  of  Chief  Financial  Officers 
is  an  exclusive  event  reserved  for  today's  elite 
financial  leaders. 
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If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today.  If  yj 
have  not  received  one.  but  believe  you  should  attend,  please  contact  j 
Simply  call  212.512.6673.  -*^ 
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WARREN    C     JENSON 
Senior  Vice  President  and  CFO 
Amazon.com  Inc. 


THOMAS    MALONE 

Patrick  J.  McClovern  Professor 

of  Information  Systems 
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I  needed  to  find  today's  thinking. 

What  I  found  was  a  glimpse  into  the  future." 

Mike  Harding ,  Vice  President,  Plant  Operations-  Anheuser  Busch 


At  the  University  of  Michigan  Business  School  Executive  Education  Center,  you'll  get  more  than  just  an  update. 
We'll  give  you  the  very  latest  and  most  relevant  thinking,  along  with  a  focused  vision  of  what's  to  come.  You'll 
be  equipped  with  the  knowledge  you  need  to  grow.  Get  ahead.  Make  an  immediate  impact.  Be  a  leader.  You'll 
learn  from  the  faculty  that  create  the  big  ideas  and  show  you  how  to  apply  them.  In  the  real  world.  Your  world. 

To  accommodate  your  busy  schedule,  we  offer  courses  that  range  from  three  days  to  four  weeks.  You  can  choose 
from  a  breadth  of  courses  in  General  Management,  Corporate  Strategy,  International  Business,  Managerial 
Leadership,  Human  Resources,  Accounting/Finance  and  Marketing/Sales. 

Come  learn  why  Michigan  is  ranked  as  one  of  the  two  best  providers  of  executive  education  in  the  world. 
And  why  it's  the  country's  most  innovative  business  school. 


a  free  program  catalog,  please  call  734.763.1000  (U.S.I,  e-mail  um.exec.ed@umich.edu,  or  visit  www.execed.bus.umich.edu 


Editorials 


THE  CLENCHING  OF  U.S.  CREDIT  MARKETS 


Here  are  some  scary  facts.  The  Federal  Deposit  Insurance 
Corp.  recently  warned  that  bad  real  estate  loans  could 
hurt  the  banking  industry.  A  growing  number  of  banks,  in- 
cluding Bank  of  America  and  First  Union  Corp.,  are  talking 
about  problem  loans.  Bank  liquidity  has  fallen  to  its  lowest 
level  since  the  end  of  1989.  The  growth  in  bank  lending  has 
dropped  sharply,  to  a  1.7%  annual  rate  of  increase.  The  trend 
is  worrisome. 

And  it's  getting  worse.  The  bank  syndication  market, 
which  packages  and  sells  loans,  is  cratering.  Investors  in 
these  loans,  mostly  insurance  companies  and  other  banks, 
are  dialing  back  fast.  Indeed,  it  appears  that  a  slow-motion 
financing  crunch  is  under  way  in  the  U.  S.,  moving  its  way  up 
the  corporate  ladder.  First  the  market  for  initial  public  of- 
ferings dried  up.  Then  the  high-yield  junk-bond  market  weak- 
ened considerably.  The  stock  market  started  to  swoon.  Now, 


the  banks  are  tightening.  For  many  companies,  each  | 
every  avenue  for  credit  is  beginning  to  close  down.  At 
least,  the  cost  of  borrowing,  when  it  is  available,  is  goin^ 
sharply  (page  148). 

Add  it  all  up,  and  a  nascent  credit  crunch  is  increasing 
chances  of  a  hard  landing  for  the  economy.  The  Federal] 
serve  said  in  its  latest  Open  Market  Committee  stater 
that  it  is  ready  to  let  the  economy  "expand  for  a  time  | 
pace  below  its  potential."  That  potential  is  probably  ir 
range  of  3%  to  4%  annual  growth.  With  a  credit  squee^ 
ready  putting  strong  downward  pressure  on  the  economj 
Fed  must  take  care  not  to  go  too  far.  It  takes  6  to  12 
for  changes  in  monetary  policy  to  affect  the  economy.  I^ 
Federal  Reserve  waits  too  long  to  reverse  its  current 
money  course,  the  momentum  for  a  hard  landing  coulc 
come  unstoppable. 


RROADBAND'S  SLOW  MARCH  CAN'T  DRAG  ON 


Providers  of  interactive  cable  and  high-speed  dsl  phone 
lines  are  clearly  off  to  a  poor  start  in  rolling  out  broad- 
band to  the  masses.  The  service  is  slow  and  often  bad,  and 
the  technology  is  quirky  and  often  disappointing.  Despite 
huge  demand,  the  promise  of  an  always-on,  superfast  con- 
nection to  the  Internet  appears  to  be,  at  best,  delayed.  To 
anyone  working  in  an  office  where  fast  access  to  the  Net  has 
been  available  for  years,  the  wait  to  have  it  at  home  is  in- 
creasingly frustrating.  The  worry  is  that  what  may  now 
be  merely  irritating  could  develop  into  a  serious  economic 
problem. 

Broadband  is  a  major  key  to  future  growth.  So  much  is  rid- 
ing on  it.  Without  a  mass  consumer  market,  it  will  be  much 
more  difficult  for  corporations  to  realize  gains  from  their 
enormous  investments  in  the  Net.  A  small  delay  in  its  rollout 
to  consumers  won't  amount  to  much,  but  a  much  longer  wait 
of  many  years  could  pose  real  problems  down  the  road  for  the 
New  Economy.  Cable  operators,  phone  companies,  and  Wash- 
ington policymakers  alike  should  consider  whether  some  mid- 
course  correction  is  needed  at  this  time. 

Take  the  financing.  Enormously  expensive  overhauls  of 
the  cable-  and  copper-line  infrastructures  are  required  for 
broadband,  but  the  capital  markets  are  increasingly  unwilling 
to  put  up  the  money.  Both  the  telecom  and  cable  companies 
are  financing  their  Internet  forays  with  huge  issues  of  junk 
bonds,  and  now  that  market  is  shouting  "no  more."  Telecoms 
have  the  largest  share  of  the  high-yield  bond  market,  and  ca- 
ble companies  come  in  second.  Interest  rates  on  these  junk 
bonds  are  soaring  as  investors  retreat  in  the  face  of  greater- 
than-anticipated  expenses  and  lower-than-anticipated  prof- 
its. Even  AT&T  is  being  forced  to  reduce  its  debt  load — and 
abandon  its  dream  of  providing  voice  and  data  services  over 


one  cable  pipe — by  spinning  off  broadband.  Will  the  junk-j 
markets  or  the  banks  finance  this  new  broadband  comj: 
It's  unclear  at  this  juncture  (page  42). 

The  technology  is  not  in  great  shape,  either.  Both 
and  interactive  cable  have  problems.  People  have 
vdthin  three  miles  of  a  high-speed  link  for  DSL  to  wor 
their  old  copper  phone  lines.  A  good  percentage,  per 
up  to  half  the  population,  will  never  qualify  for  dsl,  as 
suit.  Those  who  do  will  often  have  to  work  vidth  three  or 
separate  companies  if  they  order  dsl  fi'om  an  independer 
temet  service  provider.  It  can  be  a  nightmare.  Cable 
nology  is  problematic,  too.  Cable  modems  link  users  togJ 
within  a  small  area.  The  more  people  within  that  area  us| 
Net,  the  slower  the  connection. 

It  may  simply  be  that  most  new  technologies  are 
hyped  when  introduced  and  take  an  unexpectedly  long  ti 
take  hold.  Broadband  may  be  but  the  latest  example  < 
And  after  all,  broadband  is  spreading  like  wildfire 
the  business  world  as  corporations  everywhere  use  the 
cut  costs,  innovate,  and  globalize.  Continued  rapid  produc 
gains  in  the  U.S.  testify  to  this  fact. 

But  the  slow  spread  of  broadband  throughout  Ame 
households  remains  troublesome,  if  for  no  other  reason  | 
it  prevents  individuals  from  fully  taking  advantage  of  d 
the  greatest  technological  advances  of  our  time.  Edut 
suffers.  Opportunity  suffers.  In  the  end,  economic  gij 
may  suffer.  We  don't  know  the  answers,  but  the  key  quo.] 
are  clear:  Will  cable  and  copper  really  do  the  job  of  Hi 
the  public  to  broadband  access  to  the  Net,  or  will  optic 
have  to  go  into  each  and  every  house  and  apartment  A 
the  nation?  Can  some  way  be  found  to  make  the  financ| 
broadband  more  palatable  to  the  credit  markets? 
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They're  dropping  like  flies-from  Coke's  Doug  Ivester  to 
Lucent's  Rich  McGinn.  Some  are  victims  of  technological 
iiange,  others  of  poor  execution.  But  even  the  best  CEOs 
i,ce  enormous  expectations,  impatient  investors,  and  a 
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ick  Welch,  who  has  set  a  standard  that 
st  may  be  impossible  for  anyone  to  meet. 
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the  order.  Now,  at  any  point  of  interaction.  Blue  Martini  is  there,  delivering  a  highly  personalized,  branded 
experience.  To  find  out  more  about  Blue  Martini's  total  e-business  solution,  visit  www.bluemartini.com/target. 


Industry  changes,  but  logjams  are  forever.  Or  are  they?  ing  IT  and  business  solutions  via  the  web-f 

Like  the  "jamcrackers"  who  specialized  in  breaking  administration  to  email  to  sales  force  auto 

up  the  great  logging  bottlenecks  of  yesterday,  we're  and  more-then  managing  those  applicat 

rmftinq  an  end  to  the  IT  logjams  of  today.  By  deliver-  that  they  work  together  seamlessly,  w. -  n 
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s  to  run  more  efficiently.  In  the  process,  we 
r  people  to  focus  on  strategic,  big-picture 
s.  Could  your  office  benefit  from  a  whole 
uy  to  work?  Sounds  like  a  job  for  Jamcracker. 


Aamcracker 

^^^  www  ja mcr acker  com 
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STRIKING  EDITORIAL  WORKERS 

at  the  Seattle  Times  and  the 
Seattle  Post- Intelligencer  are 
looking  to  their  online  strike 
paper,  UnionRecord.com,  as 
a  crucial  weapon  to  help  win 
the  walkout,  which  began  on 
Nov.  21. 

With  most  of  the  dailies' 
top  reporters  on  board, 
UnionRecord.com  has  ah-eady 
scooped  the  content-chal- 
lenged dailies  on  local  stories. 
The  Pacific  Northwest  News- 
paper Guild  is  betting  that 
because  the  Net  is  virtually 
ubiquitous  in  Seattle's  tech- 
nopoHs,  the  UnionRecord.com 


PUTTING  OUT  will  be  a  po- 
an  e-edition  tent  force. 
Early  on,  the 
site  was  getting  more  than 
100,000  page  views  daily.  In- 
siders at  the  Times  say  much 
of  the  Web  traffic  to  its  pre- 
strike  site  was  coming  from 
area  workers  at  Microsoft  or 
Amazon.com.  Now,  the  union 
hopes  that  those  readers  will 
visit  its  site  instead.  Union- 
Record.com is  also  aggres- 
sively seeking  ads  during  the 
holiday  shopping  season. 
Meanwhile,  the  Guild's  inter- 
national parent  has  pledged 
$10,000  weekly  for  a  paper 
edition. 

The  newspapers,  where 
1,000  advertising,  circulation, 
and  editorial  workers  are  on 
strike,  have  responded  by  giv- 
ing away  their  400,000  daily 
papers.  In  the  Net's  infancy 
in  1994,  strikers  at  SanFran- 
cisco's  Examiner  and  Chrmti- 
cle  put  out  an  online  paper. 
So  did  strikers  at  the  Detroit 
Free  Press  and  The  Detroit 
News  in  1995.  Neither  strike 
was  totally  successful.  One  of 
the  Bay  area  papers  was 
later  sold;  the  Detroit  strike 
went  on  for  five  years.  Yet 
Chuck  Taylor,  a  Times  re- 
porter who  is  Union- 
Record.com's  chief,  thinks  his 
paper  can  credibly  challenge 
the  dailies.  As  of  Nov.  29,  no 
new  labor  talks  had  been 
scheduled.       Cynthia  Flash 


TALK  SHOW  UWhen  is  the  next  election,  2006?  Why  do* 
we  let  Florida  start  voting  in  2002?5? 

— Jay  Leno  on  The  Tonight  Show 


l-WAY  PATROL 

WANTED:  A  FEW 
GOOD  HACKERS 

so      WHERE'S      A      GOOD 

hacker  when  you  need 
one?  These  days,  there 
doesn't  seem  to  be 
enough  of  them  interest- 
ed in  honest  work,  and  that 
has  security  types  worried. 

The  problem,  they  say,  is 
compounded  by  a  lack  of 
good  academic  programs  to 
train  those  who  guard  against 
virus-spreaders  and  cy- 
berthieves.  According  to  Al 
Decker,  CEO  of  information- 
security  consultant  Fiderus, 
the  U.S.  faces  a  shortfall  of 
up  to  75,000  security  pros  in 
the  next  few  years.  The 
handful  of  U.S.  academic 
programs  with  an  informa- 
tion-security emphasis  gradu- 
ate less  than  200  people  an- 


VIRTUAL  nually.  Anc 
crime  private  sect- 
fighters  ten  overlool 
house  tra 
"We  have  seen  some  i 
targeted  for  researcl 
have  seen  very  little  i 
targeted  specifically  fn 
cation,"  laments  Matt , 
op,  a  security  specialist 
University  of  Califor 
Davis. 

Without  more  mone 
expertise,  an  increa 
wired  world  will  be  a 
when  Melissa  and  her 
kin  return.        Alex  Sa 


CITY  LIFE 

A  HIT  OF 
HOSPITALITY 

THE    WAY    BROWN    & 

Williamson    Tobacco 
figures,  smoking  may 
not   be   healthy,   but 
there's  no  reason  it  has 
to  be  uncomfortable,  too. 

The  makers  of  Lucky 
Strikes  have  unveiled  a  big- 
ger version  of  its  Lucky 
Strike  Force  program,  which 
seeks  to  make  life  easier  for 


THE  LIST   INSIDE  MOVES 


An  analysis  of  insider  trading  (from  Jan  1  through  Oct.  31)  at  these  nnajor  Internet 
companies  suggests  that  management  sees  this  year's  tech-sector  decline  as  a  buy- 
ing opportunity,  says  David  Coleman,  an  analyst  at  Vicl<ers  Stock  Research. 


COMPANY 

RECENT  SHARE  PRICE/52-WK  HIGH 


INSIDER  ACTIVITY 


OBSERVATION 


CMGI 

11/163 


A  cluster  of  insider  sales 
before  a  price  drop  in  April 


But  in  October,  Chairman  David 
Wetherell  buys  250,000  shares. 


AOL 

43/83 


Six  insiders  sold  nearly 
979,000  shares  Aug.  21-30 


Subsequent  lack  of  sales  could  mean 
insiders  think  this  stock  is  oversold. 


YAHOO 

39/237 


After  shares  fall  in  October, 
director  buys  10,000  shares 


That  trade  may  also  indicate  insider 
belief  that  the  stock  is  oversold. 


DOUBLECLICK 

14/134 


Buys  in  October  of  356,000 
shares,  when  price  fell  to  14 


Indicates  that  insiders  considered  that 
shares  represented  a  good  value. 


DATA:  VICKERS  STOCK  RESEARCH  CORP. 
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bers  will  roam  the  s1 
offering  hot  coffee  to 
smokers  forced  outdoo 
The  program,  de 
with  ad  agency  Bate 
started  on  a  small  sea 
year.  Now  B&w  is  brin 
to  11  big  cities.  In  NewJ 
Lucky  Strike  also  giv 
free  passes  to  trendy 
In  a  warm  city  like 
smokers  get  iced  coffe 
want  to  provide  somt 
comfort  in  a  direct  ( 
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Such  comfort  does  not 
free  Lucky  Strikes. 
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Trade  on  your  own.  But  not  alone. 


Now  you  can  trade  online 
with  the  power  of  Fidelity  behind 
you.  It's  called  Powerstreet™ 
online  trading. 

We  offer  a  suite  of  high- 
performance  trading  tools. 
Like  in-depth  analysis  from 
Lehman  Brothers,  sophisticated 
stock    filters    plus    real-time 


streaming  independent  news 
and  quotes.  And  online  stock 
trades  start  at  just  $14.95. 

You'll  also  enjoy  Fidelity's 
renowned  customer  service, 
whether  online,  by  phone  or 
in  one  of  our  investor  centers. 
All  to  help  you  see  yourself 
succeeding. 


Fideiiiy.com 


My  Fidelity  I  Aficpunts  &Trad*  (Quotes  &  Research  I  Planning  &  Retirement  I  Products  &  Services  I  Customer  Service 


^1 

Powerstreet 

Online  Trading 

•  Our  most  comprehensive  suite  of  high-performance  tools 

•  Extended  hours  and  wireless  trading  available 

•  Fidelity.com  —  ranked  Highest  in  Investor  Satisfaction  with  Online 
Trading  Services  by  J.D.  Power  and  Associates 


WKmm 


4'i'^i' 


Fidfelliy 


Investments' 


1-800-FIDELITY    Fidelity.com 

'Stem  availability  and  response  time  may  be  subject  to  market  conditions, 
/estment  results  may  vary. 

'  ^.  Power  and  Associates  2000  Online  Trading  Customer  Satisfaction  Study.  Study  based  on  responses  from  2,709  investors  who 
iized  online  services  within  the  past  6  months,  www.jdpower.com. 

3.  Power  and  Associates  and  Lehman  Brothers,  Inc.  are  independent  companies  and  are  not  affiliated  with  Fidelity. 
4.95  for  stock  trades  up  to  1,000  shares  placed  via  the  Web  in  qualifying  accounts  (minimum  12  trades  per  year  or  $100,000  in  certain 
Jtual  fund  assets  across  retail  accounts).  See  Fidelity.com  for  a  complete  commission  schedule. 
Jelity  Brokerage  Services,  Member  NYSE,  SIPC  115375 
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SILICON  CULTURE 

PAGING 

MISS  MANNERS 

ALL     THOSE     CELL     PHONES, 

pocket  pagers,  e-mails,  and 
Palm  Pilots  have  created  a 
list  of  dos  and  don'ts  that 
Emily  Post  never  contem- 
plated. So  Luntz  Research 


NO-NO:  Phones  in  meetings 

surveyed  1,000  Americans 
about  e-etiquette — when  us- 
ing such  devices  is  accept- 
able, inappropriate,  or  down- 
right rude.  Luntz  found  that 
beyond  the  obvious  faux  pas, 
such  as  taking  a  phone  call 
during  a  church  service,  there 


are  plenty  of  ways  to  screw 
up  in  the  business  world. 

Requesting  a  raise  or  pro- 
motion via  e-mail  is  consid- 
ered bad  form  by  85%  of  re- 
spondents. Other  office 
no-nos:  cell  phones  that  ring 
in  meetings  (83%),  resigning 
from  a  job  by  e-mail  (82%),  e- 
mailed  employee  reprimands 
(81%),  using  Palm  Pilots  dur- 
ing meetings  (76%),  and 
checking  a  beeper  dur- 
ing a  business  conver- 
sation (71%).  On  the 
other  hand,  75%  said 
it's  0.  K.  to  send  a 
thank-you  note  via  e- 
mail.  And  59%  approve 
of  using  a  ceU  phone  for 
a  conference  call. 
Pollster  Frank  Luntz,  who 
ran  the  survey  for  1-800- 
flowers.com,  says  people 
more  readily  accept  e-intru- 
sions  outside  of  work.  "Ap- 
parently," he  says,  "one's  per- 
sonal life  is  fair  game  for 
technological  interference, 
but  an  office  environment  is 
not."      Richard  S.  Dunham 


FORTRESS  EUROPE 

A  TANTRUM 
OVERKIDVID 

FOR  YEARS,  THE  FRENCH 
have  railed  against  American 
cultural  imperialism,  while 
Britain  has  boasted  of  its  spe- 
cial relationship  with  the 
U.  S.  But  now  it's 
the  Brits'  turn 
to  sneer,  as 
they  take 
potshots — 
unfounded, 
say  the 
targets — 

DYKE: 

Railing 


at  some  U.  S. 

media  giants. 

At  the  recent 
U.N.  World  Television  Fo- 
rum, Greg  Dyke,  director- 
general  of  the  British  Broad- 
casting Corp.,  lambasted 
Disney,  Fox,  and  Viacom's 
Nickelodeon.  "It's  not  'glob- 


alization,'" Dyke  roared.  "It's 
Americanization."  With  the 
BBC  set  to  seek  government 
approval  in  December  to 
launch  two  children's  chan- 
nels, U.  S.  media  companies 
operating  in  Britain  desper- 
ately want  to  derail  the  plan. 
They  point  to  a  new  Arthur 
Andersen  study — commis- 
sioned by  Nickelodeon — that 
notes  that  if  the  BBc's  new 
channels  are  O.  K.'d,  Britain's 
14  existing  children's  TV  sta- 
tions could  lose  up  to  $568 
million  over  the  next  five 
years,  mainly  through  lost 
subscription  and  ad  revenue. 
A  spokesman  for  Nick- 
elodeon U.  K.  adds  that  de- 
spite U.S.  ownership,  some 
of  these  broadcasters  can 
make  a  good  case  for  basically 
being  British.  Nick  U.  K.,  for 
one,  spends  40%  of  its  bud- 
get on  British-made  shows.  So 
maybe  Dyke  should  just  cool 
it.  After  all,  it's  not  Nick- 
elodeon that  airs  the  Ameri- 
can Rugrats  in  Britain.  It's 
the  BBC.  Joa7i  Oieck 
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VIRTUAL  FUTURE 

ALL  THE  WEBS 
A  STAGE 


DIGITAL     SHAKESPEARE?     IF 

things  go  as  planned,  Lon- 
don's Heritage  Theater  could 
end  up  beaming  plays  from 
some  of  the  world's 
finest  theaters  di- 
rect to  your  desk- 
top. Yep:  Hamlet, 
right  on  your  PC. 

Streaming  Shaken 
speare  won't  hap- 
pen   until    broad- 
band     access      is 
more  widely  avail- 
able and  of  higher 
quality.   But  Her- 
itage    is     taking 
steps  to  be  ready. 
It  has  agreements 
with   four  top   British  the- 
aters,  including   the   Royal 
Shakespeare  Co.  and  Am,eH- 
can    Beauty    director    Sam 


DIGI-PLAYER:  Sher 


Mendes's  Donmar  Warehc 
to  make  digital  recording 
shows  for  DVD  and  VHS 
mats.  Production  costs  I 
less  than  $100,000  per  sl| 
and  the  theaters  earn  (t 
closed)  royalties  on  each| 
sale.  Already  on  tape:  a 
Rsc  production  of  The 
ter's  Tale  with 
Antony  Sher. 
It's   the   or 
possibilities 
most  intrigue 
itage       direJ 
Robert   Marsl 
He  calls  Herii 
"the  next  ger 
tion  of  electrl 
theater  prodi 
regardless  ofl 
medium."    If  [ 
upcoming     tt 

with  U.S.  Inte 

service  providers  work 
onhne  Shakespeare  may| 
come  as  common  as  or 
music  videos.  Birgitte  Ri 


THE  BIG  PICTURE 


OUR  NEED  FOR  SPEED  The  U.S.  market  for  high-spee< 
residential  Internet  access  is  predicted  to  grow  61%,  to 
29  million  subscribers,  by  2004.  Cable  modems  will 
remain  the  dominant  technology 
over  DSL,  whose  growth  is 
limited  by  geographic  reach 


CABU  MODEMS 
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DATA  CARINER  DATAQUEST 


FOOTNOTES  Time  spent  online  each  month:  teens,  303  minutes;  18-to-20-year-olds,  656  minutes;  35-to-49-year-olds,  804  minut 
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Whose  software  can 
"911"  systems  count  on? 


From  the  beginning,  Informix  has  led  the  way  in  database  management  systems. 

Today  you  can  find  our  software  in  nearly  everything  you  touch. 
And  you  can  see  what  amazing  things  we're  up  to  now  —  and  what's  coming  —  at 

www.informix.com 


We're  here  to  help. 


jrmix  Corporation.  All  rights  reserved. 


Inform/x 

SOFTWARE 
The  database  company 


inrlc.  of  Ou.-inliiin  I'nrnrir.idnn  nfqHtnrort  In  tho  U  S  A 


For  more  information,  call  1-800-624-5545  or  visit  www.quantum.com 
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Earth  broadcasts 


CJ 


Translation  software 


CI 


Gore/ Bush  commercials 


CJ 


Earth  invasion  plans 


If  it's  important  to  you,  save  it  with  us.      QU3ntUm. 
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THE  RIGHT  WAY 

TO  ELECT  A  PRESIDENT? 

There  must  be  a  better  method  ("Why 
the  Electoral  College  lives  on,"  Cover 
Story,  Nov.  20).  Interesting  alternatives 
to  the  current  arrangement  include: 

■  A  direct-vote  approach.  If  no  candi- 
date receives  40%  of  the  popular  vote, 
there  will  be  a  runoff  between  the  top 
two.  After  all,  voters  are  trusted  with 
the  power  to  choose 
directly  every  other 
elected  official — from 
school  committee  mem- 
bers to  senators.  Why 
should  the  President 
and  Vice-President  be 
exceptions? 

■  A  district  plan,  award- 
ing two  electoral  votes 
to  a  state's  popular-vote 
leader  and  the  others  to 
the  winner  in  each  con- 
gressional district.  Maine 
has  used  this  method 
since  1972,  and  Nebras- 
ka since  1992. 

■  A  proportional  method,  dividing  each 
state's  electoral  vote  to  mirror  its  pop- 
ular vote.  This  also  does  away  with  the 
winner-take-all  nature  of  counting  elec- 
toral votes — which  is  inconsistent  with 
the  "one-man,  one-vote"  principle. 

■  Majority-preference  voting.  Voters 
rank  their  preferences.  If  no  candidate 
wins  more  than  50%,  then  the  bottom 
voter-getter  is  eliminated  and  the  sec- 
ond choices  of  voters  are  redistributed. 
The  process  is  repeated  until  a  candi- 
date wins  more  than  50%  of  the  vote. 

■  A  "national  bonus  plan"  that  would 
maintain  the  Electoral  College  but  add 
102  electoral  votes  to  the  existing  total 
of  538  and  award  all  of  the  bonus  votes 
to  the  national  popular-vote  winner. 

Now  is  the  time  to  begin  the  nation- 


al debate  on  replacing  antiquat  (-• 
tion  machinery. 
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You  hit  the  nail  on  the  hea 
people  need  to  understand  thi 
of  the  Electoral  College  befo 
start  clamoring  for  an  amend: : 
the  Constitution  to  change  it. 
There  are  some  changes  th: 
make  sense.  Rath 
winner-take-all,  ei. 
state's     electoral 
could  be  tied  to  a,  ij 
sional  district.  ThB 
dential  nominee  vm 
that  district  wouL  ^ 
one  vote.  The  wpi 
the    statewide 
vote  would  get  bh 
atorial  electoral  \i-: 
If  a  district  vo  |  a; 
is  very  close,  in;j  wn 
recounts,     cour  f- 
lenges,  etc.,  the  i  r|-:jii 
could  spht  the    ifson 
sional-district  v(  ,tf  li 
each  getting  one-half.  If  the  si  9m 
vote  is  too  close,  the  two  Sena  Ivi;; 
could  be  split  one  each.  The  c  si  : 
could  be  set  as  tight  as  1%  or  >!  i 

This  plan  would  be  much  fai  i 
winner-take-all.  Third-party  caii 
would  have  more  chance  to  capte 
toral  votes.  Vote  skullduggery 
have  less  impact.  A  slim  majori  1»|t| 
not  force  its  candidate  on  the  w  vL,  >. 
trict  or  state.  Also,  rural  state  \ 
not  be  overwhelmed  by  bloc  ti 
the  cities.  That  would  preserv 
the  purposes  of  the  Electoral  ( 
Gerald 
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The  argument  that  the 
College  keeps  small-populatio 
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being  ignored  is  absurd.  Do  Pres- 
iai  candidates  now  go  to  campaign 
outh  Dakota  or  Delaware?  The 
I  is  that  all  regions  of  the  country 
d  benefit  by  nationalizing  the 
— making  every  voter  equal,  at 

in  theory.  Thus  it  would  make 
?  for  candidates  to  make  media- 
need  visits  everywhere  to  pick  up 
orters. 

things  stand  now,  both  candidates 
'.  off  most  of  the  country  because 
in  states  are  seen  as  falling  in  one 

1  or  the  other.  This  cedes  domi- 

2  to  the  other  party  in  a  given 
,  causing  the  weaker  party  to  con- 
to  wither  and  debate  to  be  sti- 

The  injustice  is  that  the  votes  of 
)8ing  candidate  in  a  state  are  given 
i  winner,  disenfranchising  minority 
s. 

Scott  S.  Smith 
West  Hollywood,  Calif. 


i\\iee  no  basis  for  Merle  Black's  as- 
on  that  a  President  George  W. 
"would  not  get  right-wing 
•eme  Court]  appointments  through 
Senate"  ("What's  the  mandate?" 
r  Story,  Nov.  20).  Associate  Justice 
vo  'Hce  Thomas  was  approved  when 
)emocrats  held  a  10-seat  majority 
e  Senate.  Surely  an  equally  con- 
itive  jurist  could  win  senatorial 
ival  in  a  Senate  -with  a  Republican 
•ity 

Robert  Corbett 
Berkeley,  Calif. 


ECH  FOODS: 

THE  FDA  IN  CHARGE 


1  you  know  that  the  U.  S.  Food  & 
Administration  has  no  authority  to 
re  a  review  of  the  safety  of  new 
ically  engineered  foods?  Any  re- 
is  voluntary.  That's  certainly  no 
0  create  consumer  confidence  ("Af- 
aco  Bell:  Can  biotech  learn  its  les- 
News:  Analysis  &  Commentary, 
6). 

aetically  engineered  foods  are  an 
■tant  part  of  the  food  supply,  with 
tial  for  benefiting  consumers  and 
rs.  But  as  the  food  supply  changes, 
essential  that  we  take  steps  to 
ain  public  confidence  in  food  safety, 
ently  introduced  the  Genetically 
leered  Foods  Act  to  ensure  the 
'  of  biotech  foods  and  assure  con- 
rs  that  the  government  is  doing 
).  This  bill  is  designed  to  strength- 
e  FDA's  role  in  the  oversight  of 
:h  foods. 

3  bill  adds  important  refinements 
3  Food  &  Drug  Administration's 
tary  review  process,  and  it  also 
5  pre-market  reviews  mandatory. 
!  bill  passes,  the  fda  would  also 


be  required  to  initiate  a  testing  pro- 
gram to  screen  supermarket  products 
and  to  minimize  the  likelihood  of  con- 
tamination by  another  "Starlink" — an 
unapproved  genetically  engineered  in- 
gredient. The  bill  also  makes  the  re- 
view process  more  transparent,  so  that 
consumer  representatives  and  the  pub- 
lic can  become  involved  in  the  deci- 
sion-making process. 

Richard  J.  Durbin  (D-Ill.) 
U.  S.  Senate 
Washington 


USERS'  IDENTITY 

IS  BOUND  UP  WITH  AOL 

Perhaps  the  reason  there  are  so 
many  users  of  America  Online  Inc.  is 
that  those  who  bolt  lose  their  e-mail 

address,  e.g.,  @aol.com.  Imagine 

having  to  notify  friends,  family,  and  col- 
leagues every  time  you  change  your  In- 
ternet service  provider  ("aol  vs.  msn:  A 
question  of  style?"  Technology  &  You, 
Nov.  20).  Thus  the  attraction  of  free  e- 
mail  services  such  as  Hotmail  and  Ya- 


"The  best  way  for  us  to  shrug  off  the  occasional  'fly  in  the  ointment' 
is  to  be  with  a  big  next-generation  network  like  Williams,  Vera. " 


Fly  higher,  with  Williams  Communications.  Our  30,000-plus 
miles  of  next-generation  network  excellence,  innovative  equipment 
engineering  and  superior  customer  service  always  overwhelm  any 
obstacle  in  your  way.  And  keeps  your  business  connected,  big  time. 


Williams 


COMMUNICATIONS. 


1-800-WILLIAMS  •  WWW.WILLIAMSC0MMUNICATI0NS.COM  •  NYSE:  WMB  &  WCG 
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ACROSS 

L Club  (Costco  competitor) 

5.  Format  that  beat  Beta 
8.  The  pubhc  at  large 

14.  Ingrain  deeply 

15.  JFK  Library  architect 

16.  Baby  Bell  bought  by  Qwest 

17.  Check  payee,  usually 

19.  Division  of  Islam 

20.  Lorna (Nabisco  brand) 

21  Health-club  membership,  maybe 

23.  Alphabetic  quartet 

24.  Bottom  lines 

16.  Catch  red-handed 

28.  Electronic  graphical  format: 
Abbr. 


29.  Medium-grade  bond  rating 

3L  Tool's  partner 

33.  Fiscal  period 

35.  Internet  addresses 

37.  Job  to  do 

39.  Finances 

43.  Make  over 

44.  Mall  unit 

46.  Flapjack  franchise 

47.  Kind  of  congestion 

49.  Startups'  milestones 

50.  Ian  Fleming  novel 

51.  CFP's  creation 

53.  One  side  of  an  issue 
55.  Bran  source 


56.  Three,  in  Turin 

59.  Byte  fractions 

61.  Ivy  League  school,  for  short 

63.  Round  of  applause 

65.  Type  of  IRA 

67. Cascade 

70.  Don't  pass  on,  as  costs 

72.  " Luxury" 

(see  page  at  right) 

74.  Wisconsin-based  insurer 

75.  Defeated  in  the  ring 

76.  Declined 

77.  Saturates 

78.  Slalom  curve 

79.  Sushi-bar  selections 


DOWN 

L money  (venture  capital 

2. cost  (free) 

3.  World's  #1  owner  of 
commercial  real  estate 

4.  Excelled 

5.  Corporate  officers:  Abbr.| 

6.  Dickensian  clerk 

7.  Warning  sound 

8.  Carter  secretary  of  state 

9.  Mary  Kay  founder 

10.  Sink  alternative 
11  River  of  Paris 

12.  Bar  legally 

13.  Strategy  components 
18.  On  a  pension:  Abbr. 
22.  Founder  of  3  Down 
25.  Has  a  session 
27.  Experimentation  statioi 

29.  Write,  as  a  CD 

30.  Field  of  expertise 
32.  Erode,  as  profits 
34.  Lure  away  a 

competitor's  staff 
36.  Procter  and  Gamble 
category 

38.  Normal  way  of  doing  th 
Abbr. 

40.  San  Francisco  paper 

41  Hawaiian  coffee 

42.  Word  before  price  or  ch 

45.  401(k)  adjunct:  Abbr. 

48.  Legal  degree:  Abbr 

52.  Boeing  competitor 

54.  Buffett's  home:  Abbr 

56.  Normalizations  of  relati] 

57.  African  capital 

58.  Come  next 
60.  Piece  of  the  action 
62.  Irrelevant  statistics 
64.  Medicinal  amount 
66.  Medical-insurance  opti(J 

Abbr. 

68.  Enjoy  one's  yacht 

69.  Ultimate  objectives 
71.  Blame,  so  to  speak 
73.  Magazine  executives:  Ad 


For  answers  to  this  puzzle: 

Turn  to  page.24.in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

v^'ww.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 
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Ive  V8  with  a  cabin  that's  beautifully  appointed  with  walnut  and  leather.  After  all, 
aan  always  rough  it  when  you  get  there.  For  more  information,  or  to  schedule  a  test 
(  visit  lincolnvehicles.com  or  call  800-688-8898. 
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hoo!  Mail:  There  are  no  switching  costs 
per  se,  since  these  services  are  inde- 
pendent of  the  ISP. 

Steven  Woo 
Los  Angeles 

WOMEN  MAKE  GOOD  MANAGERS. 
SO  WHAT? 

The  finding  that  women  make  effec- 
tive managers  is  old  news  ("As  lead- 
ers, women  rule,"  Special  Report,  Nov. 
20).  The  article  suggests  that  new  re- 


A  WINTRY  WELCOME 
FOR  WORKERS  ON  VISAS 


AS  LEADERS, 
WOMEN  RULE 


search  showing  female  managers' 
effectiveness  is  compelling  because  it 
is  "based  on  results  from  actual  per- 
formance evaluation  rather  than  sur- 
veys, etc."  I  find  solace  knowing  it  re- 
inforces what  I,  along  with  others, 
have  been  saying  and  viriting  for  so 
many  years:  that  women  represent  un- 
dervalued and  underutilized  human 
capital.  Organizations  are  beginning  to 
realize  they  can  no  longer  ignore  this 
reality. 

Judy  B.  Rosener 
Irvine,  CaHf. 

You  report  differences  between  fe- 
male and  male  managers  that  are  in- 
teresting but  not  crucial.  The  real  ques- 
tion a  company  can  profit  from  is:  What 
talents  prove  necessary  to  succeed  in 
each  specific  job? 

My  research  shows  gender  is  not  the 
key  to  on-the-job  success.  Instead,  a 
company  needs  to  do  a  benchmarking 
study  to  identify  behaviors  and  mental 
abilities  of  employees  who  succeed  in 
each  job.  This  enables  the  company  to 
compare  each  applicant,  male  or  female, 
vidth  its  successful  current  employees. 
Such  test  benchmarking  is  objective  and 
non-gender-oriented.  Prosperous  com- 
panies are  staffed  by  productive,  de- 
pendable human  beings  hired  because 
they  possess  crucial  job-related  talents — 
and  not  for  any  other  reason. 

Michael  W.  Mercer 
Barrington,  111. 


I  am  a  Canadian  citizen  who  re 
moved  to  the  U.S.  vdth  an  H-ll 
"Workers  of  the  world:  Welcome" 
emment,  Nov.  20)  is  misleading  foi 
who  have  obtained  a  visa  but  are  \ 
for  permanent  residency.  Normal 
visa  is  valid  for  three  years,  but  b 
the  number  of  visas  has  increased 
past  few  years,  it  takes  more  thar 
years  to  obtain  permanent  residenc 
ers  have  to  renev 
visas  and  clog  i 
system  even  mor 
a  frustrating  an( 
process. 

I  do  a  lot  of  f 
ing  outside  the 
and  the  immig 
officers  do  not  e 
welcome  workers 
visas.  We  are 
last  in  line,  we  h 
fill  out  an  1-94 
each  time  we 
and  each  officer 
prets  things  diff 
ly.  Please  don't  get  me  wrong.  I  af 
ate  the  opportunity  to  work  and 
the  U.S.,  but  the  processes  need 
improved  before  we  really  feel  wel 
Richard  Bou 
Ne 
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BusinessWeek  online 


The  full  text  of  Business  Week,  the  Business  Wee 
Daily  Briefing,  and  five  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
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Listen  with  more 
intelligence. 


LITTLE  RICHARD 

ym  computer  modems  to  the  newest  MP3  players,  ST  microchips  are  the  brains  behind 
i9  latest  v/ays  to  enjoy  music. 

.  Whether  it's  TuttlFrutti  or  Beethoven's  Ninth,  the  digital  revolution  has  forever  changed  how  we 
.  listen  to  music.  And  S7is  a  star  performer  in  the  process. 

STsupplies  microchips  for  computer  modems,  sound  cards,  solid  state  and  hard  disk  storage 
devices,  active  loudspeakers,  and  portable  MPS  players. 
People  want  better  access  to  music,  and  STis  listening. 
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We  put  more  intelligence  into  everything. 


STMicroelectronics  (formerly  SGS -THOMSON)  •  www.st.com  •  A  world  leader  in  serviconductors  for  consumer  products, 
imotive,  telecommunications,  computer  peripherals,  industrial  automation  and  control  systems  •  For  opportunities:  http://jobs.st.com 

STMicroelectronics 
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Nokia  delivers  broadband 
speed  of  demand. 


the 


Nokia  makes  the  hardware  that  delivers 
broadband  faster  than  ever.  With 
Nokia's  field-proven,  next  generation 
DSL  and  innovative  wireless  broadband 
systems,  our  customers  get  the  scala- 
bility and  flexibility  they  need  to  deploy 
broadband  on  demand.  And  when  they 
add  wireless  LAN  capability  using  one 
of  our  Nokia  Home  Gateway  products, 
they'll  really  deliver  customer  satisfac- 
tion. With  over  200  million  loyal  cus- 
tomers, Nokia  has  learned  something 
about  how  to  deliver.  And  isn't  delivery 
what  broadband's  all  about  these  days? 

Visit  us  at  www.nokia.com  and  start 
rewriting  the  rules  your  way. 
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THE  BEST 

BUSINESS  BOOKS  OF  2000 


The  pendiilum  swing  in  technology 
is  rocking  the  world  of  books. 
During  1999,  publishers  were 
smitten  with  all  things  digital,  which 
meant  topics  far  removed  from  Silicon 
Valley  were  neglected.  This  year, 
though,  saw  the  return  of  an  old  fa- 
vorite: volumes  focused  on  finance  and 
the  markets.  Indeed,  such  titles  repre- 
sent more  than  half  of  BUSINESS  week's 
picks  for  the  top  business  books  of  2000. 

Who  would  have  believed  that  one 
of  the  hottest  books  of  the  year  would 
contain  296  pages  of  unbridled  number- 
crunching  by  an  Ivy  League  economist, 
published  by  an  academic  press?  Arriv- 
ing just  as  the  Nasdaq  began  its  slide, 
Irrational  Exuberance  (Princeton  Uni- 
versity), by  Yale  University  economist 
Robert  J.  Shiller,  preaches  that  stocks 
have  been  ridiculously  overvalued — 
thanks,  in  part,  to  pronouncements  of 
New  Economy  behevers  in  the  media, 
various  B-school  professors,  and, 
strangely  enough,  Federal  Reserve 
Chairman  Alan  Greenspan.  Together, 
says  Shiller,  they  turned  what  is  un- 
questionably a  good  story — high  pro- 
ductivity and  corporate  earnings — into  a 
fairy  tale  featuring  soaring  price-earn- 
ings ratios  and  ever-higher  stock  prices. 
In  fact,  Shiller  predicts  that  the  cur- 
rent stock  slump  is  likely  to  turn  into  a 
prolonged  period  of  stagnant  returns. 
A  sobering  scenario,  in  a  volume  that 
BUSINESS  WEEK  Chief  Economist  William 
Wolman  called  "dazzling,  richly  textured, 
provocative"  and  "by  far  the  most  im- 
portant book  about  the  stock  market 
since  Jeremy  J.  Siegel's  1994  Stocks  far 
the  Long  Run." 

Also  alarming  is  the  story 
told  in  WJien  Geniua  Failed: 
The  Rise  and  Fall  of  Long- 
Term    Capital    Management 
(Random  House)  by  Roger 
Lowenstein,  whose  previ- 
ous  book   was   Buffett: 
The    Making    of    an 
American  Capitalist. 
LTCM,  you  will  recall, 
was  the  $100  billion 
hedge    fund    whose 
principals      included 
two       Nobel-laureate 
economists  and  a  group  of  elite  traders. 
In  1998,  the  company's  vastly  leveraged 


bets  on  various  forms  of  arbitrage  went 
sour,  and  in  one  month,  ltcm  lost  $1.9 
biUion.  Fear  that  its  thousands  of  de- 
rivative contracts  could  drag  down  all  of 
Wall  Street  prompted  the  Federal  Re- 
serve to  gather  threatened  banks  and 
ride  to  the  rescue  with  a  $3.6  biUion 


bailout — a  move  Lowenstein  belie\ 
was  ill-advised.  "The  author  wade 
through  the  arcane  world  of  arbitral 
with  a  sure  hand,"  observed  re  vie  we 
Gary  Weiss,  who  found  the  book  to  be 
"fascinating  tale  of  world-class  gree| 
and,  above  all,  hubris." 

An  inside  look  at  the  central  bank,  it| 
chief,  and  Washington  politics  can 
found  in  Maestro:  Greenspan's  Fed  ay 
tfie  American  Boom  (Simon  &  SchusteJ 
by  Bob  Woodward,  assistant  managir 
editor  of  the  Washington  Post.  It  coJ 
tains  no  startling  revelations  but  is  r^ 
plete  with  the  sort  of  fly-on-the-wall 
porting  for  which  Woodward  is  famoi 
What   comes   across   most   clearly 
Greenspan's  skill  at  the  political  pow^ 
games  that  determine  who  survives 
the  cutthroat  world  of  Washington, 
particular,  the  author  describes  how  til 
Fed  chief  forged  close  ties  with  Bj 
Clinton  and  other  members  of  his 
ministration,  including  Treasury  Seer 
tary  Robert  E.  Rubin.  Reviewer  RiJ 
Miller  found  that,  although  Woodwaj 
"gives  Greenspan  too  much  credit 
the  current  boom,"  his  "unparalleled 
cess  to  many  of  the  principal  player 
makes  this  a  worthy  addition  to  the 
thor's  ceuvre. 

Henry  Kaufman's  On  Money  a'\ 

Markets:    A     Wall     Street     Memc 

(McGraw-Hill)  provides  an  account 

the  life  and  intellectual  development] 

one  of  the  most  powerful  men  on 

Street  during  the  1970s  and  '80s.  Ka^ 

man  helped  set  up  Salomon  Brothe 

Inc.'s  legendary  money-  and  bond-marl] 

research  unit  and,  in  time,  made  it  or 

Wall  Street's  largest  and  most  influent] 

research  team.  Because  of  his  contril 

tions  to  the  rise  of  economic  and  financ] 

forecasting,  Kaufman  became  a 

Street  guru  who  could,  and  oi 

did,  move  markets.  On  Mcniey 

Markets  recounts  these  expe 

ences,  along  with  the 

thor's  early  years  in  ( 

many,  his  flight  from 

persecution  in  the  1980s, 

the  yeai's  of  studying  econor 

and  finance  in  New  York. 

viewer  James  C.  Cooper  si 

that  Kaufman  "writes  withf 

objectivity  and  a  rare  cla 

that  can  come  only  from  e> 

Hence  and  a  thorough  unr 

standing  of  his  subject." 

In  The  Power  of  Gold: 
History  of  an  Obsession  (] 
ley),   Peter  L.   Bernst 
takes  on  one  of  tlie 
stays      of     the      finanj 
world — and  of  misers  through 
ages.  Bernstein,  author  of  the  best- 
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What  do 
the  l#P5t  ISPs 

about 


Trend  Micro. 

For  Internet  Service  Providers,  protecting 
network  availability  is  especially  crucial. 
Slowdowns  or  crashes  caused  by 
viruses  or  spam  could  impact  not  just 
their  own  business  but  countless 
others — including  many  for  whom  the 
Internet  is  more  lifeline  than  luxury. 

That's  why  many  of  the  largest  ISPs 
and  ASPs  rely  on  Trend  Micro  for 
antivirus  protection. Trend  Micro's 
InterScan  VirusWall®  stops  viruses  at 
the  enterprise's  border — the  Internet 
Gateway.  It's  part  of  a  complete 
enterprise  solution  that  scales  to 
any  size,  yet  can  be  easily  managed 
through  a  single  console.  And  it's 
backed  by  the  kind  of  global  support 
that  helps  IT  managers  sleep  at  night. 

If  staying  online  is  mission  critical  for 
your  company,  talk  to  Trend  Micro.  We'll 
show  you  why  we're  the  leading  choice 
of  enterprises  that  know  security  best. 

For  a  free  copy  of  our  "Safe  Computing 
Practices"  white  paper  and  a  free 
evaluation  CD  for  Trend  Micro  antivirus 
and  content-security  solutions, 
call  1-800-238-9983 
or  visit  www.trendmicro.com 
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your  Internet  VirnsWall 
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Books 


^ 


ing  Again st  the  Gods:  The  Remarkable 
Story  of  Risk,  here  offers  a  puiioi  umic 
view  of  how  gold  emerged  as  the  man- 
ifestation of  humankind's  longing  for 
power,  beauty,  and  immortality.  His  sto- 
ry begins  in  Biblical  times,  runs 
through  the  Roman  era  and  Middle 
Ages,  the  Spanish  conquest  of  the 
Americas,  the  Califor- 
nia gold  rush,  the 
catastrophe  of  World 
War  I,  and  the  Great 
Depression.  He 
shows  how  gold 
became  the 
foundation  of 
modern  curren- 
cy and  inter- 
national trade 
right  up  until 
President  Richard 
M.  Nixon  in  1971  discard 
ed  the  practice  of  pegging  the 
U.  S.  dollar  to  the  price  of  gold.  Said  re- 
viewer Eric  Schine:  "Bernstein's  vol- 
ume is  a  tou7-  de  force  with  a  satisfying 
conclusion:  The  characters  in  this  drama 
prove  themselves  'fools  for  gold . . .  chas- 
ing an  illusion.' " 

For  another  exploration  of  the  finan- 
cial world  of  yore,  there's  Millionaire: 
The  Philanderer;  Gambler;  and  Duelist 
Who  Invented  Modern  Finance  (Simon 
&  Schuster),  by  British  writer  Janet 
Gleeson.  This  biography  of  the  pioneer- 
ing 18th  century  Scottish  banker  and 
financier  John  Law,  described  by  the 
author  as  the  "financial  wizard  of  his 
age"  and  the  virtual  inventor  of  paper 
money,  reads  like  John  Kenneth  Gal- 
braith  crossed  with  Danielle  Steel. 
There  are  slashing  rapiers,  daring  prison 
escapes,  palace  intrigues,  financial  cu- 
pidity, and  illicit  sex — and,  in  the 
process,  one  learns  about  the  dawn  of 
high  finance.  As  head  of  the  Banque 
Generale,  Law  helped  to  revive  France's 
beleaguered  18th  century  economy,  but 
by  1720  he  was  in  jail  as  a  result  of  his 
key  role  in  the  ruinous  Mississippi  Com- 
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Kurt  Eichenwald,  a  New  York  Times 
reporter.  This  tells  how  Archer  Daniels 
Midland  Co.'s  Mark  Whitacre  blew  the 
whistle  on  his  company's 
massive  involvement  in 
price-fixing — and  how 
Whitacre  subsequently 
was  revealed  to  have  em- 
bezzled millions  from 
ADM.  The  Informant 
depicts  a  corporate 
world  replete  with 
covert  meetings,  secret 
codes,  and  industrial  es- 
pionage. The  federal  in- 
vestigation ultimately 
led  ADM  and  co-con- 
spirators to  settle  fed- 
eral charges  to  the 
tune  of  more  than  $100  million. 
"Using  loads  of  new  evidence  and  in- 
depth  interviews  with  players  on  every 
side  of  the  drama,  Eichenwald  con- 
structs one  of  the  most  compelling  busi- 
ness narratives  since  Barbarians  at  the 
Gate"  said  reviewer  Mike 
France. 

Could  a  sharp  slowdown 
in  tech  spending  presage  a 
huge  economic  bust? 
Michael  J.  Mandel's 
The  Coming  Inter- 
net Depression  (Ba- 
sic Books)  asserts 
that  today's  New 
Economy  has  not 
ended  the  boom-bust 
business  cycle — but 
rather  transformed  it 
into  a  "tech  cycle," 
with  longer  expan- 
sions followed  by 
deeper  and  harsher  reces- 
sions. At  the  heart  of 
Mandel's  analysis  is  the 
role  of  risk  capital,  which  has  taken  over 
much  of  the  fianding  of  innovation.  Man- 
del,  BUSINESS  week's  economics  editor, 
worries  that  a  falling  stock  market  could 
lead  sensitive  risk  capitalists  to  refrain 


Woodward  highlights  Greenspan's  skill  in  the 
political  power  games  that  determine  who 
survives  in  the  cutthroat  world  of  Washington 


pany  bubble.  "Thoroughly  researched. 
Millionaire  is  a  marvelous  read  that 
animates  its  flawed  hero  while  intelli- 
gently illuminating  his  time,"  reported 
reviewer  Mark  Frankel. 

A  more  modem  but  equally  gripping 
drama  can  be  found  in  The  Informant: 
A  True  Story  (Broadway  Books)  by 


from  backing  startups.  The  resulting  de- 
cline in  innovation  might  mean  a  con- 
comitant reduction  in  productivity 
growth.  Meanwhile,  with  labor  and  prod- 
uct markets  tight — and  with  established 
companies  more  able  to  raise  prices  giv- 
en reduced  competition  from  startups — 
inflation   could    reappear.   This    could 


prompt  the  Fed  to  raise  rates — a 
der,  in  the  author's  view. 

Economist  Hernando  de  Soto's 
Mystery  of  Capital  (Basic  Books) 
another  worrisome  matter:  Why 
much  of  the  world  stuck  in  pov 
while  other  parts  are  dazzlingly 
The  answer,  says  the  Peruvian  sc! 
can  be  found  in  the  failure  of  devel 
countries'  legal  systems  to  acknowi 
and  respect  the  property  of  the 
The  majority  of  people  in  such 
live  as  squatters.  Without  legal  ti 
their  land,  homes,  or  businesses, 
can't  use  them  as  collateral  for  lo: 
Soto  argues  that  reforming  the 
system  would  fi-ee  that  "dead  capi' 
which  he  estimates  to  be  as  mui 
$9  trillion  worth  of  assets — to  be^ 
an  engine  for  growth,  as  capital 
rich  countries.  Reviewer  Peter 
foimd  that  "de  Soto  overreaches  b; 
missing  other  theories  about  the 
sistence  of  poverty,"  but  he  addei 
the  "provocative  and  elegantly 
book . . .  performs  a  useful  service. 
Finally,  there's  The  Chief- 
Life  of  William  Randolph 
(Houghton  Mifflin)  by  City  U 
sity  of  New  York  historian 
Nasaw.  This  thoroughly  resea: 
volume  must  be  reg; 
as  the  definitive  1 
the  media 
Riches  from  hi 
ther's  mining  bon 
financed  Hearst's 
fill  profligacy,  his| 
nalistic  e 
mentation 
the  San 
Cisco  Exa 
his  buildi 
tum-of-the 
ry  newspape 
pire  centere 
the  New  York  Jot 
'and  his  repeated  runs  f 
litical  office.  But  perhaps  the  most 
boyant  period  of  Hearst's  life  took 
in  Hollywood,  where  he  conduc  Qnj 
long-term  affair  with  chorine-tu  mi 
movie-star  Marion  Davies,  and  v  ||| 
in  1919,  he  set  up  his  own  movie 
During  the  1930s,  Hearst  h 
Franklin  Roosevelt  win  the  Pre 
cy — then  became  an  apologist  for  {mil 
and  started  a  virulent  anticomn  \^ 
witch  hunt  that  would  stretch  in' 
1950s.  Although  Nasaw's  book 
unsolved  many  of  the  mysteri 
Hearst's  life,  it  would  be  hard  to 
ine  a  more  complete  rendering 
publishing  magnate's  life. 
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Let's  get  this  straight — nothing  is  wrong  with  an 
idea  that  can  quickly  turn  a  profit.  But  at  Bay 
Partners  we're  far  more  focused  on  how  big  the 
market  is  likely  to  become  than  whether  or  not 
we  can  flip  the  investment. 

Our  focus  centers  on  providers  of  both  wireline 
and  wireless  communications  equipment,  and 
the  software  and  services  that  run  in  these 
distributed  networks.  We're  also  interested  in 
the  changing  face  of  Internet  infrastructure 
software  and  services  designed  for  large 
businesses.  We  believe  these  are  the  best  areas 
to  build  large,  fast  growing  markets  and 


companies,  especially  as  technology  moves 
further  and  further  into  mainstream  use. 

After  all,  the  vast  majority  of  our  investments 
come  in  the  first  professional  investment 
round,  so  we're  used  to  taking  a  long  view. 

We've  bought  into  the  visions  of 
Brocade  Communications  (NASDAQ:  BRCD), 
Informatica  (NASDAQ:  INFA), 
SonicWALL  (NASDAQ:  SNWL),  and 
Exodus  Communications  (NASDAQ:  EXDS) 
because  we  liked  what  we  saw. 

And  we  were  wise  enough  to  be  patient. 
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10600  N.DeAnza  Blvd.  Cupertino,  CA  95014    BAY   PARTNERS    408  725  2444    www.baypartners.com 
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Whether  itls  til^ie  spent  with  family 
or  developing  ^business  with  clients 
your  invitation  to  |Va^^^^^ 
Alaska  is  a  wU^ISmMtme^ 


Name  (print) 

Company  

Address  

City   


State 


-Zip. 


Area  &  Phone  Fax  

Saltwater   Freshwater Business Pleasure 


Number  of  Guests 
Email  Address  


Best  Season:  2001 


2002 2003 


I  R    E    S    O     R    T  I 
ALASKA 


1.800-544-5125         M^**  oMUiSJi  s/f^  ^^ 


vvww.wate 
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Fax  this  page  to  907-225-8530 

(or  email  us  at:  waterfal@ktn.net)  to  receive  a  complimentary  video  and  brochure 


Legendary  J^fMirtfiNhing 


tchnology  &  You 


.TEPHEN  H.  WILPSTROM 

iyou@businessweek.com 
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The  Handspring  Visor  made  its  debut  a  lit- 
tle over  a  year  ago  as  the  Palm  with  a 
difference.  On  the  back  was  a  slot,  called  a 
Springboard,  that  would  someday  let  you  trans- 
form the  device  into  a  wireless  phone,  a  wireless 
data  terminal,  a  music  player,  or  just  about  any- 
thing else  you  wanted.  It  has  taken  a  long  time, 
but  the  payoff  is  finally  here,  with  a  profusion  of 
Springboard  modules  hitting  the  market.  The 
Visor    is    now— by  w^^M/ggm  SOUNDSGOOD 

far — the  most  versa-  ^^^^^^H  ivip3  player 

tile  handheld  com-  ^HHIB  $249 

puter  you  can  buy.  H|ij|||gi^|  by  GOOD  TECHNOLOGY 

Probably  the 

most  interesting  of 
the  new  modules  is 
the  $299  VisorPhone. 
It's  a  three-ounce 
unit  that  turns  the 
Visor  into  a  wireless 
phone.  I  found  it 
clunky  to  use  when 
holding  it  to  my  ear, 
but  with  a  headset 
it  becomes  one  very 
good  unit.  (I  much 
prefer  the  $45  over- 
the-ear  Plantronics 
M-130  to  the  earbud 


it  when  the  modules  are  removed.  OmniSky  ser- 
vice for  the  Visor  is  a  good  example.  The  Visor 
service  is  identical  in  function  to  the  Palm  Vs. 
You  get  wireless  e-mail,  Web  browsing,  and  ac- 
cess to  dozens  of  wireless  applications — such  as 
stock  trading  and  driving  directions — designed 
for  the  Palm  VII.  But  on  the  Palm  V,  you  have 
to  load  the  OmniSky  software  by  first  copying  it 
to  a  PC,  then  downloading  it  to  the  Palm  when 
you  sync  wAth.  your  desktop  data.  And  the  cUp-on 
modem  must  be  removed  to  sync  or  rechai'ge  the 
Palm.  By  contrast,  the  OmniSky  for  Visor  ($299 
plus  $39.95  for  monthly  service)  module  not  only 
installs  and  removes  its  software  automatically, 
the  design  also  leaves  the  connector  free  for 
syncing. 

SPEEDY  MODEM.  If  you  only  want  to  use  your 
Visor  for  limited  e-mail,  short  messages,  and  re- 
trieving snippets  of  Internet  data,  a  two-way 
pager  module  could  be  the  way  to  go.  The  Sky- 
Tel  @ctive  Link  is  available  for  $428,  which  in- 
cludes a  Visor  (ser- 
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with  dangling  mike  supplied  with  the  Visor- 
Phone.)  The  VisorPhone  also  makes  effective 
use  of  the  huge — by  phone  standards — Visor  dis- 
play. The  onscreen  dialpad  and  speed-dial  dis- 
plays both  have  "buttons"  that  are  easily  tapped 
with  a  finger.  Short  messages  are  much  quicker 
to  write  in  Grafitti  shorthand  than  by  tapping 
them  in  on  a  phone  keypad,  and  they  are  much 
easier  to  read  than  on  a  phone  display.  And  you 
can  call  anyone  in  your  Visor  address  book  just 
by  tapping  the  "dial"  button  on  the  listing. 
PLUG  &  PLAY.  The  phone  uses  the  GSM  standard, 
the  system  of  choice  for  most  of  the  world.  I 
have  found  gsm  service  generally  equal  to  digital 
networks  such  as  Sprint's  and  AT&T's — good  in 
cities,  weak  to  nonexistent  elsewhere.  The  choice 
of  GSM  lets  the  VisorPhone  be  used  as  a  slow  (9.6 
or  14.4  kbps  per  second)  but  reliable  modem. 
With  an  add-on  program  such  as  Palm's  $40 
MultiMail,  you  can  send  and  receive  e-mail  by 
dialing  into  an  Internet  service  provider  or 
corporate  network. 

One  of  the  best  features  of  the  Springboard  is 
that  it  offers  true  plug  and  play.  Modules  install 
all  the  software  needed  when  inserted  and  erase 


vice  from  $24.95  a 
month).  For  a  con- 
ventional wired  mo- 
dem, you  have  sev- 
eral choices.  The 
newest,  the  $149 
SpringPort  from 
Xircom,  is  more  ex- 
pensive than  Hand- 
spring's version,  but 
it  offers  speeds  of 
up  to  56  kbps. 

Visor's  versatility 
goes  way  beyond 
communications. 
SoundsGood  from 
Good  Technology  fits 
completely  into  the 
Springboard  slot  and 
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$299 

by  HANDSPRING 

Shown  with 

VISOR  PRISM 

$449 

turns  your  Visor  into  a  full-featured  MP:i  player. 
It's  cool,  but  it  also  demonstrates  the  limitation  of 
this  approach:  At  $249  after  rebate,  it's  at  least 
as  expensive  as  a  stand-alone  player.  Further- 
more, you  can't  expand  its  64  mb  of  memory,  and 
I  found  the  onscreen  controls  awkward  to  use. 
Another  add-on,  the  $150  IDEO  eyemodule,  turns 
a  Visor  into  a  low-resolution  but  fun  camera 
that  is  especially  effective  on  the  Prism,  the 
new  color  Visor. 

Other  makers  of  Palm  OS  devices  aren't  aban- 
doning the  add-on  field  to  Handspring.  Palm  will 
add  a  slot  for  what  are  known  as  so  cards. 
Sony's  Clie  accepts  Memory  Stick,  and  the  TKc;- 
pro  from  trg  Products  accepts  CompactFlash 
storage.  All  of  these  were  designed  for  memory 
expansion,  and  none  is  likely  to  be  as  versatile  as 
the  Springboard.  In  addition  to  the  Visor  acces- 
sories I've  mentioned.  Global  Positioning  Sys- 
tem and  voice-recorder  attachments  are  already 
available,  and  more  are  on  the  way.  With  all  of 
its  new  accessories,  the  Visor  becomes  a  bit  of  a 
Swiss  army  knife,  with  the  electronic  equivalent 
of  saws  and  can  openers  that  actually  work.  It 
has  become  a  supremely  handy  tool. 
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You  never  know  in  what  part  of  the  world  opportunity  will  beckon. 
Which  is  why  we've  invested  decades  and  billions  in  creating  an 
extraordinary  global  resource  -  of  technology  and  people,  companies 
and  governments,  partners  and  investors. 

So  that  you'll  have  access  to  the  best  resources  and  thinking 
when  you  want  to  jump  at  an  opportunity. 

You  can  connect  to  it  all  and  network  the  whole  world. 

Except,  of  course,  the  one  place  where  black  tie  is  c/e  rigueur  every 
day  of  the  year. 

Network  the  world 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


THE  DOLLAR  CLUB:  WHY 
COUNTRIES  ARE  SO  KEEN  TO  JOIN 


SHIFT: 

Like 
Ecuador, 
El  Salvador 
has  decided 
that 

importing  a 
monetary 
policy- 
from  the 
Fed-serves 
its  best 
interests 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbvi/eek@harvard.edu). 
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n  1947,  there  were  76  independent  countries. 
Today  there  are  193.  Until  recently,  most 

.countries  had  their  own  currencies.  Hence, 
the  expansion  of  the  number  of  countries  led  to  a 
proliferation  of  currencies. 

Individual  currencies  are  valued  partly  out  of 
national  pride  and  partly  because  they  allow  each 
country  to  pursue  its  own  monetary  policy.  How- 
ever, the  benefit  attributed  to  independent  mone- 
tary policy  has  diminished  as  central  banks  have 
learned  to  value  price  stability  over  active  macro- 
economic  stabilization.  Moreover,  the  expansion 
of  world  trade  has  made  it  increasingly  inconve- 
nient for  each  country  to  have  its  own  money. 
Therefore,  the  identification  of  currencies  with 
countries  has  weakened,  and  the  discussion  has 
shifted  toward  one  of  desirable  currency  unions. 

Roughly  60  small  economies  have  been  mem- 
bers of  currency  unions  for  some  time.  Examples 
are  the  15-member  Franc  zone  in  Africa,  the 
seven-member  Eastern  Caribbean  Currency  Area, 
and  the  West  Bank  and  Gaza  using  the  Israeli 
shekel.  The  most  important  example,  of  coiarse,  is 
the  11  European  countries  that  use  the  euro. 

The  dollar  bloc,  too,  has  been  expanding.  One 
attraction  of  dollarization  is  that  sound  mone- 
tary and  exchange-rate  policies  no  longer  de- 
pend on  the  intelligence  and  discipline  of  do- 
mestic policymakers.  Their  monetary  policy 
becomes  essentially  the  one  followed  by  the  U.  S., 
and  the  exchange  rate  is  fixed  forever. 

The  latest  country  to  tie  the  fate  of  its  cur- 
rency to  the  Federal  Reserve  is  El  Salvador, 
which  recently  said  it  would  dollarize.  As  a  posi- 
tive sign  of  the  times,  this  decision  immediately 
received  support  from  the  U.  S.  Treasury  and 
the  International  Monetary  Fund.  Currency 
boards  that  lock  local  currencies  to  the  dollar  or 
the  euro  exist  in  Hong  Kong,  Estonia,  Bulgaria, 
and  Lithuania. 

Argentina  adopted  a  currency  board  in  1991. 
The  Argentine  economy  did  well  on  average  until 
1999,  but  there  is  substantial  controversy  as  to 
how  much  the  current  recession  stems  from  this 
link  to  the  strong  U.  S.  dollar  I  would  argue  that 
Argentina's  economic  ftiture  would  be  jeopardized 
by  elimination  of  the  currency  board  and  that  a 
better  course  would  involve  full  dollarization. 

From  a  scientific  standpoint,  the  most  exciting 
recent  development  is  the  dollarization  in 
Ecuador,  a  country  that  has  been  an  economic 
and  political  disaster  for  some  time.  The  situation 
appeared  to  brighten  in  1998  with  the  election  as 
president  of  Jamil  Mahuad,  who  had  been  a  suc- 
cessful reformer  as  mayor  of  Quito.  However, 


\ 


he  couldn't  gather  the  political  support  need 
solve  problems  with  the  public  finances,  subs 
on  consumer  goods,  foreign  debt,  and  the  bai 
sector  When  bank  runs  occurred  in  March, 
he  responded  by  freezing  deposits.  This  a< 
apparently  as  dubious  legally  as  it  was  ecor 
cally,  eventually  earned  Mahuad  an  arrest 
rant  after  he  was  forced  to  move  to  the  U 

Before  that,  Mahuad  proposed  to  doll: 
Ecuador,  but  his  program  was  not  part  of 
herent  economic  package.  He  just  suggest 
because  he  became  desperate  to  do  some' 
dramatic  when  his  approval  rating  fell  b 
10%.  Although  the  proposal  led  to  a  rise  i 
approval  rating,  it  was  not  enough  to  savi 
presidency,  and  he  was  soon  ousted  in  a  bloo 
coup.  However,  his  vice-president  and  su 
sor,  Gustavo  Noboa,  recognized  the  populari 
dollarization  and  therefore  moved  aggressive 
make  the  U.S.  dollar  the  currency  of  Ecu 
The  transition  is  nearly  complete.  Fortunate! 
Ecuador,  obtaining  U.  S.  dollars  to  re\ 
sucres  has  been  aided  by  the  high  price  o 
Ecuador's  main  export. 
CHICKEN  OR  EGG?  There  is  an  ongoing  deba' 
whether  major  monetary  reforms,  such  as 
larization,  can  be  successful  without  the  pn 
ditions  of  sound  fiscal  and  banking  pract 
Ecuador  is  therefore  interesting  because 
of  these  preconditions  existed.  In  fact,  thesi 
ficiencies  were  part  of  the  crisis  atmosphere 
generated  the  political  consensus  for  dollariz; 

In  other  words,  the  lack  of  supposed  prf 
ditions  explains  why  dollarization  occurre 
Ecuador  in  the  first  place.  In  contrast.  El 
vador  is  in  much  better  shape  in  overall 
nomic  policy,  and  the  recently  announced  d( 
ization  had  been  contemplated  Ibr  many  y 
The  crucial  question  for  Ecuador  is  whether 
larization  itself  will  help  to  cure  problems  su^ 
fiscal  imbalances  and  banking  inadequacies 
temporary  problem,  caused  by  the  sharpne^ 
the  devaluation  in  1999,  is  a  burst  of  inflatioi 
this  should  ease  in  2001. 

Thus  far,  dollarization  seems  to  be  servii 
Ecuador  as  a  foundation  for  the  resolutir 
other  economic  problems.  Progress  has 
made  with  international  debtors,  and  sonu 
mestic  refonns  have  been  accomplishiul.  My 
diction  is  that  dollarization  will  continue  to 
with  these  problems,  although  political  imp; 
will  sometimes  occur  I  also  predict  that  ( 
countries  in  Latin  America  will  observe  this 
cess  and  will  move — hopefully  more  cohei-t 
than  Ecuador — toward  dollarization. 
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How  can  something  so  simple  to  use  be  so  powerful  and 
productive?  With  WebFOCUS,  an  i-business  solution  from 
Information  Builders,  all  your  critical  data  is  just  one  click 
away.  That  means  more  than  85  different  relational,  legacy, 
and  ERP  data  sources — in  warehouses  or  in  production 
systems,  inside  or  outside  the  enterprise.  WebFOCUS 
transforms  all  your  data  into  real-time  information  and 
delivers  it  any  way  you  need  it— wireless,  Web,  e-mail, 
Microsoft  Office — you  name  it.  Experience  the  power  and 
flexibility  of  WebFOCUS  from  Information  Builders,  the 
leader  in  Web  business  inteUigence  software.  It  puts  the 
intelligence  in  your  e-business.  And  to  everyone  from 
executives  to  employees  to  partners  to  customers  alike, 
that's  downright  genius. 


i-business:  from  information  to  intelligence 
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Economic  Trends 


BY  GENE  KORETZ 

A  TEST  FOR  THE 
NEW  ECONOMY 

Will  productivity  fade  next  year? 

The  conventional  ■wisdom  these  days  is 
that  technological  advances  and  their 
diiTusion  through  the  economy  have  pro- 
duced a  long-term  acceleration  in  pro- 
ductivity growth.  After  all,  output  per 
hour  in  the  nonfarm  business  sector  has 
advanced  at  a  3%  average  annual 
rate  for  nearly  Ave  years,  the  high- 

AS  GROWTH  SLOWS, 
SO  DOES  PRODUCTIVin 
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▲  PERCENT  INCREASE.  SEASONALLY  ADJUSTED  RATE      "EXPECTED 

DATA;  COMMERCE  DEPT,  LABOR  DEPT,  BW  ESTIMATE        REVISIONS 

est  sustained  growth  since  the  1960s. 

Still,  the  productivity  debate  is  not 
quite  dead.  A  number  of  economists, 
notably  Robert  J.  Gordon  of  North- 
western University  and  Stephen  S. 
Roach  of  Morgan  Stanley  Dean  Witter, 
remain  strong  skeptics.  And  as  Paul  L. 
Kasriel  of  Chicago's  Northern  Trust  Co. 
observes,  the  thesis  of  a  lasting  produc- 
tivity surge  is  about  to  be  tested.  "Pro- 
ductivity," he  says,  "is  going  to  slow. 
The  big  question  is  how  much?" 

One  reason  to  expect  a  slowdown, 
notes  Kasriel,  is  that  productivity  gains 
are  highly  correlated  with  the  business 
cycle,  rising  and  falling  with  changes  in 
the  pace  of  business  activity  (chart).  If 
economic  growi:h  slows  appreciably  over 
the  next  year,  as  most  forecasts  pre- 
dict, productivity  should  follow  suit. 

What's  more,  as  North  western's  Gor- 
don argues  in  a  study  in  the  current 
Jaunial  of  Eccmomic  Perspectives,  much 
of  the  recent  acceleration  in  U.  S.  pro- 
ductivity growth  has  occurred  in  the 
durable  goods  manufacturing  sector,  no- 
tably in  the  production  of  computers 
and  other  information  technology.  And 
while  high-tech  output  at  last  count  re- 
mained robust,  signs  are  growing  that  it 
is  facing  a  slowdown  in  demand. 

These  omens  include  the  falling  prof- 
it projections  and  stock  prices  of  many 


high-tech  companies,  the  demise  of 
scores  of  dot.coms,  and  September's  11% 
drop  in  new  orders  for  computers  and 
oiTice  equipment.  Significantly,  inflation- 
adjusted  prices  of  high-tech  equipment 
and  software  have  risen  this  year  for 
the  first  time  in  recent  memory. 

If  just  a  few  of  these  omens  prove  to 
be  prescient,  then  productivity  would 
suffer  added  blows.  First,  the  substan- 
tial contribution  from  the  actual  pro- 
duction of  computers  and  the  like  would 
be  diminished  as  output  falls.  Second, 
slowing  capital  investment  by  business- 
es would  tend  to  reduce  the  big  pro- 
ductivity dividends  gained  from  rising 
capital/labor  ratios. 

Hence,  future  productivity  growth 
could  be  subject  to  a  triple  whammy:  a 
slowdown  in  overall  economic  growth, 
a  slowdown  in  high-tech  production,  and 
a  slowdown  in  business  investment  in 
productivity-enhancing  capital  goods.  And 
with  labor  compensation  apparently  head- 
ing higher  and  no  offset  from  produc- 
tivity gains,  says  Kasriel,  "that  would 
translate  into  rising  unit  labor  costs 
which  would  squeeze  profits  and  put  up- 
ward pressure  on  prices." 

Believers  in  the  New  Economy,  of 
course,  reject  this  scenario.  In  their 
view,  the  huge  efficiency  gains  from 
technology  will  keep  high-tech  invest- 
ment on  a  solid  uptrend,  moderating 
both  the  developing  economic  slowdown 
and  labor  cost  pressures.  From  that 
standpoint,  says  Kasriel,  2001  should 
prove  an  interesting  year:  "It  may  re- 
veal whether  the  productivity  miracle 
was  real  or  a  temporary  mirage." 


IRAs  HAVE  A  DIRTY 
LITTLE  SECRET 

They  boosted  Uncle  Sam's  tax  take 

Have  individual  retirement  accounts 
increased  private  and  national  sav- 
ing? While  some  economists  believe  they 
have,  others  find  they  have  simply  al- 
lowed contributors  to  shift  funds  from 
taxable  accounts  to  IRAs.  Since  the  tax 
breaks  for  IRAs  cost  the  TVeasury  money, 
the  critics  claim  that  national  saving — 
which  includes  both  private  and  govern- 
ment saving — suffered  as  a  result. 

In  a  recent  study,  however,  Brianna 
Dusseault  and  Jonathan  Skinner  of  Dart- 
mouth College  find  that  IK  As  have  actu- 
ally boosted  government  revenues — and 
thus  national  saving — even  if  people  sim- 
ply shifted  funds  from  their  ordinary  tax- 
able saving  into  IRAs.  Many  folks,  it  tur-ns 
out,  would  have  paid  less  in  taxes  if  they 
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had   kept   their   savings   out   of  i'""^ 

The  reason  is  that  IRA  accounts 
subject  to  an  average  income  tax  rat 
27%  when  cashed  out,  whereas  cap 
gains  outside  of  iras  face  either 
capital-gains  tax  rates  or  no  cap 
gains  tax  at  all  if  they  are  part  of  ar 
tate.  And  thanks  to  the  unprecedei 
stock  market  boom  since  iras  n 
their  debut  in  1982,  these  tax-defe 
accounts  have  piled  up  huge  caj  ^ 
gains,  according  to  government  dai 
The  two  researchers  figure  that] 
tax  revenues  the  Treasury  has  alri 
realized  and  will  realize  from  the  t 
preciation  of  iras  between  1982'  ireHii 
1998  will  be  at  least  $10  billion  gre  pyr, 
than  it  would  have  collected  wit  ,;.if 
iras.  And  that's  even  after  subtrac  J  ,, 
the  interest  the  government  paid  or  , 
bonds  issued  to  cover  the  initial  .    ' 
enue  losses  on  IRAs.  If  the  availabili  ""^ "' 
iras  raised  people's  savings  by  20^  ^il  ^ 
some  experts  claim,  the  revenue  v  i  u 
fall  comes  to  $30  billion.  Chei 

In  essence,  says  Skinner,  the  s  t/i^t, 
market  boom  has  permitted  the   t,,, 
emment  to  effortlessly  raise  revenu   ,, 
the  guise  of  a  tax  giveaway.  "Unf 
nately,"  he  adds,  "we  cannot  count 
repeat  performance." 
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RETAIL  STREETS 
PAVED  WITH  GOI 

East  57th  is  now  the  world's  pric 
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Last  year,  it  was  New  York's  Ma 
Avenue.  This  year,  reports  Cus 
&  Wakefield,  it's  the  city's  East 
Street  that  ranks  as  the  world's  pi 
shopping  thoroughfare.  With  a  40' 
in  prime  retail  rents,  to  $700  per  s 
foot,  the  Manhattan  street  now 
top  retailei-s  about  25%  more  than 
on  Paris'  Champs  Elysees. 

Major  gainers  among  the  top  I'ai 
the  global  lineup 
this  year  are  Syd- 
ney's Pitt  Street 
Mall,  which  moved 
from  fifth  to  third 
place  as  its  rents 
rose  by  83%,  and 
Dublin's  Grafton 
Street,  which 
climbed  from  12th 
to  8th  place.  A  big 
loser:  Moscow's 
Trade  House  cum, 
whose  33%)  drop 
in  dollar  rents 
propelled  it  from 
()th  to  11th  place. 


THE  TONIES 
THOROUGHFAI 

ANNUAL  RETAIL  REN  . 
DOLLARS  PER  SQUARE    ll 


PARIS  (CHAMPS  ELYS! 

iiiHiiiiBHi$5 

SYDNEY  (PITT  SI  MALI 
■■■^■$446 
LONDON  (0X1 ORO  SI) 
■■■■■$396 
HONG  KONG  ir.Allsiw 
^■■^$377 
TOKYO  (GIWZA) 
■■■$255 
ATHENS  (ERMOU) 
■i^$254 
DUBLIN  (CRAI  ION  SI 
■■i$230 
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OLIDAY  SURPRISE:  SHOPPERS 
RE  SHOWING  SOME  PEP 

ley're  still  spending — but  with  enough  moderation  to  please  the  Fed 


us.  ECONOMY 


IDERS  FLAHEN  OUT. 
UT  AT  A  HIGH  LEVEL 


Americans  have  cast  their  bal- 
lots, and  their  decision  is  clear, 
ew  dimpled  chads  and  arguments  before  the  U.S. 
•reme  Court  will  not  dissuade  them  from  having  a 
py  holiday  season.  Early  reports  on  yearend  shop- 
j  suggest  that  spending  may  end  up  better  than  cur- 
l  modest  expectations,  although  far  short  of  1999's 
-for-all. 

he  season  got  off  to  a  surprisingly  strong  start. 
ail  surveys  show  spending  in  the  Thanksgiving 
k  was  up  strongly  from  the  previous  seven  days. 
'Check  Services  Inc.  reported  that  same-store  sales 
!  3.8%  from  a  year  ago.  And  malls  saw  customer 
'  J  fie  rise  6.5%  from  last  yean  Retailers  will  get  help 
a  the  unusually  long  stretch  of  31  days  between 
nksgiving  and  Christmas,  which  gives  consumers 
weekends  to  load  up  on  gifts. 

The  holiday  shopping  sea- 
son is  important  to  the  out- 
look because  consumer  spend- 
ing accounts  for  the  bulk  of 
domestic  demand,  with  the 
rest   made   up   from   capital 
spending  and,  to  a  lesser  de- 
gree, government  purchases. 
The  Federal  Reserve  has  in- 
sisted that  domestic  demand 
must  slow  below  the  pace  of 
potential  supply  in  order  for 
tionary  pressure  to  vent  out  of  the  economy, 
lat  slowdown  began  in  the  third  quarter  The  Com- 
ce  Dept.'s  second  look  on  Nov.  29  at  real  gross  do- 
tic  product  showed  growth  was  a  bit  slower  this 
mer  than  first  reported.  Real  GDP  grew  at  an  annual 
of  just  2.4%,  down  from  the  2.7%  pace  reported  a 
th  earlier,  after  averaging  5.2%  in  the  first  half, 
h  of  the  downward  revision  came  from  a  larger 
e  deficit  and  slower  inventory  growth.  But  keep  in 
i  that  rising  imports  indicate  that  domestic  de- 
d,  especially  for  capital  goods,  remains  solid  (chart). 


NONAIRCRAFT 
CAPITAL  GOODS - 

THREE-MONTH 
MOVING  AVERAGE  . 
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CRUSH  PRICE  PRESSURES,  the  economy  may 
!  to  grow  below  its  long-term  trend  of  about  3.5%- 
br  a  sustained  period.  Happily  for  the  Fed,  the  lat- 
data  on  shopping,  confidence,  and  durable  goods 
/  consumers  and  companies  are  pulling  back  a  bit. 
it  the  slowdown  isn't  anywhere  near  sharp  enough 
istify  the  rumblings  of  "recession"  being  bandied 


A  SURE  SIGN 
OF  A  SLOWER  ECONOMY 
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JAN,  1.  '00  NOV  18 

▲  THOUSANDS,  EOUR-WEEK  MOVING  AVG, 

DATA:  LABOR  DEPT,  BUSINESS  V»EEK 


about.  Instead,  think  of  the  economy  as  a  car  that  has 
been  speeding  along  at  90  miles  per  hour.  The  Fed  is 
trying  to  downshift  growth  to  the  55-mph  range  to 
keep  the  vehicle  from  careening  out  of  control. 

To  achieve  that  speed,  the 
Fed  needs  consumers  to  ease 
up.  And  so  far,  households 
seem  willing  to  practice  a  little 
moderation.  Shoppers  may  in- 
crease their  holiday  buying  by 
more  than  the  3%-4.5%  ex- 
pected by  analysts,  but  they 
are  unlikely  to  boost  their 
nonauto  spending  by  the 
10.5%  jump  posted  in  last 
year's  fouith  quarter.  Powered 
by  a  surging  stock  market,  soaring  home  values,  and 
rising  wage  gains,  the  1999  holiday  season  was  the 
most  successful  of  this  expansion. 

In  2000,  however,  those  supports  for  consumer  spend- 
ing are  not  as  sturdy.  Equity  prices  are  flat  or  down 
from  a  year  ago.  Housing  has  cooled.  Rising  oil  prices 
have  cut  into  buying  power.  And  climbing  jobless  claims 
signal  some  loosening  in  the  labor  markets  (chart). 

Not  surprisingly,  consumers  are  adopting  a  more 
conservative  attitude  about  the  economy's  prospects. 
Consumer  confidence,  as  measured  by  the  Conference 
Board,  fell  again  in  November  to  133.5  from  135.8. 
The  confidence  index  has  dropped  nine  points  in  the  last 
two  months,  dragged  down  mostly  by  a  decHne  in  ex- 
pectations about  the  future. 

Even  so,  the  level  of  confidence  remains  high  by 
historical  standards.  The  Conference  Board  says  that 
while  the  dip  in  November  expectations  may  "refiect 
concern  about  the  still  unresolved  Presidential  elec- 
tion," confidence  in  current  economic  conditions  "points 
to  strong  holiday  shopping  ahead." 

CONSUMERS  AND  BUSINESSES  aUke  are  reacting  to 
the  increased  uncertainty  in  the  outlook,  which  is  crimp- 
ing the  manufacture  and  sale  of  big-ticket  durable 
goods,  such  as  cars  and  computers.  Orders  for  durable 
goods  have  shown  extreme  month-to-month  volatility 
this  year,  a  pattern  that  continued  in  October  Orders  in 
the  month  fell  5.5%,  following  increases  in  both  August 
and  September. 

Aircraft  and  electronic  equipment,  which  have  led  the 
year's  wild  swings,  also  caused  the  October  plunge, 
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but  both  declines  followed  very  large  gains  in  Sep- 
tember. The  growth  trend  in  overall  orders,  while  hav- 
ing slowed,  is  not  collapsing. 

Capital-goods  orders  dropped  11.3%  in  October,  but 
that  was  almost  entirely  the  result  of  a  58%  plunge  in 
aircraft  bookings.  The  gener'al  trend  of  orders,  exclud- 
ing aircraft,  has  tapered  off,  but  it  gives  no  indication  of 
severe  weakness.  In  fact,  the  nonaircraft  backlog  of 
unfilled  orders  continued  to  rise  in  October,  as  did  cap- 
ital goods  shipments,  suggesting  that  equipment  spend- 
ing in  the  fourth  quarter  is  off  to  a  solid  start. 

The  chief  risk  to  the  Fed's  slowdown  strategy  is 
that  tighter  credit,  a  slower  economy,  and  a  profit 
squeeze  could  result  in  a  hard  landing  for  capital  spend- 
ing. So  far,  nothing  that  dire  is  unfolding,  although 
business  investment  in  equipment  is  clearly  growing 
more  slowly.  It  increased  at  a  revised  5.8%  annual  rate 
last  quarter — less  than  a  third  of  the  pace  of  the  first 
half,  which  was  well  above  the  recent  trend.  Overall 
business  investment  actually  turned  out  to  be  faster 
than  originally  reported,  because  of  a  huge  upward 
revision  to  outlays  for  commercial  construction. 

CAPITAL-SPENDING  FUNDAMENTALS,  while  less 

supportive  than  in  1999,  remain  firm,  at  least  for  now. 
First,  although  credit  is  tighter,  it  is  far  from  overly 
restrictive.  Second,  a  lot  of  capital  spending  is  the 
result  of  long-term  trends  related  to  the  need  for  in- 


GERMANY 


PROFrrS  PERFORM 
THEIR  OWN  SLOWDOWl 


OPERATING  PROFITS - 

QUARTERLY  CHANGE 


creased  competitiveness,  not  just  because  of  the  cy 
cal  ups  and  downs  in  the  economy.  And  third,  < 
cost  of  capital  relative  to  labor  still  greatly  fav( 
capital,  especially  amid  extremely  tight  labor  m 
kets,  which  are  pushing  up  compensation. 

Looking  ahead,  profits  will 
be  a  key  area  to  watch.  At  a 
time  when  financing  is  cost- 
lier, the  flow  of  internally  gen- 
erated funds  may  also  begin 
to  diminish.  In  the  third  quar- 
ter, corporate  operating  profits, 
compiled  by  the  Commerce 
Dept.,  grew  at  an  annual  rate 
of  3.2%  from  the  second  quar- 
ter. Earnings  at  nonfinancial 
corporations  fell  slightly. 

Although  profits  are  still  growing  15.3%  from 
year  before,  the  quarter-by-quarter  trend  has  slov 
sharply  this  year  (chart).  And  with  labor  costs  ris 
ever  faster  and  productivity  slowing,  higher  units  co 
along  with  slower  revenue  growth,  are  almost  certair 
eat  further  into  earnings  growth  next  year. 

So  far,  all  signs  point  to  a  slowdown,  not  a  slui 
And  if  consumers  finish  the  holiday  shopping  sea 
with  the  same  gusto  they  showed  at  the  beginning  o 
the  economy  will  be  well  on  its  way  to  a  happy — if  ] 
bubbly — new  year. 
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THE  END  IS  IN  SIGHT  FOR  THIS  SLOWDOWN 


Germany's  economy — and  the 
euro  zone  generally — clearly 
slowed  in  the  third  quarter.  But 
growth  prospects  for  the  coming 
year  remain  good,  as  oil  prices 
and  the  euro  stabilize  and  as  siz- 
able tax  cuts  kick  in. 

Germany's  gross  do- 
mestic product  last 
quarter  rose  0.6%  from 
the  second  quarter, 
after  averaging  just 
under  1%  growth  per 
quarter  in  the  first 
half.  Adjusted  third- 
quarter  growth  from 
the  year  before  now 
stands  at  3.4%,  and  de- 
spite a  slower  second  half,  3%  for 
the  full  year  seems  likely. 

The  slowdown  reflects  three 
things:  a  tripling  of  oil  prices,  a 
27%  drop  in  the  euro,  and  rate 
hikes  by  the  European  Central 


GERMAN  GROWTH: 
COOLER,  BUT  NOT  COLD 


'99  III      IV     '001       II         I 
▲  QUARTERLY  PERCENT  CHANGE 
DATA.  STANDARD  S  POOR'S  DRI 


Bank  totahng  2.25  percentage 
points  in  the  past  year.  Consumer 
spending  slowed  to  a  near  stand- 
still last  quartei',  as  costlier  ener- 
gy and  imports  drained  purchas- 
ing power.  Also,  cooler  global 

demand  continued  to 
crimp  export  growth. 

The  slowdown, 
however,  is  far  from 
a  recession.  The  cool- 
er pace  of  growth 
clearly  continued  in 
the  fourth  quarter 
and  business  confi- 
dence dipped  further 
in  October — the  fifth 
month  in  a  row.  But 
expectations  for  the  future  actual- 
ly rose,  a  key  sign  that  businesses 
think  the  slowdown  may  end  soon. 
Business  investment  picked  up 
last  quarter. 

Plus,  early  next  year,  Gennany 


will  get  a  boost  from  a  sweeping 
five-year  tax-reform  plan  that  w 
cut  the  tax  burden  by  a  total  of 
2%  of  GDP.  The  plan  is  aimed  at 
increasing  employment,  improvir 
competitiveness,  and  encouraginj 
corporate  restructuring. 

Moreover,  outside  of  energy,  ii 
flation  remains  well  contained. 
Consumer  prices  in  November 
rose  0.2%  from  October  and  2.5^ 
from  the  year  before.  While  thai 
greater  than  the  2%  euro  zone 
target,  core  inflation  excluding  e 
ergy  and  food  is  about  1%,  and 
the  rise  in  overall  inflation  ap- 
pears to  be  topping  out,  as  ene: 
prices  stabilize. 

Economists  generally  expect 
gi'owth  in  2001  to  match  this 
year's  3%  pace,  somewhat  above|iJi1J 
the  economy's  long-term  trend  c 
about  2.5%).  If  so,  joblessness  wi] 
continue  to  fall. 
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Feeding  a  growing 
e-business  made  easy. 


Building  an  e-business  isn't  easy.  But  Dell  can 
make  it  a  lot  easier. 

We've  had  the  experience  of  growing 
to  $15  billion  a  year  in 
e-commerce.  That's  why  we 
know  what  it  takes:  infra- 
structure like  our  reliable, 
rack-mountable, 
scalable  Dell  PowerEdge"  servers 
and  PowerApp'"  appliances.  They  can 
grow  as  easily  as  your  e-business  grows. 

We  also  make  it  easier  with 
everything  from  custom  integration 
of  your  operating  system  options  online  to 
service  centers  that  let  you  test 
your  solution  before  you  buy.  Not 
to  mention  our  on-site  service  and 
pre-failure  alert  program. 

All  of  which  is  why  companies 
like  Monster.com  and  NoviSite 
are  powered  by  Dell  PowerEdge  servers 
with  Intel®  Pentium®  III  Xeon'" 
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processors. 

Why  not  make  the  care 
and  feeding  of  your  e-business 
a  lot  easier? 


800.50I.DELL  WWW.dell.COITI 


D^L 


Dell  offers  a  complete  line  of  Intel  processor-bosed  systems.  Expand  your  e-business  with  robust  Dell 
PowerEdge  servers  based  on  the  Intel  Pentium  III  Xeon  Processor,  including  the  PowerEdge  8450  with 
up  to  eight  processors  and  expandable  to  32GB  RAM. 


!  Intel  Inside  logo  and  Penlium  ore  registered  trodemarks,  ond  Pentium  III  Xeon  is  a  trademarK  of  Intel  Corpordtlon,  Dell.  PowerEdge,  PowerApp  and  the  Dell  logo  ore  registered  trademorKs  of  Dell  Computer 
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News:  Analysis  &  Commentary 


WEATHERING  SLOW 
GROWTH 

CEOs  face  a 
daunting  array  of 
tough  choices:  Are 
they  ready? 

David  M.  Cote,  president  of  TRW 
Inc.,  is  putting  out  the  word  to 
his  managers.  After  years  of 
record  growth,  car 
sales  are  slam- 
ming into  reverse,  and 
production     could     be 
down  as  much  as  10% 
next     year.     So     the 
Cleveland-based 
company,       which    , 
gets  two-thirds  of 
its  $17  bOHon  in  an- 
nual revenue  from 
auto  parts,  is  looking 
for    places    to    lop    off 
costs.  Except  for  information 
technology,  he  says,  "we're 
cutting  everywhere."  Cote  is 
also  scouting  around  for  assets 
to     sell.     And     he's     offering 
sharply  higher  bonuses  for  man- 
agers who  soundly  beat  their    • 
targets  for  generating  cash. 

Welcome  to  the  new  reality. 
With   the   signs   of  a   slowdown 
everywhere,  budgeters  all  across 
America  are  reviewing  their  spend-    t 
ing  plans  for  2001  in  a  new  and  far 
more  cautious  light.   The  roaring 
growth  of  the  last  several  years— 
which  was  capped  by  gains  in  gross 
domestic  product  that  are  expected  to 
top  5%  in  2000 — will  surely  not  repeat 
itself  next  year  While  most  economist.^ 
now  jjroject  (iDP  growth  of  around  3%,  ;i 
rising  chorus  also  believes  the  U.  S. 

Trimming  costs  is  tough  enough.  An  even  knotiei 
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il(i  actually  be  headed  for  recession. 
\s  the  economy  goes,  so  goes  corpo- 
e  j)erformance — and  that  means  tough 
•ices.  Many  investors — along  with  ex- 
tives  and  directors,  for  that  matter — 
'e  expectations  for  revenue  growth 
t  may  be  unrealistically  high.   A 
akening  economy  is  going  to  make  it 
eh  tougher  to  book  strong  year-over- 
r  sales  gains  compared  with  this  phe- 
nenal  year.  And  with  sales  growth 
ving,  earnings  could  take  it  on  the 
1.  After  a  stunning  19%  gain  for  the 
ndard  &  Poor's  500  companies  ex- 
ted  this  year,  First  CallTThomson  Fi- 
cial  reports  that  analysts  have  been 
idly  lowering  expectations  for  next 
r.  In  early  October,  analysts  still  fig- 
d  earnings  for  the  s&P  500  would 
w  another  19.1%  in  2001.  Now,  ex- 
tations  are  for  11.6%  at  best — and 
t  could  soon  slip  into  single  digits, 
s  P"'irst  Call  research  director  Charles 
-lill:  "Can  you  say  'free-fall?'" 
'hat  leaves  managers  with  two  big 
iroblems.  The  first  is  simply  figur- 
ing out  how  to  trim  costs  enough 
to  keep  earnings  from  being  to- 
T      tally  wrecked,  and  without  dam- 
I     aging  long-term  marketing  or 
product  plans.  The  second  may 
be  even  tougher:   managing  in- 
vestor expectations  so  that  if  earn- 
ings do  fall,  the  stock  won't  be  com- 
pletely decimated.  In  the  current 
dicey  market  environment,  the 
surest  way  to  a  tumble  is  to  set 
unrealistic  expectations. 
IN  DENIAL.  Of  course,  to  manage 
\     a  slowdown,  you  must  first  see 
^V    it  coming.  But  many  managers 
simply  aren't  there  yet.  In  a 
recent  survey  of  90  senior  ex- 
ecutives from  among  the  na- 
tion's biggest  companies,  con- 
sultancy Bain  &  Co.  found  that 
73%  of  them  fear  their  man- 
agers are  suffering  from  a  false 
sense  of  security.  "The  econo- 
my has  been  so  good  that  they 
may  not  be  prepared,"  says 
Bain  director  Darrell  K.  Rigby. 
Those  who  do  see  the  writ- 
ing on  the  wall  aren't  sitting 
still.  A  growing  number  of  com- 

^panies  are  flattening  or  cutting 
spending  on  capital  projects. 
New  orders  for  manufactured 
durable  goods  fell  5.5%  in  Oc- 
ober,  reported  the  Commerce  Dept. 
^ov.  28.  And  still  more  declines  are 
y:  Morgan  Stanley  Dean  Witter  ex- 
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pects  growth  in  business  fixed  invest- 
ment to  slow  from  13.1%  this  year  to 
7.3%  in  2001.  "I'm  looking  for  a  pretty 
dramatic  deceleration,"  says  Richard  B. 
Berner,  the  firm's  chief  U.  S.  economist. 

Cuts  in  spending  for  such  market-sen- 
sitive areas  as  advertising  and  marketing 
are  looming.  Morgan  Stanley  analysts 
expect  to  see  ad  spending  grow  by  per- 
haps just  5%  next  year,  down  from  a 
roaring  9%  gain  in  2000. 
And  that's  forcing  me- 
dia companies  to  rethink 
game  plans.  Take  Balti- 
more-based Sinclair 
Broadcast  Group,  which 
owns  62  local  TV  stations 
nationwide.  To  position 
itself  for  a  slowdown, 
Sinclair  is  trying  to  beef 
up  its  reliance  on  local 
advertisers  from  50%  to 
75%  of  its  total  business. 
The  reason:  National  ad- 
vertisers have  so  many 
more  options,  from  net- 
work TV  spots  to  the 
Net.  In  a  slower  ad 
market,  "you'd  end  up 
having  to  wait  for  Gen- 
eral Motors,  Procter  & 
Gamble,  and  McDonald's 
to  call,"  says  Sinclair's 
chief  financial  officer, 
Patrick  Talamantes.  He 
puts  growth  for  2000  at 
4.8%,  down  from  7%  last 
year 

Not  surpiisingly,  cycli- 
cal companies  feel  the 
chill  most  acutely.  Sales 
declines  are  hitting  car- 
and  truckmakers  and 
their  suppliers,  including  such  outfits  as 
Rockwell  International,  Navistar,  and 
Dana.  Already,  GM  has  tightened  travel 
spending  and  North  American  auto  head 
Ronald  L.  Zarrella  is  calhng  for  some 
budgets  to  be  cut  up  to  20%.  "With  the 
profit  pressure  we  expect  there  are  some 
things  on  the  fringe  we'll  forgo,"  he  says. 
Others  have  been  cutting  their  work- 
forces. Dana  Corp.  Vice-President  Gary  J. 
Corrigan  notes  that  Dana's  headcount  is 
down  some  6,000  workers,  about  7%, 
since  the  beginning  of  the  year:  "We're 
like  the  first  wave,  the  infantry,  and 
we're  seeing  the  first  hits." 
"AIR  OF  CAUTION."  Other  industries,  too, 
are  getting  ready  for  an  economic  win- 
ter of  sorts.  At  General  Mills  Inc.,  ex- 
ecutives expect  sales  of  Cheerios  and 


AS  THE 
ECONOMY  SLOWS... 
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A  PERCENT 

DATA.  FIRST  CALL,  BLUE  CHIP  ECONOMIC  INDICATORS 


other  staples  to  rise,  as  consumers  stay 
home  more.  But  they  are  still  avoiding 
increasing  their  capital  spending.  Rival 
Kellogg  expects  to  spend  15%  less  on 
capital  projects  in  2001,  just  some  $225 
million,  after  cutting  its  capital  budget 
30%  last  year  compared  with  1998.  CEO 
Carlos  M.  Gutierrez  says:  "The  most 
important  thing  and  maybe  the  hard- 
est thing  to  do  is  face  your  reality." 

So  how  to  prevent 
cutting  too  deeply  into 
muscle?  While  few  will 
avoid  cuts  altogether, 
the  trick  for  managers 
will  be  protecting  re- 
search, marketing,  and 
capital  budgets  without 
taking  a  big  hit  on  prof- 
its. That's  one  reason 
even  companies  that 
don't  yet  see  imminent 
problems  are  turning 
prudent.  "We're  being 
very  careftil,"  says  Mitch 
Tyson,  CEO  of  pri  Au- 
tomation, a  maker  of  ro- 
botic handling  gear  for 
the  chip  industry.  In- 
stead of  reviewing  bud- 
gets quarterly,  Tyson 
now  looks  them  over 
monthly.  Meanwhile, 
over  at  Keane  Inc.,  a 
Boston  technology  con- 
sulting firm.  Senior  Vice- 
President  John  Leahy 
has  told  field  offices  to 
ready  contingency  plans 
in  case  anticipated 
growth  doesn't  materi- 
alize. Says  Leahy,  "we 
are  definitely  planning 
with  an  air  of  caution." 

Problem  is,  if  companies  rein  in 
spending  too  sharply,  they'll  forgo  long- 
term  gains — in  market  share,  for  in- 
stance— to  protect  margins  today.  So 
while  Navistar,  struggling  like  much  of 
the  rest  of  the  truck  business  lately, 
has  cut  1,100  jobs,  it  is  still  introducing 
a  midsize  commercial  truck  in  April. 
And  it  will  back  that  up  with  hefty  pro- 
motional spending.  "We  will  pick  up 
share,"  predicts  CEO  John  R.  Home. 

For  managers  whose  companies  are 
strong  and  nimble  enough,  economic 
coolness  can  be  a  plus.  Risk-taking  man- 
agers can  cut  deals  for  ailing  competi- 
tors far  more  cheaply,  td  Waterhouse 
Group  Inc.,  the  big  online  brokerage 
firm  looking  to  move  beyond  the  satu- 


t  )lem  is  managing  investor  expectations 
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j-ated  U.S.  mai-ket  to  find  growth,  re- 
cently announced  a  joint  effort  with  a 
Luxembourg  firm.  "We've  got  a  lot  in 
the  hopper,"  says  TD  Waterhouse  Chief 
Stephen  D.  McDonald.  Plowing  more 
money  into  expansions  now  can  be  risky, 
though.  Investors  have  lopped  46%  off 
Tl)  Waterhouse  shares  since  March. 


Investor  woi'iy  or  not,  managers  will 
soon  have  to  get  prepared.  And  those 
who  move  quickly  can  survive  the  slow- 
down and  may  even  gain  against  weak- 
er rivals.  "The  people  who  really  con- 
sistently build  businesses  are  planning 
for  the  worst  case  at  all  times,"  says 
Kimberly-Clark  ceo  Wayne  R.  Sanders. 


"They're  a  little  paranoid  at  all  times 
As  markets  begin  to  look  just  a  littl 
scary,  such  paranoia  might  not  be  a  ba 
idea. 

By  Joseph  Weber  in  Chicago,  wn 
Joann  Muller  in  Detroit,  Norm  ALhU 
iyi  Boston,  Tom  Lowry  in  New  Yor. 
and  bureau  reports 


REVOLT  OF  THE  BUSINESS  GLASS 


For  business  travelers,  2000  ■^■■■■■■■■^H^HIIJ^^^^^^H    counting  firm  Pricewaterhouse- 

may  go  down  as  the  year  the      ^^^^^^^^^^^^^^^^^^^^^^^^^^|    Coopers, 
airlines  had  their  way  vAih         ii^^HR^^HB^^^^^^^^^^^BJ^I        Companies  are  also  turning  in- 
them.  Not  only  are  delays,  over-       g^ff  Ml^^^B^^^^^^^^^^^^^^^H    ^^^^^i^g^y  ^^  negotiated  rates.  But 
sold  flights,  mishandled  bags,  and      HmhI  j''jli|G^^^B^^HS^^^^^H    these  have  drawbacks.  When  a 
other  complaints  up  across  the  ^^^^^■liiiJBIS^D^^^R^ll^^^^H    '^^^^  slowdown  at  United  Airhnes 

board,  so  is  the  price  of  that  lousy    ^^^HRHHI^E^^II^^H^ll  I^HP^p      Inc.  caused  flight  cancellations 
service.  In  November,  the  nation's    ^^^K^il^H^gf.mK^^^^^St^m^   i         earlier  this  year,  Chicago-based 
major  airlines  announced  their  ^^^^^Hp'n^rifl^^HBB^^H^Lit.     I^-R-  Donnelley  &  Sons  Co.  had  to 

sixth  price  increase  this  year.  A        ^^^^Hfjtl^fly^^HHJ^Hn^^^^^HH    ^How  employees  to  fiy  on  other 
typical  round-trip  domestic  coach      ^^^^^KSil^Jfl^B^^S^M^^^^^^^B    carriers  without  discounts.  And 
ticket  with  a  three-day  advance         ^^^HH^^^^^B^^^S   I^^^^^^^^B    i^^g^tiated  rates  are  no  guarantee 
purchase  now  costs  $1,100,  accord-    ^^^^^^^^S^^H       '^■^^jJ^^^^^I^H    of  a  great  price.  "We  negotiate  a 
ing  to  American  Express  Co.  ^^^^^^P^Ri^HlllP^fell^^l^^K^    discount,  and  the  airline  raises  its 

That's  up  13%  from  last  year.  ^^^^^^^jMa^^^^W    ^^^V^^H        overall  rates,"  laments  Cindy  Hes- 

Airlines  blame  the  price  hikes       ^^^^^^^^Bl  ^^^H  1^1^     ^^'^>  ^  travel  manager  at  Thomson 

on  higher  fuel  and  labor  costs,  but    ^^^^^^^^H'  \  ^^^^*  "^^^"^    Consumer  Electronics  Inc. 

with  the  overall  economy  still  ^^^^^^^^^^k^^M^^^^^^B^^^^^J        That  has  prompted  some  58 

strong  and  airline  profits  robust,       ^^^^^^^^^^^^^HJ^I^IHIHHHI    companies  to  take  the  extra  step 
many  travel  experts  think  the  car-   LATE  AGAIN:  Angry  fliers  are  getting  creative    of  becoming  designated  travel 
riers  are  just  being  greedy.  "The  agents  by  Airlines  Reporting 

airlines  want  to  know  how  high  they      that  American  Express  has  seen  Corp.,  an  airline-run  entity  that  cer- 

can  go  before  people  stop  buying  since  the  company  began  tracking  tifies  travel  agencies.  Brokerage  firm  | 

tickets,"  says  Steven  Shook,  a  con-  those  numbers  five  years  ago.  Raymond  James  Financial  Inc.,  for 

sultant  at  Carlson  Wagonlit,  a  large  Thanks  largely  to  the  Internet,  instance,  estimates  that  the  move 

corporate-travel  agency.  corporate  travel  managers  have  far        will  save  it  $200,000  in  commissions 

CANNY  PLANNING.  Armies  of  execu-         more  tools  at  their  disposal  to  work       in  its  first  full  year. 
fives,  of  course,  aren't  likely  to  stop        the  system  than  they  did  even  a  Other  companies  exact  theii-  sav- 

taking  to  the  skies.  There  are,  in  few  years  ago.  Especially  helpful  ings  through  their  staff.  Managers  at 

fact,  fewer  empty  seats  then  ever.  are  online  corporate-booking  ser-  tool  and  appliance  maker  Black  & 

Still,  companies  are  getting  shrewder     vices,  such  as  Sabre  Holding  Corp.'s      Decker  Corp.  fly  business  class  to  Eu- 
about  their  travel  planning.  For  GetThere  and  American  Express'  rope  when  they  need  to  be  rested  for  ] 

years,  they  have  been  negotiating  AXI  Travel,  that  reduce  work  in  cor-      early  meetings,  but  the  company  en- 

deals  directly  with  airlines.  Now  porate  travel  departments  by  allow-      courages  them  to  fly  home  in  coach, 

they  are  forcing  employees  to  fly  ing  employees  to  make  reservations       Then  there's  ciba  Vision,  the  Atlanta- 

coach  and  take  connecting  flights.  themselves.  Employees  making  their     based  contact-lens  unit  of  Swiss  giant  I 

They  are  utilizing  low-cost  airlines  own  reservations  tend  to  save  about      Novartis.  It  rebates  $1,000  to  any  em-j 

such  as  Frontier  and  JetBlue  Air-  10%  per  reservation  because  they  ployee  who  agrees  to  fly  coach  over- 

ways.  And  many  are  shifting  busi-  are  more  flexible,  says  Mark  seas.  CIBA  Vision  says  it  expects  to 

ness  to  lower-priced  online  travel  Williams,  travel  manager  for  the  ac-      save  about  $750,000  this  year  using 

services.  ^^^mmmmmm  this  system.  A  little  extra 

All  that  finagling  is         ^^j^^j^^B  1998        '999        2000         money  for  employees  anc| 

paying  off.  American  Ex-   ■fW^jl^^^l  7 *"  *  ^  lot  less  for  the  airlines. 

press  estimates  that  BluTjI^^H  CHICAGO  TO  DENVER  $341      $620       $704       Nq^,  that's  satisfying. 

while  the  average  posted    bT^Tv^^^I  ^y  Christopher 

fare  may  have  risen  to        lp||y||H   CHICAGO  TO  NEW  YORK         $509      $514       $679       Pnlmeri  in  Los  Angel.es\ 
$1,100,  the  actual  price        lli^^^n^^H  """  u,itli  Wendy  ZeUner  in 

paid  by  business  travel-      HBfll  "^^  ^"""^  ^^  """^  ^^^^^^^  '^^^  ^""''''  '^""  '^''"'''' 

ers  is  more  like  $624.  HmSm^I  ''yhielTay'ativancrpiiiciia^^^^^  Palmer  in  Chicago,  avd\ 

That  is  the  widest  spread  ^^^^^H  oaia:  harrell  associates  for  American  express  Nicole  St.  Pierre  iv 

between  those  two  prices  HHHHHHBH  Washington 
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ilCLE  SKID  CONTROL*  A  slick  road.  A  blind  curve.  And  instantly,  the  Laws  of  Physics  turn  on  you.  But  in  that  same 
rnt,  Vehicle  Skid  Control  monitors  wheel  speed  and  acceleration.  Brakes  pulse  rapidly.  Throttle  kicks  in.  And  the  curve  is 
1i  behind  you.  Avalon,  with  a  five-star  government  crash-test  rating.    So  much  for  physics.    (^)  TOYOTA  AVALON 

Mble  on  XLS  model  only.     Claim  based  on  five-star  rating  in  the  medium  passenger  car  category  for  the  rear-seat  passenger  in  a  side  impact,  in  test  conducted  by  the  National 
(Highway  Traffic  Safety  Administration.  January  2000.  www.toyota.com  •  l-800-go-toyota  <?) 2000  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you. 
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MERGERS 


LET'S  TALK 
TURKEYS 


Some  mergers  were  never 
meant  to  be.  These  10 
deals  are  the  oddest  of  all 
the  recent  couplings 

When  Coca-Cola  Chairman  Doug- 
las N.  Daft  sat  down  with  his 
board  on  Nov.  21  to  push  his 
proposed  takeover  of  Quaker 
Oats  Co.,  investors  widely  assumed  it 
was  a  sure  bet.  By  buying  Quaker  and 
its  Gatorade  unit,  Coca-Cola  Co.  would 
vault  to  the  lead  in  the  fast-growing 
sports-drink  category.  With  its  global 
distribution  network,  Coke  also  could 
expand  Gatorade  beyond  the  U.S.,  some- 
thing Quaker  wasn't  big  enough  to  do. 
Plus,  the  deal  would  keep  Gatorade  out 
of  the  hands  of  archrival  PepsiCo  Inc. 

A  done  deal?  Hardly.  Despite  Daft's 
sales  pitch,  the  board  swatted  down  the 
acquisition,  concluding  that  it  would  cost 
too  much.  Moreover,  Quaker's  pantry  of 
food  products  would  have  taken  the 
beverage  company  too  far  off  course. 


Daft  may  have  been  a  bit 
miffed  at  being  shot  down 
by  his  own  board.  But  he 
probably  ought  to  thank  the 
directors.  All  too  often 
nowadays,     corporate 
boards  seem  eager  to 
rubber-stamp  deals  ne- 
gotiated   by    empire- 
building   CEOS.   Those 
CEOs  are,  in  turn,  often 
egged  on  by  a  swarm 
of  investment  bankers 
clamoring   for   their 
next  big  score. 

So  what's  to  show 
for    the    dealmania? 
Sure,  some  deals  pay 
off — ^but  far  too  often, 
they  don't.   Take  the 
humiliating  failure  to 
date  of  Daimler-Benz's 
$36  billion  takeover  of 
Chrysler  Corp.  And  don't 
forget  AT&T's  $90  billion  push 
into  cable  TV,  which  the  com- 
pany   is    now   undoing    as    it 
breaks  into  four.  Those  are  only 


GOBBLE. 
GOBBLE, 
GOBBLE 

As  the  numbers 
and  size  of  deals 
accelerate  to  new 
heights,  the  scope 
of  troubled 
mergers  also  is 
on  the  rise. 
Here  are  10  of  the 
biggest  turkeys  to 
emerge  from  the 
recent  wave  of 
dealmania. 


UNION  PACIFIC  AND 
SOUTHERN  PACIFIC 

The  $4  billion  deal  was 
to  have  created  a  "seam- 
less" rail  network  from 
the  Midwest  to  the  West 
Coast.  The  reality  was 
complete  gridlock. 


HFS  AND 

cue  INTERNATIONAL 

This  $14  billion  deal 
to  create  Cendant  was 
intended  to  build  a 
marketing  powerhouse. 
But  accounting  irregulari- 
ties at  cue  sent  Cen- 
dant's  share  price  down 
46%  in  one  day  and  trig- 
gered a  federal  probe. 
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CONSECO  AND 

GREEN  TREE  FINANCIAL 

With  the  $7.6  billion 
acquisition  of  lender 
Green  Tree,  insurer 
Conseco  foresaw  a 
bonanza.  But 
Green  Tree  was  hit 
by  huge  charges  on 
bad  loans. 

DAIMLER-BENZ  AND 
CHRYSLER 

Daimler  paid  $36  billion 
for  Chrysler — then  the 
hottest  U.S.  auto  maker. 
But  huge  losses,  botched 
product  introductions, 
spiraling  costs,  and  a  de- 
moralized U.S.  workforce 
have  wiped  out  $60  bil- 
lion in  market  value. 


the  two  most  glaring  turkeys  hatched 
in  the  late  '90s  merger  boom.  Other  bon- 
ers must  include  Mattel  Inc.'s  purchase  of 
The  Learning  Co.,  which  ended  up  cost- 
ing corporate  wonder  woman  Jill  E. 
Barad  her  job  as  chairman  and  ceo. 

Which  raises  an  interesting  question: 
Over  the  last  five  years,  which  were 
the  10  worst  acquisitions  of  the  merger 
boom?  Who  made  the  biggest  blunders? 
BUSINESS  WEEK  chose   10  duds  after 
grilling  more  than  a  dozen  investment 
bankers  and  business  professors.  These 
deals  have  been  among  the  costliest  to 
shareholders,  in  terms  of  lost  market 
capitalization.  And  many  also  cost  the 
CEOs  who  engineered  them  something 
they  care  about  even  more:  their  jobs. 
But  these  birds,  while  the  biggest, 
have  plenty  of  company.  Indeed,  just 
one    in    five    deals    lives    up    to    its 
promise,  according  to  research  by 
consultants  at  kpmg.  Others  tend  to 
agree.  "An  acquisition  is  just  like 
building  a  house,"  says  Thomas  Z. 
Lys,   an    accounting   professor   at 
Northwestern  University's  J.  L.  Kel- 
logg Graduate  School  of  Manage- 
ment. "It  costs  twice  as  much  and 
takes  twice  as  long  as  you  planned." 
Moreover,  as  the  number  and  size 
of  takeovers  soar,  the  tally  and  scale  of 
duds  are  rising  spectacularly.  U.  S.  cor- 
porations have  logged  more  than  $1.3 
trillion  in  mergers  and  acquisitions  al- 
ready this  year — nearly  matching  last 
year's  peak  of  $1.4  trillion,  but  more 
than  four  times  the  level  of  1995.  And 
investors  are  clearly  turning  their  noses 
up  at  a  what  may  prove  to  be  a  new 


crop  of  stinkers,  including  America  On- 
line's  merger  with  Time  Warner  and 
ual's  acquisition  of  us  Airways,  aol 
shares  are  off  45%  this  year;  ual,  more 
than  50%.  Critics  also  worry  that  Gen- 
eral Electric's  huge  and  frenzied  $45 
billion  deal  for  Honeywell  could  be  too 
much  for  outgoing  ceo  John  F.  Welch  to 
digest  before  he  turns  the  reins  over 
to  Jeffrey  R.  Immelt  in  2001. 
DRIVING  OFF  CLIFFS.  But  if  everyone 
knows  the  odds  are  stacked  toward  fail- 
ure, that's  not  exactly  slowing  the 
charge.  Chalk  up  many  of  the  deals  to 
the  hubris  of  those  at  the  top.  While 
no  more  than  20%  to  30%  of  mergers 
outperform  industry  peers,  management 
watchers  say  many  CEOs  and  their  di- 
rectors confidently  predict  they  are 
smart  enough  to  make  their  deal  pay 
off.  That's  human  nature,  says  Ira  C. 
Harris,  a  management  professor  at 
Notre  Dame  University's  Mendoza  Col- 
lege of  Business.  "Deals  fail,"  he  says, 
"but  we  continue  to  drive  off  the  cliff." 

In  some  cases,  CEOs  are  simply  fol- 
lowing high-priced  advisers  as  they  dash 
for  the  precipice.  But  investment 
bankers  counter  that  they  and  the  deals 
they  package  get  blamed  for  every  post- 
merger  problem.  Yet  often  trouble 
comes  from  an  outside  event  like  a  run- 
up in  oil  prices  or  a  shift  in  consumer 
tastes  that  affects  everyone  in  an  in- 
dustry. "There  is  a  lot  of  carnage  in  the 
marketplace  that  has  nothing  to  do  with 
mergers,"  says  one  investment  banker 

It's  easy  to  blame  mistakes  on  ex- 
ternal events.  But  the  fact  is,  many 
deals  were  simply  never  well  thought 


AETM  AND  PMIENTIAL 
HEALTHCARE 

Aetna  hoped  that  the 

$1  billion  deal  would 
make  it  the  No.  1  HMO. 
But  Pru  and  a  string  of 
troubled  mergers 
led  to  the  ouster  of 
Aetna's  CEO.  Now,  the 

company  is  breaking 

in  two. 

ALLiEDSIGNAL  ANB 
HONEYWELL 

AlliedSignal  hoped  to 
combine  its  efficiency 
with  Honeywell's  product 
innovation.  Instead,  the 
$14  billion  combo  got  hit 
by  rising  oil  prices,  a 
plunging  euro,  and  man- 
agement problems. 


ATAT  Its  back-to-back 
deals  for  TCI  and 
HEBIAONE,  for  a  combined 
$90  billion,  backfired  on 
CEO  C.  Michael  Arm- 
strong. He  tried  to  sell 
consumers  on  packaged 
telecom  services,  but 
AT&T's  core  businesses 
dried  up.  Now,  with  its 
shares  in  the  tank,  AT&T 
is  breaking  up  again. 

FEiERATED  DEPARTliEirf 

STORES  AND  FiNGERHtIT  Fed 

erated  paid  $1.7  billion  to 
apply  Fingerhut's  direct- 
marketing  skills  to  its 
Macy's  and  Blooming- 
dale's  units.  But  Finger- 
hut's  focus  on  low-end 
consumers  led  to  huge 
write-offs. 


MATTEL  AND  LEARNING  CO. 

Mattel  hoped  to  break  into 
the  CD-ROM  game  market 
with  the  $3.5  billion  pur- 
chase. But  then  the  Inter- 
net caught  on,  drying  up 
the  CD-ROM  market.  Mat- 
tel's stock  crashed,  and 
CEO  Jill  E.  Barad  was 
ousted. 

iicKEssoN  AJii  ii8o 

The  $12  billion  merger  of 
No.  1  drug  wholesaler 
McKesson  and  medical 
software  maker  HBO  & 
Co.  ran  into  a  buzz  saw. 
Auditors  uncovered  an 
accounting  scandal  at 
HBO,  leading  to  resigna- 
tions and  criminal 
charges.  McKesson  shares 
are  off  47%  for  the  year. 
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Many  duds  are  'me-too  mergers'  that  cost  way  too  much 


out.  And  every  sector  of  the  economy 
has  its  share  of  blunders,  from  Feder- 
ated Department  Stores'  acquisition  of 
Fingerhut  in  retailing  to  McKesson's 
deal  for  HBo  &  Co.  in  medical  services. 
But  the  worst  clunkers  have  a  couple  of 
common  traits:  They  were  friendly  stock 
transactions — which  tends  to  encourage 
acquirers  to  overpay,  especially  in  bull 
markets — that  moved  companies  beyond 
core  businesses  or  established  markets. 
PREMIUMS.  These  friendly  deals,  espe- 
cially where  the  buyer  isn't  intimately 
familiar  with  the  new  markets  it  finds 
itself  in,  can  discourage  acquirers  from 
making  tough  decisions  when  needed  ear- 
ly on.  Consider  DaimlerChryslen  The  $36 
billion  "merger  of  equals"  in  1998  wed  a 
by-the-books  German  company  that  prid- 
ed itseLf  on  precision  engineering  with  a 
freewheeling  U.  S.  enterprise  best  known 
for  salesmanship.  Instead  of  hoped-for 
synergies  and  cost  savings  by  melding 
the  best  of  both,  Daimler  has  now  lost  or 
pushed  out  virtually  aU  its  key  U.  S.  man- 


agers as  Chrysler  slumped  from  the 
most-profitable  carmaker  in  the  U.S.  to 
its  biggest  money  loser  Shrinking  sales 
have  caused  losses  that  are  expected  to 
hit  $1  bilUon  or  more  in  the  second  half 
of  2000. 

Then  there  are  those 
who  don't  know  when  to 
stop.  Acquirers  typically 
pay  a  30%  premium.  But 
as  companies  keep  buy- 
ing— often,  as  an  industry 
consolidates — those  stiU  in 
the  game  have  to  pay 
even  more.  Just  as  bad, 
they  must  settle  for  a 
company  or  business  sub- 
sidiary from  an  already- 
picked-over  pool  of  candidates. 

In  the  midst  of  a  health-care  consoli- 
dation wave,  Aetna  Inc.  bought  its  way 
to  the  top  of  the  managed-care  industry. 
With  each  deal,  Aetna  paid  more  per 
customer,  culminating  with  its  $1  billion 
purchase  of  troubled  Prudential  Health- 


if 


A  DECADE  OF  DEALS 


■91  '92  '93  '94  '95  '96  '97  '98  '99 
▲  TRILLIONS  OF  DOLLARS 
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EIGHT  BILLION  REASONS 
TO  GET  EVEN  WITH  SCHREMPP 


After  Daimler- 
Chrysler's  ad 
hoc  sharehold- 
^^^^^^^^      ers'  committee 
^  '^^^^^^^Bn/     learned  in  mid- 
f^'  ^^^^^^^Fi'    November  that 
Chrysler  Group 
Chief  Executive 
James  Holden 
would  be  fired, 
they  found  out 
they  were  get- 
ting axed,  too.  The  demise  of  the  fo- 
rum for  U.  S.  and  German  investors 
not  only  severed  billionaire  Kirk 
Kerkorian's  last  official  link  to  the 
former  Chrysler  Corp. — it  was  also 
the  final  straw.  On  Nov.  27,  the  feisty 
investor  filed  an  $8  billion  lawsuit  al- 
leging that  DaimlerChrysler  and  its 
CEO,  Jiirgen  E.  Schrempp,  committed 
fraud  by  claiming  the  deal  with 
Chrysler  was  a  "merger  of  equals." 
CLASS  ACTIONS.  What  does  Kerkori- 
an— DaimlerChrysler's  largest  U.S. 
shareholder,  with  4%,  or  33  million 
shares — want?  Certainly  not  another 
another  committee  position.  He 
doesn't  even  want  to  see  a  judge  re- 


store the  former  Chrysler  Corp.  to 
its  original  investors — although  that's 
what  the  lawsuit  asks. 

Kerkorian's  real  aim?  According  to 
his  Los  Angeles  lawyer,  Terry  N. 
Christensen,  Kerkorian  wants  to  be 
compensated  for  what  he  has  lost 
from  the  1998  deal.  Daimler's  shares 
have  slid  from  a  high  of  $108  each 
after  the  merger  to  $39  this  week. 

Kerkorian  isn't  the  only  angry  in- 
vestor. Four  other  class  actions  have 
been  filed  in  the  U.S.,  and  there  is 
one  shareholder  suit  in  Germany. 
Seth  M.  Glickenhaus,  a  partner  in 
Glickenhaus  &  Co.,  says  that  his 
New  York  money  management  firm 
also  plans  to  sue. 

Kerkorian's  suit  has  little  chance 
of  succeeding,  but  he's  too  tenacious 
to  ignore,  says  Columbia  Law  School 
professor  Jeff  Gordon.  "Kerkorian 
has  proved  to  be  a  pretty  effective 
stirrer  of  waters,"  he  says.  Schrempp 
is  hkely  feeling  the  waves  on  both 
sides  of  the  Atlantic. 

By  Jeff  Green,  with  Joann  Midler, 
in  Detroit  and  Ronald  Orover  in  Los 
Angeles 


care  in  1999.  Since  then,  Aetna  has  lo 
1.6  million  subscribers  and  is  cutti 
jobs  as  Prudential  bleeds  red  ink.  Aftt 
ousting  deal  architect  Richard  L.  H 
ber  as  CEO,  Aetna  has  agreed  to  brej  i 
up  the  company. 

Do  such  experiene  : 
discourage  others?  Rarer 
Notes  Mark  L.  Sirower,  )ri- 
visiting  professor  at  N(  lit 
York  University's  Leona  ^ 
N.  Stem  School  of  Bu  i 
ness  who  runs  the  Mi '(.:, 
practice  at  Boston  Co  (i , 
suiting  Group:  "Noboi  fc;; 
wants  you  to  vmte  a  si  ^i, 
ry  two  years  from  n(  iijrj 
that  says  the  world  h  ij.  ij 
changed  and  Chariie  just  sat  there."  jp^ 
In  their  merger  frenzy,  even  t  o.,,;, 
shrewdest  dealmakers  often  fail  to  i  tf  n 
cover  problems  at  the  company  the^  pf  Si 
targeted.  That's  what  happened  to  }L\„ 
Chairman  and  ceo  Henry  Silverm|']i. 
when  he  merged  his  grab-bag  of  frajj,,,, 
chised  businesses  with  direct  market  j  i, ., 
cue  International  to  form  Cenda  ^^g^y 
Only  after  the  1997  merger  was  co  ff^ , 
pleted  did  Silverman's  team  unco\  f,,.,, 
massive  accounting  irregularities  at  c  oin , 
which  tanked  Cendant  shares  and  c  ^  „,„ 
it  $2.85  billion  to  settle  a  stockholde  jj,,| 
lawsuit. 

TIME  TELLS.  Bum  deals  are,  of  couiL 
as  old  as  commerce.  The  '80s  had  i,,,,,,, 
share  of  bombs.  Remember  Mobil's  s  j,| 
at  diversification  with  its  deal  for  Mc  ||,  >\ 
gomery  Ward?  Nor  are  failed  merg  i),,,,. 
unique  to  the  U.  S.  Japanese  compar  |j . 
are  notorious  for  making  ill-timed  ;  j  ^^^ 
overpriced  bids  for  U.S.  companies,  s  »,,,, 
as  Sony's  $3.4  billion  deal  in  1989  ,5,,, 
Columbia  Studios.  jiiy 

Then  there  are  the  widely  jud]  ^i;, , 
failures  that,  with  time,  may  actu;  j,  ,|, 
prove  successful.  Take  3Com  Cor  j^j,, , 
$7.3  billion  buy  of  modem  maker  L  j,|  i), 
Robotics.  Even  before  the  1997  c  j,|j  ^ 
closed,  U.S.   Robotics  started  los  jj^^,^ 
money.  Another  boneheaded  takeo  |f^ . 
right?  No  longer.  By  buying  U.S.    ^,(r  , 
botics,  3Com  lucked  into  a  pocket-i  j|,^ 
organizer  that  was  just  hitting  the  n  |,  1 
ket.  It  was  called  the  Palm  Pilot.  I  jj,^ ' 
July,  3Com  spun  off  Palm  and  m  j. 
than  doubled  the  value  of  the  stock  1 1,  ' 
by  its  investors.  So  who  knows?  Ma 
in  a  few  years,  Daimler's  Jiirgen  ^^ 
Schrempj)  will  be  hailed  for  his  mas   W 
ful  takeover  of  Chrysler.  ^"^ 

/)'//  Michael.  Arndt  hi  (Viicago,  1  ()||m| 
Ktiiiiij  Tlioniton  in  New  Y'ork,  D 
Foust  in  Atlanta,  and  bureau  repa 
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COMMENTARY 


By  Christine  Tierney 

DAIMLER'S  BOARD:  NOT  EXACTLY  CRISIS  MANAGERS 


rhe  merger  of  auto  giants 
Daimler  Benz  and  Chrysler 
Corp.  has  wiped  60%  off  the 
ombined  companies'  New  York- 
raded  shares  since  the  stock's 
anuary,  1999,  peak.  The  irony 
i  that  this  disaster  has  been 
•resided  over  by  Daimler  boss 
iirgen  Schrempp,  Germany's 
rophet  of  shareholder  value. 

It's  no  surprise,  then,  that  in- 
estors  are  now  scrutinizing 
Ichrempp's  every  move,  and 
hat  veteran  raider  and  troubU - 
laker  Kirk  Kerkorian  is  even 
uing.  Yet  one  set  of  players  in 
his  drama  has  managed  to  es- 
ape  attention — the  company's 
0-member  supervisory  board, 
ne  group  of  directors  who  over- 
36  Schrempp  and  the  compa- 
y's  management  board. 

Investors  should  start  scruti- 
izing  the  board.  It's  supposed 
)  represent  the  interests  of 
'orkers  and  shareholders:  It 
ven  eased  out  Schrempp's  pre- 
ecessor,  Edzard  Reuter,  for  se- 
ous  strategic  fumbles.  But  at 
le  moment,  this  is  Schrempp's 
3ard  all  the  way.  And  it  seems 
rgely  to  be  a  one-man  show 
in  by  Hilmar  Kopper,  also  the 
ipervisory  board  head  for  Deutsche 
ank,  which  holds  12%  of  Daimler- 
hrysler.  As  Schrempp's  mentor, 
opper  is  key  to  the  Daimler  boss's 
lb  security. 

'0  COMMENT.  With  the  exception  of 
opper,  few  on  the  board  seem  to  be 
a  position  to  challenge  Schrempp, 
alf  the  Daimler  board,  as  required 
/  German  law,  is  made  up  of  repre- 
!ntatives  of  Daimler's  unions,  in- 
uding  United  Auto  Workers  Presi- 
?nt  Stephen  P.  Yokich,  and 
aimler's  executive  staff.  Most  of 
lese  union  reps  have  httle  vested 
terest  in  signing  off  on  massive 
yoffs  or  cost  cuts. 
More  disturbing  is  the  caliber  of 
■me  American  board  members.  One 
Robert  E.  Allen,  the  ex-chairman 
AT&T,  an  executive  who  left  his  job 
ider  pressure  after  years  of  falling 


JW^AK  DIRECTORS 


Schrempp 

TIGHT:  Is  Kopper  too  close  to  Schrempp? 


stock  prices  and  strategic  drift  at  the 
phone  giant.  A  director  in  the  same 
boat  is  G.  Richard  Thoman,  the  oust- 
ed boss  of  Xerox  Corp.  Neither  exec 
has  a  great  record  of  avoiding  nasty 
surprises  for  shareholders.  All  board 
members  refused  to  comment. 

Overall,  this  does  not  look  Hke  a 
promising  bunch  to  oversee  a  huge 
crisis.  U.S.  corporate  governance  an- 
alysts figure  that  if  anyone  on  the 
board  wanted  to  boost  shareholder 
value,  they  would  face  an  uphill  bat- 
tle against  Daimler  and  its  longtime 
industrial  partners.  John  M.  Nash, 
vice-chairman  of  the  Center  for 
Board  Leadership  in  Washington, 
D.  C,  wouldn't  be  surprised  to  see  all 
the  Americans  off  the  board  in  the 
next  year  or  two  as  the  Germans 
consolidate  control. 

The  biggest  question  of  all  hangs 


Two  left  ailing  U.S. 
ompanies;  labor  reps  are  cozy  with  managers 


over  the  roles  of  Deutsche 
Bank  and  Kopper,  who  repre- 
sents the  bank's  interests  and 
chairs  the  DaimlerChrysler  su- 
pervisory board.  This  pillar  of 
Germany  Inc.  is  also  named  in 
Kerkorian's  suit. 
INCENTIVE.  Kopper  drives  the 
board's  actions.  It  was  Kopper 
who  ousted  Reuter,  installed 
Schrempp  as  Daimler's  boss, 
and  wholeheartedly  backed 
Schrempp's  plan  to  acquire 
Chrysler.  Kopper  signed  off 
again  on  Schrempp's  decision  to 
invest  in  Mitsubishi  Motors 
Corp.  and  South  Korea's 
Hyundai  Motor  Co.  "Nothing 
was  done  by  Schrempp  wdthout 
Kopper's  approval,"  says  Christ- 
ian Strenger,  a  retired  Deutsche 
Bank  executive  who  sits  on  the 
supervisory  board  of  DWS  In- 
vestment, Germany's  biggest 
fund.  Schrempp's  strategy,  in 
essence,  is  Kopper's,  too. 

Now,  some  investors  wonder 
if  Kopper  isn't  too  identified 
with  Schrempp's  gambles  to  de- 
mand the  utmost  from 
Schrempp — and  even  fire  him,  if 
need  be.  "He's  too  closely  bound 
up  vWth  Schrempp,"  says  a 
source  close  to  both. 

Perhaps  Kopper  is  doing  more 
than  is  obvious  to  rein  Schrempp  in: 
He  has  an  incentive  to  revive  the 
share  price,  since  Deutsche  Bank 
may  want  to  sell  a  chunk  of  its 
shares  in  two  years,  after  Germany 
repeals  some  high  capital-gains  taxes. 
But  in  this  extraordinary  situation, 
the  board  should  openly  signal  that  it 
will  demand  tough  steps — including 
dismembering  the  company — if 
Schrempp  doesn't  turn  the  situation 
around.  And  if  he  won't  accept  high- 
powered  U.S.  board  members,  at  the 
least  he  should  pack  his  board  with 
some  of  Europe's  toughest  corporate 
bosses,  such  as  Vodafone  Group  PLC's 
Chris  Gent,  who  engineered  a  hostile 
takeover  of  Germany's  Mannesmann 
last  year.  Schrempp  needs  the  help 
and  the  pressure  from  real  share- 
holder advocates.  Otherwise,  in- 
vestors may  just  assume  a  supine 
board  is  ignoring  their  interests — 
and  walk  away  from  the  company 
and  its  languishing  stock. 

With  Jeff  Green  in  Detroit 
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News:  Analysis  &  Commentary 


TELECOMS 


AT&T  TRIES  DOWNLOADING 
DoCoMo's  MAGIC 

A  deal  brings  cash  and  wizardry  to  AT&T  Wireless 


A  year  ago,  AT&T  Wireless  Group  was 
the  last  company  you'd  turn  to  if 
you  wanted  to  browse  the  Web  or 
read  e-mail  from  your  phone.  Sprint  PCS 
Group  was  the  U.S.  leader  in  such  ser- 
vices, known  as  wireless  data.  Blessed 
with  an  abundance  of  radio  spectrum 
and  just  the  right  data-friendly  tech- 
nology. Sprint  was  the  first  to  concoct 
attractive  Web  services  on  a  cell  phone. 
And  its  alliance  with  wireless  pioneer 
Qualcomm  Inc.  gave  Sprint  an  inside 
lane  in  the  race  for  "3G,"  or  third-gen- 
eration phones  that  will  one  day  pluck 
music  and  movies  from  the  Internet. 

AT&T  Wireless,  in  contrast,  has  been 
stuck  in  the  slow  lane — but  that  may  be 
about  to  change.  On  Nov.  30,  the  com- 
pany said  it  would  trade  16%  of  its 
shares  for  nearly  $10  billion  from 
Japan's  NTT  DoCoMo  Inc.  In  its  home 
market,  DoCoMo  runs  the  world's  most 
successful  wireless  data  network — a 
"mobile  portal"  with  15  million  sub- 
scribers accessing  15,000  web  sites.  Do- 
CoMo will  share  its  expertise  with  AT&T 
Wireless  and  help  its  U.  S.  partner  arm 
itself  for  the  coming  battle  over  3G. 

For  AT&T  Wireless,  the  news  couldn't 
come  at  a  better  time.  Since  the  com- 
pany was  spun  out  of  AT&T  as  a  tracking 
stock  last  April,  its  shares  have  sunk 
from  $32  to  about  $18.  The  unit  has 
been  strapped  for  cash  and  swamped 
with  challenges.  To  compete  with  Sprint 
PCS  in  data  services,  for  example,  at&t 
Wireless  will  have  to  acquire  additional 
radio  frequency  at  public  auctions, 
beginning  as  early  as  December. 
Lehman  Brothers  Inc. 
analysts  say  that  all  op- 
erators combined  could 
spend  $16  billion  at  the 
auctions. 

Although  AT&T  raised 


NEW  MOMENTUM  FOR 
AT&T  WIRELESS 

Here's  what  AT&T  Wireless 

,    -^        ,  .„.      .           gets  from  NTT  DoCoMo         ,,      .     ^  ,     t,  ,, 

a  total  of  $10.6  billion  m      May  in  Japan,  the  U.S 

CASH  to  invest  in  equip 

ment  and  upcoming 

spectrum  auctions 


needed.  In  contrast.  Sprint 
PCS  is  sitting  pretty:  It 
doesn't  need  extra  band- 
width and  can  raise  the 
cash  it  needs  for  opera- 
tions. VoiceStream  Wireless 
Corp.,  for  its  part,  has 
about  $5  billion  in  cash 
from  Deutsche  Telekom, 
which  paid  $45  billion  to 
buy  the  Seattle-based  com- 
pany last  August.  Verizon 
Communications  will  likely 
raise  money  through  a 
wireless  initial  pubhc  offer- 
ing, and  Cingular  Wireless 
can  lean  on  its  well-heeled 
parents,  BellSouth  Corp. 
and  SBC  Communications. 
HIGHER  VELOCITY.  With 
DoCoMo  in  its  camp,  the 
picture  will  brighten  sub- 
stantially for  AT&T  Wire- 
less. The  company  will 
have  access  to  about  two- 
thirds  of  the  cash  coming 
from  Japan,  while  its  parent  absorbs 
the  rest.  That,  plus  technical  and 
strategic  advice  from  DoCoMo,  could 
give  AT&T  a  running  start  in  3G  ser- 
vices. The  DoCoMo  relationship  "makes 
it  certain  that  AT&T  will  deploy  3G  ear- 
lier" than  it  would  on  its  own,  says 
Andrew  Cole,  head  of  the  global  wire- 
less practice  at  Adventis  Corp.,  a  tech- 
nology consulting  firm  in  Boston.  As  a 
first  step,  AT&T  Wireless  will  set  up  a 
wholly  owned  subsidiary,  with  DoCoMo 
staff,  to  create  a  mobile  portal  that 
gives  cellular  users  easy 
access  to  the  Web. 

This  is  still  a  far  cry 
from  any  3G  Utopia. 
While  DoCoMo  will  kick 
off    3G    services    next 


One  advantage  of  DoCoMo's 
technology  is  that  it's  a 
growing  international  standai 


the  April  spin-off,  Leh- 
man Brothers  estimates 
that  the  wireless  unit 
currently  has  access  to 
only  about  $3  billion  of 


EXPERTISE  in  running 


won't  catch  up  until 
mid-decade.  That's  how 
long  it  will  take  U.S. 
operators  to  equip  their 
networks  with  powerful 


that.  And  it  must  spend       !^[''.^'^^^..^^A^..'?®A^°''.'^^ new  base  stations  and  to 


$2.3  billion  in  the  fourth 
quarter  to  fund  the  cur- 
rent business  plan — so 
DoCoMo's  cash  is  sorely 


A  POWERFUL  ally  in 
third-generation  technolo- 
gy known  as  W-CDMA 


acquire  s[)iiTy  new  hand- 
sets. And  there  could  be 
glitches  on  the  way. 
Unlike  in  Europe  and 


parts  of  Japan,  where  operators 
leaning  toward  a  single  3G  stands 
known  as  w-cdma,  American  s 
providers  are  divided  into  two  compJ 
ing  camps.  AT&T  Wireless,  VoiceStreq 
and  Cingular  will  likely  hew  to  the  sa 
standard  as  Europe.  But  Sprint  PCS 
Verizon  are  committed  to  a  rival 
proach  called  CDMA2000,  which  was 
veloped  by  Qualcomm  and  may 
certain  technical  advantages. 

When  3G  finally  arrives,  howe\ 
AT&T  Wireless  should  be  well-served  | 
its  choice  of  w-CDMA.  Its  subscribers 
be  able  to  carry  a  single  cell  phc 
around  the  planet,  according  to  Le'j 
M.  Chakiin,  senior  vice-president  for 
porate  strategy.  They'll  also  have  a  hd 
choice  of  handsets,  developed  by  a  ga 
of  companies  on  at  least  three  contine^ 
And  they'll  have  early  access  to  nift\ 
commerce  and  entertainment  servio 
which  are  incubating  today  in  Japa 
sophisticated  consumer  market.  "Wd 
excited  because  we  get  on  the  woi 
wide  standard,"  says  Chakrin.  In  shj 
for  AT&T,  the  DoCoMo  money  trl 
couldn't  have  rolled  up  at  a  bett(>r  tij 

By  Roger  O.  Crockett   in   Clilcti 
with  Irene  M.  Kunii  in  Tokyo 


ned  to  make  a  difference 


r^^i 


www.braun.com 


close  shave 


^p- 


self-cleaning  shaver. 


Iiwew  Syncro  System  from  Braun  is  a  completely  new 
!  ro  shave.  It  features  a  unique  4-way  moving  head  that 
I  iinly  pivots  to  follow  the  contours  of  your  face,  it  gently 
j|aates  from  side  to  side,  capturing  more  hair  in  fewer 
pes.  This  gives  you  a  long-lasting,  close  shave  with 
I  rritation.  But  that's  only  half  the  story  of  the  new 
Iflo.  When  you're  done,  just  place  the  shaver  in  the 


Clean&Charge  unit  and  it  automatically  cleans  it,  dries  it 
and  recharges  the  battery.  The  foil  and  shaving  head  are 
cleaned  thoroughly  with  a  special  hygienic  cleaning  solution, 
so  there's  no  messing  with  little  brushes  or  running  it  under 
the  tap.  In  fact,  the  Braun  Syncro  System  leaves  everything 
so  clean.  It's  like  getting  a  new  shaver  every  day. 
Braun  Syncro  System  i2cxxmi,iun 
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TECHNOLOGY 


OUT  OF  THE  FRYING  PAN  AND  INTO 
THE  FRYING  PAN 

PC  makers  build  up  another  cramped  market:  Servers 


From  the  way  they  talk, 
you'd  think  troubles  in  the 
personal  computer  market 
were  no  big  deal  for  PC  mak- 
ers. Forget  talk  that  their  in- 
ventories are  piling  up  or  that 
2000  gi-owth  for  the  industry  is 
expected  to  be  just  9.4%,  vs. 
24%  in  1999. 

Computer  makers  have  long 
claimed  to  have  a  secret 
weapon:  the  burgeoning  server 
market.  With  hefty  20%-plus 
margins,  vs.  10%  or  less  for  a 
desktop  PC,  servers  have  pro- 
vided lots  of  revenue  growth 
and  a  big  chunk  of  profits  for 
such  top  makers  as  Compaq 
Computer  Corp.  and  Dell  Com- 
puter Corp.  Thanks  to  the  bil- 
lions being  invested  in  Internet 
infrastructure,  crows  Bill 
Zeitler,  IBM's  server  chief,  "this 
is  the  greatest  business  oppor- 
tunity that's  going  to  come 
along  in  the  next  20  years." 

Despite  such  optimism,  the 
server  market  may  not  bring 
salvation  to  PC  makers.  Most 
have  targeted  the  market  for 
low-  to  midlevel  PC  servers, 
which  can  do  everything  from 
managing  a  slice  of  a  company's  sales  to 
running  its  e-mail  system.  But  the  push 
of  PC  makers  into  the  business — along 
with  competition  from  a  host  of  new- 
comers attacking  the  same  markets- 
have  made  for  a  much  tougher  battle. 
That's  one  reason  investors  remain 
largely  unconvinced  that  servers  will 
end  the  PC  makers'  problems. 
DEDICATED  MACHINES.  Indeed,  the 
biggest  threat  to  their  plans  may  come 
from  the  booming  demand  for  "server 
appliances."  These  machines  can  do  one 
Net-based  task  more  reliably  and  cheap- 
ly than  general  purjiose  PC  servers.  Cus- 
tomers seem  to  prefer  these  products,  in 
part,  because  they  are  designed  with 
special  software  that  eases  the  hassle  of 
having  to  manage  over  the  Net.  While 
International  Data  Corp.  expects  annu- 
al PC  server  sales  to  grow  from  $8.1 
billion  in  1998  to  $13  billion  in  2002,  IDC 
analyst  Mark  Melanovsky  thinks  such 
server  appliances  will  zoom  from  $1.2 
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billion  in  1999  to  $12.4  billion  in  2002. 

If  he's  right,  it'll  be  deja  vu.  PC  mak- 
ers may  find  themselves  squeezed  into  a 
plain  vanilla  commodity  market  with  lit- 
tle choice  but  to  slash  prices  to  win 
share — the  same  formula  that  squeezed 
the  profits  out  of  desktops.  That  already 
seems  to  be  happening:  Industry  ob- 
servers say  some  low-end  servers  from 
PC  makers  now  sell  for  $2,000,  about 
half  the  price  of  a  year  ago. 

To  be  sure,  the  server  war  hasn't 
claimed  big  victims  yet.  The  server 


Startups  with 

radical  business 

plans  are  stealing 

accounts 


units  of  C'ompaq  and  IBM  have  surgi 
40%  each  in  the  past  six  months 
they've  catered  to  the  strong  marl(| 
for  servers  linked  to  the  Net.  That  m; 
ket  is  sizzling  largely  due  to  new  er 
clopedia-size  servers  that  can  be  stac 
efficiently  in  Web  hosting  centers. 
NEW  FOCUS.  Others  in  the  PC  Old  G 
aren't  faring  so  well.  Dell,  which  soa: 
to  greatness  by  applying  mass-mar^ 
efficiencies  to  the  desktop  m: 

Iket,  is  showing  signs  of  hitt: 
f     the  wall  in  the  more  compli 
i     ed  server  business.  By  conci 
I     trating  on  the  market  for  ch 
,  -     servers  that  do  the  least  o 
'A     plex  jobs,  Dell  boosted  its 
ji     ket  share  from  12%  in  mid  1 
m     to  16%  this  summer. 

Still,  Dell's  growth  is  slo 
dramatically.  Analyst  Kevin 
McCarthy  of  Donaldson,  L 
&  Jenrette  Inc.  notes  that 
sales  of  servers  and  server- 
lated  products  for  data  stor^ 
have  slowed  from  a  93%  gai 
the  third  quarter  of  1998 
36%  in  its  most  recent  qua 
Dell's  problem?  It  relies 
the  same  approach  it  used] 
fjt  '    PCs:  combining  software  fi 
►  -*;    Microsoft  Corp.  with  Intel  ( 
chips  onto  a  standard  hard 
design,  letting  the  customer 
tomize  and  maintain  the  gi 
That's  not  good  enough  for 
companies,  who  find  such 
terns  crash-prone.  Others 
rushing  in  to  fill  the  void 
the  flood  of  e-mail  and 
Net  traffic  on  the  rise,  Su 
vale  (Calif.)-based  Network 
pliance    Inc.    has    developed    ser 
loaded  with  special  software  to 
data  management.  Servers  Irom  Co) 
Networks  Inc.  in  nearby  Mountain  V 
have  simplified  Web-hosting. 

PC's  Old  Guard  is  even  losing  imj 
tant  accounts  to  PC  startups  with  rac 
business  plans.  Guess  who  provides 
the  servers  for  Yahoo!,  Google,  and  1 
mail?  It's  tiny  San  Jose-based  Rack; 
Systems.  It  has  created  software  1 
links  a  series  of  standard  desktop  P(^ 
that  if  one  of  those  machines  fails 
duties  are  picked  up  by  a  neighbo 
machine.  "It's  the  wave  of  the  futu 
insists  Google  Chief  Information  ( 
cer  Jim  Moore. 

Considering  the  industry's  conti 
mutation,  that  is  hardly  a  given, 
this  much  is:  Unless  makers  learn  f 
their  mistakes  in  \'v»  ,  they  tu-e  like) 
repeat  them  in  servers. 

/)'//   Peter  Burrows  in   S(ni   M( 
Calif. 
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To  your  netv^orH, 
they  should  iooU  the  same. 
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When  your  business  is  truly  global,  your  network  should  be  truly  seamless.  Communications 
should  flow  effortlessly  and  securely  all  around  the  globe,  regardless  of  where  you  are. 
Global  One  users  receive  this  kind  of  superior  service  worldwide,  because  we  manage  our 
global  network  from  one  end  of  the  earth  to  the  other  And  we  provide  innovative  and  leading 
edge  products  and  services.  So  no  matter  where  you're  doing  business,  we  can  help  you 
make  your  world  one.  For  more  information,  call  1-877-460-4141  or  visit  www.globalone.net. 
Global  One.  Your  world.  Our  shoulders. 
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COMMENTARY 


By  Paul  Raeburn 


IT'S  PERFECT  WEATHER  TO  FIGHT  GLOBAL  WARMING 


The  failure  of  United  Nations 
global  warming  talks  on  Nov.  25 
comes  as  the  U.  S.  faces  serious 
energy  problems  at  home.  The  coun- 
try remains  perilously  dependent  on 
foreign  oil.  Prices  of  oil  and  gasoline 
are  sky-high.  And  the  nation's  aging 
power  grid  is  crumbling  under  the 
strain  of  rising  demand. 

Couple  this  with  an  expected  slow- 
down in  the  U.  S.  economy,  and  it 
might  seem  that  the  impasse  at 
The  Hague  summit  was  a  relief. 
The  U.  S.  won't  face  new  limits 
on  its  use  of  coal  or  oil.  Nor 
will  it  be  faced  with  a  big  bill 
for  pollution  controls. 

Nice  as  that  sounds,  it's  a 
shortsighted  view.  Unilater- 
al efforts  to  limit  emissions 
of  the  so-called  greenhouse 
gases  that  cause  global  ' 

warming  could  quickly  aid 
the  U.  S.  economy,  by  en- 
couraging a  more  efficient 
energy  system.  Indeed,  dur- 
ing the  global-warming  talks 
the  U.  S.  Energy  Dept.  released 
a  repoil  that  concluded  the  nation 
can  "significantly  reduce  inefficien- 
cies, oil  dependence,  air  pollution, 
and  greenhouse  gas  emissions  at  es- 
sentially no  net  cost  to  the  U.  S. 
economy."  The  benefits  extend  to  in- 
dividual businesses,  too.  Investments 
in  energy  efficiency  would  be  rapidly 
repaid  by  lower  fuel  costs. 
DRAMATIC  CUTS.  There  are  plenty  of 
longer-term  benefits,  too.  If  the  adop- 
tion of  energy-efficiency  technologies 
and  research  were  pursued  aggres- 
sively, the  U.  S.  could  cut  its  predict- 
ed energy  consumption  in  2020  by 
20%,  the  report  concluded.  That 
would  cut  the  nation's  energy  bill  by 
$124  biUion.  Carbon  dioxide  emis- 
sions would  fall  by  one-third. 

Certainly,  there  will  be  some  pain. 
Aggressive  strategies  to  boost  the 
nation's  energy  efficiency  could  lead 
to  a  50%  drop  in  coal  production  by 
2020.  But  it  is  expected  that  job  loss- 
es in  coal  and  in  railroads — which 
transport  coal — could  be  offset  by 
job  gains  in  alternative  energy  and 
energy-efficiency  businesses. 

Of  course,  such  arguments  haven't 
won  over  all  critics — particularly 


tki  Qi  iciMtcc  u/trtru-  /  ncrck/incD   i  i     'innn 


those  with  something  to  lose.  Many 
in  the  utility  industry  continue  to  ar- 
gue that  tough  limits  on  emissions 
would  take  a  sharp  toll  on  the  U.S. 
economy.  Just  look,  they  say,  at  an 
earlier  round  of  talks  that  led  to  the 
Kyoto  Protocol.  The  protocol  says 
the  U.S. 


The  problem  with  the  U.  S.  pro- 
posal, and  the  arguments  of  critics 
such  as  the  utility  industry,  is  that 
they  ignore  the  larger  cost  of  not  re- 
ducing emissions.  The  recent  Energy 
Dept.  study  highlights  new  and  ex- 
isting technologies,  along  with  gov- 
ernment incentives,  that  are  hardly 
onerous.  Some  of  the  quickest  sav- 
ings come  in  heating,  cooling,  and 
lighting  buildings.  They  can  be  as 
simple  as  replacing  incandescent 
lights  with  fluorescent  lights; 
they  can  be  cost-effective  now. 

But  even  bigger  efficiencies 
\  will  come  from  metal  halide 
\  lamps  under  development. 
\   Water  heaters  are  another 
important  source  of  ener- 
f  gy  savings  in  commercial 
'  and  residential  buildings, 
the  report  says.  If  these 
■   things  were  more  widely 
used,  the  study  estimates 
that  by  2020,  energy  use 
for  buildings  could  be  rough- 
ly equal  to  what  it  was  in 
1997 — and  carbon  dioxide  emis- 


Even  in  the  short  run, 
adhering  to  emissions 
guidelines  aids  the  U.S.  economy  by  easing  its 
many  other  energy  woes 


must  reduce  its  greenhouse  gas 
emissions  to  7%  below  its  1990  levels 
by  the  period  2008-12.  The  Edison 
Electric  Institute,  an  association  of 
shareholder-owned  utilities,  says  that 
may  cost  utilities  .$30  billion  by  2010 
and  the  U.S.  economy  "$100  billion 
to  $200  billion  or  more  in  2010." 

That  attitude  was  shared  in  part 
by  the  U.  S.  delegation  to  the  talks  at 
The  Hague.  U.S.  delegates  asked  for 
substantial  credit  for  the  ability  of 
U.  S.  forests  to  absorb  carbon  dioxide 
and  for  building  clean  power  plants 
elsewhere  in  the  world.  They  offered 
only  minimal  cuts  in  U.S.  carbon 
dioxide  emissions.  Western  p]urope, 
short  on  forests  and  facing  sharper 
emissions  cuts,  objected.  European 
environmentalists  were  outraged. 


sions  would  be  below  1990  levels. 

The  problems  of  global  warming 
aren't  going  away.  The  talks,  which 
will  probably  resume  next  May,  are 
yet  another  opportunity  to  adch'ess 
these  problems.  There  is  gi'owing  sci- 
entific acceptance  of  the  evidence 
that  over  the  long  term,  global 
warming  could  have  a  devastating  ef- 
fect. The  likely — and  costly — plague 
of  disasters  will  include  ccjastal  flood- 
ing, widespread  disruption  of  agricul- 
ture, increases  in  the  spread  of  tropi 
cal  diseases,  and  sharp  changes  in 
global  weather  patterns.  The  prudent 
course  is  to  take  action  now;  the  bill 
later  will  just  be  higher. 


Senior  Writer  Raebuni  covers 
science  and  the  environmetd. 
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Providing  just  >vhat  you're  look 
in  optical  solutions.  Everything. 


Experience  what's  next  in  optical  networking.  Alcatel,  the  world  leader  in  optical  networking 
and  cross  connect  systems,  has  created  the  Cross  Light  photonic  cross  connect,  cornerstone  of 
the  Optinex "  family  of  end-to-end  optical  networking  solutions.  Cross  Light's  capacity  increases 
as  the  need  for  bandwidth  grows,  enabling  service  providers  to  build  highly  intelligent, 
all-optical  networks  at  reduced  cost.  For  anyone  looking  to  evolve  their  network,  attract  and 
retain  customers,  Alcatel's  Optinex "  solutions  will  make  you  feel  like  a  kid  in  a  candy  store. 
Alcatel,  world  leader  in  optical  networking. 
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EXECUTIVE  SUITE 

A  FAMOUS  BRAND 
ON  A  ROCKY  ROAD 

Would  Ben  &  Jerry's  sales 
soften  without  Ben  and  Jerry? 

It  was  a  short  honey- 
moon. Just  seven 
months  after  Anglo- 
Dutch  conglomerate 
Unilever  PLC  bought 
Ben  &  Jerry's  Home- 
made Inc.  of  Vermont 
for  $326  million,  the 
ice  cream  company's 
two  ex-hippie  founders  are  threatening 
to  quit.  On  Nov.  20,  Unilever  named 
Frenchman  Yves  Couette,  the  former 
head  of  the  company's  Mexican  ice  cream 
business,  as  Ben  &  Jerry's  next  CEO. 
Later  that  day,  Ben  Cohen  and  Jerry 
Greenfield  issued  a  statement  saying 
they  support  someone  else,  though  they 
didn't  say  whom.  Sources  say  it's  long- 
time Ben  &  Jerry's  director  Pierre  Fer- 
rari. "We  have  not  decided  whether  or 
not  to  remain  with  the  company,"  the 
pair  said  in  the  statement. 

Can  Ben  &  Jerry's  thrive  without 
Ben  and  Jerry?  Couette  isn't  talking 
and  neither  are  Cohen  and  Greenfield. 
There's  no  doubt  the  founders'  depar- 
ture would  be  a  blow  to  legions  of 
devotees  who  like  the  company's  prac- 
tice of  contributing  7.5%  of  its  profits  to 
social  causes.  But  truth  be  told, 
Unilever  doesn't  need  Cohen  or  Green- 
field, marketing  experts  say.  The  Ben  & 
Jerry's  brand  has  had  sluggish  growth 
for  years,  and  any 
loyalty  inspired  by 
Cohen  and  Green- 
field is  now  less 
important  than 
Unilever's  market- 
ing and  distribution 
muscle.  "As  long  as 
Unilever  doesn't  mess  with  the 
[ice  cream]  quality,  it  vdll  con- 
tinue to  flourish,"  predicts 
Michael  Wahl,  chairman  of  su- 
permarket marketing  consultant 
HMG  Worldwide  Corp. 

Even  so,  a  noisy  exit 
by  Cohen  and  Green- 
field, who  have    re- 
newable   one-year 
contracts,    would 


compUcate  Unilever's  plans.  The  $40  bi 
lion  company  owns  Breyers,  Good  Hi 
mor,  and  Klondike  ice  cream  in  the  U.S 
plus  other  top  brands  in  Europe  an 
Asia.  Ben  &  Jerry's  CEO  Perry  D.  Oda 
who  steps  down  in  January,  sa 
Unilever  is  gearing  up  to  move  Ben 
Jerry's  through  its  worldwide  distrib 
tion  network.  "Ben  &  Jerry's  can  be  a 
billion  brand  for  Unilever  in  three  ye: 
if  everything  goes  right,"  Odak  says. 
FACTORING  IN.  That  would  require 
quadrupling  of  this  year's  sales  of  aboj 
$248  miUion.  In  the  past  two  years,  t 
new  competitors  have  challenged  B 
&  Jerry's  U.S.  business — Dreyer's  Grai 
Ice  Cream  Inc.'s  Dreamery  brand  ai 
Campbell  Soup  Co.'s  Godiva  ice  creai 
Through  Nov.  5,  Ben  &  Jerry's  supe 
market  dollar  sales  are  down  3.5%  tl 
year,  according  to  Information  R, 
sources  Inc.  But  Odak  thinks  Unile 
can  achieve  its  target  with  or  withi 
the  founders.  "This  company  is  not 
pendent  on  one  or  two  individuals,' 
says. 

Still,  some  marketing  experts  s 
valuable  brand  equity  would  disappe: 
Cohen  and  Greenfield  were  to  go. 
would  be  similar,  for  example,  to  P; 
Newman  disassociating  himself  from 
Newman's  Own  brand.  "If  New: 
publicly   walked   away   and   that   1 
doubts  about  the  product  in  the  mi 
of  consumers,  there  is  the  potential 
that  to  be  destructive,"  says  Gary 
Stibel,  founder  of  marketing  manai 
ment  consultant  New  England  Consi 
ing  Group.  "That's  not  the  kind  of 
Unilever  should  take,"  he  says. 

The  ball  clearly  is  in  Unilever's  co 

Unilever  spokesman  Stephen  Milton  s; 

his  company  is  eager  to  see  Ben  & 

ry's  founders  stay  and  that  the  soo: 

they  work  things  out,  the  betterj 

not,  Vermont's  most  famous  ent 

preneurs  could  soon  be  unemploy< 

By  Geoffrey  Smith  in  Bos  ^ 

AN/- 


COHEN  AND 
GREENFIELD 


54  BUSINESS  WtEK 


IH  E      EF>n"OI\/IE      OF      F»  E  R  F  O  R  IVI  A.  INI  C  E 


Sll>JOLJIVJC:ilNIC3 

/\  isi  /XC3  E  rs/i  E  rsji 


hic3h-f>ei=jfc3i=ii\/i/\isic::e 

S  CD  l="r\/\//\  Fl  E  . 


:  us  one  hour.  We'll  show  you  how  ActiveProject®.  our  high-performance  Web-based  program  management  software, 

bles  world-class  companies  to   connmunicate  with   external   partners  at  extraordinary  speed — faster 

1  any  traditional  method.  And  we'll  demonstrate  how  it  helps  you  deliver  your  products  to  market 
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Sweepstakes  available  only  to  program  managers  and  above  in  selected  manufacturing  companies.  You  must 
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CITIGROUP 
FUMBLES  AGAIN 

A     YEAR     AFTER     CITIGROUP 

promised  Congress  that  it 
had  corrected  procedural 
lapses  that  allowed  alleged 
money  launderers  to  move 
millions  through  Citibank  pri- 
vate bank  accounts,  along 
comes  another  black  eye.  A 
General  Accounting  Office 
report  released  on  Nov.  29 
says  that  Citibank  branches 
opened  accounts  for  236 
Delaware  companies  formed 
by  a  Russian  agent  without 
knowing  the  nature  of  the 
businesses  or  who  was  be- 
hind each  one. 

Over  the  past  nine  years, 
some  $1.4  billion  flowed  into 
accounts  at  Citi  and  the  Com- 
mercial Bank  of  San  Francis- 
co. Most  of  that  eventually 


CLOSING    BELL 


BURNT  CIENA 

In  another  sign  of  a  slow- 
down in  the  telecommunica- 
tions sector,  Ciena  took  a 
bath  on  the  three  days  ended 
Nov.  29.  The  Linthicum  (Md.) 
telecom-equipment  maker 
plunged  28%,  to  73  a  share, 
on  fears  of  slowing  sales.  In- 
vestors expect  key  Ciena 
customer  Sprint  to  choose 
French  telecom-equipment 
maker  Alcatel  as  a  second 
source  for  equipment  that 
enhances  fiber-optic  capaci- 
ty. And  they  anticipate  in- 
creasing price  competition  in 
Ciena's  products. 
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was  transferred  to  offshore 
banks.  In  a  Nov.  28  letter  to 
the  GAO,  Citigroup  said  that 
the  questionable  accounts 
have  been  closed  and  new 
safeguards  installed.  The  gao 
referred  its  findings  to  the 
Justice  Dept. 

QUICK  DRUG  REVIEW. 
QUICK  RECALL 

UNDER   PRESSURE   FROM   THE 

Food  &  Drug  Administration, 
Glaxo  Wellcome  withdrew 
Lotronex  from  the  market  on 
Nov.  28.  The  drug  was  the 
first  to  directly  tackle  irrita- 
ble bowel  syndrome,  suffered 
by  15%  of  Americans,  but  it 
has  been  linked  to  colitis  and 
ruptured  bowels.  The  FDA 
took  action  after  learning  of 
70  injury  cases,  including  five 
deaths.  Glaxo  insists  that 
Lotronex  is  safe,  but  FDA 
critics  say  the  case  is  proof 
that  the  agency  is  approving 
drugs  too  quickly.  The  FDA 
gave  Lotronex  a  speedy  re- 
view, approving  it  for  use  by 
women  in  February. 

WHERE  VENTURE 
MONEY  IS  FLOWING 

THE      SHAKEOUT      IN      TECH 

stocks  isn't  keeping  investors 
from  betting  on  venture  cap- 
ital funds — but  established  vc 
players  are  getting  the  lion's 
share  of  the  capital.  The  Na- 
tional Venture  Capital  Assn. 
reported  on  Nov.  27  that  ven- 
ture funds  raised  $28  billion 
during  the  third  quarter  to 
invest  in  new  companies,  up 
16%  from  the  second  quarter 
and  153%  from  a  year  earlier 
But  93%  of  the  new  money 
went  to  established  venture 
firms,  compared  with  only 
78%  last  year. 

QANTAS  JOINS 
AIRBUS' FLOCK 

EUROPEAN  AKROSE'ACE  ('ON- 
sortium  Airbus  Industrie  has 
scored  a  crucial  win  against 


HEADLINER:   DAVID   DORMAN 


INTO  THE  BREACH  AT  AT&T 


David  Dorman,  a  veteran 
telecom  executive,  is  no 
stranger  to  tough  assign- 
ments. But  his  Nov.  28 
appointment  as 
president  of 
AT&T's  belea- 
guered busi- 
ness-services 
and  network 
unit  may  be 
Dorman's  most 
challenging  yet. 
His  job:  to  reverse 
the  systemic  decline  in 
business  long-distance 
revenue  while  trying  to 
sell  companies  more  Inter- 
net and  e-commerce  ser- 
vices. And  he'll  try  to  do 
this  amid  the  turmoil  of 
AT&T  Chairman  and  CEO  C. 
Michael  Armstrong  split- 
ting the  company  into  four 
stand-alone  businesses: 


wireless,  cable  TV,  con- 
sumer long  distance,  and 
business  services. 

Luckily,  Dorman,  46,  is 
familiar  with  AT&T, 
having  recently 
served  as  chief  • 
executive  of  its 
international 
joint  venture 
with  British 
Telecommunica- 
tions called  Con- 
cert Communica- 
tions. "Dorman  won't 
upset  the  applecart,"  says 
Gary  Jacobi,  a  telecom  an- 
alyst at  Deutsche  Banc 
Alex.  Brown.  While 
daunting,  the  job  could 
pay  off  handsomely:  Suc- 
cess could  put  Dorman  in 
line  to  become  Arm- 
strong's heir  apparent. 

Charles  Haddac  L  ■' 
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U.S.  rival  Boeing.  On  Nov. 
28,  flagship  Australian  carrier 
Qantas  Airways — untD  now  a 
100%  Boeing  shop — said  it 
will  spend  $4.6  billion  on  31 
Airbus  jets,  including  a  dozen 
new  A-3XX  superjumbos. 
When  the  A-3XXS  are  dehv- 
ered  in  2006,  they  will  seat 
up  to  600  passengers.  Boeing 
didn't  walk  away  empty- 
handed,  though.  Qantas  also 
ordered  six  new  "stretch" 
Boeing  747s,  prompting  the 
Seattle  company  to  officially 
launch  the  500-seat  aircraft 
for  2002  delivery. 

MORE  HOME  BUYERS 
STAY  HOME 

IN  YET  ANOTHER  SIGN  OF 
slowing  in  the  once-blazing 
economy,  existing  home  sales 
declined  for  the  second  month 
in  a  row  in  October.  Despite 
lower  mortgage  costs,  poten- 
tial home  buyers  are  react- 
ing to  flatter  income  growth, 
falling  stock  prices,  and  wilt- 


ing    consumer     confidenc  ■ 
Home  sales  dropped  3.9% 
a  softer-than-expected  4.j^ 
million  annual  rate,  the  lo  * 
est  since  July.  Still,  eco 
mists    aren't   panicking 
least  not  yet.  That's  beca 
sales  are  hovering  near  t 
5  million-unit  level,  cons 
ered  the  benchmark  of  an 
tremely  strong  market.  J 
Naroff  of  Naroff  Econo 
Advisors  predicts  2000  is  s 
likely  to  finish  up  as  the  b^ 
year  after  1999,  when  exi| 
ing  home  sales  hit  a  seasi 
ally  adjusted  annual  rate 
5.2  million  units. 


ETCETERA.  ■■ 

■  Gateway  expects  fourj 
quarter  profits  to  be  sigr 
cantly  lower  than  estimat^ 

■  Forest-products  giant  WJ 
erhaeuser  launched  a  host] 
bid  for  Willamette  Induslri 

■  Broadcom  agreed  to  lij 
Israeli  video  chipmaker 
sionTech  for  $677  million. 
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Redleaf 

VVTiere  innovation  lives. 


That's  the  thing  about  extraordinary  ideas. 
They  rarely  turn  up  in  ordinary  places. 

By  comparing  innovative  ideas  from  all  over  the  globe,  we  can 
differentiate  prodigy  startups  from  tepid  knock-offs. 
Its  comparative  selection,  and  it's  like  no  seed  stage  strategy  on  earth, 
www,  redleaf.com 
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Every  day,  60,000  people  use 

their  mobile  phones  to  shop. 

Mobile  commerce  is  heating  up, 
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Mobile  security  from  Ericsson.  _      Worry-free  mobile  transactioi 

So  are  concerns  about  security. 

That's  why  Ericsson  has  developed 

a  secure  online  payment 

and  transaction  package  for  the 

new  Mobile  Internet.  Offering 

security  for  network  operators, 

and  total  peace  of  mind  for  their 

customers.  How  cool  is  that? 

www.ericsson.com 

The  Mobile  Internet  Revolution. 
It's  an  everyday  thing. 
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IRST  A  BRIEF  LULL, 
HEN  HURRICANE  HILLARY 


I  nee  Hillary  Rodham  Clinton  is  sworn  in  as  the  junior 
Senator  from  New  York  on  Jan.  3,  friends  insist  she 
will  take  her  rightful  place — at  the  bottom  of  the  pecking 
er  The  F'irst  Lady  will  play  the  role  of  loyal  party  troop- 
as  she  quietly  earns  her  legislative  stripes. 
)on't  believe  it.  This  is  Hillary.  Even  as  a  freshman,  she 

unique  advantages,  including  longtime  friends  in  the 
late  and  a  powerful  fund-raising  apparatus  that  could  be 
■  to  the  Dems'  bid  to  win  just  one  more 
t  in  2002 — and  take  control  of  the  Senate. 
e  was  important  because  of  whom  she  slept 
h.  Now  she's  important  in  and  of  herself," 
s  government  professor  Stephen  .J.  Wayne 
Georgetown  University, 
lillary  arrives  on  Capitol  Hill  representing 

only  18  million  New  Yorkers  but  also  a 
ional  constituency  that  admires  her  posi- 
is  on  social  issues — not  to  mention  her 
tzpah.  And  allies  will  expect  her  to  take 
their  causes.  Clinton  may  play  the  coy 
;hman  Senator  for  six  months  or  so,  but 
r  that,  watch  out  for  Hurricane  Hillary, 
■enator  Clinton's  first  order  of  business  will 
to  press  for  a  package  of  economic  devel- 
lent  initiatives  for  upstate  New  York,  which 
e  her  a  surprising  47%  of  the  vote.  Such  a 
'^e  will  reward  voters  and  send  a  pro-busi- 
5  signal.  From  there,  close  aides  say,  she  expects  to  use  a 
;  on  the  Senate  Health,  Education,  Labor  &  Pensions 
amittee  to  push  her  social  agenda.  Among  the  top  is- 
i  the  panel  is  expected  to  take  up  next  year:  access  to 
Ith  care  for  some  40  million  uninsured  and  a  $43  billion 
)ol  spending  bill  designed  to  decrease  class  size  and  im- 
/e  school  technology.  Aides  say  she  also  might  accept  a 

king  Committee  slot.  With  fellow  New  York  Senator 
rles  E.  Schumer  possibly  moving  to  the  tax-writing  Fi- 
:e  Committee,  the  two  are  expected  to  work  hand-in-glove 


FRESHMAN:  But  no  novice 


promoting  the  interests  of  New  York's  money-center  banks. 
While  Clinton's  agenda  isn't  well-defined,  expect  her  to  chart 
a  middle-of-the-road  course.  True,  she  will  work  closely  with 
leading  Democratic  Uberals,  such  as  CaUfomia's  Barbara  Box- 
er on  Social  Security  reform  and  Minnesota's  Paul  D.  Wellstone 
on  child-care  tax  credits.  But  she'll  also  reach  out  to  moderate 
New  Democrats,  the  party's  center  of  gravity  in  the  Senate — 
working  with  them,  for  example,  to  push  for  paying  down  the 
national  debt.  "She  never  has  been  as  wooUy  lib- 
eral as  people  have  made  her  out  to  be,"  says 
former  White  House  spokesman  Mike  McCurry. 
FAST  RESULTS.  Indeed,  Hillary  could  see  quick 
progress  on  some  issues  without  much  heavy 
lifting.  A  patients'  bill  of  rights,  education  re- 
form, and  a  prescription-drug  benefit  for  seniors 
were  the  focus  of  numerous  House  and  Senate 
campaigns  and  have  gained  currency  with  the 
public.  With  Dems  now  holding  half  the  seats 
in  the  Senate — or  almost  half  if  Al  Gore  and 
Joe  Lieberman  ultimately  win  the  White 
House — the  vote  count  is  also  leaning  Hillary's 
\\  ay.  Says  her  campaign  manager.  Bill  de  Bla- 
sio:  "It  is  a  very  good  time,  in  terms  of  pubHc 
sentiment,  to  get  something  done." 

True,  Hillary's  first  year  in  office  won't  be  a 
Cakewalk.  She  holds  a  powerful  megaphone 
but  will  need  to  use  it  sparingly  so  as  not  to 
stir  jealousy  among  fellow  Dems.  And  conservatives  could  try 
to  trip  up  any  bill  bearing  her  name.  Majority  Leader  Trent 
Lott  (R-Miss.)  already  has  signaled  as  much.  "She's  only  one 
of  100,  and  I  intend  to  remind  her  of  that  every  day,"  he  says. 
Such  displays  of  partisanship  chagrin  even  some  GOP  sen- 
ators, who  say  it  would  be  foolish  to  play  political  hardball 
with  Hillary.  After  all,  when  it  comes  to  running  circles 
around  pesky  Republicans,  she  can  get  advice  from  the  mas- 
ter by  just  phoning  a  Senate  spouse  named  Bill. 

By  Lorraine  WoeiLert. 


CAPITAL  WRAPUP 


INKING  ON  OXLEY 


ilepresentative  Michael  G.  Oxley  (R- 
lio)  appears  to  have  lost  out  to  Billy 
uzin  (R-La.)  for  the  chairmanship  of 
i  House  Commerce  Committee,  but 

may  snare  a  consolation  prize:  the 
luse  Banking  Committee.  By  seniori- 

the  chairmanship  should  go  to 
irge  Roukema  (R-N.J.),  a  20-year 
teran  of  the  panel.  But  she  is  too  in- 
pendent  for  some  Republicans.  If  the 
ht  gets  too  messy,  however,  Richard 

Baker  (R-La.),  a  loyal  party  work- 
rse,  could  be  a  compromise  candidate. 


CONTROVERSY  ON  THE  COB 

►The  Environmental  Protection 
Agency  is  racing  to  determine  whether 
Aventis  CropScience's  StarLink  corn  is 
safe  enough  for  humans.  The  gene-al- 
tered corn,  approved  only  for  animal 
feed,  caused  a  ruckus  when  it  turned 
up  in  taco  shells.  Figuring  the  flap 
would  simmer  down  if  the  com  were 
approved  for  humans,  too,  Aventis  pe- 
titioned the  EPA  to  review  new  data. 
On  Nov.  28,  the  agency  convened  an 
advisory  panel.  Furious  biotech  foes 
charge  that  the  EPA  is  moving  too  fast. 


SINGAPORE  SURPRISE 

►President  Clinton  and  U.  S.  Trade 
Rep  Charlene  Barshefsky  surprised  the 
rest  of  the  Administration  during  the 
Asia-Pacific  Economic  Cooperation  sum- 
mit in  Brunei  by  proposing  a  free-trade 
deal  with  Singapore.  The  idea  had  nev- 
er been  raised  in  Cabinet  councils. 
Chilean  officials,  who  thought  they 
were  next  in  the  free-trade  line,  were 
livid.  Talks  with  Singapore  will  start 
soon  so  they  can  be  finished  during 
Clinton's  watch.  Talks  with  Chile  will 
be  on  a  hurry-up  timetable. 


^WUMiiMMiiiMAMiitAiik^^^AiiikAte 


International  Business 


DEFUSING 
A  DEBT  BOMB 

Can  Chen  clean  up  the  troubled  banking  sector? 


i 
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As  a  former  U.S.  Senator  and  Re- 
publican Vice-President,  Dan 
Quayle  is  no  stranger  to  Taiwan. 
As  an  Asian  security  flash  point, 
the  island  has  long  been  a  darling  of 
American  conservative  politicians.  When 
Quayle  visited  Taiwan  in  late  November 
as  a  representative  of  the  private  sector, 
the  focus  again  was  the  island's  vulner- 
ability— but  this  time  to  a  financial  cri- 
sis. Quayle's  employer:  Cerberus  Capital 
Management,  the  world's  largest  in- 
vestor in  distressed  debt,  which  has 
been  active  in  crisis-stricken  Thailand, 
South  Korea,  and  Japan. 

The  descent  of  the  global-finance  vul- 
tures on  Taiwan  shows  how  serious  the 
country's  troubles  have  become.  While 
the  government  says  nonperforming 
loans  are  a  manageable  5%  of  total  bank 
lending,  independent  estimates  range 
up  to  15% — nearly  at  the 
level  other  Asian  countries 
were  before  their  curren- 
cies crashed  in  1997.  "No- 
body knows  the  true  scope 
of  the  problem,"  says 
Quayle,  who  is  helping 
Cerberus  find  local  part- 
ners to  set  up  an  asset 
management  company  to 
buy  and  sell  problem  loans. 
GLUT.  Taiwan  should  be 
strong  enough  to  avert  a 
full-blown  crisis.  But  as 
worries  mount,  and  its  cur- 
rency and  stock  markets 
steadily  drop,  the  embat- 
tled government  of  Presi- 
dent Chen  Shui-bian  is 
scrambling  to  restore  con- 
fidence. On  Nov.  25,  he  got 
the  opposition-dominated  legislature  to 
pass  a  law  laying  the  groundwork  for 
reform.  It  removes  legal  obstacles  that 
have  made  bank  mergers  near  impossi- 
ble. It  also  makes  it  easier  for  banks 
to  dispose  of  bad  loans. 


That  could  set  off  a  badly  needed 
consolidation  of  the  financial  sector,  now 
glutted  with  53  commercial  banks  and 
some  360  credit  cooperatives  serving  a 
population  of  23  million.  Taiwan  "proba- 
bly has  more  bank  branches  than  bak- 
eries," quips  Neal  Stovicek,  Taipei-based 
advisor  to  National  Securities  Corp. 
The  competitive  frenzy  has  contributed 
to  reckless  lending. 

The  bill  also  is  viewed  as  a  badly 
needed  victory  for  Chen.  Since  taking 
office  in  May,  the  President  has  been 
hit  with  a  recall  campaign  by  legisla- 
tors angry  over  his  cancellation  of  a  nu- 
clear plant  and  has  been  under  intense 
fire  from  business  for  not  paying  enough 
attention  to  the  economy. 

Cleaning  up  the  mess  won't  be  easy. 
And  the  economic  fallout  could  grow 
more  severe.  The  roots  of  the  problem 


TAIWAN'S  DUD  LOANS: 
A  MOUNTING  PROBLEM 

NONPERFORMING  LOANS  AS  A 
6-    PERCENTAGE  OF  TOTAL 
BANK  LENDING 


UNDER  FIRE 

Business  blames 
President  Chen  for 
not  focusing 
on  the  economy 
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A  PERCENT       DATA:  CENTRAL  BANK  OF  CHINA 


are  lax  government  oversight, 
poor  disclosure,  and  Taiwan's 
reluctance  to  defuse  a  debt 
bomb  that's  been  ticking  for 
a  decade.  In  1992,  the  govern- 
ment granted  l(i  new  banking 
licenses  as  part  of  a  financial 
liberalization.  Many  of  these 
banks  proceeded  to  lend  with  abandon, 
often  to  conglomerates  and  overambi- 
tious  property  developers  tied  to  the 
Kuomintang,  then  the  ruling  i)arty. 
p]ven  more  dangerous,  many  Taiwanese 
banks  include   stocks  in   their  asset 


base — a  practice  that 
backfired  disastrous- 
ly in  Japan — and  ac- 
cept them  as  collater- 
al. In  1998,  serious 
problems  began  to 
surface.  Big  compa- 
nies such  as  Chinese 
Automobile  Co.  and 
Kuoyang  Construc- 
tion Co.  defaulted  and 
lenders  had  to 
reschedule  the  huge 
debts  of  conglomer- 
ates such  as  textile 
maker  Tuntex  Group. 
But  rather  than 
forcing  banks  to  solve 
the  problem  by  book- 
ing loan  losses,  regu- 
lators urged  them  to  Taipei  plans 

roll    over   loans.    Or   raise  about 

banks  failed  to  report 
problem  loans.  Such 
sloppy  practices  con- 
tinue. "Everyone  is 
hiding  the  bad  loans,"  says  Jeffrey  ^'-'^ 
Koo  Jr.,  president  of  Chinatrust  Co  '^'^'''• 
mercial  Bank,  Taiwan's  largest  privs  ™'»' 
bank.  Koo  says  Chinatrust,  one  of  t  ^  '* 
few  to  be  rated  creditworthy  by  int  '"'* 


WAR  CHEST 

Chinatrust  ii 


$600  million 
for  takeovers 
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national  firms  such  as  Moody's  Invest 


Service,  plans  to  raise  up  to  $600  mill  "'■ 


to  fund  takeovers. 


PROPS.  The  government  has  compoui  ^^^  u 
ed  the  problem  by  intervening  repe  '•''""it 
edly  in  the  stock  market,  hoping  higl  ' ''  ^'i* 
prices  would  prop  up  struggling  c( 
panies.  When  Asian  markets  failed 
recover  from  the  1998  crash,  the  sti 
egy  stopped  working.  Even  under  Cli 
who  had  promised  in  his  campaign 
dismantle  the  KMT  business  empire 
clean  up  the  banks,  Taipei  has  k 
pumping  money  into  the  stock  marl 
down  40%  since  May.  And  it  recer 
asked  banks  to  give  weak  coin|)ai 
another  six  months  to  repay  princip 
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ow  the  pain  is  being  felt  in  the  rest 
le  economy.  Because  banks  have  so 
1  capital  and  collateral  tied  up  in  eq- 
,4  s,  lower  prices  mean  that  even  if 
seize  the  shares  of  a  deadbeat  bor- 
;r,  they  may  not  recover  the  cost  of 
in.  Property  pledged  as  loan  collat- 
has  dropped  in  value  as  much  as 
since  the  mid-1990s.  Meanw^hile, 
loans  are  piling  up.  Officially,  they 
;  risen  from  3.7%  of  commercial 
:  debt  at  the  end  of  1997  to  5.4%— 
22  billion — at  the  end  of  Septem- 
2000.  The  government  figures 
j's  another  $6  billion  in  bad  loans  at 
)ank  institutions,  such  as  farmer 
it  cooperatives,  where  bad  debt  lev- 
ire  as  high  as  50%.  However,  Sa- 
n  Smith  Barney  puts  the  bad  debt 
•6  at  $60  billion,  roughly  20%  of 
s  domestic  product,  and  UBS  War- 
says  at  least  13  commercial  banks 
d  have  a  negative  net  worth  if  they 
e  off  all  bad  loans.  "Of  course,  we 
;ery  concerned,"  says  Edward  Lai, 
ty  director  general  of  bank  exami- 
■n  at  Taiwan's  central  bank.  The  re- 
ng  credit  pinch  is  especially  hard 
mall  and  midsize  businesses,  the 
imy's  backbone.  Bank  lending  grew 
0.4%  in  the  third  quarter. 


cent 


Taiwan  is  not  on  the  brink.  It  has 
$110  billion  in  foreign  reserves,  a 
healthy  trade  surplus,  and  low  govern- 
ment debt.  Many  leading  electronics 
companies  have  kept  their  debt  in 
check.  "We  don't  have  a  problem  in 
maintaining  the  foundation  for  sustained 
economic  development,"  says  Fi- 
nance Minister  Yen  Ching- 
chang.  The  next  step,  he 
adds,  is  to  set  up  asset-man- 
agement corporations  to  buy 
bad  debt  at  a  discount,  and 
then  try  to  recover  the  loans. 

But  Chen  has  his  work  cut 
out  to  fix  the  system.  KMT-linked 
companies  would  surely  go  under— 
and  Chen  can't  afford  to  rile  his  rivals 
too  much  because  he  lacks  a  legislative 
majority.  Also,  Taipei  hasn't  set  aside 
funds  to  cover  bad  loans  from  banks 
forced  to  restructure.  "Somebody  has 
got  to  cover  the  loss,  and  only  the  gov- 
ernment can,"  says  National  Chengchi 
University  banking  professor  Norman 
Yin.  Sooner  or  later,  the  price  for  years 
of  recklessness  must  be  paid.  Taiwan 
need  only  look  around  Asia  to  see  what 
will  happen  if  it  waits  too  long. 

By  Frederik  Balfour,  with  Tsering 
Namgyal,  in  Taipei 


NASTY  SURPRISE 

i  i  Everyone  is  hiding 

thebadloans^y 
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LIKE  STEALING  PLASTIC 
FROM  A  BABY 

High-tech  credit-card  fraud  is  rising  fast  throughout  Asia 

The  scam  was  as  simple 
as  nmning  a  credit  card 
through  a  "skimmer." 
That  was  Koon-cheong 
Chang's  job.  A  waiter  at  a 
Hong  Kong  tourist  spot 
called  the  Peak  Cafe,  Chang 
took  cards  from  tourists, 
most  of  them  Japanese,  then 
quietly  swiped  an  extra  copy 
on  a  small  machine  in  his 
pocket  that  copied  the  re- 
ceipts onto  a  computer  chip. 
According  to  police,  the  card 
numbers  were  then  faxed  to 
Japan,  where  a  criminal 
gang  headed  by  Chang's 
brother-in-law  used  them  to 
make  counterfeit  credit 
cards.  Weeks  later  the  vic- 
tims noticed  luxury  goods 
and  electronics  purchases 
from  places  like  Guam  pop- 
ping up  on  their  card  bills. 

All  across  Asia,  credit- 
card  fraud  is  on  the  rise. 
The  newest  technique  is  to 
use  sophisticated  technology 
to  steal  card  numbers  and  then  manu- 
facture fake  credit  cards.  The  favored 
victims  are  Japanese.  Credit-card  fraud 
involving  Japanese  has  risen  45%  in  the 
past  three  years,  while  thefts  in  which 
fake  cards  are  used  has  increased  eight- 
fold. The  rate  of  such  frauds,  now  run- 
ning at  $1.60  for  every  $10,000  in  card 
charges,  is  still  only  half  that  in  the 
U.S.,  but  rising  fast. 
LAX  LAWS.  Gangs  from  China  and 
Malaysia  target  Japanese  because  their 
cards  often  come  with  high  credit  limits, 
and  Japanese  laws  against  counterfeiting 
are  loose.  Counterfeit  cards  were  rare  in 
Japan  before  three  years  ago,  and  it  is 
still  not  illegal  to  make  or  hold  forged 
cards  or  to  pilfer  data  used  to  produce 
them.  Police  must  either  prove  a  credit- 
card  fraud  has  taken  place  or  bust  coun- 
terfeiting rings  for  breaking  tax,  trade- 
mark, or  customs  laws.  "Japan  is  a  good 
country  for  these  criminals  because  the 
economy  is  so  big,  and  the  laws  are  so 
lax,"  says  Akira  Arakawa,  security  and 
risk  manager  at  MasterCard  in  Tokyo. 
Card  issuers  are  now  pushing  politi- 
cians to  pass  tougher  laws.  One  trou- 


THE  NEW 
NUMBERS  GAME 

A  Thieves  break  into  stores  and 
insert  chips  into  scanners  that 
copy  credit-card  data.  Later  they 
retrieve  the  chips  and  sell  the  data 

M  Gangs  employ  store  workers  to 
covertly  swipe  credit  cards  with 
pager-size  "skimmers,"  then  use 
the  data  to  make  counterfeit  cards 


them.  And  the  money  is  so  good  th 
collaborators  aren't  hard  to  find — Chai 
was  paid  $130  per  number. 

Counterfeiters  in  Japan  and  Taiwi 
recently  have  taken  number  skimmii 
to  a  new  level  by  putting  chips  in  m 
chines  at  restaurants  and  other  stor  r' 
used  to  authorize  credit  transactio 
Criminals  break  into  the  stores  at  nig 
drill  a  hole  in  the  back  of  the  machim  ' 
then   disable   their   sens  ;\ 
alarms  by  pouring  glue  ov 
them.   They  insert  a  c\ 
that  will  record  numbers 
cards  are  run  through  t 
scanner  (photo).  The  thie\ 
return    later,    remove 
chip,  and  sell  the  data. 

Once  the  crime  is  comn  . 
ted,  the  gangs  can  move  f  ' 
across  borders.  "The  equ 
ment  to  make  cards  fits 
a  suitcase,  so  it's  a  mob 
factory,"  says  ICAC  inves 
gator  Jim  Bell.  The  chips 
which  numbers  are  sto 
are  programmed  to  en 
their  memories — and  incr 
inating      evidence — unl 
they  are  examined  with  s 
cial  equipment  recently 
veloped  by  the  credit-c 
industry. 

So    card    companies 
Japan  and  the  rest  of  i 


bling  development:  Gangs  use  the  fake 
cards  to  buy  goods,  then  sell  the  mer- 
chandise to  finance  more  lucrative  ven- 
tures such  as  drug  trafficking  and  trans- 
porting illegal  immigrants. 

The  police  do  have  some  success  sto- 
ries. Hong  Kong  and  Japanese  police 
working  together  nabbed  Chang  and  his 
brother-in-law  Man-fat  Chan  in  Tokyo, 
and  both  are  serving  prison  terms.  In 
fact,  probes  led  by  Hong  Kong's  Inde- 
pendent Commission  Against  Corrup- 
tion (iCAc)  have  led  to  some  200  con- 
victions— though  over  a 
10-year  period. 

Technology  is  helping 
the  counterfeiters  keep 
ahead  of  the  police.  The 
skimmers  they  use  are 
made  for  such  legal  pur- 
poses as  electronic  en- 
try to  offices  and  can  be 
bought  for  $25  in  any 
electronics  store.  Typi- 
cally, gang  members  will 
recruit  restaurant  em- 
ployees or  store  clerks 
to  scan  the  numbers  for 


300 


VICTIMIZING  JAPAN 

■  FRAUD  VIA  COUNTERFEIT  CARDS 
tr  TOTAL  CREDIT-CARD  FRAUD 


'97 
A  MILLIONS  OF  DOLLARS 

DAM  JAPAN  CONSUMER  CREDII  INDUSTRY  ASSN 


are  focusing  on  catch 
thieves  when  they  use 
cards.  That  involves  tea 
ing  Asian  and  Japanese  retailers  \ 
to  spot  fakes.  Real  cards,  for  instai  » 
include  three-dimensional  holograms  t 
do  not  peel  off,  foiu"-digit  codes  prir 
below  the  embossed  card  number, 
ultraviolet  sensors. 

Robert  DeMaria,  director  of  risk  n 
agement  at  Visa  International  Asia 
cific,  says  card  companies  are 
spending  more  time  monitoring  card 
tivity.  Visa  now  looks  for  similar  tr; 
actions  during  short  time  periods 
matches  these  sales  against  the  c; 
holder's  habits. 

Still,  the  crooks  s 
to  adapt  to  each 
countermeasure.  T 
ai'e  now  ready  to  fo 
the  credit-card  issi 
as  they  push  into  CI 
There,  law  enforcer 
is  lax,  and  counter 
ing  of  all  kinds  is  i 
pant.  For  the  cr< 
card  gangs,  the  b 
should  continue. 

Hy   Ken   Belsoi 
Tokyo 


62  BUSINESS  WEEK  /  DECEMBER  11,  2000 


Some  people  use  miles  on  eight  different  airlines  as  if  they 
were  one.  Are  you  one  of  them? 


It's  a  big  world.  You  won't  always  fly  the  same  airline.  Isn't  it  nice  to  know  that 


there's  an  alliance  that  lets  you  earn  miles  with  your  favorite  frequent  flyer 


program,  whichever  member  airline  you  fly?  And  redeem  them  on  any  of 


the  others?  Welcome  to  oneworld!' 


^^^^^ 


revolves  around  you. 


AmericanAirfnes 
Aer  Lingus  ^ 

BRITISH  AIRWAYS  "^ 

^9  Cathay  Pacific 

IBCRiAM 


L.oAi«f' 


TMS 


Eligible  fares  only,  American  Airlines  AAdvantage*  and  Britisin  Airways  Executive  Club  members  can  earn  or  redeem  miles,  and  earn  tier  status  credit,  on  all  eligible  flights  except  each 
other's  routes  between  Europe  and  the  Americas,  AAdvantage  is  a  registered  trademari<  of  American  Airlines.  Inc.  Each  oneworld  alliance  airline  reserves  the  right  to  change  its 
frequent  flyer  program  rules,  regulations,  travel  awards  and  special  offers  and  to  end  their  frequent  flyer  program  in  accordance  with  its  relevant  frequent  flyer  program  ailes,  AJI 
oneworld  tienefits  are  only  available  to  passengers  on  scheduled  flights  that  are  both  operated  and  mar1<eted  tjy  a  oneworld  member  airline,  (Marketed  means  ttiere  must  tie  a  oneworld 
member  airline  fight  numtier  on  you  ticket.)  American  Airlines,  Aer  Lingus.  British  Airways,  Cattiay  Pacific,  Finnair.  Iberia.  LanChile  and  Qantas  are  all  trademarks  of  ttieir  respective  companies 

www.oneworlclalliance.com 
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COMMENTARY 


By  Brian  Bremner 


LET  JAPAN'S  FALTERING  INSURERS  TAKE  THE  FALL 


Two  years  ago,  Tokyo 
officialdom  gave 
Japanese  taxpayers  a 
soaking  during  the  bailout 
of  debt-besotted  banks. 
Now,  the  wealth-destroy- 
ers within  the  ruling  Lib- 
eral Democratic  Party  are 
at  it  again.  To  save 
Japan's  reeling  $250  bil- 
lion insurance  industry, 
some  politicos  want  to  let 
insurers  effectively  rip  up 
policies  issued  in  the  late 
1980s  that  promise  5%  re- 
turns to  policyholders  and 
replace  them  with  ones 
that  yield  about  1%. 

Although  regulators  all 
over  the  developed  world 
have  allowed  bankrupt  in- 
surance fuTins  to  renege 
on  promised  returns  from 
time  to  time,  a  bailout  on 
this  scale  would  be  a  "fu-st  in  the  his- 
tory of  the  insurance  industry,"  says 
Runa  Ichihari,  associate  director  of 
Standard  &  Poor's  in  Tokyo.  Even 
so,  Financial  Reconstruction  Commis- 
sion chief  Hideyuki  Aizawa  and  Fi- 
nance Minister  Kiichi  Miyazawa  ar- 
gue such  radical  measures  are 
needed  to  avert  another  teeth- 
rattling  financial  crisis  in  Tokyo. 

Not  so  fast.  What's  proposed  is  a 
misguided  bailout  with  no  strings  at- 
tached that  might  reverse  the 
healthy,  cathartic  shakeout  now  un- 
der way  in  Japan's  overcrowded  in- 
surance industry.  There  is  no  deny- 
ing Prime  Minister  Yoshiro  Mori's 
government  has  a  big  problem  on  its 
hands.  The  triple-whammy  of  bad 
loans  from  the  1980s,  a  depressed 
stock  market,  and  ultralow  interest 
rates  has  triggered  a  series  of  insur- 
ance failures.  October  alone  claimed 
Chiyoda  Mutual  Life  Insurance  Co. 
and  Kyoei  Life  Insurance  Co. 

And,  yes,  Japanese  life  insurers  are 
monsters  whose  collapse  can  be  trau- 
matic. They  manage  about  $1.8  tril- 
lion of  the  nation's  savings  and  collec- 
tively own  some  10%  of  Japan's  $3.4 
trillion  bond  market.  They  are  large- 
scale  global  investors  in  the  U.  S. 
Treasury  and  European  bond  mar- 
kt^ts.  If  some  big  players  went  under. 


there  would  be  trouble  all  around. 

It's  also  true  that  the  insurers,  big 
and  small,  are  suffering  greatly  Irom 
the  dreaded  negative  yield  spread. 
That's  jargon  for  the  gap  between 
the  5%  return  they  guaranteed  on 
policies  issued  in  the  late  1980s  and 
the  2%  or  so  return  they  have  been 


Hitting  up 

policyholders  to  save 

second-tier  insurers 

is  a  travesty 


getting  over  the  past  five  years  on 
their  stock  and  bond  investments. 
Japan's  top  five  insurers  reported  $10 
billion  in  such  valuation  losses  on  in- 
vested premiums  last  fiscal  year. 

But  are  things  really  so  dire  as  to 
require  a  massive  wealth  transfer 
from  policyholders  to  insurers? 
Japan's  banking  crisis  certainly  justi- 
fied a  $70  billion  bailout.  The  failure 
of  big  players  such  as  Long  Term 
Credit  Bank  of  Japan  and  Nippon 
Credit  Bank  Ltd.,  and  the  weakened 
condition  of  other  major  lenders. 


I 


threatened  to  clog  the  bank- 
ing sector — the  circulatory 
system  of  any  economy — and 
possibly  roil  global  markets. 

In  contrast,  such  big  in- 
surers as  Nippon,  Dai-Ichi, 
and  Sumitomo  have  strong 
capital  ratios  and  are  enjoy- . 
ing  gains  in  premium  income 
by  diversifying  into  health 
and  nursing  care  coverage^ — 
big  markets  in  Japan.  And 
though  their  half-year  re- 
sults released  on  Nov.  27 
were  lackluster,  the  biggies 
are  not  in  serious  peril. 
JUNGLE  LAW.  It  is  the  small- 
er insurers  that  are  in  the 
biggest  trouble.  Which  raise: 
another  point:  Does  Japan 
need  40-odd  life  insurers? 
The  answer  is  no,  and  con- 
solidation is  on  the  way.  For- 
eign insurers  like  Prudential 
and  Aetna — with  their  cleaner  bal- 
ance sheets,  better  portfolio  manage- 
ment, and  lower  costs — are  snapping 
up  insolvent  Japanese  firms,  deepen- 
ing their  reach  into  the  world's  No.  2 
insurance  market. 

The  politicians  may  scream  crisis, 
but  the  reality  is  that  a  government 
handout  would  only  help  a  bunch  of 
coddled  insurance  bosses  running 
second-rate  firms.  Better  to  let  thenr 
fend  for  themselves  and,  if  they  go 
under,  compensate  policyholders  by 
drawing  on  an  existing  $10  billion  in 
dustry-run  fund  that  was  partially 
state-funded.  That  may  entail  using 
some  taxpayer  money,  but  that's  bet 
ter  than  making  policyholders  shoul 
der  $15  billion  a  year  in  lost  returns 
— which  is  what  will  happen  if  the 
industry  is  allowed  to  cut  policy  re- 
turns from  5%  to  2%. 

Letting  the  losers  go  under  could 
be  messy.  But  at  least  the  insurance 
industry  would  continue  to  downsize 
and  open  itself  up  to  more  global 
competition,  capital,  and  managerial 
expertise.  Hitting  up  Japanese 
policyholders,  who  didn't  create  this 
mess,  is  not  only  a  travesty  but  is 
sure  to  make  the  recovery  longer 
and  all  the  more  painful. 


Bremner  is  Tokyo  bureau  chief. 
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©Agilent  Technologies,  Inc.  2000 


t^a^^$  made  real. 


;aipei  uiamp.  Handheld  wireless  Web  browser. 


Modern  m 


Telemedicine  technologies  from  Agilent  decrease 
the  distance  between  doctor  and  patient.  With 
wired  or  wireless  Web  access,  vital  signs  are  just 
two  clicks  away.  Making  faster,  more  informed 
decisions  possible.  Anytime.  Anywhere.  From 
now  on,  the  doctor  is  always  in. 


Agilent  Technologies 

innovating  the  HP  Way 

Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agllent.com 
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SUDDENLY.  PCs 
ARE  FALLING  FLAT 

Europeans  seem  to  favor 
smaller,  simpler  Net  devices 

Sophie  Cabanes  appears  to  be  a 
natural  candidate  to  buy  a  new 
personal  computer  for  Christmas. 
The  40-year-old  Parisian  architect 
works  with  an  out-of-date  Apple  at  her 
office.  Her  two  boys  would  like  to  begin 
surfing  the  Net.  But  home  is  a  small, 
800-sq.-ft.  apartment,  and  Cabanes  won't 
buy  a  PC  for  her  boys.  It's  much  more 
likely  that  she'll  sign  up  for  interactive 
digital  TV  or  Internet  service  on  her 
mobile  phone.  "We  don't  have  room  for 
a  computer,  and  they  are  too  expen- 
sive," she  says. 

It's  a  surprising  de- 
velopment for  Europe's 
fledgling  New  Economy. 
A  year  ago,  PC  purchas- 
es were  surging  by  17% 
a  year.  Analysts  were 
predicting  that  the  Con- 
tinent's levels  of  com- 
puter usage  soon  would 
reach  U.S.  levels. 

But  this  year,  the  PC 
growth  rate  has  tum- 
bled to  half  that,  con- 
founding predictions  of 
future  double-digit 
growth.  That's  in  part 
because  of  rising  prices 


and  competition  from  digital  TV  and  mo- 
bile phones.  Whatever  the  cause,  the 
slowdown  is  hitting  the  earnings  of  far- 
flung  tech  powerhouses  like  Intel  Corp. 
and  Dell  Computer  Corp. 

Although  some  PC  boosters  see  only  a 
temporary  bUp,  more  and  more  industry 
officials  and  analysts  perceive  a  funda- 
mental change.  "Europe  simply  won't 
be  as  PC-centric  as  the  U.S.,"  argues 
Noah  Yasskin,  chief  researcher  at  In- 
ternet consulting  company  Jupiter  Re- 
search 2000  in  London.  He  predicts  con- 
tinental PC  penetration  will  plateau  in 
2005  at  only  52%  of  households,  while  it 
should  rise  to  73%  in  the  U.  S.  And  only 
43%  of  European  households  will  use 
PCs  to  hook  up  to  the  Net,  compared 
vdth  74%  in  the  U.S.  Most  Europeans 
are  expected  to  reach  the  Net  in  ways 
different  fi-om  those  of  Americans.  So 
computer  makers  will  have  to  adapt  to 
the  European  preference  for  smaller, 
simpler,  and  cheaper  interactive  devices. 

The  immediate  causes  of  this  year's 


EUROPE'S  PC  SALES 
ARE  SLOWING  DOWN. 


...WHILE  PERSONAL- 
COMPUTER  USE  LAGS 
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▲  PERCENT  CHANGE  FROM  PREVIOUS  YEAR 
DATA:  CONTEXT  PC  TRACKING  SERVICE-EUROPE 


EUROPE      US.  EUROPE 

,  PERCENT  OF  HOUSEHOLD 

DATA:  JUPITER  RESEARCH  2000 


PC  burnout  are  easy  to  detect.  Corpi 
rate  sales,  which  make  up  about  73' 
of  the  total  market,  collapsed  becaus 
companies  had  stocked  up  in  advanc 
to  prepare  for  the  much-feared   Y2 
problems.  Even  more  important,  mos 
computer  components  are  priced  in  do 
lars,  so  the  weak  euro  has  forced  u  ■ 
prices  for  pes  by  as  much  as  20%  in  1(  i 
cal   currency — ^just   when   Europear  I 
were  facing  high  prices  at  the  gas  punr 
as  well.  "The  euro  and  petrol  crises  d^ 
stroyed    confidence,"   says    Maria   J  \ 
Marced-Martin,  Intel's  general  manage  j 
for  Europe. 

The  bad  news  blindsided  the  chij 
maker  and  some  of  its  PC  partners.  I; 
tel  believes  sluggish  European  sales  w 
keep  fourth-quarter  sales  growth  und( 
8%,  less  than  half  the  company's  typic 
fourth-quarter  rate.  And  Dell  says  thir 
quarter  European  sales  rose  only  2% 
BIG  SQUEEZE?  Tactical  errors  may  al 
have  contributed.  Market  leader  Int 
ran  into  problems  because  its  highe 
margin  customers  are  Europe's  25,00 
plus  mom-and-pop  PC  assemblers.  Th( 
are  losing  market  share  to  big 
brands  like  Compaq,  so  their  orders  f 
Intel  chips  are  dropping  quickly. 

If  Europeans  are  buying  compute] 
they  seem  to  prefer  smaller  noteboo 
these  days.  Sales  of  desktop  compute 
haven't  grown  at  all  this  year,  wh: 
notebook  purchases  will  soar  by  an  ( 
timated  41%  by  yearend.  Meanwhi 
Europeans  are  snapping  up  persoi 
digital  assistants  like  mad.  Compaq 
selling  30,000  of  its  iPAQ  personal  ass 
tants  per  month — ^three  times  more  th 
it  expected.  Soon,  these  devices  will 
able  to  connect  to  the  mobile  W( 
Notes  Francois  Bomibus,  Compaq  Co 
puter  Corp.'s  European  PC  manage 
"We're  convinced  the  main  Internet 
cess  device  in  Europe  will  be  wireh 
and  mobile." 

If  Europeans   keep  gravitating 
PDAS  and  mobile  phones,  the  squei 
on    personal-compu 
sales    could    contin 
How  much  will  it  h 
Europe's  search  fo 
high-tech    lift    to 
economy?    A    lot 
pends  on  how  quic 
companies   can   ada 
No  doubt,  Europe 
have  its  own  digital 
ture — but  not  one  ^  * 
ported  wholesale  fi 
the  U.S. 

By   William  Echfm 
son  i-)i  BrusN(^ls,  w 
Andy  Reinlianlt  in 
Mateo,  Calif. 


U.S. 

'ESTIMATE 


STILL  WAITING  FOR  HIGH- 
SPEED INTERNET  ACCESS? 


f  JUST  LOOK  UP. 


id  of  waiting  for  broadband?  StarBand-  is  here  now.  StarBand  is  the 
company  to  deliver  two-way.  high-speed  Internet  access  via  satellite  to  consumers, 
ilways  on  and  it's  available  virtually  everywhere.  If  you  can  see  the  southern  sky. 
:an  get  StarBand.  Just  look  up.-  StarBand  is  available  now  at  selected  DISH  Network " 
lers  and  through  MSN^  Highspeed  -  Satellite  at  your  local  RadioShack"  store, 
nore  info  go  to  www.StarBand.com  or  call  toll-free  1-800-^21-3/.6^. 


^; 


www.StarBand.com 
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GERMANY:  SO  FAR,  MERKEL  CANT  REVIVE 
THE  CHRISTIAN  DEMOCRATS 


Seven  months  ago,  Angela  Merkel  took  on  the  toughest 
job  in  German  politics:  leading  the  Christian  Democra- 
tic Union  (CDU)  out  of  the  abyss  of  a  campaign-finance 
scandal.  Today,  the  unpretentious  Merkel  is  still  groping  for 
the  exit.  She's  in  danger  of  becoming  a  transitional  figure  un- 
less she  can  get  control  of  squabbling  comrades  and  find  a 
message  that  will  restore  the  party's  standing  in  the  polls. 

At  stake  are  Merkel's  chances  of  challenging  Gerhard 
Schroder  for  Chancellor  in  the  country's  2002  national  elec- 
tions. But  so  far,  she  hasn't  been  able  to  get 
other  party  leaders  to  agree  on  a  program  to 
lure  voters  from  Schroder's  Social  Democrat- 
ic Party  (SPD),  which  has  moved  firmly  to  the 
political  middle.  Even  business  has  abandoned 
the  center-right  CDU  and  defected  to 
Schroder's  coalition  with  the  Greens.  If  na- 
tional elections  were  held  now,  Schroder 
would  trounce  Merkel  47%  to  30%,  according 
to  a  recent  poll  by  Berlin's  Forsa  Institute. 
"The  CDU  totally  lacks  orientation,"  says  po- 
litical scientist  Gero  Neugebauer  of  the  Free 
University  of  Berlin. 

BLINDSIDED.  Merkel,  46,  isn't  getting  much 
help  from  her  party  colleagues.  Recently,  for 
example,  she  was  blindsided  when  Friedrich 
Merz,  a  conservative  rival  who  heads  the  CDU 

delegation  in  Parliament,  told  a  newspaper   MERKEL:  Is  labor  reform  next? 
that  foreigners  in  Germany  should  accept  the 


idea  of  a  Leitkultur,  or  "guiding  culture."  Merz  was  playing  to 
German  fears  that  the  country  is  about  to  be  overrun  by  East 
European  job-seekers  who  will  trample  German  sensibilities. 
But  the  comment  seemed  crass  against  a  background  of  ris- 
ing right-wing  violence  against  Ausldnder.  And  it  played 
into  Schroder's  hand  by  allowing  his  allies  to  paint  the  CDU  as 
intolerant  nationalists. 

The  immigration  flap  was  just  the  latest  sign  that  Merkel 
can't  keep  the  party  in  line.  She  also  faces  resentment  from 


the  CDU  old  guard,  which  remains  loyal  to  ex-Chancell 
Helmut  Kohl.  And  Merkel  is  likely  to  face  more  trouble  as  t] 
2002  elections  draw  nearer.  As  party  chairman,  she  has  no 
tomatic  claim  to  the  candidacy,  while  others  are  discreetly 
sitioning  themselves.  One  is  the  45-year-old  Merz,  who 
likely  to  look  for  more  hot-button  issues  while  portraying 
self  as  a  small-business  advocate.  Another  is  Edmimd  Stoibi 
59,  Prime  Minister  of  Bavaria,  whose  platform  mixes  soc: 
conservatism  with  generous  social-welfare  benefits. 

None  of  the  candidates  stands  much  o: 
chance  unless  they  bring  business  back 
the  Christian  Democrats'  fold.  That  will 
tough.  Schroder  has  pushed  through  mi 
economic  reform  in  two  years  than  the  C 
managed  in  16  years  under  Kohl.  Besi 
cutting  taxes,  Schroder  is  cleaning  up  t| 
pension  system  and  putting  the  cotmtry 
course  for  a  balanced  budget.  But  he 
be  leaving  Merkel  one  opening:  Business 
frustrated  at  the  Chancellor's  refusal  to 
form  Germany's  inflexible  work  rules, 
would  be  an  issue  where  the  CDU  could 
stature,"  says  Ulrich  Schroder,  a  senior  eci 
omist  with  Deutsche  Bank. 

Will  Merkel  grab  the  opportunity? 
seems  to  be  thinking  about  it.  On  Nov.  18, 
pubhshed  an  essay  in  the  Frankfurter  All\ 
meine  newspaper  urging  Germany  to  "ex 
ine  the  competitiveness  of  national  regulations  that  a: 
the  cost  of  production,  especially  the  cost  of  labor."  Chai 
oning  labor  reform  would  be  politically  risky.  But  by  takinj 
bold  stance,  Merkel  could  boost  her  economic  credent: 
and  puncture  Schroder's  aura  of  modemizer.  Says  Wolfg; 
Schaiible,  Merkel's  predecessor:  "The  CDU  must  convince 
pie  that  our  program  is  the  only  one  in  an  era  of  global: 
tion."  Right  now,  that's  a  tall  order. 

By  Jack  Eming  ht  Franks 


GLOBAL  WRAPUP 


BARAK'S  CHALLENGE 

►  Israeli  Prime  Minister  Ehud  Barak 
is  now  banking  on  reaching  agreement 
with  the  Palestinians  to  give  him  a 
boost  in  his  plunging  popularity  among 
voters.  That's  going  to  be  tough  to 
achieve,  as  violence  continues  to  flare 
between  Israelis  and  Palestinians.  But 
it's  about  his  only  chance  to  win  reelec- 
tion in  a  ballot  likely  to  be  held  in  May. 
The  Knesset  voted  overwhelmingly  on 
Nov.  28  for  the  new  elections — two 
years  before  the  end  of  Barak's  term. 
Polls  show  Barak  trailing  former 


Prime  Minister  Benjamin  Netanyahu 
of  the  Likud  Party  by  as  much  as  20 
points.  Barak  slightly  trails  Likud 
leader  Ariel  Sharon.  Netanyahu  has 
yet  to  declare  he  will  run,  but  most 
experts  believe  he  will.  If  he  does,  Ne- 
tanyahu and  Sharon  would  face  off  in 
primaries  early  in  the  new  year.  Barak 
has  his  own  problems  inside  the  Labor 
Party,  since  he  may  face  a  challenge 
from  Knesset  Speaker  Avraham  Burg. 
Barak  is  already  stepping  up  efforts 
to  reach  at  least  a  limited  agreement 
with  the  Palestinians  in  the  time  that 
he — and  President  Bill  Clinton — have 


in  office.  Israeli  and  Palestinian  offi- 
cials have  been  contacting  each  othei] 
in  the  past  few  days  in  an  attempt 
return  to  the  negotiating  table. 

Experts  say  Barak  needs  a  deal 
with  the  Palestinians  to  regain  the  f^ 
vor  of  Israeli  Arab  voters  who  have 
been  alienated  by  the  intifada,  which 
has  claimed  more  than  280  lives.  But 
even  a  limited  agreement  that  allow^ 
Palestinian  state  but  excludes  such 
thorny  issues  as  the  fate  of  Jerusalei] 
may  not  win  enough  voters  for  the 
Prime  Minister  to  stay  in  office. 

By  Neal  Sandler  in  Jeruso 
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Economics 


COMMENTARY 


By  Charles  J.  Whalen 


TODAY'S  HOnEST  ECONOMIST  DIED  50  YEARS  AGO 


The  world  of  economics  has  a  new 
superstar:  Joseph  A.  Schumpeter. 
Never  mind  that  the  Austrian- 
born  Schumpeter  has  been  dead  for 
a  half-century,  that  he  was  overshad- 
owed while  alive  by  John  Maynard 
Keynes,  and  that  he  was  famously 
wrong  in  predicting  that  capitalism 
would  become  a  victim  of  its  own 
success.  Today  he's  more  influen- 
tial than  ever — because  the  high- 
gi'owth,  high-risk  New  Economy 
is  exactly  the  kind  of  economy 
he  wanted. 

Even  people  who  have  never 
heard  of  Schumpeter  know  the 
phrase  he  coined:  "creative  de- 
struction," the  process  by  which 
new  products  and  production 
methods  render  old  ones  obsolete 
Federal  Reserve  Chairman  Alan 
Greenspan  frequently  uses  the  term. 
So  does  Treasury  Secretary 
Lav^rence  Summers,  who  in  a  Sep- 
tember speech  contrasted  Schum- 
peter's  dynamic  vision  with  the  equi- 
librium of  Adam  Smith's  invisible 
hand.  Said  Summers:  "If  the  agricul- 
tural and  industrial  economies  were 
Smithian,  the  new  economy  is 
Schumpeterian."  The  International 
Schumpeter  Society,  founded  in  1986, 
has  members  in  33  countries.  Fleet- 
Boston Financial  Corp.  has  even  con- 
structed a  "Creative  Destruction  In- 
dex" to  score  nations  according  to 
their  affinity  for  change. 


What  makes  Schumpeter  so  popu- 
lar— especially  with  free-marke- 
teers— is  that  he  not  only  chronicled 
creative  destruction  but  considered  it 
the  source  of  human  progress.  He 
correctly  placed  technological  change 
at  the  core  of  economics.  His  one 
flaw  was  that  he  occasionally  over- 
reached, leaving  theories  that  were 
incomplete  or  even  inconsistent — a 


NEW  ECONOMY.  NEW  ECONOMIC  PARADIGM 

The  ideas  of  Joseph  Schumpeter  are  more  relevant  than  ever 

CONVENTIONAL  ECONOMICS  \  SCHUMPETER'S  PERSPECTIVE 


HOW 

CAPITALISM 

WORKS 

TECHNOLOGICAL 
CHANGE 

MARKETS  AND 
REGULATION 


Markets  adjust  according  to  an 
"invisible  hand."  Prices  of 
products  and  services  move 
to  equate  supply  and  demand. 

Technological  change  is  outside 
the  scope  of  economics. 

Price  competition  makes  mar- 
kets efficient.  Antitrust  policy 
should  promote  such 
competition. 


Through  "creative  destruction," 
new  products,  processes,  and 
markets  are  created— and  exist- 
ing ones  become  obsolete. 

Technological  change 
"incessantly  revolutionizes  the 
economic  structure  from  within." 

Competition  through  innovation 
is  more  important  than  price 
competition.  Government  regu- 
lation should  promote  innovation. 


legacy  that  scholars  continue  to  bat- 
tle over  even  today. 

The  flamboyant  Schumpeter  had 
an  unlikely  start  for  a  brilliant  acade- 
mic. Born  into  the  declining  Austro- 
Hungarian  Empire  of  1883,  he  was 
educated  as  a  lawyer,  not  an  econo- 
mist. By  age  30,  he  began  saying 
that  his  aspiration  was  to  be  "Eu- 
rope's greatest  lover  of  beautiful 
women  and  Eu- 
SCHUMPETER:    rope's  greatest 
Seeing  horseman — and 

"creative  perhaps  also  the 

destruction"      world's  greatest 
as  the  source     economist."  (He 
of  ail  progress    later  claimed  to 
have  achieved 
two  out  of  the  three,  without 
specifying  which  two.)  Schumpeter 
served  as  Austria's  finance  minister 
during  the  ruinous  hyperinflation  of 
the  early  1920s,  then  became  presi- 
dent of  a  Viennese  bank  that  soon 
collapsed.  His  luck  improved  when 
he  landed  teaching  jobs  in  Bonn  and 
then  at  Harvard  University,  where 
he  taught  from  1932  until  his  death 
in  1950. 

NEW  RECIPES.  Schumpeter  realized 
that  grovd;h  comes  from  "creating 
new  recipes,"  says  Leonard  I.  Naka- 
mura,  economic  adviser  at  the  Feder; 
Reserve  Bank  of  Philadelphia.  In  his 
best-knov\Ti  work.  Capitalism,  Social- 
ism aiid  Democracy,  vmtten  in  1942, 
Schumpeter  wrote  that  technological 
change  "incessantly  revolutionizes  the 
economic  structure  from  vdthin." 

While  standard  theory  assumes 
that  an  economy  grows  steadily, 
Schumpeter  argued  that  short-term 
booms  occur  as  entrepreneurs  gathe: 
in  "swarms"  around  new  opportuni 
ties.  He  also  saw  longer  booms 
marked  by  major  clusters  of  new 
technologies  and  industries.  His  1939| 
book.  Business  Cycles,  studied  the 
jolts  produced  by  steam  power,  elec- 
trification, and  the  rise  of  the  auto- 
mobile. It's  easy  to  see  how  the  In- 
ternet fits  that  pattern. 

The  emphasis  on  the  transforma- 
tive power  of  technology  makes 
Schumpeter  relevant  to  the  New 
Economy.  When  labor  mai-kets  are 
tight,  the  standard  remetly  is  to 
raise  interest  rates  to  stave  off  infla 
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tion.  But  neo-Schumpeterians 
predict  that  "if  the  labor  market 
is  tight,  firms  will  invest  in  new 
technology  and  boost  the  produc- 
tivity of  labor,  instead  of  raising 
prices,"  says  Elias  Dinopoulos,  a 
University  of  Florida  economist. 

Schumpeter  said  that  compet- 
ing to  out-innovate  helps  the 
economy  more  than  competing  on 
price — and  antitrust  policy  is 
moving  in  his  direction.  The  gov- 
ernment's goal  in  the  Microsoft 
Corp.  case  was  to  preserve  inno- 
vation. "The  Microsoft  case  was 
about  illegal  attempts  to  prevent 
creative  destruction — about 
blocking  widespread  distribution 
of  technologies  that  the  company 
thought  might  make  Windows 
obsolete,"  says  Timothy  F.  Bres- 
nahan,  a  Stanford  University 
economist  and  former  chief  econ- 
omist of  the  Justice  Dept.'s  An- 
titrust Div. 

RIGHT  QUESTIONS.  Schumpeter's 
work  can  be  frustratingly  ambigu- 
ous at  times.  While  he  favored 
free  markets,  he  hinted  at  the 
possibility  that  government  could 
encourage  and  channel  innovation. 
In  his  early  work  he  highlighted 
entrepreneurs  and  small  compa- 
nies, whereas  in  his  better-known 
late  writing  he  said  that  large 
companies  were  the  main  source 
of  innovation.  At  least,  say  follow- 
ers like  Steven  Klepper,  an  econo- 
mist at  Carnegie  Mellon  Universi- 
ty, Schumpeter  asked  the  right 
questions. 

Indeed,  many  economists  even 
forgive  Schumpeter  for  his 
biggest  blunder:  the  prediction  in 
Capitalisni,  Socialism  and 
Democracy  that  corporate  and 
government  bureaucracies  would 
cause  socialism  to  triumph  over 
capitalism.  Says  William  Milberg, 
a  historian  of  economic  theory  at 
New  School  University:  "Schum- 
peter's remarks  on  the  end  of 
capitalism  should  be  read  as  a 
warning,  not  a  forecast." 

If  anything,  Schumpeter's  er- 
ror came  from  underestimating 
the  very  force  that  he  trumpet- 
ed: the  innovative  power  of  capi- 
talism. With  creative  destruction 
blowing  at  gale  force,  this  may  a 
last  be  the  Age  of  Schumpeter. 


Before  joining  HI'SINKSS  WKEh 
Whalen  taught  the  history  of  ec( 
nomic  theory. 
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The  whole  health-care  sector  is  in  dire  need  of  a 
high-tech  overhaul,  but  the  first  wave  of  e-health 
companies  took  the  wrong  tack.  Now,  investors 
and  entrepreneurs  are  starting  to  get  it 

An  Rx  for  Drug  Trials 

Drugmakers  have  long  wasted  millions  on 
antiquated  methods  for  testing  new  products. 
The  Web  is  changing  all  that 
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0  VertlcalNet's  Joe  Calli 

He's  super-intense.  That  helped  him  rev  up 
Black  &  Decker.  Now,  can  he  build  a  Web  dynamo? 

►  Upstarts 

^  ^  Leave  It  In  the  Smartbox 

Can  Brivo  Systems'  new  digital  appliance  solve 
home  delivery  dilemmas? 


►  Management 

Adios,  B2C 

Lots  of  consumer-oriented  sites  are  reinventing 
themselves  as  business-to-business  companies 

►  Net  Worth 

t  ^  Surprise,  Money  for  Dot-Coms 

Do  these  venture  capitalists  know  something 
you  don't?  Could  be 

^  ^  When  Good  Options  Co  Bad 

More  outfits  are  finding  that  issuing  special  stock 
options  to  keep  staff  may  not  be  a  great  idea 

►  Net  Culture 

^  Carnegie  Mellon:  The  Wired  Campus 

How  CMU  is  aggressively  adopting  Net  technology 
to  pioneer  online  education 


commejitary: 


►  Neuborne  on  E-tallIng 

Beyond  the  Banner  Ad 

With  a  shot  of  creativity,  there  are  lots  of 
ways  the  Internet  can  bolster  brands 

►  Data  Mine 

Surfing  in  Tongues 

It's  not  English-only  anymore,  so  it's 
time  for  Net  merchants  to  go  multilingual 

►  Clicks  &  Misses 

^^   A  Mixed  Bag  for  E-Xmas 

A  shopping  hot  isn't  what  it  used  to  be, 
but  Amazon.com  shines 
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►The  Digital  Lifestyle 

'So  Exciting  I  Can't  Sleep' 

A  Stanford  student  takes  time 
off  to  pursue  his  vision 

►  Due  Diligence 

jf^   The  End  of  Fuzzy  Math? 

E-tailers  such  as  Amazon  should  report 
expenses  the  way  old-line  retailers  do 


® 


►  Cutting  Edge 

A  Hothed  for  Collusion? 

In  the  brave  new  c-tail  world, 
it's  all  too  possible  to  cheat 


A^mf, 


I 


Go  To  AAM.C©/?!  Purchase  Upgrades.*  Receive  E-Mail  Summary  Statement.  Register  For 
Special  Mileage  Promotions.  All  From  Your  Online  A^^Advantage®  Account.  Details  At 
www.aa.com/aadvantage  Or  AOL  KEYWORD:  AA  AAdvantage 

AA.coM.  The  Ultimate  Site  For  Everything  AmGrJCdnAiriinGS' 

Annlerican/^ 


Gold  members  and  valid  only  tor  travel  on  American  Airlines  and  American  Eagle  flights.  American  Aiti'nes. 
American  Airlines.  Inc.  American  Eagle  is  American's  regional  airline  affiliate.  American  Airlines  reserves  the  nghl 
responsible  for  products  or  services  offered  by  other  participating  companies.  For  complete  details  about  Ine 


AAdvantage  program,  visit  www.aa.com. 


@  ebiz.businessweek.com 
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Mike  McCuTiy,  Grassroots.com 

Defending  President  Clinton  during  the  Monica 
Lewinsky  scandal  wasn't  exactly  the  sort  of  stuff 
Mike  McCurry  signed  on  for  at  the  White  House. 
His  new  job,  CEO  of  advocacy  site  Grassroots.com, 
should  be  more  to  his  liking.  Tuesday 


MONDAY 

Beauty  Biz  Gets  Ugly 

Who  killed  the  beauty  business  on 

the  Web?  The  list  of  suspects  starts 

with  the  big  brands. 

Perspective  by  Ellen  Neuborne 

TUESDAY 

No  Sex  Scandals,  Please 

Mike  McCurry  just  wants  to  support 

political  activists  at  Grassroots.com. 

Company  Closeup  by  Margaret  Young 


Did  You  Miss? 


Now  Here's  an  Idea: 
GE'Trade 

Online  brokers  have  touched 
off  a  revolution,  all  right.  But 
it's  time  for  them  to  wave 
the  white  flag.  That  means 
finding  acquirers.  There's  no 
shortage  of  companies  that 
might  find  them  attractive. 
Start  with  General  Electric. 
Perspective,  Oct.  23 


WEDNESDAY 

Microsoft's  Turncoat? 

At  Microsoft,  Tod  Nielsen  was  in  charge 

of  relations  with  outside  developers 

who  wrote  companion  software.  As 

CEO  of  Crossgain,  he's  trying  to  lure 

developers  away  to  his  company. 

Movers  &  Shal<ers  by  Jay  Greene 

THURSDAY 

Let's  Talk  Money 

If  there  is  money  in  talking 

computers,  SpeechWorks  and 

Nuance  may  be  the  first  to  prove  it. 

Street  Wise  by  Amey  Stone 

FRIDAY 

Avoid  Writer's  Cramp 

Web  site  Shutterfly.com  serves  up 

digital  photography  most  of  the  year. 

For  Christmas  they'll  create  your 

cards  and  mail  them  out,  too. 

Clicks  &  Misses  by  Larry  Armstrong 

COMING  ATTRACTIONS 

Airlines  are  calling  their  new  venture, 

Orbitz.com,  the  unbiased  online 

ticket  site.  Now  it's  up  to  Jeremy 

Wertheimer  to  make  sure. 


Beware  of 
Dirt-Cheap 
Stocks 

Think  all  those 
formerly  high- 
flying tech  stocks 
look  good  at  $5  a 
share  or  less?  Think  again. 
Cheap  stocks  have  a  bundle 
of  problems. 
Street  Wise,  Nov.  2 


EXTRAS 

•  O&As 

Click  in  for  diverse  takes 
on  the  Net  era  of  software 
from  the  brash  upstarts 
trying  to  reshape  the  in- 
dustry. The  lineup  of  CEOs: 
William  Coleman  of  BEA 
Systems,  Roger  Siboni  of 
E.piphany,  and  Mark  Hoff- 
man of  Commerce  One. 
For  the  perspective  of  an 
exec  who  uses  information 
technology,  there  is  Peter 
Brabeck,  CEO  of  Nestle. 

•  E-biz  Europe 

Thanks  to  our 
partnership 
with  Le  Monde, 
e.biz  online  vis- 
itors now  get 
regular  fea- 
tures on  the  latest  develop- 
ments in  Europe  from  the 
Paris  paper's  I nteractif  sup- 
plement. Keep  up  with  the 
hot  startups  or  listen  in  on 
conversations  with  the 
Continent's  sawiest  in- 
vestors. If  you  want  to 
catch  up,  use  our  e.biz 
search  engine  and  plug 
in  "Le  Monde." 


I  N  T  t  R  A  C  T  i  F| 


•<  A  Survivor's 
Guide  to 
Divorce 

When  it  comes 
to  sorting  out 
the  finances  of 
a  messy  divorce, 
Loma  Wendt  has  been 
there.  Her  new  Web  site  is 
a  guide  for  other  women. 
Clicl(5  &  Misses,  Nov.  3 


Michael  Rubin's  End 
Run  at  Global  Sports 

E-tailing  is  dicey  right  now, 
and  nothing  is  dicier  than 
sporting  goods.  Michael 
Rubin,  who  ran  a  ski-sharp- 
ening business  at  12,  has  a 
distinctive  plan  for  Global 
Sports:  Run  Web  stores  for 
established  retailers. 
Movers  &  Shalcers,  Nov.  15 
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Find  out  what  every  grandmother  (not  to  mention  companies  like 
American  Express  and  AOL)  already  knows:  Loyal  relationships  deliver 
the  greatest  returns  of  all. 

That's  why  hundreds  of  top  companies  have  turned  to  Netcentives  for 
loyalty  and  direct  marketing  solutions  that  help  them  nurture  enduring 
relationships  with  their  customers,  employees,  and  channel  partners. 

Today,  Netcentives  provides  the  scalable  infrastructure  powering 
millions  of  relationships  for  some  of  the  world's  best-known  brands. 
And  our  complete  range  of  services— from  network  design  to  campaign 
management  to  merchant  services  and  24x7  customer  support— ensures 
that  each  client's  solution  is  built  to  last  a  lifetime. 

Discover  what  the  amazing  power  of  loyalty  can  do  for  your  business. 
Visit  loyalty.netcentives.com  today. 

You'll  get,  get,  get  more  than  you  ever  expected  in  return. 


®  Netcentives 

Rewarding  Relationships 


SmartForce"  e-Learning  transforms  your  company  by  transforming  ftmrpfBot  "* 

Smart  business  leaders  know  that  moving  an  entire  enterprise  to         advantage.  Enter  SmartForce"  e-Learning.  It's  the  only  e-Learning  pla  . 
e-Business  takes  more  than  an  investment  in  technology.  It  takes  an         that  cross-trains  all  your  people  in  e-Technology  and  e-Business.  \ 
investment  in  people,  so  they  can  use  technology  to  gain  a  competitive         means  everyone  from  the  board  room  to  the  boiler  room  will  under 


Knows  how  to 

get  there  now. 


to  actualize  initiatives  like  e-bupport,  e-Supply,  and  e-CRM.  The 

of  stuff  that  puts  business  on  the  fast  track  to  e-Business.  And 
t 

SmartForce  e-Leaming  is  a  web-hosted,  outsourced  solution 

s  no  waiting  around  to  get  started.  In  fact,  we'll  even  help 

■oil  out  your  program.  SmartForce  e-Learning.  e-Business  now. 


Smartforce" 

The  e-Learning  Company 


fearn  more,  go  to  www.smartforce.com/ebiz  or  call  1-888-395-0014. 
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Sometimes 
A  Great 
Cxapshoot 

The  simplest  trick  of  1999  day 
traders  was  to  buy  IPOs 
backed  by  big-name  venture 
capitalists.  But  how  smart  was  that, 
especially  if  you  weren't  an  insider 
who  got  the  IPO  price?  Here's  how 
some  of  the  big  VC  boys  and  girls 
have  done  for  investors  on  deals 
launched  between  Jan.  1, 1999,  and 
June  30  this  year.  Almost  all  did  just 
fine  for  themselves. 


Firm 


NO. 

OF 

DEALS 


THE  GOOD 


Bay  Partners 

LiCHTSPEED 

Crosspoint 
Ventures 

Kleiner  Perkins 


THE  BAD 


6 
13 
12 

23 


Mayfield  Fund 

13 

Accel  Partners 
CMGI@Ventures 

16 
5 

Sequoia  Capital 

23 

avc.  return 

since  1st 
trading  day 


169.7%* 
127.8% 
36.6% 

31.7% 

-14.8 
-27.2 
-50.6 
-51.7 


WHAT 

YOU  BE 


THE  UGLY 

Softbank 

17 

-67.2 

Vulcan  Ventures 

23 

-73.3 

Hummer 

WiNBLAD 

6 

-88.1 

idealabi 

7 

-90.6 

•kETURNS  ARE  CAPITAUZATION-WEIOHTED,  MEANING  HIGHER 
VALUED  COMPANIES'  RESULTS  COUNT  MORE  HEAVILY 
DATA:  VENTURE  ECONOMICS/NATIONAL  VENTURE  CAPITA 
ASSOCIATION;  BASED  ON  TRADING  THROUGH  11/8/2000 

I  was  raised  a  strict 
Roman  Catholic  but 
just  found  out  I'm  re- 
ally closer  to  being  an 
Orthodox  Jew.  A  col- 
league who  shares  my  religious  up- 
bringing is  more  or  less  a  Quaker.  And 
another  raised  as  an  Orthodox  Jew  is 
Baha'i,  a  faith  teaching  that  the  world  is 
a  single  race  and  the  day  has  come  for 
its  unification.  Is  this  a  crisis  of  belief? 
No.  We've  been  puttering  around 
SpeakOutcom,  a  political  Web  site  whose 
"religion  selector"  can  help  people  see  rf 
they  really  know  as  much  about  their 
beliefs  as  they  think  they  do.  Obviously, 
we  don't — or  else  we're  just  heretics.  All 
you  have  to  do  is  answer  about  20  ques- 


tbns,  covering  everything  from  tiie  natu 
of  God  to  the  family  roles  of  husbani 
and  wives.  The  selector  then  comparj 
your  answers  to  the  doctrines  of  26 
jor  religions  or  belief  systems  and  te 
you  whkh  ones  come  closest  to  matchil 
your  beliefs.  SpeakOut.com  posted  t| 
quiz  to  broaden  interest  in  the  site  af 
the  election.  With  the  holiday  seasi 
prompting  many  people  to  head  ba 
to  places  of  worship,  we  figure  tl- 
should  at  least  go  to  the  right  one. 
— Timothy  J.  Mullati 


The  Name  Game 


If  this  Internet  tale  had  a  theme  song,  it  would  have  to  be  a  cross  between 
Money  (That's  What  I  Want)  and  A  Boy  Named  Sue.  When  a  startup  called 
the  Internet  Underground  Music  Archive  (iuma)  began  looking  for  a  cheap  1 
way  to  generate  publicity,  it  got  more  than  it  expected. 

Founder  Jeff  Patterson  figured  $5,000  might  entice  someone  to  name  a 

baby  Iuma,  after  his  site  showcasing  the  music  of  unsigned  bands.  He  capped 

the  contest  at  10  winners,  but  20  more  couples  wanted  to  put  their  progen) 

c     where  the  money  was.  "I  didn't  really  worry  muc^ 

about  my  kid  killing  me  someday  over  th< 

ame — and  besides,  the  money  helpec 

get  us  into  a  house,"  says  Travis  Thorn 

hill,  father  of  the  first  Iuma  baby. 

Parents  had  to  sign  contract 

promising  not  to  change  thei 

luma's  name  until  age  18.  Th 

tally:  4  boys,  6  giris.  And  a  shrink  t< 

be  named  later?       —Jeanette  Brom 
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INNOUNCING  SOLUTIONS 


=0R  THE  NEW,  NEW  ECONOMY. 


YOU  KMOW.  THE  PROFITABLE  OME.) 


The  promise  of  e-business  is  every  bit  as  robust  todav  as  it  was  when  the  "new  ec()nom\"  was 
declared.  It's  just  that  things  that  were  labeled  passe,  like  planning,  infrastructure  and  profitability, 
have  returned  with  a  vengeance.  Welcome  to  the  new  "new  econom\ ."  No  compan\  is  better  suited 
for  this  new  world  of  value-oriented  e-business  than  S.^P,  with  our  supph  chain,  collaboration 
and  customer  relationship  solutions.  (Jut  with  the  "nev\."  In  with  the  "new  new."  learn  more, 
type  in  vvwvv.sap.com 


THE  BEST-RUN  E-BUSINESSES  RUN  mySAP.com 
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Invest  in  Freedonial 


Ah,  royalty.  Elizabeth  I.  Louis 
XIV.  And  Prince  Lazarus  R. 
Long,  ruler  of  New  Utopia! 
But  the  U.  S.  Securities  &  Ex- 
change Commission  isn't  hailing 
new  nobility.  It's  busting  frauds 
who  declare  independent  nations 
in  cyberspace  and  then  sell  bogus 
investments.  Prince  Long,  once 
Howard  Turney  of  Tulsa,  ran  one  of 
three  such  scams  that  were  shut 
down  this  year.  They  were  all 
pretty  outlandish:  New  Utopia  was 
to  be  built  on  piers  off  the  Cay- 
mans, the  Kingdom  of  EnenKio 
tried  to  sell  $i  billion  in  war  bonds, 


and    the    Dominion    of 
Melchizedek  claimed  con- 
trol of  Antarctica. 

How  can  this  work?  Blame 
slick  online  presentations.  "The 
Net  lends  an  air  of  credibility  to 
things  that  otherwise  seem  ludi- 
crous," says  David  M.  Levine,  se- 
nior adviser  in  the  sec's  Enforce- 
ment Division.  The  sec  says  victims 
sent  $1.2  million  to  what  they 
thought  was  a  Melchizedek-char- 
tered  bank,  and  Turney  raised 
$24,000.  Us,  we're  saving  our 
money  for  w  rights  to  the  roy- 
al weddings.      — Mike  McNamee 


"SALLY  SEZ 

SAVE  THE  DOT-COMS" 

With  Web  companies  flaming  out  daily,  Sal- 
ly Struthers  needs  your  help  to  save  the 
dot-coms.  "All  over  the  world,  dot-coms  are 
hurting.  They  are  suffering  from  faulty  busi- 
ness plans  and  cash-flow  shortfalls.  They  lack 
earnings  and  even  the  most  basic  of  revenue 
models.  In  many  countries,  four  out  of  five  dot- 
coms will  die  within  the  next  two  years..." 

This  pitch  is  really  just  a  parody  of  Struthers'  fa- 
mous ads  for  Save  the  Children.  The  complete 
version  can  be  found  at  SatireWire.com,  a  source 
of  pseudo-news  on  the  New 
Economy.  Founder  Andrew 
Marlatt  says  it's  all  in  good 
fun.  And  Struthers  doesn't 
mind.  Her  spokesperson  says 
she's  "for  saving  anything  but 
rubber  bands  and  tinfoil 
balls."  So,  remember,  "for  as 
little  as  79C  a  day  (or  the  cost 
of  the  average  Net  stock),  you 
can  help..."   — Ronald  Crover 
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Stiflinp 
the  Critics 

Anyone  who  runs  a  business  understands 
the  issue:  What  if  some  creep  built  a 
site  named  "YourCompanysucks.com?"  Most 
big  companies  try  to  nab  the  obvious  names 
before  the  critics  do.  So  which  names  do  you 
grab?  Below  is  a  pungent  survey  of  which 
names  companies  and  critics  register  the 
most.  By  the  way,  boss:  Guess  who  regis- 
tered BusinessWeekSucks.com  while  research- 
ing this  piece?  About  that  raise... 


THE  NAME 

THE  COUNT 

...Sucks.com  (or 

.net 

or 

•org) 

15,000 

IHate....com 

2,500 

...Bltes.com 

1,000 

...Blows.com 

800 

...Stinks.com 

600 

DATA:  NETWORK  SOLUTIONS  INC,  RK.ISIRAR 


Tonic's  ability  to  identify  a  web  application  problem  before  your 
customers  do,  diagnose  the  cause,  and  take  automated  corrective 
action  —  guarantees  a  satisfying  on-line  exoenence. 

You'll  have  peace  of  mind  in  knowing  that  your  site  is  avail- 
able and  performing  at  peak.  That  ^;^k ;  the  e-world  far  less 
daunting.  Even  predictable. 

Up  and  running  in  hours,  not  days,  fssy  to  use  with  immediate 

results.  That's  Tonic.  And  that's  better. 

www.tonic.com 


TONIC 


fiiiarantPPing  Yniir  Npt  Wnrkc 


O2000,  Tonrc  Software,  Inc 
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NEUBORNE  ON   E-TAILINC 


BY  ELLEN  NEUBORNE 

ellen   neuborne@ebi2.businessweek.com 


Beyond  the  Banner  Ad 

With  a  shot  of  creativity,  there  are  lots  of  ways  the  Internet  can  bolster  brands 

he  latest  study  on  banner  ads  is  out,  and  the  news  is  not  good.  Banner^ 
the  kind  that  sit  hke  a  valance  atop  your  screen,  are  still  the  most  pop 
ular  form  of  Internet  advertising,  though  not  a  very  effective  one,  report 
AdRelevance.  The  only  I-ad  delivering  fewer  eyeballs  than  the  horizontj 
banner  ad  is  the  vertical  banner  ad,  which  runs  the  length  of  the  screer 


The  worst  part  of  this  news  is  that  it's  not  news.  Everyone 
in  marketing  and  advertising  already  knows  that  banner  ads 
stink.  They  are  a  pale  imitation  of  their  richer  television  and 
magazine  cousins.  People's  eyes  slide  over  them  easily.  And  if 
they  dare  to  get  uppity  and  try  to  wave  at  us  and  get  our  at- 
tention, we  complain.  Banners  can't  win.  Yet  mar- 
keters cling  to  them,  unwilling  to  take  risks 
and  venture  into  other  tactics. 

That's  a  shame,  because  there  is  a 
smart  way  to  advertise  using  the  Net, 
which  only  a  handfiil  of  companies 
have  figured  out.  Instead  of  plastering 
ads  on  Web  pages  in  the  same  old  way,  savvy 
companies  are  launching  branding  campaigns 
that  tap  into  what  the  Web  stands  for — tech- 
smart  folks  who  fancy  themselves  as  hip. 

Take  Kmart  Corp.  The  discount  chain 
has  a  new  tech  offering,  the  BlueLight  True 
Blue  Personal  Computer,  your  basic  $499 
PC.  It  will  do  little  in  the  way  of  big 
league  profits.  But  that's  fine,  because 
what  it  loses  in  margin,  it  will  make  up  in 
marketing.  The  key  is  in  its  name.  It's 
branded  with  the  moniker  of  Kmart's  hot 
new  online  store,  BlueLight.com.  This  gives 
Kmart  a  link  to  more  affluent,  techie  cus- 
tomers— the  Web's  bread-and-butter. 

Yule  buzz.  After  years  of  searching  for  a 
Web  strategy,  Kmart  is  starting  to  get  some 
traction  with  BlueLight.  Among  online  dis- 
counters, BlueLight's  site  traffic  is  strong: 
More  than  4  million  consumers  have  signed 
on  for  its  free  Internet  access.  And,  while  ri- 
val Wal-Mart  Stores  Inc.'s  latest  online  incarna- 
tion has  drawn  yawns,  BlueLight.com  has  buzz  heading  into  the 
holidays.  The  new  PC  borrows  on  that  buzz  and  boomerangs  it 
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back  home  to  the  discount  aisles,  elevating  the  Kmart  image  I: 
connecting  it  to  the  Net,  according  to  Heidi  Gibson,  director 
product  marketing  at  BlueLight.  "We  leverage  that  brand  to  ser 
the  master  brand — Kmart,"  she  says. 

Volvo  also  is  taking  a  stab  at  leveraging  the  Web  for  what  it  do 
best.  To  attract  yoimger  consumers  and  inject  a  litl 
/  pizzazz  into  its  safe-and-boxy  image,  Vol 

this  month  is  launching  its  new  mod 
/     the  S60  sedan,  entirely  on  the  Net.  Vc 
vo  is  ftinneling  its  marketing  for  this  c 
into  the  Web,  primarily  into  real  est£ 
on  America  Online — with  everythii 
from  informational  Web  sites  to  swee 
stakes.  By  doing  this,  Volvo  not  or 
reaches  key  customers — company  r 
search  shows  80%  of  its  target  market 
online — but  also  gives  its  brand  a  1 
by  breaking  from  traditional  ads  a 
making  a  cutting-edge  statement  online. 
These  marketing  efforts  are  exciting  I 
cause  they  stray  from  the  beaten  banr 
path.  Instead  of  trying  to  make  the  Inten 
into  a  computerized  TV,  they  reach  t 
and  use  what  works  about  the  Intern 
That's  crucial.  E-tailers  will  draw  rec( 
numbers  of  shoppers  this  Christmas, 
remains  the  medium  of  the  out-of-tl 
box  and  the  adventurous.  These  are  wor 
while  brand  attributes. 

AdRelevance  suggests  that  market 

try  other  ad  shapes  and  technologies,  si 

as  the  button  or  the  form  ad,  which 

eludes  text  boxes  or  drop-down  mer 

That  may  not  solve  the  marketing  probK 

Creativity  gets  more  attention  than  a  (leeting  i 

of  pixels.  Quit  banging  your  heads  against  those  banners 

find  the  ways  the  Web  works.  • 


The  wisdom  of  experience. 
The  energy  of  youth. 
Limitless  potential. 


Covisint,  combining  the  heritage 
of  the  automotive  industry  and  the 
promise  of  Internet  technology  to 
open  a  new  window  of  possibility. 
Covisint  is  a  global  automotive 
business-to-business  exchange 
developed  by  DaimlerChrysler, 
Ford  Motor  Company,  General  Motors, 
Nissan  and  Renault. 

Here,  connection  increases  organization. 
Collaboration  transcends  geography. 
Speed  breeds  efficiency. 
Knowledge  is  exchanged  securely. 
This  time,  everyone  gets  to  grow. 


covisint 


covisint.com 
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BY  ROGER  O.  CROCKETT 

roger_crockett@ebiz.businessweek.com 


Surfing  in  Tongues 

It's  not  Engiish-only  anymore.  It's  time  for  Net  mercinants  to  go  multilingual 

round  the  globe,  English  is  the  language  of  power:  It's  the  official  tongue  in  dozens 

nations,  from  Australia  to  Zimbabwe.  It's  spoken  by  milUons  of  people  in  more  tha 

100  countries.  Business  and  cultural  elites  everywhere  can  manage  at  least  a  fe 

words.  It's  not  surprising,  then,  that  as  the  Internet  has  revolutionized  global  con 

merce,  English  has  become  the  lingua  franca  of  the  World  Wide  We 


But  Achtung,  baby.  This  Web  is  finally  living  up  to  its  worldwide 
name.  Just  four  years  ago,  English  was  the  native  language  of 
80%  of  Web  users,  and  nearly  all  Netizens  could  read  it  to 
some  degree.  Today,  Eng- 
lish is  the  mother  tongue 
of  less  than  half  the  peo- 
ple on  the  Net,  says  mar- 
ket researcher  Global 
Reach  Inc.  That  means 
merchants  had  better  not 
talk  dollars  to  German- 
speaking  cybercitizens  who 
think  in  Deutsche  marks. 
"It  gives  you  an  incentive 
to  use  a  service — if  it's 
multilingual,"  says  Brigitte 
E.  Biver,  a  German  work- 
ing for  Commerzbank  in 
Chicago.  "It's  smart." 

Attenzione,  Web  mer- 
chants. This  is  no  passing 
phase.  As  the  Net  pene- 
trates ever-deeper  into 
non- Anglophone  societies, 

more  users  won't  know  English.  By  2004,  only  one-third  of  Web 
users  will  be  native  English  speakers,  estimates  Global  Reach.  In 
three  years,  Internet  spending  outside  the  U.S.  will  top  $914  billion, 
two-thirds  of  the  world's  $1.64  trillion  in  e-commerce,  according  to 
researcher  International  Data  Q)rp. 

Smart  Net  companies  such  as  Yahoo!  Inc.  and  Amazon.com  are 
perking  up  their  ears.  Yahoo  has  sites  in  a  dozen  tongues,  and  Ama- 
zon hav^  books  on  Japanese-,  French-,  and  German-language  sites. 
But  they're  the  exception.  Despite  growing  multiculturalism  online, 
55%  of  U.  S.-based  Net  companies  offer  sites  only  in  English, 
says  IDC.  Overseas  firms  are  stepping  into  the  breach.  From  Asian 
financial  source  Boom.com  to  Central  European  city-guide 
Globopolis.com,  foreign-owned  sites  are  creating  pages  in  multi- 
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pie  languages  to  reach  their  customers  around  the  worl 
Companies  reap  big  benefits  from  going  global.  eBay  In 
for  example,  runs  sites  in  Germany  a 
France — dominating  those  markets,  sel 
twice  as  many  goods  as  competitors 
And  GongShee.com,  an  online  store 
Chinese  foods,  launched  an  English-o 
site  last  spring,  but  sales  were  sluggish. 
September,  it  added  Chinese  descriptio: 
and  orders  jumped  sevenfold,  says  Pa 
Singh,  chief  executive  of  EthnicGrocer.o 
Inc.,  GongShee's  parent. 

Building  a  multilingual  e-commerce 
is  no  cinch.  The  overhaul  can  cost  a 
where  fi-om  tens  of  thousands  to  millions 
dollars,  depending  on  a  site's  size,  says 
S.  Pressman,  president  of  Uniscape  Inc 
globalization  software  company.  It's  not  j 
about  language:  A  site  must  handle  ordi 
in  different  currencies,  characters,  a 
measurements.  And  there  are  differences 
the  way  cultures  handle  the 
Some  languages,  and  si 


Babel.net 


Although  English  was  the  first 
language  of  80%  of  Web  users 
in  1996,  today  it's  the  mother 
tongue  of  fewer  than  half 

Web  users' first  language: 


ENGLISH: 

1996 

80% 

2000 
49.9% 

CHINESE: 

1% 

7.6% 

JAPANESE: 

4% 

7.2% 

GERMAN: 

1% 

5.9% 

SPANISH: 

1% 

5% 

DATA:  GLOBAL  REACH 


are  read  from  right  to  \< 
And  U.  S.  Net  icons  such 
mailboxes  or  shopping  c 
are    unfamiliar    in    so 
countries.  Designing  V\| 
sites  is  "different  in  c 
culture,"  .siiys  Alison  C.  li 
globalization    guru 
Hewlett-Packard  Co.'s  eig 
language  it  Resource  Cami 
So  snap  to  it,  Wcbma.si( 
and  start  posting  pages  I 
reflect   the  wide  wor 
today's  Web.  • 


K* 


F-W 


\xv 

^^ 
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«H 

ftff^ 
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CAUTION 


WOULD  YOU  ASK  CUSTOMERS 

TO  GO  THROUGH  THIS  BEFORE  DOING 

BUSINESS  WITH  YOU? 


IjOW  a  few  words  ABOUT  YOUR  WEB  SITE. 

To  build  rewarding  relationsliips  with  your  customers,  you  have  to  make  It  easy  for 
them  to  do  business  with  you.  Today,  that  means  implementing  a  Web  strategy  that 
allows  you  to  interact  with  customers  in  ways  you  never  could  before.  At  SilverStream, 
we  provide  the  software  and  services  that  help  you  deliver  an  Internet  experience  that 
has  the  breadth,  depth  and  professionalism  your  customers  and  trading  partners 
We're  setting  new  standards  for  building  next-generation  eBusiness  Web  sites, 
with  the  most  advanced  eCRM  technologies  and  B2B  Integration  capabilities,  to 
give  you  a  real  competitive  edge  -  now  and  in  the  future.  Are  you  ready  to  take  your 
sBusiness  to  a  whole  new  level?  www.silverstream.com 


SilverStream 

Are  you  ready  to  do  eBusrness? 


1  2000  SilverStream  Software,  Inc.  SilverStream  is  a  registered  trademarK  o(  SitverStro.ini  Softw.ir 
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CLICKS&MISSES 


BY  TIMOTHY  J.  MULLANEY 

tim_mullaney@ebi2.businessweek.com 


A  Mixed  Bag  for  E-Xmas  f 

MySimon  loses  some  luster,  but  Amazon.com  shines 


hristmas  in  my  family  comes  with  its  own  traditions  and 
lore,  which  my  six  sibUngs  and  I  have  relayed  to  leery  new 
spouses  in  the  odd  wedding  toast.  One  of  the  best  stories  is 
the  one  about  my  brother  storming  down  the  stairs  on 
Christmas  Eve  in  the  1970s  demanding  to  know  who  stole 


Shopping  sites 

*•  www.mysimon.com 
►  www.amazon.com 
>■  www.mercata.com 


his  $2,  because  without  it  he  couldn't  buy  presents.  Poor  us. 
So  one  can  imagine  how  I  took  to  Web  business  models  that 
promised  consumers  more  leverage,  especially  during  the  holidays. 
Tricks  such  as  shopping  bots  that  seek  out  the  lowest  price  on  the 
Web,  and  sites  where  groups  of  buyers  can  team  up  to  get  group-buy- 
ing discounts  on  popular  goods  promised  Christmases  even  brother 
Pat  could  afford!  But  when  I  looked  at 
some  of  them  last  year,  I  found  mixed 
results.  And  when  I  looked  again  this  " 
year,  expecting  things  to  be  better,  I 
found  mixed  results  again.  Some  of  the  Web 
models  I  expected  to  force  big  price 
cuts  have  done  little.  And  many 
sites  still  don't  tell  you  enough 
about  the  products  they  sell.  Here's 
how  three  big  sites  with  different 
approaches  stacked  up  as  I  worked 
through  a  shopping  list  that  was 
part  real  and  part  hypothetical. 

Mercata  Most  perplexing  is 
Mercata.com,  the  group  buying  site 
backed  by  Microsoft  co-founder 
Paul  Allen.  The  idea  behind  Mer- 
cata  is  to  limit  selection  some- 
what so  the  group's  buying  pow- 
er can  be  concentrated.  Last  year  1 
figured  all  the  site  needed  was 
time  and  maturity  to  become  a 
major  force,  but  selection  is  still 
poor  and  prices  are  often  high. 
Here's  how  it  works:  You  reg 
ister  for  a  PowerBuy,  which  is  ba- 
sically a  sign -up  period  of  severa 
days  in  which  you  tell  Mercata 
what  you'll  pay  for  the  goods  you 
bid  on.  A  few  days  later,  you  see  how  you 
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fared.  The  group's  size  determines  the  price — Mercata  does 
explain  the  details — and  everyone  whose  bid  is  equal  to  or  higl 
than  the  final  price  gets  the  lower  group  price  in  the  end.  If  you 
$120  for  a  Razor  scooter  and  a  big  group  pushes  the  price  to  $ 
you  pay  $99. 

Selection  and  scanty  product  information  are  two  big  proble] 
that  undercut  Mercata's  price  proposition.  A  search  for  carry 
luggage  yielded  three  choices,  and  only  10  TVs  were  availal 
even  though  electronics  is  Mercata's  strong  suit.  Product  infc 
skimpier  than  at  major  bot  sites,  let  alone  the  wonderfully  m 
chandised  Amazon.com  Inc.  And  Mercata  doesn't  consistei 
command  better  prices  than  you  can  find  on 
Web — or  even  at  the  Wiz.  W 
only  about  400,000  monthly  v 
tors  (outside  of  holiday  time), 
power  that  group  buying  is  si 
posed  to  afford  just  isn't  thert 
Disappointment  with  Mei 
ta's  prices  was  nearly  constc 
Bots    mySimon    and    Dealti 
trounced  Mercata's  price  whe  ' 
came  to  a  Palm  Vlbc.  In  K".s,  K  r 
cata  wanted  more  than  $1, 
for  a  Compaq  system  runn 
on  a  633MHZ  Intel  Celeron  c 
I  found  more  powerftil  I'Cs 
Compaq's  own  Web  site  for 
Mercata's  luggage  prices  co 
be  matched — for  a  bigger 
in       the      same      brand 
eBags.com,  and  so  on.  The  ( 
best-of-thc-Wcb  price  on  K 
cata  was  for  a  Movado  wa 
Over  the  course  of  a  week  n 
prices  moved  only  a  few  do' 
lower  as  more  people  bid.  \m^ 
bidders  musl  wail   for   n. 


lose  a 
customer 


He's  either  dreaming  or  working  with  CA's  Intelligent  CRM  Suite. 


There  have  never  been  so  many  ways  to  lose  a  customer.  Thanks  to  the  Internet, 
ur  customers'  expectations  have  never  been  higher.  Their  sources  of  information  have 
ver  been  greater.  And  their  access  to  your  competitors  has  never  been  faster.  What's 
t  xe,  research  tells  us  that  companies  can  boost  profits  by  almost  100%  just  by 
aining  5%  more  of  their  customers.*  The  first  step  to  retaining  those  customers  is 
ining  a  better  understanding  of  them. 

Computer  Associates'  Intelligent  CRM  offers  you  a  comprehensive  suite  of 
plications  to  understand  and  retain  those  demanding  customers.  From  our  predictive 
istomer  Intelligence  that  mines  the  information  in  your  database  for  decision-making 
alyses  and  insights  to  our  predictive  Sales  and  Marketing  that  provides  you  with  a 
nsolidated  view  of  all  customer  activity  across  your  business  through  personalized 
rtals:  CA's  Intelligent  CRM  Suite  is  unique  in  the  industry. 

Furthermore,  our  3-D  visualization  technologies  bring  information  and  analyses  to 
J  and  give  customers,  staff,  and  suppliers  the  opportunity  to  perceive  it  in  all  its  many 
lensions  rather  than  simply  view  it.  Whether  you  begin  with  a  single  application  or 
30se  the  entire  solution,  it's  powered  by  Jasmine''"  //,  CA's  eBusiness  platform.  So  it 
imlessly  integrates  with  your  existing  systems  and  applications  to  leverage  your 
9stment,  regardless  of  underlying  technologies. 

To  find  out  more  about  how  Computer  Associates  can  help  you  get  closer  to  your 
itomer  and  empower  your  staff,  visit  www.ca.com/solutions/crm.htm  or  call 
100-225-5224.  Don't  wait  too  long,  your  competitors  are  reading  this  too. 


00  Computer  Associates  International,  Inc.,  Islandia.  NY  1 1 749.  All  trademarks,  trade  names,  service  marks  and  logos 
snced  herein  belong  to  ttieir  respective  companies.  "Harvard  Business  Review,  Sept. -Oct.  1990.  Frederick  F,  Reictitield 
rl  Sasser  Jr.  Zero  Defections:  Quality  Comes  to  Services, 


Customer  Intelligence 


Human  Touch 


Customer  Service 


Sales  and  Marketing** 


ovided  ttirough  a  partnership  with  eWare. 


eWare 


QOMPUTER® 

AssoaATEs 

Software  superior  by  design. 
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end  of  the  FoweiBiiy  to  know  what  the  price  is  going  to  be — let 
alone  to  get  their  stuff.  No  bargain,  that. 


mySimon.COm  MySimon  is  the  leading  hot  site  on  the  Web. 
It  docs  what  it's  supposed  to  do:  deliver  price  comparisons,  and 
a  bit  more.  But  it  has  regressed  in  some  ways  since  I  reviewed  it 
last  year.  In  particular,  its  data  about  products  isn't  as  deep  or  as 
easy  to  use  as  it  once  was.  The  reason  is  sad  but  simple:  In  1999, 
mySimon  tapped  a  lot  of  that  info  by  partnering  with  Produc- 
topia.com,  a  for-profit  twist  on  Consumer  Reports  that  closed  in 
October.  The  loss  of  Productopia  is  a  big  one.  The  site  let  you  re- 
search dozens  of  categories  and  see  recommendations.  If  you 
wanted  a  digital  camera,  you  could  choose  between  its  picks,  the 
best  value  models,  and  so  on— then  let 
mySimon  find  the  best  price  on  the  camera 
you  chose.  The  system  worked  wonderful- 
ly: I  chose  a  digital  camera  by  relying  on 
Productopia  and  mySimon,  beating  Wal- 
Mart's  price  by  $30. 

This  year,  however,  mySimon  has  user-vmtten  reviews  and  general 
buying  guides,  which  are  mostly  lists  of  staff-recommended  gifts.  The 
best  info  comes  from  questionnaires  that  help  match  you  to  different 
products,  but  links  to  these  questionnaires  are  so  small  that  I  didn't 
initially  notice  them.  They  are  no  match  for  the  detailed  comparisons 
Productopia  complemented  with  lively  writing.  But  mySimon's  price 
still  beats  both  Amazon  and  Mercata  8  or  9  times  out  of  10. 

The  site  certainly  has  its  points.  One  strength:  mySimon  ad- 
dresses concerns  that  a  cheap  price  from  a  no-name  store  might 
prove  a  bad  bargain.  It  does  that  by  listing  prices  next  to  a  store's 
reliability  rating  from  Gomez  Advisors  Inc. 


Amazon  After  hard-core  bot  shopping,  Amazon.com  seems  pos- 
itively traditional.  Like  offline  stores,  Amazon  offers  selective  disJ 
counts  to  get  your  attention  but  sells  most  goods  at  full  price  or  dosd 
to  it.  What  sets  it  apart  is  what  the  full  price  pays  for — lots  of  prod  J 
uct  info,  sharp  merchandising,  recommendations,  and  a  sense  of  frinl 
Considering  it  was  Ama7X)n,  I  began  with  a  book  for  my  otheJ 
older  brother,  a  big-shot  economist  Dealtime.com  delivered  Busn 
WEEK  economics  editor  Michael  J.  Mandel's  new  book,  The  Coming  j 
temet  Depression,  for  just  $13.44,  well  below  Amazon's  $19.20. 
Amazon  made  up  the  difference  in  other  ways — especially  wit 
well-written  reviews  of  Mandel's  book,  some  from  magazines  and  < 
ers  from  readers  who  had  absorbed  the  book  and  commentec] 
thoughtflilly  on  it.  Amazon  is  not  that  complete  outside  of  book 

What  sets  Amazon  apart?  Lots  of  produc 
information  and  sharp  merchandisinj 

and  music,  but  it's  unexpectedly  detailed  considering  the  wide  rang 
of  products  it  sells.  Its  merchandising  dangles  ftin  things  in  front  o 
you  to  induce  impulse  buys.  My  favorite:  Checking  Amazon' 
prices  on  Razor  scooters,  I  found  its  list  of  Top  10  Corporate  Goof 
Off  Gifts.  The  $29  Wiffle-ball  pitching  machine,  perfect  for  Ion 
straight  office  hallways,  sounded  like  a  must. 

The  development  of  all  these  models  highlights  that  the  Web  ha 
room  for  the  new  and  the  old.  Most  of  us  overestimated  the  im 
portance  of  dynamic  pricing,  from  Mercata  to  priceline.com.  But : 
does  have  a  place.  Other  people  value  the  frills  Amazon  offers  moi 
than  rock-bottom  prices.  The  market  needs  a  mix.  And  this  holida 
season,  for  all  of  this  year's  problems,  it  still  has  one.  ® 


fibli 


Coiii|i 


THE  BOX'S  STILL  THE  BEST 


Web  technology  fostered  all  sorts  of  only-on-the-Web  pricing: 
Name-your-own-price,  group  buying,  and  shopping  bots  that  automati- 
cally find  the  best  price  on  standard  goods.  So  what's  the  best  way  to 
get  a  good  value?  Here's  what  we  found. 


Amazon  delivers  the  most,  which  is  one  reason  it  usually 
commands  full  price.  Mercata  has  general  shopping 
guides  I  didn't  find  useful.  MySimon  has  general  guides 
and  product-comparison  utilities,  but  suffers  from  the  loss 
of  data  it  used  to  get  from  now-defunct  Productopia.com. 


MySimon  delivered  the  lowest  prices  most  of  the  time. 
Mercata's  group  buying  model  delivered  many  prices  we 
could  beat  with  a  simple  look  at  the  Sunday  paper.  Ama- 
zon discounts  selectively,  like  the  major  offline  retailers. 


Amazon  has  successfully  built  its  business  around  deliver- 
ing convenience.  At  Mercata,  you  have  to  wait  to  know  an 
item's  final  price — or  if  you'll  get  the  stuff.  MySimon's 
convenience  hinges  on  the  quality  of  the  store  with  the 
lowest  price,  as  rated  by  mySimon  partner  Comez.com. 


Mk  c\Qk  /^ 


_LJ1_ 
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E-MARKETPUCES  ARE  TAKING  OFI 

DON'T  GET  LER  BEHIND 


nterwof 


w  customer 


quickly  joining  all  the  e-marketplaces  you  need  to  sell  in. 


If  you  want  to  quickly  reach  new      And  Enterworks  protects 


customers  through  e-marketplaces,  call  Enterworks 

Our  e-husiness  integration  solutions  give  you  a 

competitive  edge  by  getting  your  business 

processes  and  catalog  content  to  work 

smoothly 

with    the    e-market 

places  of  your  choice  —  faster 

ind  less  expensively  than  you  might  think. 

'•    We    help    you    leverage   your   best  practices    by 
automating  processes  in  critical  areas  like  inven- 
tory management,  PO  fulfillment,  and  invoicing, 
and  then  integrating  them  quickly  and  securely 
with  e-marketplaces. 

We  make  sure  that  you're  always  prepared  for 
changing   market   conditions    and    customer 
requirements  by  making  it  easy  to  instantly 
deliver  up-to-date  catalog  content  to  market- 
places in  the  format  they  require  —  xCBL, 
cXML,  RosettaNet  PIPs,  and  others. 


your 

cherished   brand   equity,   too,   with   pre-built 

process    templates    that    support    Ariba's 

PunchOut     and     RoundTrip/OCI     from 

Commerce  One-SAP  —  so  buyers  know  they're 

buying  from  you 
when  they  make 
purchases  through  the  marketplace. 

J-j-marKetplaCeS  can  be  a  powerful 
way  to  find  and  serve  new  customers.  To  learn 
more  about  Enterworks'  solutions  for  helping  you 
take  advantage  of  e-marketplaces  to  build  new 
business  relationships,  visit  our  Web  site  at 
www.enterworks.com/1031.htinl  and  down- 
load a  FREE  executive  ovei-view  of  Challenges 
and  Solutions  for  Supplier  Enablement.  Or  call 
888-242-8356,  ext.  1031. 

Enterworks.  We'll  help  you  arrive  on  time  in 
successful  e-marketplace  sales. 


Enterworks 
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'So  Exerting  I  Can't  Sleep" 

a  dot-com  winter,  we  track  a  Stanford  student  taking  time  off  to  pursue  his  vision 

It's  a  rainy  afternoon  in  Menlo  Park,  Calif.,  and  I'm  slurping  French  onion  soup  in  a  local 
bistro,  Vida,  with  my  young  friend  Stephen  Oskoui.  "It's  strange  in  Silicon  Valley  right  now. 
You  can  feel  something  different  in  the  air,"  Oskoui  says.  There  is  a  trace  of  puzzlement 
in  his  large,  intense  eyes.  It  is  autumn,  but  we  are  talking  about  the  dot-com  winter  that 
is  hard  upon  us.  For  a  positive  thinker  Kke  Steve,  even  that  mild  observation  is  startling. 

[  first  met  Steve,  a  21 -year-old  computer  science  wizard  at 
iford  University,  about  a  year  and  a  half  ago.  I  was  working  on 
ilumn  about  young  entrepreneurs  and  he  had  just  turned 
m  a  seven-figure  offer  to  sell  some  technology  that  he  and  a 
id  had  put  together  over  a  summer.  The  buyer  insisted  that 
e  and  his  buddy  would  have  to  be  part  of  the  deal,  and  at  the 


;,  Steve  was  determined  to  stay  in  school, 
iteve  and  his  tech  savvy  cronies  are  the  bonus  babies  of  the 
/  Economy.  Many  aren't  old  enough  to 
Jc,  but  nonetheless  are  as  well-known  to 
1  venture  capitalists  as  Heisman  Trophy 
iidates  are  to  pro  football  scouts.  Some, 
1  as  Napster's  Shawn  Fanning  and  for- 
Netscaper  Angus  Davis,  now  of  Tellme 
vorks,  have  attained  near  rock  star  status, 
liked  Steve  right  off.  He's  smart,  polite, 
lacking  the  braggadocio  of  many  of  his 
s.  Despite  that  eye-popping  offer,  he  de- 
d  that  college  was  a  great  chance  for  him 
row  as  a  person,  not  just  as  a  profes- 
al.  So  you  can  imagine  my  dismay  when, 
ine,  I  received  an  e-mail  fi-om  Steve  that 
n,  "I  recently  filed  for  a  leave  of  absence 
1  Stanford  and  will  be  gone  for  at  least  the 
year . . .  I'm  not  taking  this  decision  light- 
id  I'm  only  doing  it  because  I've  hit  on 
idling  that's  so  exciting  I  can't  sleep." 
hat  something  is  a  startup.  He  and  a 
med  Valley  software  engineer  partner 
ooking  to  produce  a  flat-rate  cell-phone 
■d  at  the  15-to-26  crowd.  But  there  was 
.even-figure  check  awaiting  him  this 
.  In  fact,  Steve's  note  arrived  soon  after 
iot-com  bubble  popped.  As  I  read  his 
with  some  concern  I  thought,  If  you 
't  jump  when  you  had  a  sure  thing, 
now? 


The  lunch  at  Vida  is  one  of  several  we've  had  since  that  e- 
mail.  Meanwhile,  market  conditions  have  gotten  worse.  The 
golf  retailing  site  where  Steve  interned  last  summer,  Chip- 
shot.com — yet  another  concern  led  by  a  young  star  that  raised 
over  $20  million — went  bankrupt.  Many  other  highfliers  are 
now  trading  in  what  my  friend,  biotech  consultant  Joanna  Sul- 
livan, recendy  christened  the  "drill  bit"  range — 11/16  and  other 
ft-ightening  fi^actions.  Steve,  however,  is  undaunted.  "What  I'm 
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''No  more  three- 
MBAs-and-an-idea'' 


doing  now  feels  so  right," 
he  insists. 

His  company,  Piko 
Communications,  is  up  and 
running  in  a  nearby  two- 
bedroom  apartment  where 
the  decor  is  Bachelor 
Provincial.  Steve  often  has 
the  sore-looking  red  eyes 
common  to  late-night  hack- 
ers. Piko  is  nothing  if  not 
ambitious:  It  must  assem- 
ble software,  hardware,  and 
networking  capability.  Steve 
admits  it  has  been  harder 
than  he  thought  it  would 
be.  The  first  round  of  meet- 
ings with  venture  capitalists 
did  not  produce  those 
"Ahal's"  Steve  might  have 
hoped  for,  nor  a  fat 
bankroll  of  seed  money. 
He  and  his  partner  have 
changed  strategy  and  prod- 
uct focus  since 
his  first  bouts  of 
insomnia.  He  has 
had  to  liquidate 
some  of  his  own 

stock  portfolio  in  this  down  market  to  buy  the  domain  name, 
Piko.com,  from  a  young  Hawaiian  woman  for  $20,000.  (Piko  is 
Hawaiian  for  "your  coimection  to  your  family")  However,  Steve 
says  he  has  some  smart  backers  interested  in  his  outfit,  and  an  im- 
portant partnership  that  could  be  finalized  any  day  now. 

It's  impossible  to  predict  whether  the  stars  will  align  for  Steve 
and  Piko,  but  I  think  there  is  something  important  that  res- 
onates in  his  phrase  "so  exciting  I  can't  sleep."  We  have  agreed  to 
keep  meeting,  and  starting  in  January  I  hope  to  give  my  online 
readers  monthly  updates  on  how  Piko  develops  (ebiz.business- 
week.com).  From  talking  to  Steve,  I  have  come  to  realize  that  the 
entrepreneurial  calling  is  as  much  about  where  you  are  in  your  life 
as  it  is  about  any  one  opportunity.  After  he  turned  down  that  oth- 
er offer,  Steve  spent  a  year  as  a  resident  assistant  in  a  Stanford  dor- 
mitory, where  he  dealt  with 
students  and  their  highs  and 
lows — a  far  cry  from  the  self-di- 
rected, solitary,  Web-site-buUding 
years  that  first  gave  him  the  entre- 
preneurial bug.  He  has  a  support- 
ive girlfriend  whose  parents  are 
entrepreneurs.  Also,  he  explains, 
"When  I'd  finish  a  paper,  I  didn't 
feel  like  I'd  contributed  something 
to  the  world.  My  hobby  was  al- 
ways thinking  up  business  ideas 
and  figuring  out  what  I  could  do 
to  make  them  work.  Now,  I'm  do- 


Kosnik  is  mentor  to  the  bonus  babies 


tsnsm- 


^  At  universities  sucli  as  Stanford 
and  MIT,  on-campus  organizations  fos- 
tering entrepreneurship  have  become 
as  popular  as  homecoming  parties.  And 
it's  not  unusual  to  see  high-tech  execs 
dropping  by  for  a  guest  lecture — and 
maybe  even  to  eyeball  a  few  hot  en- 
gineering prospects.  See  Stanford's 
Business  Association  of  Stanford 
Engineering  Students  program  at 
http://www.bases.stanford.edu  and 
MIT's  Entrepreneurship  Center  at 
http://entrpreneurship.mit.edu/ 


ing  it  all  the  time,  and  I  Ic 
like  I'm  having  fun  all  day 
For  me,  Steve  is  a  wii 
dow  on  several  worlds.  1  < 
starters,  he  represents  ti 
leading  edge  of  a  new  ge 
eration  of  consumers.  "I 
very  important  to  conni 
with  the  15-to-25  dem 
graphic,"  says  Janice  Robei 
a  venture  capitalist  at  Ma 
field  Fund.  "They've  gro\ 
up  with  technology  and  ha 
an  intuition  about  it.  '\ 
need  to  treat  young  peoj 
very  seriously,  in  a  way  i 
haven't  before." 

I  also  believe  Steve  is  ei 
blematic  of  the  blindinj 
bright,  hard-working  you 
entrepreneurs  all  over  hi 
tech  who  came  of  age  di 
ing  a  period  when  power 
people  did,  in  fact,  take  th( 
seriously.  Few  of  them 
imagine  that  the  cur 
dovsntum  will  last.  They  continue  to  flock  to  venture  capitalists 
way  fi-eshman  visit  their  academic  advisers  whenever  a  new  maj 
looks  interesting.  Heidi  Roizen,  a  venture  capitalist  at  Softbank, 
calls  the  Stanford  student  who  recently  assured  her  that  his  busir 
proposal  wasn't  some  fly-by-night  notion.  "You  have  to  realize 
I've  been  thinking  about  this  idea  for  an  entire  quarter,"  he  sa| 

Now  that  the  big  chill  is  in  the  air,  what  will  become  of 
bonus-baby  generation?  "It  could  be  that  companies  like  Microsj 
and  Hewlett-Packard  will  again  become  the  finishing  school 
young  entrepreneurs,"  says  Trevor  Traina,  the  32-year-old  foun^ 
of  shopping  engine  CompareNet.  Traina  made  millions  sell 
CompareNet  to  Miaosoft  in  1999  and  now  says  he  sees  an  awftill 
of  unwrinkled  faces  in  the  company  cafeteria — faces  he  thinks  a 
booming  market  might  have  attracted  to  startups. 

Stanford  professor  Tom  Kosnik,  a  mentor  to  Oskoui 
dozens  of  other  engineering  and  business  school  students,  saysl 
sees  no  despair  among  the  young  go-getters.  The  engineerl 
school's  16  courses  on  entrepreneurship  have  Icj 
waiting  lists,  and  on-campus  talks  by  high-tech  her 
are  standing  room  only.  Students  now  realize 
need  more  than  "three-MBAs  and  an  idea,"  Kosl 
says.  "But  students  still  believe  they  can  create  gJ 
companies  on  the  combination  of  good  technol^ 
and  the  power  of  their  own  will  and  vision." 

The  inexperience,  even  naivete,  of  scores  of  yoJ 
entrepreneurs  certainly  helped  ftiel  the  recent  dot- 
excesses.  Now,  however,  it  will  be  interesting  to  | 
whether  the  smarts  and  optimism  of  Steve  and  oti 
might  al.so  help  revive  tech.  Innovation  imd  (orce  ot  i 
svsorls  around  many  of  these  young  stars  like  a  biisk,] 
vigorating  wind.  You  can  feel  it  in  the  air.  • 
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MILLION  DOLLAR  SERVICE 

WITH  OVER 

HALF  A  MILLION 
IN  SAVINGS 


Saks  Incorporated  has  long  been  famous  for  attentive,  personal  service.  So  when  they  wanted  to  restyle  their  customer  service  operations  for  todays  eBusiness 
environment,  they  chose  Aspect.  Using  Aspect  eCRM  solutions.  Saks  integrated  three  contact  centers  into  a  single  virtual  contact  center.  Without  adding 
a  single  agent.  Saks  now  handles  16%  more  customer  interactions.  Whenever — and  however — their  customers  choose.  It's  all  resulted  in  three-quarters 
of  a  million  dollars  in  annual  savings,  while  preserving  Saks'  legendary  service  for  generations  to  come.  It  seems  that  success  does  indeed  come  gift-wrapped. 

CGet  the  whole  story  behind  Aspect's  solution  for  Saks  at  www.aspect.cqm/go/maxsuccess  or  call  us  at  1-888-412-7728. 


iii^l 


poet,  the  Aspect  logo,  and  the  phrase  "The  Starting  Point  for  cBusmess"  are  trademarks  and/or  service 
1  A'.peci  Communrcncions  Corporation  \n  the  United  States  and/or  other  countries  All  other  product  or 
^nlc^  mentioned  in  this  document  may  be  trademarks  of  the  companies  with  which  they  arc  associated. 
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If  it's  part  of  a  focused  strategy, 
your  people  embrace  it, 

your  customers  buy  it  and 
your  technology  supports  it... 

0n6  icl63<^an  take  you 
where  you  want  to  go. 

From  innovation  to  execution. 


our  people  deliver. 


Cap  Gemini 
Ernst  &YOUNG 


Cap  Gemini  Ernst  &  Young 
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Software 
Whizzes 

Meet  the  scrappy  lot  who  were  the  first  to  spot  the 
potential  of  Web  software-and  are  now  cashing  in 


SPENCER  E.  ANTE 
AND  JIM  KERSTETTER 


evin  O'Connor's  career 
was  on  the  line.  In  the  fall  of 
1999,  O'Connor,  the  head  of 
Deutsche  Bank's  applied 
technology  group, 
was  put  in  charge 
of  building  a  new  Internet  computing 
system  for  the  entire  financial-services 
conglomerate,  an  outfit  with  93,000 
employees  serving  more  than  9  million 
customers.  O'Connor  needed  to  pick  a 
technology  that  would  serve  as  the  stur- 
dy foundation  of  Deutsche  Bank's  glob- 
al e-commerce  operation.  The  cost  of 
making  the  wrong  choice  could  be 
hundreds   of  millions   of  dollars   in 
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wasted  capital, useless  employee  training, 
and  ticked-off  customers. 

In  another  era,  O'Connor's  job  would 
have  been  a  no-brainer.  He  could  have 
picked  a  tried-and-true  technology  supplier 
such  as  IBM,  Microsoft,  or  Oracle,  knowing 
that  things  couldn't  go  too  far  wrong.  Not 
these  days,  however.  Even  though  IBM  dis- 
counted the  price  of  its  e-commerce  soft- 
ware by  over  50%,  Deutsche  Bank  decided 
to  pass.  Instead,  O'Connor  opted  to  license 
software  that  he  felt  worked  better  from  a 
Silicon  Valley  upstart,  bfa  Systems  Inc.  The 
deal  is  so  important  to  Deutsche  Bank  that 
O'Connor  arranged  to  have  a  sort  of  Bat 
Phone  hooked  directly  into  the  office  of 
SEA  Chief  Executive  William  T.  Coleman 
III.  Got  a  problem?  Call  Coleman,  who 
will  bird-dog  it  until  it's  fixed.  "I've  never 
had  to  use  the  phone,"  says  O'Connor. 

Move  over,  Bill  Gates  and  Larry  Elli- 
son— ^there  are  new  pretenders  to  the  soft- 
ware throne.  Out  of  the  Internet  tumult  of 
the  past  five  years,  a  band  of  software  up- 
starts has  emerged  that,  unlike  their  dot- 
bomb  brethren,  look  to  have  real  staying 
power.  They're  a  scrappy  lot  that  were  the 
first  to  figure  out  the  huge  potential  of  Web 
software  and  are  now  starting  to  cash  in  with 
altogether  new  kinds  of  programs — from 
managing  bazillions  of  Web  pages  to  pro- 
viding online  customer  help.  With  kooky 
monikers  such  as  bea,  i2,  Kana,  and  E.piphany, 
the  newcomers  are  snaring  big  customers, 
shaking  up  the  computer  landscape,  and  leav- 
ing industry  stalwarts  scratching  their  heads. 

Could  it  be?  After  more  than  a  decade  in 
which  the  Big  3 — Miaosoft,  Oracle,  and  ibm — 
dominated  the  software  scene,  could  there  ac- 
tually be  competition  stifi^  enough  to  upset 
the  status  quo?  Is  there  a  new  Microsoft  or  Or- 
acle in  the  making?  The  odds  are  surprisingly 
good.  Out  of  the  hundreds  of  software  com- 
panies launched  since  1995,  16  stand  out  as 
leaders  in  their  markets.  Their  quarterly  rev- 
enues are  growing  from  77%  to  2900%  year 
over  year,  and  half  of  them  are — gasp— prof- 
itable. "We  want  to  do  tor  e-commerce  what 
Microsoft  did  for  the  PC,"  says  bea's  Coleman, 
a  former  Sun  Microsystems  Inc.  executive. 

bea  is  off  to  a  promising  start.  In  just 
five  years,  the  company  has  landed  8,000 
customers,  ranging  from  Old  Economy  stal- 
wart General  Electric  Co.  to  Net  pioneer 
Amazon.com  Inc.  The  draw:  bea's  special- 
ized computer-server  software  that  allows 
corporations  to  custom-build  their  Web  site 
operations.  For  the  quarter  ended  on  Oct.  31, 
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Procurement 

These  programs  enable  companies 
to  automate  purchasing. 

■  MARKET  SIZE:  $1.2  billion  in  2000; 
$3.9  billion  in  2003 

■  PLAYERS:  Ariba  is  the  leader  but 
faces  Oracle  and  threats  from  SAP, 
Commerce  One,  and  upstarts. 


Supply  Management 

This  software  connects  a  company's 
Web  operations  with  its  suppliers. 

■  MARKET  SIZE:  $5.3  billion  in  2000; 
$14.6  billion  in  2003 

■  PLAYERS:  i2  connects  the  links  in 
supply  chains.  webMethods  and  Vitria 
specialize  in  hooking  the  supply  chain 
to  corporate  software.  i2  dominates,  but 
look  out  for  Oracle  and  SAP. 


E-Marketplaces 

The  software  is  used  to  build 
online  exchanges — connecting 
buyers  and  sellers. 

■  MARKET  SIZE:  $428  million 
in  2000;  $2.1  billion  in  2003 

■  PLAYERS:  Commerce  One 

rules  the  realm,  but  Ariba  and 
FreeMarkets  are  gaining. 


ibCo 


inate" 


Web  Content  Distributic  b 


Software  that  helps  companies  get  kj^^^ 
Web  pages  to  users  computers  moi 
quickly. 

MARKET  SIZE:  $1  billion  in  2000; 
$3  billion  in  2003 

■  PLAYERS:  Akamai  and  Inktomi 

are  the  bigs,  but  Oracle  and  Cisco 

are  entering  the  market.  kj,,^ 


htkdt 
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giants  like  Microsoft,  Oracle,  and  SAP  dominate  traditional  software, 
NESS  WEEK  editors  have  picked  16  as  top  dogs  in  Net  markets. 


ib  Content  Management 

se  programs  help  companies  man- 
thousands  of  pages  on  Web  sites. 

\ARKET  SIZE:  $917  million  in  2000; 
billion  in  2003 

LAYERS:  Vignette  and  Interwoven 

linate  the  market,  but  up-and- 
ers  such  as  IntraNet  Solutions  and 
ntree  are  threats. 
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.ommerce 


software  lets  companies  build 
j  luct  catalogs,  collect  payments, 
track  deliveries. 

lARKET  SIZE:  $3.7  billion  in  2000; 
)  billion  in  2003 

LAYERS:  BEA  Systems  leads,  but 
idVision,  IBM,  and  Art  Technology 
(ip  are  contenders. 


E-Marketing 


This  software  tracks  customers' 
interests  and  predicts  what  and 
when  they'll  buy. 

■  MARKET  SIZE:  $564  million  in  2000; 
$1.9  billion  in  2003 

■  PLAYERS:  E.piphany  has  jumped 
ahead,  but  Siebel  is  always  a  threat,  and 
SAP  and  Art  Technology  are  wading  in. 


Customer  Support 

Automates  online  customer  service 
tasks  such  as  e-mail  questions  about 
billing  or  delivery. 

■  MARKET  SIZE:  $433  million 
in  2000;  $1.8  billion  in  2003 

■  PLAYERS:  Kana  Communications 
and  Ask  Jeeves  are  leaders.  Siebel 
Systems  is  a  major  rival. 


DATA:  AMR  RESEARCH,  BANC  OF  AMERICA  SECURITIES,  GIGA  INFORMATION  GROUP, 


<  The  Sweet  16  of  Net  software 

Shown,  front  row:  left  to  right: 

William  Coleman,  BEA  Systems 

Keith  Krach,  Ariba 

JoMei  Chang,  Vitria 

Jeet  Singh,  Art  Technology 

Michael  McCloskey,  Kana 

Communications 
George  Conrades,  Akamai 

Shown,  back  row: 

Sanjiv  Sidhu,  i2  Technologies 

Pehong  Chen,  BroadVision 

Greg  Peters,  Vignette 

Mark  Hoffman,  Commerce  One 

Roger  Siboni,  E.piphany 

Phillip  Merrick,  webMethods 

Not  shown: 

David  Peterschmidt,  Inktomi 
Martin  Brauns,  Interwoven 
Robert  Wrubel,  Ask  Jeeves 
Chuck  Bay,  Broadbase 

BEA  reported  revenues  of  $224  million,  up 
77%  from  a  year  earlier,  and  a  $31.3  million 
profit.  This  year,  analysts  figure  the  company 
will  hit  sales  of  $925  million.  That  may  seem 
like  small  change  in  the  grand  scheme  of 
things,  but  it's  a  far  sight  more  than  Micro- 
soft's $7.5  million  in  revenue  when  it  was  the 
same  age.  "bea  has  an  opportunity  to  be  a 
major  platform  for  this  new  wave  of  com- 
puting for  the  Web,"  says  analyst  Rick  Sher- 
lund  of  Goldman,  Sachs  &  Co. 

Indeed,  it's  the  promise  of  radically  new 
ways  of  doing  business  that  could  catapult 
these  small  fiy  into  the  big  leagues.  Using  the 
Internet,  companies  are  tackling  big  and 
small  projects  alike — from  capturing  a  com- 
pany's storehouse  of  expertise  on  Web  pages 
so  employees  can  do  smarter  work  to  com- 
parison-shopping for  tape  dispensers  and 
toilet  paper  with  the  click  of  a  mouse.  The 
explosion  of  ways  that  companies  are  squeez- 
ing out  new  efficiencies  via  the  Web  holds 
the  tantalizing  possibility  that  Internet  soft- 
ware will  eventually  grow  to  dominate  the 
market.  Today,  e-business  software  is  a  $13.5 
billion  market — ^just  13%  of  the  entire  cor- 
porate-software market.  Yet  in  just  three 
years,  e-biz  software  will  account  for  $44.7 
billion  in  revenues  and  24%  of  the  whole, 
according  to  Merrill  Lynch  &  Co. 

Even  the  threat  of  an  impending  eco- 
nomic slowdown  hasn't  dampened  enthu- 
siasm for  the  brash  upstarts.  Experts  say  the 
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12  Technologies  Inc 


•'  ihj  tlMMinill'llllfil 

FOUNDED:  1989 

BUSINESS:  Software  for  linking  up  with  suppliers 

MOST  RECENT  QUARTERLY 

REVENUES:  $319  million,  up  ii8%  over  a  year  ago 

MOST  RECENT  QUARTERLY  NET  INCOME:  $28.8 
million,  up  i88%  over  the  same  quarter  last  year 

ANNUAL  REVENUES  AT  FIVE  YEARS:  For  1994, 
$11.5  million,  53%  more  than  Microsoft  at  the  same 
juncture 

PROSPECTS:  12  is  the 
king  of  internal  sup- 
ply-chain software 
but  must  now  trans- 
form its  programs 
into  a  more  collabo- 
rative application 
that  connects  a 
business  to  its  exter- 
nal trading  partners 
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young  software  makers  are  likely  to  fare 
better  than  the  rest  of  the  industry  because 
they  sell  must-have  products  that  can  im- 
prove productivity  or  help  open  new  mar- 
kets. Boise  Cascade  Corp.,  for  example,  is 
automating  the  way  it  handles  transactions 
with  suppliers  and  customers,  using  the 
Internet  to  speed  up  communication  and 
share  information.  The  paper-products 
company  is  spending  $100  million  on  tech- 
nology this  year,  including  about  $1  mil- 
lion on  marketing  software  from 
E.piphany  Inc.  in  San  Mateo,  Calif  Says 
Robert  Egan,  Boise  Cascade's  director  of 
information  services:  "You  have  to  keep 


Watch  out  for  the 
Old  Guard.  They  want 
a  place  at  the  table 


moving  ahead.  Five  years  out,  all  of  our 
competitors  will  have  these  capabilities." 
It's  spending  plans  such  as  Boise  Cas- 
cade's that  have  kept  the  stocks  of  the  insur- 
gents afloat  in  a  market  that's  under  water.  In 
the  past  six  months,  shares  of  our  16  upstarts 
have  risen  an  average  13%,  vs.  -5%  for  the 
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Nasdaq  Composite  In- 
dex. And  some  have 
soared.  The  stock  of  Ari 
ba,  a  maker  of  e-market- 
place  software,   is   up 
44%,  bea's  shares  have 
climbed  over  93%,  and 
Interwoven,  whose  software 
manages  Web  content,  is 
up  a  startling  200%. 

That  doesn't  mean  that 
every  one  of  these  pipsqueaks 
will  grow  to  be  a  Goliath.  Any 
Microsoft  wannabe  must  first  con- 
tend wath  Microsoft,  which  is  also 
angling  for  a  fat  slice 
of  the  Web-software  pie.  Then 
there's  IBM,  Oracle,  sap,  and  Siebel 
Systems,  today's  software  kings, 
each  with  its  own  strategy  for 
grabbing  market  share  in  tlie  new 
Net  fields.  And  they  wield  key 
advantages:  Gobs  of  money,  exist- 
ing relationships  with  customers,  and  the  abil- 
ity to  price  low  on  key  products  to  edge  out 
the  whippersnappers.  Says  Oracle  cix) 
Lawrence  J.  Ellison:  "You  have  to  distinguish 
between  companies  that  have  endurance  and 
meteors."  Are  the  upstarts  cowed?  "Oracle 
and  SAi'  are  dying  a  very  slow  death,"  responds 


Sanjiv  S.  Sidhu,  ceo  of  rival  i2  Technologic »!  ' 

Who  will  be  the  winners  and  who  wi  u' 

be  the  losers?  After  the  dust  settles  5  ( Otw 

10  years  from  now,  analysts  predict  th;  ii^f' 

just  a  handful  of  companies  will  end  t  it'"' 

being  the  royalty  of  software.  Microso  ii'p' 

seems  almost  sure  to  be  among  the  wii  i'' 

nets,  though  not  likely  the  king  of  kin  »>  i 

that  it  is  in  the  FC  world.  Microsofi  fe' 

software  for  heavy-duty  serv  Kii'' 

computers  is  shaping  up  as  a  so  fcili 

id  foundation  for  e-business  a]  i-bfi 

plications.  But  so  far,  it's  the  sof  it"l 

ware  platform  of  choice  for  on  ktii 

one  of  the  16  upstarts — CoriSnn.\ 

merce  One  Inc. — to  develop  its  pr  r  k 

grams  on.  Worse,  customers  ha  Jasi 

yet  to  clamor  for  it  (page  42).  Oth  eilifr 

giants  that  seem  likely  to  retain  the  una 

thrones:  Oracle,  because  its  databas  M 

power  many  of  the  largest  e-commei  latins 

sites,  and  IBM,  thanks  to  its  migh  igipl. 

consulting  business.  ibm 
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And  the  new  kings?  A  handful 
the  upstarts  will  carve  out  sizab  duct: 
niches  where  they  can  thrive — suit  ken 
as  Vignette  Corp.  for  handli 
Web-site  content,  and  Cor|ciL*ini 
merce  One  and  Ariba 
e-marketplaces.  To  b . 
come  a  true  giant 
the  industry,  the  u 
starts  will  have 
branch  out  to  offer 
broad  set  of  products 
create  software  so  power 
that  it  becomes  a  platform 
much  like  Windows — for  custonK 
and  other  software  companies 
build  on.  Two  of  our  16  insurgei  ||( 
have  those  qualities:  12  can  ht 
corporations  automate  a  h 
swath  of  their  businesses — fn 
ordering  and  inventory  management 
collaboration  with  suppliers — while  F 
has  the  best  chance  of  supplying  the  ba 
building  blocks  upon  which  Net  comp 
ing  is  built,  "bha  is  probably  the  next  big 
frastructure  company,"  says  Charles 
Phillips,  a  managing  director  at  Morj; 
Stanley  Dean  Witter. 

In  each  case,  the  Net  pioneers  spoti 
an  opportunity  when  others  simply  diil 
see  it.  Four  years  ago,  for  example,  Co 
merce  One  cko  Mark  Hoffman  fores 
that  there  would  be  a  need  for  softw 
to  support  c-marketplaces  in  which  buy 
and  sellers  could  meet  and  make  do 
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)st  of  the  established  companies  didn't 
jre  that  out  until  late  last  year. 
Often,  these  CEOs  took  huge  risks  to  get 
ir  companies  off  the  ground.  i2's  Sidhu 
itstrapped  his  company  with  $200,000 
lis  personal  savings.  He  didn't  collect  a 
iry  for  the  first  two  years,  and,  to  save 
ney,  he  insisted  that  new  employees  as- 
ible  their  own  desks  when  they  first  re- 
ted  to  work.  Others  walked  away  from 
;ketloads  of  money  by  leaping  from 
e-bct  mature  companies  to  the  uncer- 
ity  of  shaky  startups,  bf.a's  Coleman 
behind  50,000  shares  of  not-yet-vest- 
5un  Microsystems  stock,  which  would 
V  be  worth  $72  million.  His  reward: 
BKA  shares  are  now  worth  $650  million, 
ether  he  can  turn  that  nest  egg  into  a 
une  of  Gatesian  proportions  depends 
what  happens  next, 
aking  an  early  lead  with  the  latest  tech- 
)gy  plays  a  major  role  in  separating  wdn- 
i  from  losers.  Unlike  the  established  gi- 
i,  which  are  trying  to  adapt  their  old 
ducts  to  the  Web  world,  the  upstarts 
;  been  able  to  build  from  scratch.  That 
n  means  that  their  programs  are  easier 
:ustomers  to  install  and  use  and  easier  to 
ate  when  new  features  become  avail- 
.  "Running  these  companies  is  not  so 
:h  about  the  competition  as  it  is  figuring 
the  next  generation  of  technology,"  says 
id  C.  Peterschmidt,  C¥o  of  Inktomi  Inc. 


Vignette  Corp. 


CEO:  Greg  Peters 

FOUNDED:  1995 

BUSINESS:  Web  site  content  management 
software 

MOST  RECENT  QUARTERLY  REVENUES: 

$iio  million,  up  355%  over  a  year  ago 

MOST  RECENT  QUARTERLY  LOSS:  $2.8  mil- 
lion, vs.  a  loss  of  $4.87  million  a  year  earlier 

ANNUAL  REVENUES  AT  FIVE  YEARS: 

For  2000,  estimated  $350  million, 
4,566%  more 


wiiir  %'-- 


than  Microsoft  at 
the  same  point 

PROSPECTS:  Vignette 
is  the  leader  in  con- 
tent manager,  but  it 
will  face  bigger  com- 
petitors as  it  broad- 
ens into  new  markets 
like  B2B  software 
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in  Foster  City,  Calif.,  which  makes  software 
that  speeds  content  delivered  on  the  Net. 

Keeping  that  technological  edge  is  a  nec- 
essary but  costly  proposition.  Inktomi,  for  ex- 


on  research  and  development.  And  that's 
not  unusual  for  the  top  tier  of  Web-soft- 
ware makers.  The  16  insurgents  we  cite  are, 
on  average,  tunneling  23%  of  their  revenues 


ample,  is  spending  over  20%  of  its  revenues        into  r&d — compared  with  just  7%  for  Siebel, 


How  the  Challengers  stack  Up 


A  sampling  of  upstarts  compared  to  giants 


he  upstarts 
are  growing  fast... 
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boosting  their 
stocl<  performance... 
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1  !"/(!  tor  Oracle,  and  16%  tor  Microsoft. 

Some  upstarts  have  learned  the  hard 
way  that  old-time  technology  could  hurt 
them  dearly.  Last  July,  BroadVision  Inc.,  a 
maker  ot  software  for  running  online 
shops,  lost  one  of  its  blue-chip  customers, 
American  Airlines  Inc.,  to  startup  rival  Art 
Technology  Group.  American  Airlines  de- 
clined to  comment  on  the  deal,  but  analysts 
estimate  that  it  may  be  worth  at  least 
$150,000  to  Art  Technology.  The  reason 
for  BroadVision's  loss:  It  was  slow  to  em- 
brace a  new  kind  of  software  programming 
called  Enterprise  Java  Beans  that  makes 
software  products  from  different  suppliers 
tit  together  like  bricks  do  at  different  con- 
struction sites.  The  fallout  was  immediate. 
Although  BroadVision  was  profitable  and 
growing  at  a  300%  annual  clip,  the  Red- 
wood tlity  (Calif.)  company's  market  cap 
was  cut  to  a  third  of  its  June  value  in  Sep- 
tember when  the  shares  bottomed  out  at 
$17.62.  Stung,  BroadVision  went  so  far  as  to 
forge  an  alliance  with  sometime  rival  bea 
Systems  to  incorporate  bea's  Java  technol- 
ogy into  BroadVision  products. 

Most  of  the  young  software  makers, 
BroadVision  included,  got  off  the  ground 
by  focusing  intensely  on  doing  a  few  things 
really  well.  That  gave  them  breathing  room 


because  they  could  invest  all  of  their  relatively 
meager  resources  in  one  place  and  concen- 
trate on  small  but  promising  markets  that 
haven't  yet  attracted  the  attention  of  the  big 
players.  For  four-year-old  Ask  Jeeves  Inc., 
the  bull's-eye  is  Web-search  technology.  Ask 
Jeeves  has  kept  its  725  employees  focused 
on  creating  cutting-edge  search  technology. 


software  maker  Tradex  Technologies.  Thi 
gave  it  the  complete  package  of  softwai 
for  companies  seeking  to  set  up  business-t( 
business  e-commerce  Web  sites. 

Those  that  don't  broaden  their  portfoL 
are  destined  to  run  into  trouble.  Lower-ti 
outfits,  such  as  e-sales  specialists  InterWoi 
Corp.  and  Web-marketing  company  Ni 


Forming  aMianC6S  with  major 
players  now  lool<s  attractive 


That  made  it  the  choice  for  Ford  Motor  Co. 
when  the  auto  giant  went  looking  for  a 
search  service  for  its  consumer  Web  site.  The 
service,  on  fordvehicles.com,  allows  buyers  to 
ask  questions  about  Ford  products  and  ser- 
vices, such  as  information  about  discounts 
for  recent  coUege  grads. 

For  other  upstarts,  the  key  has  been  to 
get  critical  mass  in  their  niche — fast.  That 
way,  customers  don't  spend  as  much  time 
sizing  up  the  alternatives.  Ariba  is  a  good 
example.  Last  November,  Ariba,  which  at 
the  time  was  selling  only  corporate-pur- 
chasing software,  spent  nearly  $2  billion 
on  auction-software  maker  Trading- 
Dynamics  and  e-marketplace 


BEA  Systems  Inc 


CEO:  William  Coleman 

FOUNDED:  1995 

BUSINESS:  The  Web  software  that  acts  as  a 
foundation  for  e-commerce  applicatiorts 

MOST  RECENT  QUARTERLY 
REVENUES:  $224  million,  up 
77%  over  a  year  ago 

MOST  RECENT  QUARTERLY 
NET  INCOME:  $31.3 
million,  a  200% 
jump  over  the  same 
quarter  last  year 

REVENUES  AT  FIVE 
YEARS:  For  2000,  $925 
million,  12,300%  better 
than  Microsoft  at  the 
same  point 

PROSPECTS:  Could  be  the 

fastest  software  company  to  top  $1  billion;  it's  head 

to-head  with  IBM — and  holding  its  own 
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Perceptions  Inc.,  posted  disappointing  re] 
enues  for  the  third  quarter  and  watchi 
their  stock  prices  crater  by  as  much  as  90' 
"Those  companies  that  haven't  moved 
yond  being  a  small  piece  are  getting  killei 
says  Internet  software  analyst  Greg  Voi 
of  Banc  of  America  Securities. 

That's  why  forming  alliances  with  maj 
tech  players  looks  mighty  attractive  to  sor 
of  these  emerging  companies.  Back  in  Man 
for  example,  Ariba  and  12  Technologies  ma 
a  three-way  partnership  with  IBM,  whi 
bought  small  stakes  in  Ariba  and  in  12.  T 
idea  is  that  by  making  their  software  wo 
well  together,  selling  each  other's  produc 
and  approaching  customers  as  a  tea 
they'll  be  able  to  land  major  buyers,  i 
seems  to  be  working.  So  far,  the  alliar 
has  won  25  customers,  including  su 
online  exchanges  as  e2open.  Met 
Spectrum,  and  Worldwi 
Retail  Exchange, 
ut  it's  r 


starts  that  badly  want 
these  partnerships.  The 
tech  giants  need  the  lit 
guys  every  bit  as  mucb 
not  more.  Look  at  SA 
got  caught  flat-footed 
year  when  corporati 
started  clamoring 
software  to  run  e 
ketplaces,  connec 
manufacturers 
their  suppliers, 
Cerman  pow 
house  is  exper' 
operating,  lln 
cial,  and  ma 


le  American  Express-  Corporate  Purchasing  Card:  a  secure  e-purchasing  tool  with  built-in  cost  controls 
ftabhsh  spending  limits.  Designate  preferred  vendors.  Track  expenses  online  or  off.  Integrate  purchasing  data  with 
^commerce  software.  And  cut  process  costs  up  to  95%  along  the  way.  Call  i.8oo-AXP-i200  or  visit  americanexpress.com. 


0  more 
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Ariba  Inc. 


CEO.  KeitnTKracI 

FOUNDED:  1996 

BUSINESS:  Business-to-business  and  e- 
marketplace  software 

MOST  RECENT  QUARTERLY  REVENUES; 

$134.9  million,  up  687%  over  a  year  ago 

MOST  RECENT  QUARTERLY  NET  INCOME: 

$1.1  million,  vs.  a  $4.6  million  loss  for  the  same 
quarter  last  year 

ANNUAL  REVENUES  AT  FIVE  YEARS:  For  2001, 
estimated  to  be  $550  mil- 
lion, 7,000%  better  than 
Microsoft  at  that  point 

PROSPECTS:  Ariba  leads  in 
the  B2B  software  market; 
if  it  can  finish  some  tricky 
integration  work  with  its 
partners  and  acquisitions, 
it's  off  to  the  billion-dollar 
revenue  mark  in  2002 
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facturing  software,  but  it  would  have  tai<:en 
too  long  to  create  top-notch  e-marketplace 
software.  So  instead,  it  swallowed  its  pride 
and  made  a  deal  with  Commerce  One.  Us- 
ing Commerce  One's  products  as  a  starting 
point,  the  two  agreed  in  June  to  jointly  de- 
velop and  sell  e-marketplace  software. 

When  push  comes  to  shove,  will  these 
David-and-Goliath  partnerships  fall  apart? 
Already,  there  are  signs  of  fraying.  In  No- 
vember, 1997,  Oracle  and  12  launched  an  al- 
liance to  sell  software  for  managing  orders 
from  suppliers  to  large  industrial  customers. 
But  a  year  later,  Oracle  came  out  with  its  own 
version  of  i2's  product,  and  the  two  began 
feuding  and  poaching  customers  from  each 
other.  "These  are  two  independent  compa- 
nies. These  relationships  will  not  last  forever," 
says  former  Oracle  Executive  Vice-President 
Gary  Bloom.  Indeed,  chronicles  of  the  tech  in- 
dustry are  littered  with  relationships  gone 
awry.  So  the  smart  upstarts  will  hedge  their 
bets — doing  their  own  development  while 
keeping  a  potential  partner  in  reserve. 

When  it  comes  to  hooking  up  with  the 
large  consulting  companies,  however,  there 
doesn't  seem  to  be  a  downside.  Since  the 
upstarts  don't  have  armies  of  salespeople 
and  consultants,  they're  wise  to  align  wiih 
large  consulting  companies  that  design,  in- 
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Stall,  and  maintain  computing  systems.  Ex- 
perts estimate  that  more  than  half  of  soft- 
ware purchasing  decisions  are  now  made  or 
heavily  influenced  by  such  integrators.  That's 
why  webMethods  Inc.,  a  Fairfax  (Va.)  mak- 
er of  software  for  tying  together  disparate 
computing  systems,  forged  partnerships  with 
service  giants  such  as  Andersen  Consulting 
and  KFMG,  plus  92  smaller  consultancies. 
The  impact:  Thousands  of  consultants  em- 
ployed by  others  extend  the  reach  of  its  70 
sales  reps  and  1 10  consultants. 

Those  linkups  are  paying  off.  In  the  sum- 
mer of  1999,  Andersen 
recommended  web- 
Methods  to  PolyOne 
Corp.,  a  $3.5  billion 
plastics  manufacturer 
based  in  Cleveland,  to 
connect  its  own  manu- 
facturing and  planning 
software  to  systems  used  by  its  three  largest 
suppliers.  As  a  result,  PolyOne  has  shortened 
the  time  it  takes  to  create  orders  from  days  to 
seconds  and  reduced  its  inventory  by  13%. 
"WebMethods  is  a  very  good  tool,  but  An- 
dersen Consulting  has  a  deep  understanding 
of  how  our  system  works,"  says  David  Honey- 
cutt,  director  of  e-business  for  PolyOne. 

For  the  software  upstarts,  buddying  up 


won't  necessarily  overcome  the  advanta] 
of  the  giants.  Consider  the  power  of  I 
With  annual  1999  software  revenues  of  $1 
billion,  it's  the  world's  second-largest  so 
ware  company  after  Microsoft.  It  has  8,0i 
software  sales  specialists,  compared  wi] 
just  511  for  BEA.  Now  that  ibm  has  wised 
to  bea's  market,  it's  gaining  ground.  In  19' 
BEA  claimed  32%  of  the  market  for  e-coi 
merce  application  servers,  vs.  16%  for  IB 
according  to  tech  research  firm  Giga  Infc 
mation  Group.  But  by  the  end  of  this  ye 
Giga  estimates  that  bea  and  IBM  will  be  ti( 


"I  worry  more 

about  three  guys  in  the 
garage,"  says  one  CEO 


' 


with  24%  each.  Giga  analyst  Mike  Gil] 
says  that  even  though  bea's  technology  1 
the  edge,  ibm's  long  track  record  reassu 
potential  customers.  "We're  gonna  be  Iv 
20  years  from  now,"  says  Steve  Mills,  an  i 
senior  vice-president  who  runs  liic  coin] 
ny's  software  division. 

As  mighty  as  they  seem,  the  soliw. 
powerhouses  have  some  chinks  in  ilicir 
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IN   CfiSE  YOU   HPDN'T  NOTICED, 


YOUR   BUSINESS   HOS   LEFT  THE    BUILDING. 
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It  probably  comes  as  no  surprise  that  business 
is  getting  done  in  a  whole  new  way.  But  you 
might  not  be  ready  for  how  drastically  wireless 
technology  is  about  to  change  our  world.  Which 
means  that  you  need  the  right  partner  to  help 
solidify  your  strategy.  And  that's  where  we 
come  in.  As  a  leading  wireless  systems 
integration  firm,  we're  devoted  exclusively  to 
engineering  solutions  for  a  mobile  planet.  With 
senior  business  consultants  and  engineering 
technologists  who  understand  the  dizzying  world 
of  wireless  applications,  service  providers, 


devices  and  evolving  networks.  And  experience 
working  with  both  Fortune  1000  leaders  and 
major  Internet  infrastructure  companies.  For  our 
free  wireless  primer  or  more  information,  go  to 
vwvw.steUcom.com/primer.  Or  call  1-888-554-202A. 
We'll  help  take  your  business  to  a  whole  new  place. 


s  t  e,  I  I  c  o  m 

engineering  the  way  the  world  works  ^ 
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mor.  Because  they  already  have  thoiisaiuls  oi 
customers,  they  spend  a  lot  ot  their  time  and 
energy  maintaining  and  updating  old  soft- 
ware. IBM,  for  instance,  has  to  make 
versions  of  its  software  for  at  least 
eight  different  server  operating 
systems.  That  slows  down  the 
release  of  product  updates  and 
makes  it  hard  to  break  from 
the  past  and  deliver  innovative 
technology.  It's  one  reason 
why  companies  that 


But  it's  having  trouble  switch- 
ing its  focus.  During  the  third 
quarter,  Oracle's  application 
software  sales  disappointed 
Wall  Street.  Application  sales 
grew  42%,  to  $156  mil- 
lion, from  the  pre- 


mendous  success- 
es in  one  business  era  find  it  hard 
to  replicate  them  in  the  next.  IBM 
dominated  the  mainframe  market  but 
was  overshadowed  by  Digital  Equipment 
Corp.  in  the  minicomputer  market,  dec, 
in  turn,  missed  out  on  the  shift  to  PCs. 
"The  leading  companies  always  get  top- 
pled," warns  Clayton  M.  Christensen,  a 
Harvard  Business  School  professor. 

The  bigger  you  are,  the  harder  it  is  to 
shift  course.  Consider  Oracle,  which  sold 
nearly  $600  million  worth  of  database  soft- 
ware last  quarter.  Its  future  growth  rate  hinges 
on  the  sales  of  its  e-business  suite  of  applica- 
tions, which  includes  software  for  e-com- 
merce,  procurement,  and  online  marketplaces. 


vious  year,  but 
analysts  were  expect- 
ing 60%  growth.  Insiders 
say  Oracle's  sales  force  has 
a  greater  incentive  to  sell 
its  core  database  product 
because  they  know  it  bet- 
ter— and  they  get  big- 
ger commissions. 
Despite  Ora- 
cle's hiccups, 
the  incumbents 
won't  give 
way  without 
a  fight. 
Kana 


BroadVision  Inc 
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CEO:  Pehong  Chen 


FOUNDED:  1993 

BUSINESS:  E-commerce  software  for  retailers  and  B2fmarketplaces 

MOST  RECENT  QUARTERLY  REVENUES:  $120.2  million,  up  303%  over 
a  year  ago 

MOST  RECENT  QUARTERLY  NET 
INCOME:  $13.6  million,  up  202%  over 
the  year-ago  quarter 

ANNUAL  REVENUES  AT  FIVE  YEARS: 

In  1998,  $50.9  million,  690%  more 
than  Microsoft  at  the  same  juncture 

PROSPECTS:  BroadVision  hit  a  bump 
in  2000  because  it  didn't  adopt  Java 
technology,  but  it  is  still  No.  1  in  e-com- 
merce software,  and  looks  to  surge 
again  with  tech  improvements  early 
next  year 
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DATA:  BLOOMBERG  FINANCIAL  MARKl  IS 

Communications  Inc.  Chief  ExecutI 
Michael  J.  McCloskey  says  that  heads  of  I 
software  companies  use  their  clout  to  ui 
undermine  the  small  fry.  He  says  the  ckc 
a  large  software  company,  which  he  wo| 
not  identify,  recently  berated  a  consult 
firm  for  recommending  Kana's  produl 
Separately,  that  same  CEO  called  the  heaJ 
a  large  Kana  customer  to  point  out  that! 
company's  software  was  already  installec 
its  computers.  The  not-so-subtle  mess^ 
You  depend  on  us  for  help.  "They  call 
high  in  the  organization  and  try  to  unhj 
our  deals,"  says  McCloskey. 

The  upstarts  fight  fire  with  fire.  Roge3 
boni,  CEO  of  E.piphany,  takes  advantagJ 
his  decade  as  a  top  executive  at  high- 
consultant  KPMG  to  land  customers.  A 
sonal  plea  he  made  to  Greg  Carmichael,! 
at  Emerson  Electric,  helped  E.piphany  ( 

The  playingi 

field  is  more  lev( 
than  ever  before! 


out  Siebel  Systems.  "Roger  Siboni  called 
says  Carmichael.  "Tom  Siebel  didn't." 
CEO  Sidhu  went  so  far  as  to  peg  a  porti 
i2's  fee  to  its  ability  to  deliver  savings, 
has  won  him  instant  credibility.  The  c| 
pany's  most  recently  quarterly  revenue: 
$319.5  million,  up  1 18%  from  a  year  ea 

It's  not  enough,  however,  to  go  to 
toe  with  the  Old  Guard.  The  would-be 
ware  kings  must  also  look  over  their  s 
ders  at  the  up-and-coming  startup 
October,  Wal-Mart  Stores  Inc.  selected  vi: 
unknown  Adas  Commerce  Inc.,  a  one- 
old  software  maker  in  Malvern,  Pa.,  to| 
prove  coordination  with  its  suppliers 
product  allows  numerous  Wal-Mart  sto 
combine  orders  from  various  suppliers 
a  single  purchase  order — the  procurei 
market  that  Ariba  dominates.  As  a  re 
the  retail  giant  can  get  volume  disco 
and  trim  shipping  costs.  "I  worry  less  a 
the  big  guys,"  says  Interwoven  ci:o  Marti 
Brauns.  "I  worry  more  about  the  three 
in  the  garage  building  something  no 
has  thought  of  yet." 

When  it  comes  to  predicting  whc 
new  leaders  will  be,  one  thing  is  cleai 
unlikely  that  any  single  company  will 
the  same  kind  of  dominance  of  Web  ( 
puling  that  Microsoft  enjoys  in  th 
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WE'Re  HELPING  SEGA    fl 
IVE  MILLIONS  OF  GAMER<^ 


A  VOICE. 


WHAT  CAN  OUR  IP  VOICG  INNOVATION  DO  FOR  YOU? 


Who  would  have  thought  you  could  talk  to  other  gamers  around  the  world  while  you 
play  over  the  Internet — for  free?  Sega  and  InnoMedIa  did  and  teamed  up  to  make  it 
a  reality.  InnoMedia's  unique  Voice-over-Internet  Protocol  (VoIP)  technology  is  helping 
our  partners  deliver  new  ways  of  communicating  that  others  have  never  imagined. 
Whether  it's  real-time  voice  interaction  between  gamers  or  providing  voice  to  the  next 
generation  of  technology  breakthroughs,  InnoMedia  is  working  with  leaders  in  various 
industries  to  deliver  future  communication  experiences.  ^^^^ 


Are  you  ready  to  take  your  product  to  the  next  level  and  revolutionize 
an  industry?  Find  out  how  through  our  vision  brochurB  and  explore 
the  possibilities,  www.innomedla.com/vision 


INNO 
MEDIA 
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realm.  While  some  of  these  young  com- 
panies rule  their  markets,  a  total  Net  mo- 
nopoly isn't  likely  since  no  one  company 
can  own  the  operating  system  of  the  Net, 
as  Microsoft  did  with  personal  comput- 
ers. "There's  more  of  a  level  playing  field 
than  there  has  ever  been,"  says  Dave  Win- 
er, who  runs  the  popular  software-devel- 
oper Web  site,  DaveNet. 

Ironically,  that  level  playing  field  may 


not  be  the  best  thing  for  the  software  up- 
starts. There  are  some  advantages  to  hav- 
ing one  company  call  the  shots.  A  single 
standard-bearer  can  get  the  whole  indus- 
try moving  in  sync,  minimize  incompati- 
bilities between  technologies,  and  assure 
customers  that  they're  making  smart  in- 
vestments. These  days,  many  in  the  soft- 
ware industry  hope  that  Internet  standards 
can  fill  the  role  that  Microsoft  plays  in  the 


I'C  realm  and  that  IBM  plays  in  mainfram 
But  there's  still  a  lot  of  work  to  be  done 
assure  that  Internet  software  knits  togci 
er.  It's  vital  to  the  upstarts  that  these  coi 
plex  systems  don't  devolve  into  a  coi 
puterized  Tower  of  Babel.  Otherwi^ 
corporations  and  consumers  alike  may  e 
up  wishing  that  Microsoft  remains  ki 
of  the  software  hill. 

Contributing:  Jay  Cn 


Microsoft's  Little  Bro' 


ark  B.  Hoffman  remembers  a  time  when  Microsoft 
Corp.  CEO  Steven  A.  Ballmer  barely  gave  him  the 
time  of  day.  Never  mind  that  Hoffman's  Commerce 
One  Inc.  was  a  partner  of  the  software  giant.  When 
the  companies  first  joined  forces  in  1996,  Com- 


merce One's  software  for  running  busi- 
ness-to-business e-commerce  was  a  niche 
within  a  niche. 

Not  anymore.  The  market  for  e-mar- 
ketplace software  is  expected  to  grow 
from  $428  million  this  year  to  $2.1  billion 
in  2003,  according  to  Banc  of  America  Se- 
curities. And  Commerce  One's  fortunes 
have  mushroomed  along  with  the  mar- 
ket. First  Union  Securities  Inc.  expects 
sales  at  the  four-year-old  upstart  to  hit 
$390  million  this  year  and  more  than  dou- 
ble in  2001,  to  $829.3  million.  You'd  better 
believe  Ballmer  chats  with  Hoffman  now. 
"For  four  years,  I  didn't  talk  to  Ballmer," 
Hoffman  says.  "In  the  last  six  months,  I've 
talked  to  him  pretty  often." 

The  reason?  As  mighty  as  it  is,  Microsoft 
needs  Commerce  One.  It  can't  be  the  king 
of  software  unless  it  replicates  It's  domi- 
nance of  the  PC  world  on  the  Web.  So  far, 
on  the  Net,  Windows  remains  an  also-ran 
to  various  flavors  of  the  Unix  operating 
system,  such  as  Sun  Microsystems  Inc.'s 
Solaris.  Most  of  the  hot  young  e-commerce 
software  companies  sell  more  applications 
for  Unix  than  for  Windows.  Some  bypass 
Microsoft  altogether.  Not  Commerce  One. 
Its  software  runs  exclusively  on  Windows, 
making  it  a  poster  child  for  Microsoft's  e- 
commerce  efforts.  But  even  Commerce 
One  is  hedging  its  bets.  In  response  to  re- 
quests from  customers,  it  plans  a  Solaris 
version  of  its  software  next  year. 

It's  too  early  to  tell  if  the  newest  version 


of  Microsoft's  server  operating  system, 
Windows  2000,  will  be  powerful  enough 
to  change  customers'  minds.  Microsoft 
claims  the  update,  launched  in  February, 
can  handle  the  most  demanding  tasks. 
And  it  predicts  that  sales  of  its  corporate 
software  and  services,  consisting  largely  of 
Windows  2000  server  sales  and  its  sol 
Server  database  software,  will  grow  about 
20%  per  quarter,  up  from  9.3%  last  quar- 
ter. Add  to  that  Microsoft's  ability  to  bun- 
dle software  that  manages  databases, 
tracks  orders,  and  runs  applications — all 
for  a  modest  cost  relative  to  the  compe- 
tition— and  you  have  Microsoft's  recipe 


for  becoming  the  e-commerce  technolo 
gy  of  choice.  "That's  our  mission,"  says  lan| 
Rogoff,  vice-president  in  charge  of  Micro 
soft's  partner  programs. 

It  just  might  be  mission  impossible 
Many  corporate  customers  remain  skit- 
tish about  trusting  their  most  important 
electronic  business  to  Microsoft.  And 
even  low  prices  can't  change  percep 
tions.  "They'll  bite  bits  and  pieces  of  the 
e-commerce  software  market  off,"  pre- 
dicts Carl  Lenz,  research  director  at  Cart 
ner  Group  Inc.  "But  Microsoft  won't  eve 
be  the  preferred  operating  system  foi 
B2B  commerce." 

Never?  That's  a  rash  prediction  wher 
you're  talking  about  Microsoft.  But  it's  safe 
to  say  that  the  company  has  its  work  cu' 
out  for  it.  Just  ask  Unix  convert  Hoffmar 
at  Commerce  One. 

By  Jay  Greene 


Stili  King  of  the  Hill 

Microsoft  remains  the  world's  largest  software  maker. 
Here  are  key  pieces  of  its  strategy  for  maintaining 
dominance  as  technology  shifts  to  the  Web: 


Ballmer:  Aimin 
for  the  Web 


OPERATING  SYSTEM  SOFTWARE:  Many  companies  say  Microsoft's  Windows 
operating  system  can't  handle  the  biggest  Net  jobs.  Its  new,  industrial-strength 
Windows  2000  software  could  make  it  a  viable  choice. 


NET  STANDARDS:  Microsoft  is  changing  its  proprietary  ways  to  back  the  open 
standards  of  the  Net.  It  promotes  programming  language  XML,  which  links 
products,  prices,  and  other  info. 


PARTNERS:  The  software  giant  has  persuaded  such  hotshot  Web  software  com- 
panies as  Commerce  One  to  develop  their  e-commerce  applications  on  Windows. 


PRICING:  Microsoft  bundles  several  software  products  together  in  moderately 
priced  packages,  which  is  tough  for  rivals  to  compete  with. 
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Nestle 
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The  Net  promises  to  make  the 
lumbering  giant  one  nimble  operation 


I^H  he  tranquil  town  of  Vevey, 
■I  Switzerland,  perches  among 
the  vineyards  above  glimmering 
Lake  Geneva.  Wealthy  retirees  take 
in  Alpine  vistas  as  they  pass  their 
afternoons  strolling  along  the  peace- 
I  ftil  waterfront  The  most  exciting 
event  is  the  annual  grape  harvest.  Silicon  Valley 
and  the  hubbub  of  high  tech  seem  worlds  away. 

But  this  bucolic  setting  is  the  epicenter  of  one  of  Eu- 
rope's most  ambitious  Internet  initiatives.  At  the  town's  edge 
stands  the  glass  and  steel  global  headquarters  of  the  world's 
largest  food  producer,  Nestle — which  plans  to  invest  as 
much  as  $1.8  billion  over  the  next  three  years  to  be 
come  one  of  the  world's  Web-smart  elite.  The 
venerable  company  wants  to  overhaul  every- 
thing from  buying  raw  materials  such  as  cocoa 
beans  to  producing,  marketing,  and  selling  prod- 
ucts such  as  KitKat  chocolate  bars  and  Nescafe 
instant  coffee.  Peter  Brabeck-Letmathe,  Nestl^'s 
chief  executive,  calls  the  process  "an  e-revolu- 
tion" — albeit  one  that  will  take  several  more  years  to 
fully  bear  fhiit.  "This  might  sound  slow  for  Silicon  Valley,  but 
it's  very  fast"  for  a  company  like  Nestle,  Brabeck  says. 

New  dot-com  companies  capture  the  headlines,  but  Eu- 
rope's real  New  Economy  litmus  test  will  come  from  slow,  old- 
line  multinationals  striving  to  transform  themselves  into 
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Buyer  Pietro  Senna  visited  a  hazelnut  plant  in  Turkey — and  spread  his  findings  to  colleagues  via  the  Net 


Itchn 


e-businesses.  It's  a  Herculean  task.  The 
Continent's  giants  suffer  from  elephantine 
structures  and  weighty  management  tradi- 
tions. The  134-year-old  Nestle,  for  instance, 
booked  $46.6  billion  in  revenues  in  1999.  It 
employs  230,000  people  and  runs  509  fac- 
tories in  83  countries,  producing  8,000- 
plus  different  products,  ranging  from 
Friskies  cat  food  to  Perrier  bottled  water. 
The  Web  promises  to  make  this  lum- 
bering behemoth  more  agile — and  put  a 
serious  dent  in  the  cash  Nestle  lays  out 
for  everything  from  supplies  to  market- 
ing. "For  big  companies  like  us,  the  Internet 
is  particularly  good  because  it  shakes  you 
up,"  says  Mario  Corti,  Nestle's  chief  finan- 
cial officer  and  head  of  its  Internet  offen- 
sive. Early  results  are  promising:  Because  of 
new  e-commerce  initiatives  as  well  as  oth- 
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er  restructuring  efforts,  Nestle's  net  profit 
rose  nearly  35%  in  the  first  half  of  this 
year,  to  $1.7  billion.  After  years  of  stagna- 
tion, its  shares  have  outperformed  the  top 
300  European  stocks  by  about  a  third  this 
year,  rising  some  30%  to  more  than  $2,100 
per  share.  Says  analyst  John  Keele  of  bnp 
Paribas  in  London:  "Brabeck  is  really  push- 
ing Nestle  into  the  21st  century." 

The  Swiss  giant  isn't  the  only  Euro- 
pean industrial  titan  attempting  to  become 
a  nimble  New  Economy  sprinter.  Old-line 
Continental  conglomerates  from  the 
Swedish-Swiss  group  abb  Asea  Brown 
Boveri  Ltd.  to  Germany's  Siemens  are  plan- 
ning ambitious  Internet  investments.  Unlike 
abb's  power  stations  or  the  trains  and  elec- 
tronics that  Siemens  builds,  though,  food 
remains  a  local  product.  As  Brabeck  says: 


"You  can't  sell  a  Bavarian  soup  to  a  1  ^^ 
wanese  noodle-lover."  So  Nestle  must  pr  ,, 
tice  a  delicate  balancing  act:  wielding    , 
Net  to  gain  economies  of  scale,  while  cat  ' 

ing  to  a  variety  of  cultural  preferences.       ^' 

fitiaiit 

Quick  response.  Because  the  task  ii  r 
daunting,  the  experiment  is  being  watcl 
across  the  globe.  "This  is  about  taking      "" 
world's  largest  elephant  and  makin]   ^'*'* 
dance,"  says  Thomas  Baur,  a  vice-pn  ""id 
dent  at  software  maker  sap.  Nestle  inke   ^h 
$200  million  contract  last  June  with  SA   tfnm 
the  German  company's  largest  .sale  eve   Hf^fj 
to  streamline  its  technology  operatic  j,,^^^ 
and  give  far-flung  employees  quick  ace  r 
to  information  from  across  the  globe.  1 
should  speed  up  financial  reporting! 
more  than  a  month.  And  it  will  let  N 
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ow,  for  the  first  time,  how  much  it  buys 
>m  various  suppliers  around  the  world. 

information  flows  more  smoothly, 
abeck  says  underperforming  business 
its  should  be  detected  sooner — and  re- 
mses  formulated  faster. 
Although  Nestle  is  a  consumer-driven 
Tipany,  most  of  the  changes  will  be  in- 
ible  to  diners  sipping  Perrier  or  kids 
inching  Nestle  Cninch  bars.  But  behind 

scenes,  the  way  Nestle  buys,  manufac- 
es,  and  delivers  its  products  is  going 
ital.  The  company  is  a  founder  of  online 
id-supply  marketplaces  Transora  and 
imarket.com,  which  aim  to  use  the  Web 
streamline  purchasing.  The  emphasis, 
ugh,  won't  be  on  slashing  raw-material 
:es  or  eliminating  distributors.  Instead, 
itle  wants  to  link  its  disparate  opera- 
is,  partner  with  suppliers  to  cut  waste, 

move  its  food  products  more  quickly 
n  farm  to  factory  to  the  family  dinner 
le.  "This  isn't  about  squeezing  suppliers 
much  as  about  increasing  our  own  in- 
lal  productivity,"  says  Brabeck. 


Nestle's  reinvention  is  a  work  in 
progress.  The  company's  margins,  while 
improving,  remain  a  third  lower  than 
those  of  competitors  H.  J.  Heinz,  Cad- 
bury,  or  Procter  &  Gamble.  The  giant  sap 
deal  is  at  least  three  years  away  from  giv- 
ing all  Nestle  employees  access  to  infor- 
mation from  other  countries'  divisions. 
Transora  and  CPGmarket.com  are  only 


much  of  the  company's  growth  for  its  first 
century.  Then  20  years  ago,  Nestle  launched 
a  $40  billion  buying  spree,  acquiring 
Friskies  in  1985,  saucemaker  Buitoni  in 
1988,  and  Perrier  in  1992.  Suddenly,  Nestle 
was  the  world's  No.  1  food  and  beverage 
company — but  one  of  the  least  efficient, 
with  lousy  returns  and  a  stagnating  stock 
price.  "Brabek  must  concentrate  on  im- 


"For  big  companies  like  us,  the  Internet  is . . . 
good,  because  it  shakes  you  up" 


now  beginning  operations,  and  online 
marketplaces  in  many  other  industries  are 
encountering  severe  teething  problems. 

Baby  steps,  still,  the  internet  repre- 
sents a  key  lever  in  bringing  order  to  an 
unwieldy  organization.  Henri  Nestle  found- 
ed the  company  in  1867  to  market  the 
baby  formula  he  had  developed.  In  1938, 
Nestle  scientists  were  the  first  to  produce 
instant  coffee.  The  two  products  fiieled 


Putting  order  in  Nestle's 
technology  house 


oday  Nestle  uses  a  chaotic  muddle  of  different  technologies.  With  the  Web,  it 
lans  to  create  a  coherent  global  information  system  that  will  help  Nestle  better 
iverage  its  size  by  tying  together  long-independent  national  tech-fiefdoms. 


BEFORE  E-REVOLUTION 


Technology  mishmash:  The 

company  runs  five  e-mail  systems 
and  20  versions  of  accounting,  plan- 
ning and  inventory  software.  Coun- 
try operations  use  different  comput- 
er codes  for  the  same  products  so 
it's  hard  sharing  supplies  and  data. 


Bad  communication:  Most  em- 
ployees have  no  access  to  produc- 
tion and  sales  figures  from  countries 
Dther  than  their  own  because 
they're  not  linked.  A  planner  in 
'ranee  can't  see  data  about  KitKat 
Jars  being  made  for  him  in  a  Ger- 

acO'Tian  plant — making  it  tough  to  ad- 

Tl  ust  his  order. 


AFTER 


Standardized  software:  Nestle 
is  moving  to  one  software  package. 
The  Web-linked  program  creates  a 
single  set  of  product  codes,  allowing 
buyers  in  one  country  short  on,  say, 
corn  powder  to  get  supplies  from 
other  Nestle  divisions. 


Centralized  data:  Nestle  is  build- 
ing up  to  a  half-dozen  data  centers 
so  employees  can  get  quick  access 
to  info  via  the  Net.  For  the  first  time, 
Nestle  will  know  how  much  it  is 
buying  from  suppliers  with  far-flung 
operations.  That  will  let  it  negotiate 
better  contracts,  centralize  produc- 
tion, and  buy  more  across  borders. 


DATA:  NESTLE 


proving  efficiency,"  says  analyst  JCieran  Ma- 
hon  of  Schroder  Salomon  Smith  Barney. 

That's  where  the  Web  comes  in.  The 
first  order  of  business  has  been  linking  to 
retailers.  Since  July,  store  owners  in  the 
U.  S.  have  been  able  to  order  Nestle  choco- 
lates and  other  products  online  at  NestleE- 
ZOrder.com.  The  company  hopes  the 
system  will  eliminate  the  100,000  phoned 
or  faxed  orders  it  gets  annually  firom  mom- 
and-pop  shops.  The  benefit  for  Nestle:  The 
system  cuts  out  expensive  manual  data 
entry  and  slashes  processing  costs  for  each 
order  from  $2.35  to  21  cents.  Similar  ini- 
tiatives are  on  tap  for  other  countries, 
which  could  trim  as  much  as  20%  from 
the  company's  $3  billion  in  yearly  world- 
wide logistics  and  administrative  costs. 

The  Net  helps  cut  inventories,  too.  In 
the  past,  when  Nestle  held  promotions  it 
had  to  guess  at  demand.  By  linking  up 
electronically  with  its  retail  partners,  it  can 
now  adjust  production  fast.  In  Britain,  su- 
permarket chains  Sainsbury  and  Tesco  send 
in  daily  sales  reports  and  demand  fore- 
casts over  the  Web  to  Nestle  headquarters, 
while  Nestle  managers  check  inventory  lev- 
els on  the  supermarkets'  computer  sys- 
tems. "It's  been  a  revolution  in  the  way 
we  work  together,"  says  Tom  McGuffog, 
director  of  e-business  at  Nestie  UK. 

Nestle  is  seeing  similar  results  from 
sharing  information  online  inside  the  com- 
pany. Pietro  Senna,  a  buyer  for  Nestle 
Switzerland,  recentiy  was  having  trouble 
getting  kosher  meat.  He  posted  a  message 
online,  and  a  colleague  in  the  U.  S.  found 
him  just  the  right  supplier — in  Uruguay. 
The  time  savings  are  immense.  Each  coun- 
try's hazelnut  buyer,  for  example,  used  to 
visit  processing  plants  in  Italy  and  Turkey. 
Hazelnuts,  a  key  ingredient  in  chocolate 
bars,  are  prone  to  wild  price  swings  and 
uneven  quality.  But  after  Senna  slopped 
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by  some  Turkish  plants,  he  posted  his  re- 
port on  the  Web — and  within  a  week,  73 
other  Nestle  buyers  from  around  the  globe 
had  read  it,  saving  them  the  trouble  of  a 
trip  to  Turkey.  "For  the  first  time,  I  get  to 
take  advantage  of  Nestle's  size,"  he  says. 

When  leveraged,  that  size  can  slash  pro- 
airement  costs.  Until  recently,  Nestle  had  12 
buyers  throughout  Europe,  dealing  with 
14  suppliers  of  lactose,  an  ingredient  in 
infant  formula  and  chocolate  bars.  By  link- 
ing via  the  Net,  the  company  has  been  to 
cut  its  suppliers  to  just  four.  "We  can  only 
do  this  because  of  online  information," 
Senna  says.  Lactose  costs  have  come  down 
by  as  much  as  20%. 

Nestle's  Web  charge  is  being  led  by  its 


E-Chocolate 


verted  dairy  farm  in  Carnation,  Wash., 
Nestle's  U.  S.  ceo  Joe  Weller  asks  workers 
how  to  unify  Nestle.  The  answer:  e-busi- 
ness. If  the  U.  S.  division  leads,  the  rest  of 
the  giant  is  likely  to  follow.  The  sheer 
weight  of  the  U.  S.  operation  has  wallop:  It 
booked  more  than  $10  billion  in  sales 
last  year,  nearly  a  quarter  of  the  company's 
total. 

If  the  U.  S.  division  is  quarterbacking 
the  effort,  Brabeck  is  its  chief  cheerleader. 
Sure,  he  doesn't  have  a  computer  in  his 
office — e-mails  have  to  go  through  his 
secretary.  And  far  from  passing  his  leisure 
time  surfing  the  Net,  56-year-old  Brabeck 
spends  his  weekends  climbing  the  Alps 
that  tower  over  Vevey.  But  he  was  an 
early  backer  of  e-tailing  experi- 
ments the  company  participated 


in.  Those  trials  were  eventually  shelve 
but  Brabeck  says  they  demonstrated  tl 
power  of  technology  and  the  Net.  "Th 
opened  my  eyes,"  he  says. 

Nestle's  disparate  Internet  ventures  pi 
sent  a  mountain  of  opportunity  that  w 
require  all  the  strength  and  savvy  Brabe 
can  muster.  He  doesn't  underestimate  t 
challenges  ahead.  But  he  doesn't  see 
fazed  either,  as  he  looks  out  his  offi 
window  at  the  snow-capped  Alpine  vi; 
across  Lake  Geneva.  After  all,  he's  used 
long  and  difficult  climbs.  He  scales  the 
peaks  every  weekend. 

Contributing:  Arlene  Weintra 
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For  a  O&A  with  Nestle  CEO  Peter  Brabec 
go  to  ebiz.businessweek.com 


Here's  how  Nestle 
is  harnessing 
the  Web  to  more 
efficiently  make 
and  sell 
chocolate  bars, 
from  KitKats  to 
Butterfingers: 

^  Taking 
mm  Orders 

HOW  IT  WORKS 

Since  July,  U.S.  store- 
owners  have  had  the 
option  of  ordering 
Nestle  chocolates  and 
other  products  via  a 
new  Web  site, 
NestleEZOrder. 

THE  BENEFIT 

Nestle  hopes  to  elimi- 
nate most  of  the 
100,000  phoned  or 
faxed  orders  a  year 
from  mom-and-pop 
shops. That  would  re- 
duce manual  data  en- 
try and  cut  processing 
costs  by  90%,  to 
21  cents  per  order. 


Getting 
Ingredients 

HOW  IT  WORKS 

Nestle  buyers  have 
purchased  cocoa 
beans  and  other  raw 
ingredients  on  a  coun- 
try-by-country basis, 
with  little  info  about 
how  colleagues  were 
buying  the  same  prod- 
ucts. Now  they  share 
price  info  via  the  Net 
and  pick  suppliers  that 
offer  the  best  deals. 

THE  BENEFIT 

Nestle  has  reduced 
the  number  of  suppli- 
ers by  as  much  as 
two-thirds  and  cut 
procurement  costs  by 
up  to  20%. 
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Marketing 
the  Candy 
Bars 


Making  the 
^Chocolate 

HOW  IT  WORKS 

Nestle  has  traditional- 
ly processed  its  own 
cocoa  butter  and  pow- 
der and  manufactured 
most  of  its  own  choco- 
late. The  Web  lets 
Nestle  better  commu- 
nicate with  suppliers, 
making  outsourcing  a 
more  viable  option. 

THE  BENEFIT 

Last  year,  outside  con- 
tractors in  Italy  and 
Malaysia  won  orders 
to  produce  raw  choco- 
late. Expect  more  such 
deals:  Nestle  plans  to 
sell  or  close  a  third  of 
its  86  chocolate  plants 
in  coming  years. 
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Cutting 
Inventories 


HOW  IT  WORKS 

In  the  past,  Nestle 
guessed  at  how 
many  KitKat  or 
Crunch  bars  it 
might  be  able  to 
sell  in  a  promotion. 
Today,  electronic  links 
with  supermarkets 
and  other  retail 
partners  give  Nestle 
accurate  and  timely 
information  on 
buying  trends. 

THE  BENEFIT 

That  lets  Nestle  trim 
inventories  by  15% 
as  it  adjusts  produc- 
tion and  deliveries 
to  meet  demand. 


HOW  IT  WORKS 

Nestle  spends  $1.2  bi 
lion  on  advertising 
through  traditional 
print  and  TV  ads. 
Within  two  years, 
more  than  20%  of 
that  will  go  online. 

THE  BENEFIT 

New  marketing  ap- 
proaches include  a 
chocolate-lover's  We 
site  with  advice, 
recipes,  and  paeans 
the  pleasures  of 
chocolate.  Nestle  ha 
similar  sites  for  coffi 
Italian  food,  and  in 
fant  nutrition. 
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We've  thrown  standard 
eBusiness  a  curve. 


lARTeBUSINESS 
IPLEMENTATION 


AserA: 


ACTIVATE 
ADAPTIVE 
eBUSINESS 
SOLUTION 


Only  Asera's  adaptive  eBusiness  solutions  help  you  avoid  the  typical 
constraints,  wrong-turns  and  dead-ends  of  the  same  old  software  solution. 

The  Asera'"  eService'":  adaptive  eBusiness  solutions  delivered  as  a  managed  service.  Pow/ered 
by  a  breakthrough  platform,  the  Asera  eService  integrates  best-in-class  softw/are  applications 
w/ith  your  existing  systems  to  deliver  an  eBusiness  solution  that  works  the  way  your  business 
works  and  changes  when  you  need  to  change. 

The  powerful  combination  of  Asera's  platform  and  service  delivery  allows  you  to  activate  only 
the  eBusiness  functionality  you  need,  pay  only  for  what  you  use,  and  remain  insulated  from 
the  cost  and  complexity  of  technology  change.  Only  Asera  enables  you  to  rapidly  activate  an 
eBusiness  solution  that  adapts  to  the  unique  needs  of  your  business  and  evolves  as  your 
business  needs  grow. 

Sure,  we've  thrown  the  industry  a  curve. 

But  with  the  Asera  eService  you've  got  the  confidence  and  power  to  hit  the  home  run. 

www.asera.com    I    1  877  992-7372 


integrate,  adapt  and  evolve  your  eBusiness. 
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The  agility  to  perform  in  synchrony. 
The  stability  to  dominate  when  others  are  tossed  by  the  currents. 


side  in  an  en<. 


\N\Nw.  agilera.  com 


w  on  your  desktop,  tailored  to  job  responsibility.  Application  hosting  services  from  Ai^iiGrQ 


Rur)  with  the  swift.  Stand  with  the  strong. 
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Can  Joe  Calif's  super-intensity  turn  Vertical  Net 

into  a  raging  Internet  success?  '^~ 

oseph  Galli  Jr.  sure  knows  how  to  work  a 
crowd.  Back  in  1992,  he  gathered  the  Black  & 
Decker  Corp.  sales  team  in  Florida  to  launch 
the  new  line  of  DeWalt  professional  power 
tools.  Dressed  in  a  bright  yellow  DeWalt  shirt, 
he  roamed  a  hotel  stage  with  his  microphone, 
ticking  off  five  vital  customers  who  had 
agreed  to  carry  the  products:  Home  Depots- 
Lowe's,  HomeBase,  Hardware  Wholesalers, 
and  Ace  Hardware.  That  triggered  a  hearty  round 
of  applause.  Then  he  listed  a  further  five.  More 
t  applause.  And  another  five.  He  ultimately  rattled  off 

110  customers-all  from  memory,  recalls  Charles 
M.  Brown,  a  former  Black  &  Decker  executive  who 
is  now  president  of  Aqua  Glass  Corp.  "By  then,"  he 
says,  "it  was  a  feeding  frenzy." 

Gain's  job  these  days  is  to  stir  up  the  same    I 
kind  of  frenzy  at  onetime  Wall  Street  highflier    i 
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Calli  has  a  feel  for 

the  businesses 

VerticalNet  caters  to 


Business  Week  e.biz    PERSONALITIES 


VerticalNet  Inc.  The  42-year-()ld  Galli  took 
over  as  chief  executive  officer  at  the  Hor- 
sham (Pa.) -based  company  in  July.  His 
challenge  is  to  find  the  right  formula  for 
VerticalNet,  which  runs  online  business 
communities  for  57  industries,  from  auto 
manufacturing  to  water  treatment.  While  he 


change,  which  operates  primarily  by  phone 
and  old-fashioned  electronic  trading.  And  he 
is  pashing  to  sell  more  e-store  software  to 
corporations  to  do  business  online. 

Early  results  show  improvement.  Rev- 
enues hit  $74  million  last  quarter,  up  38% 
from  the  previous  quarter.  And  the  quarterly 


**\f  you  told  him  it  couldn't  be 

done,  he'd  say  'watch  me' " 


has  never  run  a  company  before,  Galli's 
boss  figures  he's  the  man  for  this  job.  "Ver- 
ticalNet needed  additional  gasoline  poured 
on  the  fire,"  says  Chairman  Mark  Walsh. 
"And  Joe  is  gasoline." 

Already,  Galli  is  turning  up  the  heat.  He 
quickly  reorganized  the  company  into  three 
divisions  and  set  goals  for  each.  First,  he 
aims  to  boost  e-commerce  on  VerticalNet's 
community  Web  sites,  which  provide  news, 
job  listings,  and  discussion  forums  for  small 
and  midsize  companies.  VerticalNet  now  re- 
lies on  ads  for  nearly  one  quarter  of  its  rev- 
enues. But  Galli  wants  to  boost  transaction 
revenues  by  setting  up  more  individual  "E- 
commerce  Centers" — essentially  cybershops 
— so  participating  companies  can  sell  prod- 
ucts and  services  online.  Second,  Galli  is 
accelerating  the  move  to  the  Web  by  Verti- 
calNet's big 
electronic  com- 
ponents     ex- 


loss,  excluding  non-cash  items  such  as  amor- 
tization, shrank  slightly,  from  $18.8  million 
to  $17.7  million.  According  to  Merrill  Lynch 
&  Co.,  fees  from  e-commerce  transactions 
on  the  community  sites  jumped  from  near- 
ly zilch  a  year  ago  to  12%  of  revenues. 

Thanks  to  Galli's  upbringing  in  blue- 
collar  Pittsburgh,  he  has  a  natural  affinity 
for  the  sort  of  basic  industries  that  Vertical- 
Net  caters  to — machine  tools,  sealants,  ad- 
hesives,  and  the  Hke.  Galli  grew  up  in  a 
house  overlooking  his  father's  auto-salvage 
yard,  where  he  spent  summers  working — 
often  hauling  gasoline  tanks  or  car  batter- 
ies by  hand.  He's  not  afraid  to  get  his 
mitts  dirty.  And  he  relishes  the  chance  to 
help  these  underdogs.  "We  will  enable  these 
companies,  which  maybe  aren't  large 
enough,  or  are  intimidated  by  the  Web,  to 
move  thefr  businesses  online,"  he  vows. 

How  driven  is  this  guy?  When  he  was 
co-captain  of  the  wrestling  team  at  the  Uni- 


Joseph  Galli  Jr. 


versity  of  North  Carolina  at  Chapel  Hill,  h( 
won  more  than  100  bouLs.  To  make  weight 
once,  he  ran  10  miles  and  then  jumpec 
rope  for  an  hour  by  a  steamy  indoor  pool 
"If  you  told  him  it  couldn't  be  done,  he'c 
say:  'Watch  me,' "  says  his  coach,  William  C 
Lam.  And  when  Galli  lost,  he  was  harder  or 
himself  than  his  opponents  had  been.  Hi 
worst  defeat:  a  15-3  wipeout  during  thi 
national  wrestling  championships  in  his  se 
nior  year.  "He  beat  me  like  crazy,"  Gal] 
says.  "While  it  was  demoralizing,  it  wa 
also  motivating,  because  I  knew  I'd  wrestla 
the  best  possible  opponent." 

Galli  will  need  the  same  kind  of  grit  a 
he  tries  to  whip  VerticalNet  into  shape 
He's  got  some  breathing  room.  The  com 
pany  had  $145  million  in  cash  and  equiv 
alents  at  the  end  of  the  third  quarter,  and 
sweetheart  deal  with  software  powerhoui 
Microsoft  Corp.  that  will  generate  $17 
million  in  revenue  over  three  years.  Micrc 
soft  will  pay  for  storefronts  in  VerticalNet 
online  communities  for  one  year  for  som 
80,000  small  and  midsize  companies.  I 
exchange,  VerticalNet  will  use  Microso 
software  to  build  out  those  sites. 

Even  with  Microsoft  on  VerticalNet 
side,  the  new  ceo  has  a  plenty  of  fixing 
do.  VerticalNet  was  a  pioneer  in  estabUshir 
Web  sites  for  specific  industries.  But  after  i 
stock  hit  a  high  in  March  of  148,  the  shar 
began  a  sickening  slide  to  about  18  tods 
Investors  are  fretting  over  how  quickly  tl 
company's  e-commerce  operations  will  tal 


Education:  B.S.  in  business 
administration  from  the  University 
of  North  Carolina,  1980.  MBA  from 
Loyola  College  in  Baltimore,  1987. 

Career  highlights:  June,  1980, 
to  April,  1999,  held  sales  and  marketing  positions  at  Black 
&  Decker,  rising  to  president  of  the  Worldwide  Power 
Tools  &  Accessories  Div.  From  June,  1999,  to  July,  2000, 
President  of  Amazon.com.  July,  2000,  to  present,  CEO  of 
Internet  startup  VerticalNet. 

Claim  to  fame:  At  Black  &  Decker,  he  led  the  1992  launch 
of  the  DeWalt  line  of  professional  power  tools,  which  now 
racks  up  $1.4  billion  in  sales.  Among  his  innovations: 
sending  "swarm  teams"  of  salespeople  to  construction 
sites  to  show  off  DeWalt  products. 

Competitive  streak:  A  fierce  wrestler  in  high  school,  he 


would  immediately  run  three  to  four  miles  if  he  lost — no 
matter  how  late  the  hour.  He  was  co-captain  of  his  college 
wrestling  team  his  senior  year.  "Those  he  couldn't  beat, 
he  outworked,"  says  William  C.  Lam,  head  wrestling  coach. 

Early  business  lessons:  Grasped  the  importance  of 
hard  work  in  his  father's  automotive  scrap  yard  in 
Pittsburgh,  where  he  helped  move  piles  of  metal. 

Management  philosophy:  He  demands  discipline.  He 
has  ranked  VerticalNet's  57  industry  communities  from 
best  to  worst  and  is  calling  on  the  managers  of  the  lagging 
sites  to  come  up  with  a  concrete  plan  for  improvement. 

Hobbies:  Running,  salmon  fishing,  reading  histories  and 
biographies.  Has  devoured  10  books  on  Napoleon  alone. 

Family:  Divorced  and  remarried.  Has  three  children:  two 
girls,  ages  13  and  10,  and  a  boy,  7. 
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lundreds  of  people  have  diligently  whipped  up  an  incredible  database. 
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off  in  a  cyherwi)rld  jammed  with  rival 
sites.  Analyst  Bruce  D.  Temi<in  of  Forrester 
Research  Inc.  expects  a  shakeout  in  the 
next  year  and  predicts  that  many  of 
VerticaJNet's  communities  will  fail.  Com- 
pounding the  challenge  is  the  company's 
concurrent  move  to  bring  its  electronics 
exchange  onto  the  Web  and  its  efforts  to 
expand  its  software  business.  "The  three 
pieces  are  very  different,"  Temldns  says  of 
VerticalNet's  operations,  "so  that  makes  it 
tough  to  manage." 

Galli's  no  stranger  to  up- 
hill battles.  A  19-year  Black  & 
Decker  veteran,  he  had 
watched  the  company  lose 
ground  in  professional  power 
tools  for  years.  Galli  was  part 
of  a  team  that  came  up  with 
the  DeWalt  professional  pow- 
er-tool line.  He's  credited  v\dth 
innovative  sales  tactics,  in- 
cluding "swarm"  teams  that 
demonstrated  the  products  on 
construction  sites.  The  result: 
DeWalt  sales  went  from 
virtually  zero  in  1992  to  $1.4 
billion  in  1999.  Gary  T.  Di- 
Camillo,  chairman  and  ceo  of 
Polaroid  Corp.,  who  headed 
Black  &  Decker's  power-tool 
business  in  the  early  1990s, 
calls  Galli  "the  best  sales  and 
marketing  executive  who  ever 
reported  to  me." 

But  Galli's  hard-charging 
nature  had  a  dark  side.  Several  former 
Black  &  Decker  executives  say  he  favored 
managers  that  had  the  same  intense,  high- 
energy  style  he  did.  In  fact,  Galli's  troops 
were  known  as  "Joe-Boys."  Huffy  Corp. 
CEO  Don  R.  Graber,  who  worked  at  Black 
&  Decker  at  the  time,  says  Galli  discour- 
aged dissent.  "If  you  weren't  a  Joe-Boy, 
you  were  out,"  he  says.  For  his  part,  Galli 
says  he  cared  only  about  performance:  "It 
boiled  down  to  results.  People  said  I  didn't 
like  them  because  of  style.  And  I  said  no,  it 
was  because  you  missed  your  numbers." 

In  the  end,  Galli's  ambition  ended  his 
career  at  Black  &  Decker  When  he  was 
just  35,  he  was  made  president  of  the 
North  American  power-tools  business.  An- 
alysts say  he  was  impatient  to  move  into 
the  top  job,  but  Black  &  Decker  ceo  Nolan 
D.  Archibald,  who  was  only  in  his  50s,  was 
in  no  hurry  to  leave.  The  two  clashed.  So 
in  April,  1999,  Galli  left  the  company. 
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After  a  bizarre  incident  where  he  ac- 
cepted and  then  reneged  on  a  job  offer 
from  PepsiCo  Inc.,  Galli  landed  at  Ama- 
zon.com as  president  under  whirlwind  ceo 
Jeffrey  P.  Bezos.  He  recruited  seasoned  man- 
agers to  improve  financial  discipline.  Still, 
like  many  other  Net  stocks  pounded  by 
impatient  investors,  Amazon's  share  price 
declined  markedly  during  the  13  months 
Galli  worked  there.  And  while  his  departure 
raised  questions  about  possible  tensions  be- 


sional  e-mail  if  she  comes  across  a  won 
.she  likes,  suggesting  he  add  it  to  hi 
vocabulary. 

It  was  assumed  Galli  would  one  da 
run  his  father's  business.  Even  as  a  hig! 
schooler,  he  cooked  up  plans  to  create 
chain  of  salvage  operations.  But  as  a  collcg 
freshman,  he  changed  his  mind  and  calle 
up  his  father  to  say  he  wouldn't  b 
following  in  his  footsteps.  Instead,  upo 
graduating  with  a  degree  in  business  ac 


Joe  Jr.  and  Sr.:  The  son  picked  up  his  negotiating  skills  from  watching  his  father  strike  auto-salvage  deals 


tween  Bezos  and  Galli,  he  insists  that  isn't 
so.  The  two  had  "healthy  debates"  over 
new  ventures,  he  says,  and  he  left  only  be- 
cause he  was  eager  to  run  his  own  show. 

VerticalNet  seems  like  a  better  fit  Galli's 
roots  are  intertwined  with  the  kind  of 
companies  he  deals  with — smallish  outfits 
that  back  on  to  cloudy  rivers  or  inhabit 
graceless  industrial  zones.  He  learned  hard 
work  from  watching  his  father,  Joseph  Gal- 
li Sr,  who  still  works  six  days  a  week  at  the 
salvage  business.  He  also  learned  negotiat- 
ing skills  watching  his  father  strike  deals  on 
selling  parts  and  metal. 

His  parents  pressed  him  to  succeed.  His 
mother,  Lucille,  who  was  hospitalized  with 
an  infection  when  he  was  just  four,  insist- 
ed the  doctors  let  her  out  early  after  she 
detected  her  son  was  picking  up  the  broken 
English  spoken  by  her  Italian  immigrant  in- 
laws. She  often  went  over  his  lessons  with 
him  and,  to  this  day,  drops  him  an  occas- 


ministration,  he  took  a  sales  job  at  Black 
Decker  "I  was  raised  to  achieve,  and  I  h 
to  go  out  on  my  own,"  he  says. 

These  days,  Galli,  who  is  divorced  a 
remarried  and  has  three  children,  sper 
most  of  his  downtime  at  his  26-acre  fai 
an  hour  and  a  half  drive  from  Horsha 
He's  planning  to  take  up  fox  hunting 
although  he  acknowledges  it's  an  o 
choice  for  a  guy  from  the  Iron  Ci 
"There's  an  elegance  and  pageantry  tl 
appeals  to  me,"  he  explains.  Galli  loves 
read  history  books  and  has  pored  throi 
10  volumes  on  Napoleon  alone.  He's  fa: 
nated  with  the  rapport  the  emperor  crt 
ed  with  his  troops.  "(Obviously,  he  m; 
some  tremendous  mi.stakes.  All  leaders  h 
things  you  can  learn  from  and  things  5 
learn  not  to  do,"  Galli  says.  With  Napolc 
his  lesson  is  not  to  get  a  false  sense  of 
vincibility.  That  doesn't  seem  like  mi 
of  a  threat  to  Galli  at  VerticalNet.  • 
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For  more  than  160  years,  J. P.  Morgan  has 
been  helping  affluent  clients  realize  their 
financial  dreams.  Now,  Morgan  Online 
offers  millionaire  investors  access  to 
trusted,  integrated  wealth  management 
services  via  the  Internet.  At  Digex,  we 
may  not  know  much  about  financial  asset 
management,  but  we  do  know  what  it 
takes  to  run  a  successful  e-Business. 


We  supply  the  hardware,  software,  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your  site 
up  and  running  -  fast  and  reliably.  Digex's 
world-class  data  centers  and  networks  are 
optimized  for  performance  and  availability, 
so  your  site  is  online  24x7x365.  We 
provide  the  administration,  monitoring, 
and  security  services  necessary  to  make 
sure  your  site  remains  secure. 


J. P.  Morgan  works  for  its  clients. 
Digex  works  for  J. P.  Morgan. 


Oigex     keeps  e-business  in  business' 


www.digex.com/jpmorgan 
www.morganonline.com 


1-800-455-2968  ext.  223 
1-877-S76-6616 
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Imagine  a  network  that  thinks. 


.That  knows  who's  there.  Understands  your 


Communication  without  boundaries        company's  relationship  with  each  customer. 


And  sends  them  where  they  need  to  go. 


Immediately.  Automatically.  No  matter  which  wire 


(or  wireless)  they  came  in  on.  Avaya  solutions 


don't  just  move  communication  around, 


but  treat  it  intelligently.  Extracting,  adding,  and 


using  information  about  each  contact.  So  you  can 


handle  every  customer  like  your  best  customer. 


Visit  avaya.com  or  call  866-GO-AVAYA. 
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Curing  an 

The  first  wave  of  "e-health"  tripped  up. 
Can  the  second  wave  do  better? 


he  great  info-tech  revolution  has  bypassed  most  of 
the  medical  profession.  In  a  world  where  a  13-year- 
old  can  trade  Graffiti  tips  with  her  grandmother  on  a 
Palm,  most  doctors  still  write  out  prescriptions  by  hand. 

Which  calk  to  mind  the  old  joke  about  the  doctor's  hastily  scrawled  pre- 
scription. The  patient  used  it  for  two  years  as  a  railroad  pass.  Twice  it  got 
him  into  Radio  City  Music  Hall  and  once  into  Yankee  Stadium. 

O.  K.,  the  joke  isn't  so  funny.  But  neither  is  the  fiasco  that  has  resulted  i 
from  efforts  to  graft  health  care  onto  the  Internet — a  pursuit  known  as  i 
e-health.  Most  of  the  well-known  medical  ventures  that  have  been  hatched    i 
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in  cyberspace  are  now  in  critical  condition.  On  Nov.  2,  the 
Nasdaq  de-listed  Caredata.com  Inc.,  a  glitzy  Internet 
company  that  helps  doctors  track  patients'  blood  sugar 
and  other  vital  signs  online.  Six  days  later,  vitamin  and 
health  supplement  retailer  MotherNature.com  Inc.  an- 
nounced that  it  was  closing  up  shop.  Other  e-health 
stocks  are  trading  in  e-hell,  including  former  highfliers 
DrKoop.com  Inc.  and  WebMD  Corp.  They  are  down 
4000%  and  600%,  respectively,  from  their  all-time  highs 
and  are  struggling  to  regain  investor  confidence. 

These  debacles  don't  undercut  the  fundamental  log- 
ic of  e-health:  The  whole  health-care  sector  is  in  dire 
need  of  a  high-tech  overhaul.  But  the  first  wave  of  e- 
health  outfits  took  the  wrong  tack.  They  were  intent  on 
applying  the  cool  Web  technology  that  spawned  Yahoo! 
and  Amazon.com  to  health  care.  But  they  weren't  diligent 


in  figuring  out  who  would  pay  for  it.  "Management 
teams  and  investors  got  caught  up  in  a  broader  Net 
euphoria.  They  started  drinking  their  own  Kool-Aid 
and  ignored  reality,"  says 
analyst  Robert  Rouse  of 
Lehman  Brothers  Inc. 

Internet  technology, 
with  its  ability  to  stream- 
line and  standardize 
communications  among 
doctors,  patients,  insurance 
companies,  and  pharmacies,  can  surgically  remove  bu- 
reaucratic tangles  and  reduce  the  number  of  medical  errors. 
But  for  e-health  companies  to  succeed  as  businesses,  they 
must  first  succeed  as  health-care  companies,  solving  prob- 
lems that  either  doctors,  hospitals,  insurance  companies,  or 
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consumers  will  pay  money  to  see  fixed. 
"The  first  round  of  e-health  companies 
made  a  fatal  error,"  says  analyst  Benjamin 
M.  Rooks  of  CIBC  World  Markets.  "They 
didn't  follow  the  money." 

The  second  wave  of  e-health  startups 
won't  make  the  same  mistake.  These  com- 
panies are  focusing  on  services  aimed 
straight  at  physician  offices,  pharmaceutical 
companies,  or  pharmacies.  Some  wall  con- 
nect doctors  to  medical  databases  via  wire- 
less links.  Others  will  make  money  on 
technology  to  monitor  patients  24  hours  a 
day.  Still  others  wdll  cash  in  by  streamlining 
the  complicated  steps  in  the  drug-testing 
process.  "Over  the  next  few  years  health 


Patients  want  health  information 
directly  from  their  doctors.... 


DESIRED 
INFORMATION  SOURCE 

PERCENT  OF 
RESPONDENTS 

Own  doctor 

62 

Hospital 

58 

Insurance  co. 

45 

Drug  CO. 

43 

Internet  co. 

42 

care  will  change  dramarically,"  says  Daniel  S. 
Messina,  chief  financial  officer  of  Aetna 
U.S.  Healthcare  Inc.  "The  companies  that 
help  make  that  happen  will  be  the  new 
health-care  leaders."  Adds  Eve  Kurtin,  a 
venture  capitalist  with  Pacific  Venture  Group 
in  Encino,  Calif.:  "This  second  wave  is 
poised  to  succeed  v^ere  the  first  one  failed." 
Here  is  a  bird's-eye  view  of  the  $1  trillion 
U.  S.  health-care  system,  which  smart 
e-health  companies  will  keep  in  sharp  focus. 
Health  care  is  the  modem-day  equivalent  of 
a  medieval  patchwork  of  fiefdoms,  with 
doctors,  hospitals,  and  insurance  companies 
allied  to  form  local — not  national — ^power 
structures.  It  is  the  only  sector  of  the  econ- 
omy where  the  consumer  does  not 
pay  for  the  services  she  chooses — 
and  is  outraged  at  the  very  thought 
of  financial  responsibility.  It  is  an 
industry  populated  by  entrepreneur- 
physicians  and  clinicians  who  are 
trying  to  break  even  in  what  has 
become  a  high-volume,  low-margin 
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.But  most  most  doctors  don't 
deliver  the  goods  online... 


WS  /O  of  doctors  polled  by 

Modern  Physician  are  using  the  Internet 

in  their  practice,  but  it  isn't  to 

talk  to  patients. 

Fewer  than  I  f  /D  report  using 
the  Net  to  communicate  with  patients. 


...So  what  are  physicians 
doing  on  the  Internet? 


PERCENT  OF 
ACTIVITY                                                       DOCTORS 

Accessing  clinical  Information 

915 

Continuing  medical  education 
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Prescription  ordering  and  refills 
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1999,  24.8  million  adults,  or  43%  of 
adult  Internet  users,  searched  the  Web  f 
health  info — a  45%  increase  fi^om  19 
By  2002,  growth  of  this  group  will  outp; 
that  of  general  Internet  users  by  60%. 

A  golden  market  opportunity,  right? 
so  far.  The  founders  of  DrKoop.com  ai 
hundreds  of  other  consumer  health  si 
forgot  to  ask  one  simple  question:  Whi 
going  to  pay  for  this  content?  Strike  o| 
against  them:  Consumers  don't  like  to  p; 
They  are  used  to  insurance  policies 
are  heavily  subsidized  by  the  government 
by  their  employers.  And  Net  surfers  do: 
generally  pay  for  the  information  they  t 
Strike  two:  Pharmaceutical  companies  ca 
easily  step  in  with  subsidies.  Should  th 
sponsor  medical  Web  sites,  they  could  ta 
the  discussion  that  occurs  there.  Strike  thi 
In  general,  doctors  are  so  strapped  for  cj 
that  they  don't  have  the  wherewithal 
advertise  their  services  on  e-health  sites. 

WebMD  rivals  DrKoop  as  a  poster  ch| 
of  the  e-health  bust.  Nearly  two  years 


In  1999, 24*8  million  adults 

searched  the  Web  for  health  inf< 


business.  In  short,  medicine  is  rid- 
dled with  inefficiencies,  outrageous 
costs,  and  outmoded  technology. 
And  this  whole  composite  of  frag- 
mented cottage  industries  is  under 
crippling  financial  pressure  as  med- 
ical spending  continues  to  skyrocket. 
Already,  health  care  accounts  for 
14%  of  the  nation's  gross  domestic 
product,  and  that's  expected  to  climb 
to  nearly  20%  by  2005. 

Simple  question.  To  succeed, 
newbie  e-health  companies  will 
have  to  find  lessons  in  the  struggles 
of  the  floundering  first  wave — 
beginning  wdth  the  most  famous: 
DrKoop.com.  The  company  was 
founded  on  the  premise  that  pa- 
tients want  easy-to-understand 
information  about  diseases,  proce- 
dures, and  medicines.  And  that 
premise  isn't  wrong.  A  recent  survey 
by  Cyber  Dialogue,  a  market-re- 
search firm  that  tracks  Internet 
health-care  trends,  found  that 
health-care  information  is  one  of 
the  three  most  popular  topics  on 
the  Net,  after  money  and  sex.  In 


the  company's  stock  soared  ft'om  $40 
$125  on  bullish  forecasts  that  it  woi 
slash  inefficiencies  in  health  care  by  lii 
ing  doctors  and  hospitals  to  insurers, 
the  company  had  trouble  convincing 
surers  to  join  up,  and,  wdthout  the  insil 
ers,  doctors  weren't  buying  into  what  ti 
perceived  as  a  cumbersome  service, 
didn't  really  help  me  solve  my  problei 
declares  Dr.  Peter  Basch,  a  Washini 
(D.  C.)  internist.  The  stock  is  now  trad| 
in  the  $12  range. 

In  addition,  WebMD  failed  to  consit 
that  nearly  half  of  the  nation's  600,1 
physicians  work  in  small  practices  ouffil 
with  one  or  two  doctors.  These  busine; 
took  a  big  hit  in  1997,  when  the  Balan( 
Budget  Amendment  pared  back  alrei 
slim  reimbursements  from  HMOs 
Medicare.  Many  of  these  small  busineij 
can't  afford  the  cash  outlay — typically  th( 
sands  of  dollars — required  to  link  up| 
the  Internet.  "Only  if  the  technology 
improve  the  economics  of  a  practice 
doctors  adopt  it,"  says  Dr.  Bmce  Hochst; 
an  analyst  with  Thomas  Wei.sel  Partnj 
But  who  has  time  to  figure  that  out?  I 
one-doctor  practice  there  is  no  chief 
formation  officer  to  evaluate  the  polenl 
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cost  savings.  Doctors  generally  have  scant 
expertise  in  running  a  small  business  and 
little  time  to  bone  up  on  technology. 

Most  hospitals  aren't  much  better  off. 
Few  have  resources  to  spend  on  what  Dr. 
Russell  I.  Ricxi,  general  manager  of  IBM  Glob- 
al Healthcare,  derisively  terms 
"Intergalactic,  Big  Bang  health- 
care solutions"  of  the  sort  that 
WebMD  was  pitching.  More 
than  80%  of  today  s  hospitals 
are  either  government-owned, 
not-for-profit,  or  for-profit  but 
losing  money.  In  a  financial 


startups  have  focused  on  handheld  devices 
that  allow  doctors  to  send  wireless  pre- 
scriptions, order  lab  tests,  check  for  ad- 
verse drug  reactions,  and  dictate  notes. 
Because  these  devices  can  improve  the  way 
a  doctor  practices  medicine  and  don't  re- 
quire hundreds  of  thousands 
of  dollars  to  set  up,  physi- 
cians appear  interested.  Ac- 
cording to  an  October  article 
in  Modem  Physician,  more 
than  a  quarter  of  doctors 
own  handhelds.  Of  those, 
22.2%  have  replaced  their 


^Charge-capture  software  may  help  doctors  recover 
tens  of  thousands  of  dollars  in  lost  claims 


crunch,  most  hospital  administrators  will 
shell  out  for  new  MRI  and  CAT-scan  ma- 
chines before  considering  a  complicated  new 
scheme  from  the  likes  of  WebMD. 

Hand-holding.  So  what  are  the  legiti- 
mate goals  that  the  second  wave  of  e-health 
companies  should  set?  And  how  wiU  they 
be  rewarded  in  the  marketplace?  Many 


Hospitals  and  pharmacies 

are  processing  more  health 

claims  electronically.... 
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prescription   pads   with   these   gadgets. 

Already,  dozens  of  companies  are  com- 
peting to  put  these  devices  into  the  hands  of 
the  country's  doctors.  The  vanguard  in- 
cludes startups  such  as  ePocrates,  iScribe, 
Parkstone  Medical  Information  Systems, 
and  AUscripts.  Some  appear  to  be  posi- 
tioned for  takeoff.  Allscripts  Inc.,  a  startup  in 
Libertyville,  111.,  has  signed  up  more  than 
2,000  doctors  to  use  its  Palm  and  PocketPC 
software.  By  acquiring  a  rival  called  Chan- 
nelHealth  Inc.,  it  will  soon  reach  an  addi- 
tional 118,000  physicians. 

For  most  of  these  ventures,  the  ideal 
client  is  a  tech-sawy  professional  like  Dr. 
Charles  E  Shaefer  Jr.,  an  intemal  and  critical- 
care  specialist  at  University  Hospital  in  Au- 
gusta, Ga.,  who  whips  out  his  Palm  about  20 
times  a  day.  An  incident  last  March  explains 
why  he's  addicted.  A  teenager  visited  his  of- 
fice, complaining  of  a  miserable  cold  and 
heavy  congestion.  Shaefer  was  about  to  pre- 
scribe an  antibiotic  but  then  remembered 
the  young  man's  dermatologist  had  pre- 
scribed acne  medicine.  Shaefer  checked  his 
Palm,  which  was  loaded  with  a  prescrip- 
tion-drug reference  program  made  by 
ePocrates  Inc.  of  San  Carlos,  Calif  "Lo  and 
behold,  the  drug  I  was  going  to  give  him 
could  have  caused  increased  pressure  on  the 
brain,"  which  can  be  life-threatening,  Shaefer 
says.  "I  have  made  better  decisions  because  I 
have  consulted  the  ePocrates  program." 

Bottom  line.  Many  wireless  e-health 
ventures  will  soon  roll  out  a  service  doctors 
have  been  clamoring  for:  so-called  charge 
capture.  This  is  software  that  accurately 
documents  and  classifies  the  hundreds  of 


clinical  activities  performed  by  doctors  a] 
other  health-care  professionals.  Aca)rdingj 
Synergy  Medical  Informatics,  a  privat| 
owned  company  that  develops  medi 
software,  the  average  physician  wdth  an 
nual  billing  of  $650,000  is  currently  losJ 
between  $35,000  and  $100,000  a  year] 
claim  denials.  These  lost  claims  occur 
cause  the  doctors  do  not  have  adequi 
documentation  for  their  patient  encounu 
or  have  billed  incorrectly  for  their  servic] 

Charge-capture  software  addresses 
problem  by  helping  doctors  choose  the 
propriate   fee   schedules   and  diagnc 
codes — showdng,  for  instance,  that  a 
tient  was  seen  for  possible  strep  thrd 
not  a  pelvic  exam.  That's  something 
appeals  directly  to  a  doctor's  bottom 
says  Thomas  Weisel's  Hochstadt.  He  is 
ting  that  doctors  would  be  willing  to  spd 
$100  a  month  for  handheld  services 
could  recoup  thousands  in  lost  revenud 

Not  all  the  new  companies  have  hitcl 
their  fates  to  handhelds.  Pacific  Vent 
Kurtin  likes  companies  that  actually  - 
care,  as  opposed  to  information.  Pacific 
an  early  investor  in  LifeMasters,  one  of  | 
leading  online  services  that  helps  pec 
deal  with  such  chronic  diseases  as  dial 
and  asthma.  Because  the  LifeMasters 
gram  can  dramatically  lower  medical 
insurers  in  Florida,  Oregon,  Washing 
and  California  have  signed  their  memll 
up  for  the  service.  These  patients  will 
into  a  secure  web  site  daily  and  enter 
cal  information  about  their  condition, 
blood  pressure,  blood  sugar,  or  breat 
rate.  To  date,  LifeMasters  has  attracte(| 
least  $40  million  in  venture-capital  ftinc 
and  its  revenue  each  year  has  tripled 
the  previous  year's  level. 

There  is  also  growing  evidence  that] 
tients  want  information  directly  ft^om 
doctors.  Companies  that  tap  this  d^ 
will  probably  be  rewarded — even  in 
early  days  of  e-health.  Although  it's  tc 
to  predict  the  ultimate  winners,  the 
wave  of  e-health  companies  will  be 
ceeded  by  a  second,  and  then  a  third.  S| 
ly  and  inevitably,  these  companies 
improve  the  quality  of  medical  care, 
could  be  the  best  prescription  yet  for 
tients  and  physicians.  • 
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For  a  O  &  A  with  Dr.  Peter  Basch  about] 
what  it  will  take  for  e-health  to  be ' 
adopted,  go  to  ebiz.businessweek.cor 


EB  64   BUSINESS  WEEK  E.BIZ /DECEMBER  11,2000 


Go  Ahead. 

Host  Your  Web  Site  With 

Another  Company. 

it's  Your  Money. 


%. 


(Call  Today  Toll  Free 

1877.782.5391 

\  wvnv.interland.com 

r NASDAQ:  ILND 

Ve  make  the  Web  work  for  you:- 


*■ 


♦cioiool 


'  1,  1999     Septambor,  1999 


'^. 


Making  Money  On  The  Web  Begins 
By  Not  Wasting  Money  On  The  Weh. 
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Drugmakers  waste  millions  on  antiquated  methods 
for  testing  new  products.  The  Web  is  changing  that 


he  specially  built  floor-to-ceiling  shelves 
covering  the  wall  in  Edna  Hutchings' 
office  are  crammed  full  of  binders.  Hutch- 
ings, a  registered  nurse  at  the  University  of  Al- 
berta Hospitals,  has  conducted  some  60 
clinical  trials  on  new  pharmaceuticals  in  the 
past  decade.  Most  of  them  were  done  the 

old-fashioned   way:   clinicians   laboriously 

uig  clinical  data  on  paper  forms.  One  of  Hutchings' 
current  trials  involves  20  patients,  and  by  the  time  it  is- 
done,  she  says:  "I  will  have  60  binders  per  patient."  "^ 

Antiquated  as  this  pen-and-paper  approach  may  be,  if  r 
is  still  used  for  95%  of  the  thousands  of  clinical  trials  start- 
ed each  year.  It  gobbles  up  time  and  money  as  well  as 
shelf  space.  Drug-development  experts  figure  that  just 
cleaning  up  the  mistakes  in  those  binders  takes  up  to  six 
months.  And  for  drugmakers,  the  process  costs  a  million 
dollars  in  lost  sales  for  every  day  of  delay  in  getting  an  im- 
portant new  drug  on  the  market.  That's  why  a  growing  I 
band  of  entrepreneurs  and  drug  company  researchers    I 
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The  University  of  Florida's 
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think  there  must  be  a  better  way.  "We 
believe  there  is  tremendous  power  in  the 
Internet  to  change  the  clinical-trial 
process,"  says  Dr.  Robert  J.  Spiegel,  chief 
medical  officer  at  the  Schering-Plough 
Research  Institute. 

Drug  giant  Schering-Plough  itself  has 
teamed  up  with  Waltham  (Mass.) -based 
Phase  Forward  Inc.  on  systems  that  allow 
clinical  investigators  to  enter  patient  data  di- 


TESTING  DRUGS 
WEB  SPEED 


Information  technology  can't  yet 
shorten  the  time  it  takes  to  test  a 
new  medicine  in  humans.  But  the 
Web  can  dramatically  cut  costs  and 
hasten  the  process  of  setting  up  trials 
and  analyzing  the  results.  Here's  how: 


FINDING  PATIENTS 
AND  doctors:  Recruiting 
patients — and  doctors  to  test 
drugs  on  them — is  a  major  hur- 
dle. But  victims  of  disease  can 
use  the  Web  to  find  relevant 
trials  and  learn  if  they  are  eligi- 
ble. Drugmakers  also  can  tap 
vast  databases  to  help  locate 
patients  with  certain  conditions, 
or  doctors  able  to  run  trials. 


^COLLECTING  DATA: 

Doctors  can  post  data  directly 
on  Web  pages  equipped  with 
software  that  spots  mistakes, 
including  contradictory  data. 
Since  the  company  sponsoring 
the  trial  can  monitor  the  data 
on  the  Web,  there's  less  need 
to  send  overseers  to  the  clini- 
cal trial  sites. 


^GETTING  FDA  APPROVAL: 

Electronic  data  records  cut 
weeks  or  months  off  the  time 
needed  to  learn  if  a  drug  works. 
New  software  also  helps  drug- 
makers  write  up  the  results 
simultaneously  for  multiple 
regulatory  agencies,  speeding 
review.  Earlier  approval  can 
mean  more  than  a  million 
dollars  of  extra  revenue  per  day 
for  companies  with  key  drugs. 


rcctly  onto  a  Web  site.  By  eliminating  the 
time-consuming  error-checking  of  paper 
records,  "we  can  shave  one  to  two  years  off 
getting  a  drug  to  market,"  says  Phase  For- 
ward CEO  Shiv  Tasker.  Scores  of  other  trials 
are  now  under  way  with  technology  from 
Cleveland-based  Datatrak  International  Inc. 
and  PHT  Corp.  in  Boston,  two  more  leaders 
in  the  field.  One  of  the  beneficiaries  is 
the  University  of  Alberta's  Hatchings.  She 
is  doing  trials  online  for  arthritis  and  os- 
teoporosis drugs  using  Datatrak's  soft- 
ware, which  reduces  her  writer's  cramp 
and  makes  her  life  a  lot  easier,  she  says. 


Conlon,  the  chief  information  officer 
the  University  of  Florida  Health  Scien 
Center,  ran  into  this  problem  when  he  ar 
statistician  Ronald  G.  Marks  were  settir 
up  a  huge  heart-drug  trial  with  17,000  p 
tients  and  800  physician  sites  in  10  cou)| 
tries.  "The  Web  was  the  easiest  part,"  recal 
Marks.  "It  was  the  contacts  with  huma 
that  were  the  hardest." 

When  it  does  work,  the  Internet  offi 
dramatic  savings.  Recruiting  patients  o\ 
the  Web  can  cost  $35  per  patient,  compar 
with  the  $350  per  person  now  spent  on  a 
phone  calls,  and  other  means,  says  First  Co 


^The  average  clinical  trial  generates 

enough  paper  data  to  fill  an  l8-wheele 


Datatrak's  metrics  show  that 
the  online  approach  cuts  the 
total  trial  time  by  30%. 

Despite  the  potential,  how- 
ever, online  trials  such  as 
Hutchings'  still  represent  a 
tiny  faction  of  all  trials,  on 
which  drugmakers  spend 
about  $20  billion  each  year. 
"There  is  not  really  a  market  yet,"  says 
Datatrak  ceo  Dr.  Jeffrey  A.  Green.  "There 
are  no  companies  that  are  profitable  yet, 
with  revenues  over  $5  million." 

Why?  Blame  a  conservative  industry. 
"It's  often  said  that  the  pharmaceutical  in- 
dustry is  15  years  behind  in  the  uptake  of 
technology,"  says  Anne  Wiles,  executive  vice- 
president  of  e-Business  at  Quintiles  Transna- 
tional Corp.  in  Durham,  N.  C,  which  does 
drug  development  for  the  pharmaceutical 
industry.  It's  not  for  lack  of  interest,  adds 
Quintiles  ceo  Dennis  Gillings.  "But  it's  a  bit 
chicken-and-eggish,"  he  says.  "Everyone 
wants  to  see  it  work  before  they  change." 

This  conservative  stance  may  be  partly 
warranted.  For  one  thing,  developing  work- 
able technology  isn't  easy.  The  early  sys- 
tems required  drugmakers  to  ship  out 
dedicated  laptops,  often  vWth  cumbersome 
software,  to  every  doctor  in  a  trial.  The  In- 
ternet helps,  but  designing  software  that's 
speedy  and  intuitive  is  still  a  challenge. 
"Everyone  is  waiting  for  a  Quicken  for 
clinical  trials,"  says  analyst  C.  David  Hardi- 
son  of  the  First  Consulting  Group. 

Big  savings.  And  even  the  best  soft- 
ware won't  work  if  clinical  investigators 
can't  or  won't  get  on  the  Web.  Michael 


suiting's  Hardison.  And  oi 
trials  are  under  way,  recon 
the    data    online    c; 
months  of  effort.  Paper  reco| 
typically  contain  numerous 
gling  mistakes — blood  pressi 
recorded  on  the  wrong  lim 
mysterious  weight  gains 
tween  patient  visits.  These  ar( 
spotted  until  representatives  from  the  tri 
sponsor  make  treks  to  each  site.  "The  pr 
lem  with  paper  is  that  it  doesn't  talk  bac 
says  Conlon.  That's  why  it  takes  mor 
just  to  clean  up  the  paper  data. 

In  systems  such  as  the  one  desigi 
by  Conlon  and  Marks,  the  software  ai 
matically  checks  the  information  be 
typed  in,  catching  most  mistakes.  "Th: 
the  wave  of  the  future,"  says  cardiol 
Carl  J.  Pepine  of  the  University  of  Flor 
lead  investigator  of  the  800-site  trial  u: 
Conlon's  software. 

To  be  sure,  the  Web  can't  speed 
everything.  After  all,  says  Spiegel,  "if 
treat  cancer  patients  and  need  to  find 
how  many  survived  after  two  years,  you 
need  a  two-year  study." 

But  even  that  could  change  as  scier 
learn  enough  about  biology  to  accur; 
simulate  the  effects  of  an  experimt 
drug  in  the  computer.  In  some  cases, 
liminary  trials  could  then  be  done 
few  hours  instead  of  taking  months  in 
people.  As  the  tide  of  new  informii 
technology  begins  to  finally  changcj 
stodgy  pharmaceutical  industry,  1 
Hutchings  may  have  to  find  somel 
else  to  put  on  her  shelves. 

Contributing:  lillcn  Lii, 
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WILLIAM  SYMONDS 


How  E-hospitals  Can 

Save  Your  Life 

when  hospitals  computerize  patient  care,  they  drastically  reduce  errors — and  cost 

ast  December,  Sheiyl  S.  Alderton  checked  herself  into  Brigham  &  Women 
Hospital  in  Boston  for  a  lumpectomy,  a  common  surgical  procedure  ft 
breast  cancer.  Like  all  patients,  Alderton  didn't  want  to  stay  in  the  hospit 
longer  than  necessary.  Thanks  to  a  novel  program  run  by  cancer  surgeon  E 
Yvedt  L.  Matory,  she  didn't  have  to.  Two  days  after  the  procedure — ar 


two  days  earlier  than  normal — Matory  sent 
Alderton  home,  equipped  with  a  Sony  Vaio 
computer  complete  with  a  video  lens  and 
speaker  phone. 

Twice  during  her  first  week  home, 
Alderton  booted  up  the  Vaio  and  checked 
in  with  trained  breast-cancer  nurses,  who 
looked  at  the  incision  while  talking  to  her. 
When  an  infection  developed  during  a  bad 


snowstorm,  Alderton  set  up  an  online 
appointment  with  Matory,  who  prescribed 
an  antibiotic.  Without  the  Vaio,  Alderton 
doubts  Matory  would  have  been  able  to  ex- 
amine her  at  all,  since  she  lives  in  a  small 
town  I'A  hours  from  Boston,  and  all  the 
major  roads  were  blocked.  "This  took  a 
lot  of  stress  off  the  surgery,"  says  Alderton. 
"I  got  more  rest  at  home,  and  if  anything, 


they  were  more  responsive  to  my  need 
The  hospital  hopes  to  set  up  similar  pi 
grams  for  patients  with  congestive  he 
failure,  asthma,  and  colon  cancer. 

Most  of  the  world's  medical  centers 
still  technologically  challenged  compai 
to  banks,  manufacturing  plants,  and  d 
coms.  But  a  few  hospitals,  such  as  Brigh: 
&  Women's  and  its  sister  hospital,  Mas 
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At  Brigham' 
digitized  X-ray  im. 
are  instantly  avail 


Ian  you    handle   it?   StorageNetworks,    Inc.,   the  data  storage  services 
'rovider   (ssp)   for  the  e-economy,    is  changing  the  way  companies  acquire, 

MPLEMENT  AND  MANAGE  THEIR  DATA  STORAGE  INFRASTRUCTURES.  BY  SATISFYING  A 
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iNE  with  storage  experience,  and  you  want  to  work  in  an  entrepreneurial  environment  that  encourages 
iew   ideas,    stresses   teamwork  and   emphasizes   fun,    email  your   resume   to   recruiter@storagenetworks.com 
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I  ugeNetworks    and    Storage    Services    for    the    e-Economy    are    service    marks    of    StorageNetworks.    Inc.    All    other    company,    brand 

PRODUCT  NAMES  CONTAINED  IN  THIS  AD  MAY  BE  TRADEMARKS  OR  REGISTERED  TRADEMARKS  OF  THEIR  RESPECTIVE  HOLDERS. 


Kijurii«:^4:^«j:ini:ei:i^4m 


Business  Week  e.biz 


chusetts  General  Hospital,  boast  staffs  of 
doctors  and  clinicians  who  are  using  in- 
formation technology  to  revolutionize  med- 
icine. Here,  the  paper  records  that  were  the 
hallmark  of  medicine  are  giving  way  to 
electronic  medical  records,  which  are  in- 
stantly accessible  and  constantly  updated. 
Doctors  are  entering  their  orders,  from  pre- 
scriptions to  lab  tests,  into  a  computer  sys- 
tem loaded  with  software  that  instantly 
catches  errors.  In  the  radiology  department, 
old-fashioned  films  that  can  easily  be  lost 


best  hospitals.  Yet  even  here,  information 
technology  has  produced  astonishing  im- 
provements. It  has  cut  the  frequency  of  se- 
rious medication  errors  by 
55%  and  the  number  of 
overall  medication  errors  by 
81%,  says  John  P.  Glaser,  chief 
information  officer  for  Part- 
ners Healthcare  System  Inc., 
which  owns  the  two  hospitals. 
The  Institute  of  Medicine  has 
reported  that  such  medical 


While  such  use  of  technology  is  har 
ly  unusual  in  the  business  world,  tht 
hospitals  "are  way  ahead  of  the  state 
U.S.  medical  practice,"  si 
Erica  Drazen,  a  medical  i 
formatics  expert  at  First  Cc 
suiting  Group.  Some  95% 
the  nation's  physicians  a 
more  than  90%  of  hospit 
still  rely  almost  exclusiv 
on  inefficient  paper  syster 
"It  is  an  outrage,"  says 


^In  a  study  of  379  consecutive  dQITliSSionS  at  an  urban  hospital, 
10,070  medical  orders  were  written  by  hand,  resulting  in  53^  ITIIStdkC 


are  being  replaced  with  digital  images.  Per- 
haps most  striking,  the  Internet  is  being 
used  to  extend  care  far  beyond  the  hospitals' 
walls,  from  Martha's  Vineyard  to  Indonesia. 
The  Brigham  and  the  General,  as  they're 
known,  are  the  cornerstones  of  Harvard 
Medical  School  and  rank  among  the  world's 


errors  kill  at  least  44,000  Americans  a 
year — ^more  than  the  number  who  die  from 
AIDS  or  breast  cancer.  And  because  medical 
mistakes  are  so  expensive,  Glaser  figures 
the  order-entry  system  alone  saves  the 
Brigham  up  to  $10  million  a  year — a  10-to- 
1  payback  on  its  annual  cost. 


THE  ELECTRONIC  HOSPITAL 

TTWO  fe 

1  Gene 
a  look  a 

imed  Boston  hospitals — Brigham  &  Women's  and  AAassac 
ral — are  using  information  technology  to  revolutionize  medicin 
:  some  of  their  most  important  initiatives: 

husetts 
e.  Here's 

Electronic 
Medical  Records 

Electronic 
Order  Entry 

Replace  cumbersome  paper  medica 
records  and  the  multiple  charts  kep 
on  most  patients,  with  a  single  elec 
tronic  record. 

Benefits:  Organizes  information 
in  a  consistent  fashion,  while  avoid 
ing  the  delays  that  occur  when 
paper  records  are  misplaced  or  can' 
be  found. 

1 
t 

t 

Doctors  enter  orders  for  prescription 
X-rays,  lab  tests,  etc.,  into  a  compute 
system,  which  instantly  checks  the 
order  for  possible  problems — such  a 
drug  interactions  or  allergies. 

Benefits:  Has  cut  the  number  of  s( 
rious  medication  errors  by  55%,  anc 
produced  10-to-i  financial  payback 
by  suggesting  less  expensive  drugs 

s, 
r 

s 

Digital  Radiology 

Telemedicine 

Replaces  old-fashioned,  film-based 
system  with  digital  imaging  and 
Web  ordering  and  scheduling. 

Benefits:  Avoids  film  loss,  allows 
multiple  doctors  to  view  the  same 
image  simultaneously,  and  cuts 
costs  by  saving  on  film  storage. 

-1 

Uses  the  Net  and  videoconferencin 
to  help  specialists  care  for  patients 
far  beyond  Boston. 

Benefits:  Dramatically  expands  th 
hospitals'  reach  and  cuts  costs  by  a 
lowing  many  patients  to  receive  an 
opinion  without  traveling  to  Bostot 

g 

e 
- 

1. 

Russell  J.  Ricci,  general  manager  of  i 
Global  Healthcare.  "If  an  airplane  crasl 
every  day  because  maintenance  reco 
were  kept  on  paper,  the  governm 
would  insist  operations  be  computerize 
But  because  "it  is  too  emotionally  un< 
tling"  to  recognize  hospitals  are  uns: 
he  argues,  "the  issue  of  how  to  use  inl 
mation  technology  to  [improve]  hec 
care  has  not  been  [widely]  addresse 
To  be  sure,  the  cost  and  difficulty  of  c 
verting  to  computer-based  systems  < 
has  slowed  adoption. 


One  file  apiece.  The  Brigham  saw 
potential  more  than  a  decade  ago  and 
gan  building  its  own  internally  desig 
system.  In  the  early  '90s,  it  started  usii 
computer  system  to  keep  patient  recc 
and  issue  doctor  orders  for  its  720 
hospital,  which  annually  cares  for  40,00C 
patients  and  700,000  outpatients.  W 
the  Brigham  merged  with  the  Genera 
1994  to  create  Partners,  this  system 
extended  to  the  other  hospitals  and  pi 
cians  affiliated  with  Partners.  It  now 
eludes  30,000  workstations  in  150  diffe 
locations.  Even  so,  because  it  was  in 
duced  incrementally,  "It  has  hardly  bl 
the  budget,"  says  Glaser,  who  figures  I 
ners  devotes  only  about  3%  of  its  outla' 
information  systems. 

The  foundation  of  this  system  is 
creation  of  an  electronic  medical  re 
for  every  patient.  Although  the  avc 
U.  S.  patient  has  1 1  medical  charts,  Par 
ultimately  hopes  to  have  just  one  recon 
each  of  its  roughly  one  million  pati 
And  by  February,  "we  hope  to  be  ab 
access  all  of  these  records  over  the  I 
says  Dr.  Robert  C.  Goldszer,  vice-cha 
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the  department  of  medicine  at  the 
Brigham.  The  resulting  gains  in  efficienq^ 
are  enormous.  While  paper  records  are 
constantly  misplaced  and  often  poorly  or- 
ganized, the  electronic  record  is  both  easi- 
er to  use  and  always  available.  To  protect 
patient  confidentiality,  users  must  enter  an 
ID  and  password — plus  a  6-character  code 
that  changes  every  60  seconds — to  gain 
access  to  records. 

That  makes  a  huge  difference  in  the 
Brigham's  bustling  emergency  room,  which 
sees  56,000  patients  a  year  and  has  elec- 
tronic records  for  80%  to  90% 
of  them,  says  Dr.  Ron  M.  Walls, 
chairman  of  the  emergency  de- 
partment. He  recalls  a  woman 
who  arrived  by  ambulance  alone, 
unconscious,  and  suffering  from  a 
high  fever.  With  paper  records,  it 
would  have  been  impossible  to 
get  the  woman's  history  quickly. 
With  an  electronic  record,  "we 
got  a  pretty  complete  picture  in 
just  two  minutes,"  says  Walls. 

The  real  power  of  the  elec- 
tronic record  becomes  apparent 
when  it's  combined  with  the 
Brigham's  order-entry  system. 
Computer-generated  allergy  warn- 
ings alone  now  change  60  orders 
a  day  at  the  Brigham.  And  that's 
just  a  small  piece  of  how  the 
system  improves  care.  For 
starters,  it  eliminates  the  need  to 
decipher  doctors'  notoriously  bad 
handwriting,  a  major  source  of 
mistakes.  It  speeds  care  by  im- 
mediately paging  doctors  when  a 
lab  test  spots  a  dangerous  condition.  "Be- 
fore, I  might  not  have  seen  the  patient  un- 
til the  next  morning,"  says  Goldszer.  "But 
now  I  have  a  much  better  chance  of  head- 


partment  many  tests  are  now  scheduled 
over  the  Web.  In  part,  that's  made  possible 
because  Brigham  has  the  nation's  largest 
digital  system  for  ordering,  viewing,  and 
archiving  images.  Thanks  to  the  Web,  it 
takes  only  1 5%  as  long  to  schedule  tests  as 
it  did  previously,  says  Dr.  Ramin  Kho- 
rasani,  head  of  information  management 
for  Brigham's  radiology  department  What's 
more,  "up  to  30%  of  the  radiology  exams 
ordered  by  doctors  are  not  appropriate," 
says  Khorasani.  Brigham's  system  slashes 
that  by  prompting  doctors  to  follow  its 


cancer  patient  Alderton  stayed  in  touch  via  a  laptop 


clinical  rules.  If  a  doctor  orders  an  X-ray  to 
investigate  abdominal  pain,  for  instance, 
the  system  would  suggest  a  cat  scan  as  a 
better  choice.  And  once  the  exam  is  done, 


^  Health-care  analysts  at  U.S.  Bancorp 

Piper  Jaffray  estimate  that  medical  errors 

cost  more  than  $3  bllllOII  annually 


ing  off  severe  complications."  And  by  sug- 
gesting equally  effective  but  less  expensive 
drugs,  the  system  has  held  annual  increas- 
es in  the  Brigham's  drug  costs  to  "less 
than  5%  a  year  for  the  last  five  years,  vs. 
13%  to  15%  at  some  health  plans,"  says 
Brigham  President  Jeffrey  Otten. 

Similarly,  in  Brigham's  radiology  de- 


the  digital  image  can  be  viewed  instantly  by 
every  involved  doctor,  without  the  delays 
and  danger  of  loss  that  come  with  film. 
"The  Internet  is  profoundly  changing  the 
way  we  practice  radiology,"  says  Khorasani. 
It  is  extending  the  reach  of  other  spe- 
cialists as  well.  Take  Dr.  Gary  R.  Epler,  the 
world's  leading  expert  in  Boop,  a  lung  dis- 


ease so  rare  that  the  average  doctor  sees  ji 
one  case  in  a  career.  Epler  has  long 
patients  from  all  over  the  world.  But 
reach  even  more,  Epler  is  setting  up  a  Wej 
site  that  gives  patients  information,  help 
them  monitor  their  symptoms,  and  offers  | 
chat  room — -"Booptown" — where  they  ca| 
talk  with  other  victims. 

Turkey  shoot.  Partners  Telemedicine  | 
a  similar  but  far  more  ambitious  initiative 
sell  the  services  of  specialists  to  30  countrid 
from  Latin  America  to  Southern  Euron 
and  the  Persian  Gulf.  The 
gram  allows  doctors  in  foreig 
countries  to  submit  cases  over 
Net  and  then  obtain  an  expe 
opinion.  In  a  recent  case,  a  hos 
tal  in  Istanbul  submitted  X- 
of  a  young  man  who  had  brok 
his  leg.  While  the  Turkish  hospil 
had  been  planning  to  put  the 
in  a  cast,  a  radiologist  at  Ma 
General  spotted  a  rare  form 
bone  cancer,  and  brought  the 
to  Boston  for  surgery.  Withe 
that  "he  would  have  lost  the 
of  his  leg,"  says  Dr.  Joseph 
Kvedar,  director  of  the  progra 
which  will  handle  1,000  cases 
year,  up  from  500  in  1999. 

Unfortunately,  Partners  ca^ 
actively  market  this  service 
most  of  the  U.  S.  State  laws 
vent  physicians  from  practicil 
across  state  lines,  and  insurar 
companies  are  loath  to  rei^ 
burse  for  telemedicine.  OtJ 
barriers,  from  high  costs  to 
conservative  mindset  of  physicians,  h^ 
slowed  adoption  of  electronic  medi 
records  and  order-entry  in  many  hospit 
"But  after  30  years  in  this  business,  I 
we  are  finally  turning  a  corner,"  says 
Consulting  Group's  Drazen. 

She  predicts  that  the  rate  of  adoption 
e-health  practices  will  accelerate.  One 
son:  the  business  community  is  demanc 
it.  In  mid-November,  a  group  of  60 
nesses,  including  heavyweights  such  as  FJ 
Motor  Corp.  and  General  Electric  Q)l 
announced  they'll  send  their  workers| 
hospitals  using  computerized  sy.stems 
those  found  at  Brigham  and  the  Gene 
The  two  Boston  pioneers  may  still  be 
ceptions.  But  before  the  decade  is  (j 
health-care  experts,  doctors — and  patient[ 
are  hoping  they  become  the  norm. 
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ELLEN  LICKING 


'This  Is  the 

■uture  of  Medicine' 

izing  trails  on  a  vast  frontier  called  electronic  care  management 

ivometrics,  a  Southern  California  startup,  wants  to  put  a  shirt  on  your 
back.  But  the  company's  lightweight,  stretchy  garment  is  not  your  average 
muscle-T.  Embedded  in  the  fabric  are  four  black  bands  equipped  with  elec- 
trodes and  physiological  sensors  designed  to  record  more  than  40  vital 
signs,  including  fluid  in  the  heart,  breathing  rate,  and  oxygen  consumption. 


gigabytes  of  data  stream  from  the  sen- 
to  a  handheld  computer  discreetly  lo- 
in a  hip  pocket  of  the  shirt.  Standard 
,  one  supposes,  for  Captain  Kirk  and 
est  of  the  Enterprise  crew.  But  Vivo- 
ics  says  you  will  be  able  to  order  its 
Shirt  within  a  year  or  two. 
ivometrics  is  blazing  trails  on  a  po- 
dly  vast  frontier  of  e-health  knovm  as 
•onic  care  management.  The  first  ex- 
es were  fairly  crude  devices  such  as 
t  bathroom  scales  that  could  help  heart 
■e  patients  keep  accurate  records  of 
weight.  But  like  everything  in  the 
1  of  silicon,  fiber  optics,  and  radio 
nunications,  patient-care  devices  have 
ik  in  size,  soared  in  IQ,  diversified  in 
cation,  and  become  so  cheap  that  the 
parsimonious  ?iMO  will  soon  consider 
a  bargain.  As  a  result,  gadget  makers 
;roing  in  on  a  vwde  range  of  diseases, 
toring  the  blood  sugar  of  diabetics, 
KGs  of  heart-attack  survivors,  and  the 
;hing  rates  of  asthmatics.  "This  is 
ature  of  medicine,"  says  William  W. 
ge,  chief  executive  of  Medtronic  Inc. 
Itimately,  electronic  care  will  save 
;y  and  lives.  The  Institute  for  the  Fu- 
eckons  that  some  120  million  Amer- 
about  40%  of  the  total  population, 
H  DC  living  v\dth  a  chronic  disease  by 
These  patients  will  incur  $600  billion 
:dical  costs  that  year — a  16%  increase 
today.  But  Net-capable  devices  could 
curb  that  escalation.  Cost-effective 
lal  office"  exams  could  ease  the  bur- 

[  fe  Shirt  records  and  sends  vital  signs 


den  on  beleaguered  hospitals,  while  im- 
proving the  quality  of  care. 

More  than  50  companies  are  competing 
in  the  business  of  keeping  patients  out  of 
the  hospital.  They  are  startups  with  names 
like  Alere  Medical,  LifeMasters,  and  Health 
Hero  Network.  Old  Economy  players  such 
as  CorSolutions  and  Accordant  Health  Ser- 


vices Inc.  also  have  jumped  in  with  Web 
versions  of  their  traditional  telephone-based 
medical  services.  Meanwhile,  both  Medtron- 
ic, the  Minneapolis  device  maker,  and  Ag- 
ilent Technologies  Inc.,  the  semiconductor 
spin-off  of  Hewlett-Packard  Co.,  are  de- 
veloping their  own  Internet-ready  monitors. 
Patients  like  Bryan  Bellanger  can  attest 
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to  the  benefits  of  remote  care.  Suffering 
from  heart  failure,  the  49-year-old  from 
Louisiana  must  keep  a  close  eye  on  his 
weight.  Even  a  couple  of  extra  pounds 
can  add  so  much  strain  that  he  be- 
comes short  of  breath  and  dizzy.  So 
when  his  weight  skyrocketed  last  March, 
his  doctor  asked  him  to  step  on  Alere's 
high-tech  scale.  Now,  when  Bellanger 
checks  his  weight  every  morning  and 
evening,  the  readings  are  instantly  trans- 
mitted via  a  modem  to  a  computer 
server  at  Alere's  headquarters  in  San 
Francisco,  where  a  team  of  company 
nurses  keeps  an  eye  on  him.  The  remote 
monitoring  makes  him  try  harder — and 
indeed,  since  he  began  using  the  scale,  Bel- 
langer has  dropped  60  pounds  and  hasn't 
experienced  any  more  problems  wdth  his 
heart. 


( 


the  Net  to  the  video  screen.  A  few  clicks  of 
the  teal  buttons,  and  the  patient  sends  her 
answers  back  to  the  nurse  who  is  moni- 
toring her  remotely. 

Implantable  devices  such  as  Medtronic's 
Chronicle  may  also  play  a  role  in  electron- 


>^ More  than  5O  COmpailieS  are 

competing  to  provide  vlrtual  Care, 
thus  keeping  patients  out  of  the  hospital 


For  greater  interactivity,  Alere  and 
Health  Hero  Network  of  Mountain  View, 
Calif.,  have  designed  simple  Internet  ap- 
pliances that  monitor  the  symptoms  of 
heart  failure  patients.  Health  Hero's  gadget, 
called  the  Health  Buddy,  is  a  toaster-size 
apphance  with  a  video  screen  and  several 
half-dollar-size  teal  buttons.  Every  day. 


ic  care.  In  collaboration  vdth  Microsoft 
Corp.  and  IBM,  Medtronic  plans  to  spend 
more  than  $200  million  to  develop  an  im- 
plantable heart  monitor  that  will  automat- 
ically beam  its  recordings  to  a  patient's 
doctor  wirelessly.  The  first  prototype  ap- 
peared in  1999,  and  a  commercial  device 
could  be  on  the  market  in  several  years. 


More  good  news  for  e-care  biu 
nesses:  Patients  seem  to  recuperate  mo 
quickly  when  they  know  that  a  nur 
or  doctor  is  aware  of  their  conditio: 
around  the  clocL  Based  on  this  insigl 
a  Baltimore  startup  called  Visicu 
targeting  intensive-care  units  at  cor 
munity  hospitals.  Typically,  such  un 
are  staffed  at  night  by  nurses,  n 
physicians.  But  recent  studies  have  shov 
that  icus  can  cut  mortality  rates 
55%  simply  by  having  a  doctor  on  t 
site  24  hours  a  day.  So  Visicu  develop 
a  system  for  wiring  hospital  icus  so  tp 
an  off-site  doctor  can  monitor  patiei 
in  real  time — and  in  an  emergency,  rur 
videoconference  with  the  attending  nur 
The  company  already  is  monitoring 
ICU  beds  in  two  Virginia  hospitals  ai 
hopes  to  expand  to  175  beds  in  five  h( 
pitals  in  the  next  year. 

Managed-care  executi\ 
are  responding  to  these  rem< 
monitoring  systems  becai 
they  can  reduce  medical  coi 
Accordant,  based  in  Greet 
boro,  N.C.,  has  signed  up  ¥. 
mana,  Oxford  Health  Plans,  and  Bl 
Cross/Blue  Shield  of  Colorado  as  cliei 
by  showing  that  its  program  can  redi 
yearly  claims  costs  by  about  20%.  As  m< 
ical  expenses  rise  and  doctor's  visits  cc 
tinue  to  shrink,  services  like  those  provic 
by  LifeMasters,  Accordant,  and  Vivom 
rics  will  only  become  more  valuable.  Son 


when  a  patient  turns  ( 

an  her     buddy. 

day,  a  ufe  shirt  a  day  may  keep  the  doc 

—  ——    ■ 

NET  CARE 

away.  ® 

Nifty  gadgets  that  ad 
Here  are  some  promisi 

tually  improve  mec 
ng  devices  and  the 

ical  care  are  coming  online, 
companies  that  make  them: 

DEVICE 

COMPANY    ^M 

FUNCTION 

Vital  signs 
monitor 

Agilent 

Wireless  device  to  take  daily  measurements  of  blood  pressure  and 
heart  rhythm,  and  zap  the  information  over  the  Net  to  the  doctor 

Alere  scale 

Alere  Medical 

When  this  scale  spots  an  irregularity,  such  as  weight  increase  indicatin 
fluid  retention,  it  sends  a  message  to  a  computer  manned  by  nurses 

Health  Buddy 

Health  Hero 
Network 

This  toaster-sized  device  uploads  daily  information  about  a  patient's 
illness,  such  as  spikes  in  blood  sugar,  to  the  physician's  PC 

Life  Shirt 

Vivometrics 

This  shirt  comes  with  enough  sensors  to  track  40  bodily  measurements 
24  hours  a  day.  A  handheld  device  can  download  the  data  over  the  Web 

Chronicle 
pacemaker 

Medtronic 
1                              i 

This  device  will  automatically  communicate  with  doctors  via  the 
Net  if  the  heart  develops  an  abnormal  rhythm 
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Order  Management 

Extraprise  Transactions 
Virtual  inventories 

supply  chain 

Returns 
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Yantra  is  the  web-based  e-business  engine  that  successfully  manages  high  volume  transactions. 

To  build  a  successful  e-business,  you  must  flawlessly       delivers  simplicity  to  even  the  most  complicated 
manage  thousands,  maybe  millions  of  complex  e-businesses  with  flexible  business  rules,  scalability, 

transactions  on  the  internet.  Yantra  is  the  powerful  and  90-day  implementation.  No  one  solution  does 

e-commerce  engine  that  seamlessly  manages       -^^^      more  to  build  and  retain  satisfied  customers 
all  of  them  across  your  enterprise  and  -'^^i^^^^^       *'^^"  Yantra.  The  future  success  of  your  busi- 

extraprise.  Our  best-of-breed  solution  ^\   ^^^^T  ness  starts  by  contacting  us  today. 


www.yantra.com 


YANTRA 

The  engine  of  e-business. 
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Who's  Prying  Now? 

Hospitals  and  Web  sites  sell  health  records  online-compromising  patient  priva 


W 


fidential.  As  a  precaution,  she  also  request- 
ed that  the  hospital  maintain  an  audit  trail 
of  her  file,  so  that  she  could  track  who 
accessed  it  over  time. 

Smith  says  she  forgot  about  the  incident 
until  last  spring,  when  she  was  thinking 
about  applying  for  new  insurance. 
She  then  asked  the  hospital  if  she 
could  see  her  records  and  the 
accompanying  audit  trail — and 
was  shocked  by  what  she  found. 
Since  she  demanded  confiden- 
tiality seven  years  ago,  more  than 
200  people — including  medical 
insurers — had  requested  and  re- 
ceived access  to  her  documents 
without  her  permission.  "Why 
were  all  these  people  accessing 
my  file  if  I  expressly  denied  them 
the  permission  to  do  so?"  Smith 
asks.  Hospital  spokespeople  de- 
clined to  comment  on  Smith's 
case,  citing  confidentiality. 

As  health  care  goes  digital, 
even  the  best  hospitals  face  in- 
creased pressure  to  profit  off  of 
patient  health  data.  In  some  cases, 
they  may  sell  it  to  marketers,  or  position  it 
as  a  key  asset  as  they  negotiate  mergers 
or  partnerships.  Whichever  route  hospitals 
choose,  they  will  place  the  privacy  of  all 
their  patients  at  risk,  and  that's  particu- 
larly troublesome  because  at  one  point  or 
another,  everyone  is  a  patient. 

Hospitals  are  simply  the  most  visible 
offenders.  Consider  what  passes  for  med- 
ical ethics  on  the  Web.  In  a  recent  study  of 
21  prominent  health  sites,  Janlori  Gold- 
man, director  of  the  Health  Privacy  Project 
at  Georgetown  University  in  Washington, 
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hen  Jamie  Smith  was  admitted  to  Brigham  &  Women's  Hospi 

in  Boston  in  1993  for  a  rare  ectopic  pregnancy  disorder,  she  d 

covered  that  about  a  half-dozen  hospital  workers  had  reviewed  t 

records  without  her  permission.  So  just  before  Smith  left 

hospital,  she  requested  in  writing  that  her  records  remain  cc 

These  are  not  idle  fears.  The  past 


D.  C.,  found  that  19  had  privacy  policies. 
Of  those,  15  notified  consumers  about 
when  and  how  their  information  was  col- 
lected— but  "mostly  in  language  that 
was  hard  to  find  on  the  site,  and  confus- 
ing," Goldman  says.  "And  none  of  [these] 


<::>o<^> 


sites  actually  did  all  of  what  their  privacy 
policies  promised." 

The  public  is  not  pleased.  In  a  survey 
released  on  Nov.  26  by  the  Washington- 
based  Pew  Internet  &  American  Life  Pro- 
ject, 86%  of  Net  users  expressed  concern 
that  a  health -related  Web  site  might  sell 
or  pass  on  information  about  what  they 
did  online.  Eighty-two  percent  were  con- 
cerned that  insurance  companies  might 
raise  their  rates  or  deny  them  coverage  be- 
cause of  a  health  site  they  visited,  and  51% 
worried  about  their  employer  finding  out. 


alone  produced  a  parade  of  embarrass 
privacy  breaches.  Global  HealthTrax,  wh 
sells  health  products  online,  inadverteJ 
posted  the  names,  home  phone  numbi 
bank  accounts,  and  credit  card  informal! 
of  thousands  of  customers  on  its 
site.  Kaiser  Permanente  mistakd 
directed  e-mail  responses  to 
queries  of  almost  900  memberJ 
the  vwong  people.  And  the  Unii 
sity  of  Michigan  accidentally 
thousands  of  patient  records  a^| 
able  to  the  public  on  its  Med 
Centers  Web  site. 

Privacy  clauses  in  a  new  se 
federal  medical  regulations  kn(| 
as  the  Health  Insurance  Portab 
&   Accountability   Act    of    11 
(hipaa)  may  address  some  conc^ 
But  HIPAA  is  no  privacy  pana 
The  regulations,  which  should! 
come  law  in  two  years,  may| 
cover  patients  whose  care  prov 
submit  paper  claims,  or  who  chl 
to  pay  out  of  pocket.  And  pat| 
will  no  longer  be  able  to  choose 
will — or  who  will  not — be  allowed  tc 
their  medical  records.  Worse,  says 
man,  hipaa  "may  create  the  illusion  of  | 
protection  where  none  exists." 

The  term  health  privacy  doesn't  ha^ 
be  an  oxymoron.  We  need  to  streng 
the  laws  that  cover  offline  and  online  | 
to  include  medical  Web  sites.  There 
be  severe  legal  consequences  for  the  pJ 
who  ignore  those  laws.  Anything  shed 
this  will  endanger  the  privacy  of  all  AJ 
icans.  Just  a.sk  Jamie  Smith. 

Stepaiick  covers  privacy  j 
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juce  Verstandig,  founder  of  Auctionjeweler.com, 
igistered  his  domain  name  to  put  his  business  online 
rregister.com.  Visit  us  at  www.register.com  or  call  us 
I1-800-7-WWW-NET,  and  we'll  help  you  register  your 
pmain  name  right  over  the  phone. 
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Can  a  new  digital 

appliance  solve  home 

delivery  dilemmas? 


Leave t 


t  was  the  kind  of  logistical  nightmare  that  busy  profes- 
sionals dread.  One  night  last  spring,  tech-support  staffers 
were  still  fiddling  with  Jeff  Stonerock's  laptop  computer 
when  the  Washington,  D.C.,  lawyer  had  to  rush  to  a  din- 
ner meeting.  Stonerock  needed  his  laptop  for  a  business 


trip  the  next  day,  so  his  office  hired  a 
courier  to  take  it  to  his  Vienna  (Va.)  home 
after  the  work  was  finished.  Trouble  was, 
neither  Stonerock  nor  his  wife  would  be 
there  to  receive  it  And  leaving  a  $2,000  lap- 
top containing  sensitive  client  files  on  his 
doorstep  was  unthinkable. 

Luckily  for  Stonerock,  he  had  a  Brivo 
Systems  Inc.  Internet-linked  lockbox  next  to 
his  garage.  With  the  proper  entry  code, 
the  courier  could  leave  the  laptop  in  the  se- 
cure box.  Sure  enough,  in  the  middle  of 
dinner,  Stonerock's  pager  buzzed  with  a 
message  from  Brivo  saying  his  laptop  had 
made  it.  "It  was  a  real  relief,"  he  says. 

Stonerock  is  one  of  100  consumers  test- 
ing Brivo's  Smartbox,  a  steel-and-plastic 
container  about  the  size  of  a  travel  trunk 
with  a  wireless  link  to  the  Web.  By  building 
a  box  that  notifies  users  when  packages 
are  dropped  off  or  picked  up,  Brivo  aims  to 
take  the  hassle  out  of  delivery  for  harried 
professionals,  online  shoppers,  and  small 
businesses.  After  trials  in  the  Washington 
metro  area  and  Silicon  Valley,  Brivo  will 
start  selling  its  service  in  January  in  those 
areas  for  a  monthly  fee  of  $10  to  $20,  plus 
several  hundred  dollars  for  the  box. 

It's  a  market  that  other  entrepreneurs 
are  eyeing,  too.  In  December,  San  Fran- 
cisco's zBox  Co.  will  begin  promoting  a 
similar  service  in  the  Bay  area.  Unlike  Bri- 
vo, its  box  isn't  linked  to  the  Web.  Instead 
of  sending  an  e-mail,  an  indicator  light 
on  the  box  shows  when  a  package  has  ar- 
rived. "We  don't  believe  that  immediate 
notification  via  e-mail  is  something  con- 
sumers are  willing  to  pay  for  today,"  says 
Tina  Shah,  co-founder  and  CEO  of  zBox. 

If  such  services  catch  on,  they  could 
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make  shopping  online  next  holiday  season 
less  frustrating  for  millions  of  cybershop- 
pers — and  help  boost  sales  for  e-tailers.  For 
small  businesses,  the  lockbox  could  make  it 
cheaper  and  easier  to  ship  and  receive  doc- 
uments, supplies,  and  other  urgent  materials. 
In  one  measure  of  the  potential  market. 


Forrester  Research  estimates  that  34% 
homes  in  North  America  are  "digital  densj 
or  online  households  where  someone  ma 
telecommute  or  run  a  business.  '  fo 

Delivery  dilemmas  aren't  new.  Ever  sd 
year,  catalog  shoppers  peel  millions  of  "soi  la 
ry  we  missed  you"  sticky  notes  from  the  fti: 
front  doors.  The  problem  is  getting  wors  »  j 
though,  as  e-commerce  explodes.  Forrest  m\ 
expects  the  number  of  packages  shipped  tad 
homes  to  jump  to  2.1  billion  by  200  (Up 
more  than  double  the  number  last  yei  ipuri 

1^. 


Stein  and  Griffin's 
lockbox  combines 
logistics  and 
consumer  market 


I 


n  the  Box 


C) 


AMY  BORRUS 


orstep  lockboxes  "fill  a  need,"  says  John 
Ian,  deputy  postmaster  general  at  the 
>.  Postal  Service.  Pickups  and  deliveries 
3rivo  and  zBox  units  have  so  far  been  a 
eze  for  mail  carriers.  "Our  people  took 
t  readily,"  says  Nolan. 
Here's  how  Brivo's  system  works.  Say  a 
/o  customer  buys  a  dvd  player  on  Ama- 
.com.  At  the  site's  checkout  page,  the 
tomer  clicks  on  the  Brivo  pop-up  win- 
'f,  types  in  a  user  name,  a  passcode,  the 
a  1  purchased,  and  the  merchant  Brivo  in- 
itly  sends  back  a  purchase  code  that  the 
:omer  adds  to  the  Amazon  address  field, 


Rivo  Systems 


(rtiif 


rn:  May,  1999,  in  Arlington,  Va. 

rents:  Mark  A.  Stein,  Carter  H. 
ffin,  and  Timothy  J.  Ogilvie,  all 
igees  from  the  Washington,  D.  C, 
ce  of  Kaiser  Associates,  corporate- 
itegy  consultants. 

iding:  More  than  $20  million, 
h  the  lion's  share  from  Chicago 
ture  capitalist  firm  Duchossois 
nology  Partners. 

'duct:  A  Smart  Box  that  lets  you  re- 
e  packages  when  you're  not  home, 
>io  to  $20  a  month.  The  box,  which 
ds  you  an  e-mail  when  a  package 
i/es,  is  being  tested  in  100  house- 
ds  in  Silicon  Valley  and  the  D.C. 
i.  Commercial  service  is  planned 
jarly  next  year. 

piration:  The  trio  thought  of  the 
I  when  they  noticed  that  the  med- 
clinic  next  to  their  office  had  mul- 
'■  metal  boxes  outside  for  labs  pick- 
up blood  and  urine  samples.  Why 
a  box  for  deliveries  to  homes? 


which  is  then  included  on  the  shipping  la- 
bel. The  courier  enters  the  code  to  open  the 
Brivo  box,  which  then  sends  a  wireless  mes- 
sage to  Brivo,  which  instantly  alerts  the 
customer  via  e-mail.  The  shopper  uses  the 
personal  code  to  open  the  lockbox.  "You 
can  send  and  receive  packages  whenever 
you  want  from  wherever  you  are,"  says 
Carter  H.  Griffin,  Brivo's  coCEO. 

Still,  analysts  question  whether  enough 
consumers  will  be  willing  to  pay  for  a 
lockbox  service  on  top  of  delivery  charges. 
"We  get  calls  every  day  from  consumers 
and  companies  saying  they  want  to  buy  it," 
says  Griffin.  Initially,  the  company  will 
aim  its  marketing  at  upscale  consumers 
who  are  heavy  catalog  or  online  shoppers, 
and  later  pursue  smaU-  and  home-office 
workers  who  send  and  receive  products 
daily  and  travel  extensively. 

Griffin  also  plans  to  move  the  tech- 
nology beyond  the 

lockbox  and  into      "YOU  Cdfl 
commercial     and 
industrial  applica- 
tions. For  example, 

a  Brivo-ready  garage-door  keypad  could  let 
online  grocers  deliver  food  to  refrigera- 
tors in  customers'  garages  at  any  hour. 
Small  businesses  could  use  the  Brivo  sys- 
tem for  nighttime  deliveries  to  loading 
docks  or  mini-warehouses.  Says  Griffin: 
"Our  system  isn't  just  a  solution  for  Ama- 
zon purchasers  ordering  books." 

Grifiin  and  co-founders  Mark  A.  Stein 
and  Timothy  J.  Ogilvie  didn't  start  out 
with  such  grand  visions.  Or  any  vision  at 
all.  The  three  left  the  Washington,  D.  C.,  of- 
fice of  consulting  firm  Kaiser  Associates  in 
May  1999  without  a  specific  business  plan. 
They  had  all  worked  in  consumer  mar- 
keting and  logistics,  so  they  planned  to 
use  that  expertise  on  the  Internet.  A  month 
later,  they  had  their  idea  when  they  noticed 
that  the  medical  clinic  next  door  kept  met- 
al boxes  outside  for  pickups  of  blood  and 
urine  samples  and  hazardous  materials. 


The  trio  sought  out  IDEO  Product  De- 
velopment, the  Silicon  Valley  industrial-de- 
sign powerhouse  responsible  for  the  Palm  V 
organizer,  to  design  the  90-pound  Smart- 
box.  But  in  July,  1999,  they  almost  had  to 
ditch  the  idea  when  they  learned  that  a 
Kansas  City  inventor  had  patented  a  lock- 
box. Instead,  they  bought  the  rights  to  the 
technology  for  an  undisclosed  sum. 

With  patent  in  hand,  Brivo  reeled  in 
more  than  $20  million  from  investors.  Of 
that,  $17.5  million  came  from  Duchossois 
TECnology  Partners,  a  Chicago  venture- 
capital  firm.  Though  initially  doubtful 
about  the  founders'  consulting  back- 
grounds, Duchossois  senior  investment  of- 
ficer Dan  Phelps  has  become  a  believer. 
"These  guys  have  done  a  great  job  of  exe- 
cuting a  business  plan,"  Phelps  says,  refer- 
ring to  strategic  partnerships  like  the  one 
with  IDEO,  which  also  is  a  Brivo  investor. 

receive  packages 
whenever  you  want'' 

Brivo  hopes  to  link  soon  with  a  major 
home-appliance  firm  that  would  make  and 
help  market  the  Smartbox  through  retail 
outlets.  But  at  $10  to  $20  a  month,  its  ser- 
vice will  cost  at  least  double  what  zBox 
will  charge.  Shah  says  that  zBox's  market 
testing  showed  that  "above  $10  a  month, 
demand  drops  off  significantiy." 

Some  analysts  agree.  The  Brivo  sys- 
tem "is  an  interesting  solution,  but  con- 
sumers have  repeatedly  demonstrated  that 
they're  more  sensitive  to  cost  than  conve- 
nience," warns  Jupiter  Communications 
analyst  David  Schatsky. 

Not  all  consumers,  though.  "I'd  defi- 
nitely pay  for  this,"  says  Stonerock.  He  has 
come  to  view  his  Smartbox  as  another 
household  appliance.  Now  Brivo  has  to 
convince  thousands  more  like  him  that  a 
doorstep  lockbox,  like  a  dishwasher,  is  some- 
thing no  home  should  be  without.  • 
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Our  VP  of  Business 

Development  wants 

to  sell  to  5  B2B 

eMarketplaces 


Different  eMarketplaces,  same  strategy.  It's  not  only  important  to 
hook  up  to  several  B2B  eMarketplaces  -  it's  imperative.  That's  why  with 
OrderFusion's  sell-side  eCommerce  platform,  you  don't  have  to  limit 
what  eMarketplaces  you  sell  through.  You  can  hook  up  to  any  one  or 
every  one.  Now  wherever  your  customers  go  -  you  go  too. 

Everything  can  change  tomorrow.  Your  customers  and 
eMarketplaces  can  merge,  change  and  part  again.  All  the  while, 
electronic  and  human  sales  channels  need  accurate  and  consistent 
information  to  sell  effectively.  With  OrderFusion  you'll  know  who's 
browsing,  who's  buying  and  every  detail  in  between. 

I've  got  it  all  under  control.  From  customer-specific  catalogs 
and  pricing  to  quotes  and  advanced  order  management.  Orders 
of  Magnitude™  delivers.  By  linking  to  your  existing  systems  and 
providing  total  synchronization  between  all  your  sales  channels,  this 
system  looks  as  good  from  the  inside  as  it  does  from  the  outside. 

There's  no  time  like  the  present  to  implement  the  eCommcrce  platform 
of  the  future.  Visit  www.orderfusion.com  today  and  download 
The  Keys  to  Sell-Side  eComnierce  Success.  Or  for  more  information  on 
OrderFusion  and  Orders  of  Magnitude  call  888-653-8096. 
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jef s  Reinvent 

The  Comp-^Tiy 

}line  consumer  sites  are  embracing  a  business-to-busmess  model  in  desperation 


10 


munity  site  rocketed  to  fame  with  the 
st-rising  initial  public  offering  ever, 
ping-pong  table  was  folded  up  in  a 
er  and  the  pool  table  was  covered, 
executives  wore  grim  faces — and 
iust  because  the  stock  had  plum- 
id  98%   from  those  halcyon 
,  to  80(t  a  share.  They  faced  the 
umental  task  of  reinventing  the 
pany  they  had  thought  was  a  New 
lomy  star. 

fsing  matter-of-fact  Pow- 
int  slides,  newly  hired 
f  Executive  Chuck  Peck 

out   the   details   of  the 
pany's     recently    launched 
egy:  moving  beyond  con- 
ers  and  providing  Net  com- 
ity services  to  other  Web  sites. 

massive  restructuring,  he  said, 
id  slash  costs  and  line  up  more 
irces  behind  the  new  business- 
isiness  push.  But  the  company's 
l-quarter  results — a  loss  of  $16.6 
on  on  revenues  of  $6.7  million — 
'ed  the  toughest  job  was  still  ahead, 
iding  laying  off  41%  of  the  staff, 
ve  had  to  overhaul  the  business," 

says.  Now,  it's  up  to  him  and  the 
remaining  employees  to  pick  up  the 
;s  and  reassemble  them  into  a  sus- 

ble  business. 

's  a  scene  now  playing  at  dozens 

ruggling  "business-to-consumer" 


n  a  mild  New  York  City  afternoon  in  late  Oc- 
tober, dozens  of  employees  crowded  into  the- 
globe.com  Inc.'s  22nd-floor  recreation  room. 
The  somber  mood  was  a  far  cry  from  No- 
vember, 1998,  when  the  popular  Internet 

dot-coms.  In  a  bid  to  survive,  they're 
exclaiming,  "B2C?  Not  me!"  Instead  of 
trying  to  attract  advertisers  for  fickle 
Webhead  consumers,  theglobe.com  is 


offering  concrete,  useful  services  to  real, 
paying  businesses.  In  recent  months,  the 
flow  of  consumer  companies  toward  B2B 
has  turned  from  a  trickle  to  a  fire  hose. 
The  migrants  range  from  Web  delivery 
service  Urbanfetch,  which  recently  shut- 
tered its  consumer-oriented  video-and- 
munchies  service  to  become  a  business 
courier  service,  to  publicly-held  search 
engine  Ask  Jeeves  Inc.,  which  is  drasti- 
cally reorganizing  its  business  to  fo- 
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cus  on  providing  search  services  to  oth- 
er sites.  Even  e-commerce  software  mak- 
ers such  as  Vignette  Corp.  and 
InterWorld  Corp.  are  veering  away  from 
selling  to  consumer  sites  in  favor  of 
courting  mainstream  businesses. 

Clearly,  one  big  reason  for  the  switch  is 
that  some  of  those  business  models  never 
worked  and  probably  never  will.  Indeed, 
much  of  the  movement  appears  born  of 
desperation,  as  wounded  dot-coms  try  to 
leap  on  the  next  hot  trend.  Problem  is, 
even  that  doesn't  always  work:  Skeptical 
investors  have  pummeled  some  B2B 
wannabes,  such  as  software  seller 
Beyond.com,  computer  reseller  Out- 
post.com,  and  online  auction  house 
Bid.com  International — pushing  each  of 
those  stocks  below  $3  a  share.  "Selling  In- 
ternet ad  space  is  an  entirely  different  ball- 
game  than  selling  services  to  businesses," 
says  Bryan  Kester,  a  project  leader  wdth 
venture-capital  firm  Redleaf  Group  Inc. 

Grand  visions,  still,  the  redemptive 
power  of  the  Internet  is  that  it's  a  ready- 
made  place  to  quickly  reach  and  serve 
new  kinds  of  customers.  With  the  rapid 
pace  of  change  on  the  Net,  business- 
model  mutations  are  not  just  possible, 
but  virtually  required  to  stay  ahead. 
"Most  Internet  companies  are  changing 
their  business  models  three  or  four 
times  each  year,"  says  Patricia  B.  Sey- 
bold,  CEO  of  market  watcher  Patricia 
Seybold  Group.  In  the  end,  the  success 
or  failure  of  this  massive  business-mod- 
el migration  may  well  determine  how 
powerful  the  Internet  is  as  a  tool  for 
corporate  change. 

The  toughest  challenge  for  compa- 
nies trying  to  make  the  shift  is  deter- 
mining where  to  jump.  It's  often  difficult 
to  discern  between  vibrant  business  op- 
portunities and  flavor-of-the-month  In- 
ternet fads.  When  AskMe  Corp.  CEO  Udai 
Shekawat  launched  his  knowledge-sharing 
software  company  in  August,  1999,  he 
was  intent  on  creating  great  software. 
But  when  the  AskMe  knowledge-sharing 
Web  site  began  seeing  a  significant  jump 
in  traffic  and  resulting  advertising  rev- 
enues, several  company  insiders* — in- 
cluding Shekawat — began  harboring 
grand  visions  of  becoming  an  online 
megaportal.  "For  a  brief  time,  we  were 
going  to  take  on  Yahoo!,"  he  says. 

But  after  execs  hunkered  down  over 
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.spreadsheets  of  revenue  and  market  pro- 
jections, they  quickly  came  to  their  senses. 
Shekawat  pulled  in  the  reins  last  January 
and  refocused  his  techies  on  writing  soft- 
ware. Corporations  began  requesting 
AskMe's  knowledge-sharing  program  for 
their  corporate  intranets.  Today,  just  six 
months  after  garnering  all  of  its  revenues 
from  online  ads,  AskMe  gets  90%  of  its 
sales  from  corporate  customers.  The  pri- 
vately held  company  projects  it  will  turn  a 
profit  in  six  months. 

Once  companies  make  their  decision, 
they  can't  waste  any  time.  The  penalties 
for  waiting  too  long  are  severe.  The- 
globe.com,  for  one,  couldn't  decide  how 


fast  to  move  into  B2B  services,  so  even  ; 
its  online  ad  revenue  stalled,  the  B2B  sic 
didn't  pick  up  the  slack.  Now,  with 
severely  trimmed  workforce  and  less  th 
$24  million  in  cash,  theglobe.com's  futu 
looks  iffy.  Beyond.com  also  short-ci 
cuited  its  push  to  sell  to  businesse  i 
thanks  to  a  management  squabble  th 
kept  it  from  running  full-bore  with  tl  t; 
new  plan.  One  camp  wanted  to  mo 
exclusively  into  B2B,  but  CEO  Mark 
Breier,  a  consumer  brand  maven,  war 
ed  to  stick  with  consumers.  Aft 
mounting  losses  and  executive  depa 
tares  last  year,  the  company  fina' 
ditched  the  consumer  push,  but  nc 


''"  Choose  a  new  strategy  that  fits  the  company: 

Avoid  jumping  on  the  newest  fad.  AskMe  flirted  with 
challenging  Web  portals  like  Yahoo.  After  examining  Its  exper- 
tise, execs  junked  the  idea  to  sell  knowledge-sharing  soft- 
ware. After  just  nine  months,  90%  of  Its  revenues  come 
from  software,  and  AskMe  expects  to  turn  a  profit  by 
the  second  quarter  of  2001. 

Keep  staffers  in  the  loop:  Map  out  where 

the  company  Is  going  and  why  each  division  Is 
important  to  the  new  vision.  When  Paula  Jagemann, 
CEO  of  consumer  site  OnllneOfflceSupplles.com, 
wanted  to  add  business  services  such  as  Web 
hosting,  she  called  several  all-hands  meetings. 
Few  employees  quit,  and  she  expects  the  new  business  to 
pull  in  $15  million  In  revenues  this  year. 
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'^  Get  financial  backers'  support  early  on:  changing 

business  models  can  take  a  lot  of  new  capital,  often  pushing  back 
profitability  targets.  Support  from  Investors  Is  crucial.  HomePort- 
folio.com,  which  runs  a  consumer  home-furnlshlngs  site,  realized 
they'd  do  better  If  they  ran  an  online  marketplace  for  furniture 
makers  to  sell  to  retailers.  It  broached  prospective  Investors  such 
as  Excite@Home — helping  It  raise  $48  million  in  May.  fm, 


Hit 
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s  stock  languishes  at  63<t  a  share. 

By  contrast,  moving  quickly  to  latch 
to  B2B  opportunities  while  they're  ripe 
the  picking  pays  big  dividends.  Ask 

ves  first  began  licensing  its  software 

corporations  in  1998,  two  years  after  it 


for  companies  to  get  their  staff  behind 
the  changes  fast.  When  Paula  Jagemann 
decided  last  February  to  spin  off  a  com- 
pany to  provide  business  services  such 
as  Web-site  hosting  fi-om  her  consumer- 
focused  OnlineOfficeSupplies.com  site. 


expects  the  new  business,  part  of  her 
holding  company,  E-Commerce  Indus- 
tries Inc.,  to  pull  in  $15  million,  or  half 
its  overall  revenues,  this  year.  Says  Jage- 
mann: "You  almost  have  to  behave  like  a 
politician,  delivering  the  same  message 


^an.  Now,  about  half  of 

750  employees  are  ded    ''Selling  Intcmet  dcl  spBCB  Is  311  eiitlrely  different 

ballgame  than  selling  services  to  businesses" 


ted  to  supporting  its 

■•  efforts,  which  pulled 

$13.2  million,  or  45% 

revenues  last  quarter.  The  company 

)ects  to  be  profitable  overall  by  mid- 

)1,  with  the  B2B  side  turning  a  profit 

the  end  of  2001. 

Given  the  need  for  speed,  it's  crucial 


she  gathered  over  120  employees  for 
several  all-hands  meetings  to  spell  out 
her  plans.  That  helped  prevent  a  mass 
exodus  of  talent,  limiting  its  attrition 
rate  to  about   1%  annually.  Jagemann 


rph  a  Web  Business  Model 


DON'T 


*■  Wait  too  long  to  switch  gears:  On  the  Net,  excessive 
caution  can  be  just  as  deadly  as  reckless  speed.  Theglobe.com,  the 
Web  community  site,  saw  its  stock  plummet  from  a  post-IPO  peak 
of  $39.50  a  share  in  April,  1999,  to  just  $1  this  past  September, 
rhat's  when  It  refocused  on  building  community  features 
for  Web  portals.  Too  late:  Its  stock  now  trades  at  about  75C. 

"  Be  afraid  to  drop  the  ax:  if  staffers  can't  rally 
around  the  new  strategy,  part  ways.  OpenTable  CEO 
leff  Edwards,  who  is  expanding  from  online  restaurant 
'eservatlons  to  selling  Internet  customer-manage- 
ment tools  for  restaurants,  faced  this  dilemma.  When 
3  few  employees  expressed  disdain,  he  fired  them.  Bru- 
:al?  Sure.  But  OpenTable  has  since  built  momentum,  lur- 
ng  $42  million  in  venture  funding  in  October. 

'Mix  divergent  business  models:  Balancing  several 
different  strategies  can  be  a  killer  for  a  small  company.  Take 
Jeyond.com,  which  pumped  up  its  online  software  superstore 
ast  year  with  TV  ads  of  a  naked  guy  buying  software  on  the 
vIet.  When  it  began  courting  business  and  government  cus- 
omers  last  year,  many  were  turned  off  by  the  ads,  and  It  hasn't 
)een  able  to  gain  traction  on  either  model.  Its  stock  now  trades 
lear  50c  a  share. 


over  and  over  to  your  employees." 
Sometimes  they  have  to  behave  more 
like  the  Grim  Reaper.  Companies  that 
assume  their  current  staff  can  adequate- 
ly address  an  entirely  new  market  are 
flirting  with  failure.  OpenTable  Corp., 
for  example,  cut  its  teeth  as  an  online 
restaurant-reservation  service  for  con- 
sumers. But  after  tepid  results,  executives 
realized  there  was  a  much  bigger  oppor- 
tunity in  providing  Net-based  reserva- 
tions systems  and  customer  analysis  tools 
to  restaurants  and  hotels.  So  last  summer, 
the  company  overhauled  its  management 
team,  including  a  new  ceo  and  several 
top  lieutenants.  But  a  handful  of  em- 
ployees didn't  like  the  moves  or  the  en- 
suing cultural  transformation  that  made 
the  company  less  cool.  So  new  c:f.o  Jeffrey 
B.  Edwards  fired  the  malcontents.  "We 
couldn't  let  that  negative  attitude  linger," 
he  says.  Brutal,  sure,  but  that  helped  per- 
suade investors  to  kick  in  an  additional 
$42  million  last  month,  a  hefty  sum  in 
the  current  dot-com  drought. 

Tricky  maneuvers.  Since  changing 
business  models  isn't  cheap,  it's  just  as 
key  to  get  financial  backers  on  board 
early.  For  instance,  HomePortfolio.com, 
which  boasts  a  consumer  home  furnish- 
ings site  as  well  as  a  B2B  services  busi- 
ness   for    furniture    manufacturers, 
needed  a  cash  infusion  earlier  this 
year.  Execs  made  no  bones  about  the 
fact    that    their    true    moneymaker 
would  be  the  B2B  business,  and  that 
their  consumer  business  would  fade. 
Investors  bit,  helping  HomePortfo- 
lio.com  raise  $48  million  in  May.  "This 
isn't  the  summer  of  vc  love  any- 
more," says  HomePortfolio.com  ceo 
Dale  Williams.  "You've  really  got  to 
keep  these  people  in  the  loop." 

Jettisoning  the  old  business,  however, 
remains  one  of  the  trickiest  maneuvers. 
When  you're  starving  for  cash,  it's  tempting 
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to  try  to  feed  from  two  different  troughs. 
But  it's  often  tough  to  juggle  two  divergent 
business  models  aimed  at  both  consumers 
and  businesses.  Even  while  starting  to  court 
business  buyers  last  year,  Beyond.com  spent 
more  than  $20  million  on  consumer-ori- 
ented television  ads  featuring  a  naked  man 
who  was  happy  he  could  order  from  his 
clothing-optional  home.  But  button-down 
business  buyers  may  hesitate  to  make 
purchases  from  a  company  whose  icon  is 
a  guy  vWth  no  pants.  Says  Michael  Dunn, 
CEO  of  Prophet  Brand  Strategy,  a  brand- 
consulting  firm:  "Associations  with  the 
consumer  brand  can  often  be  a  liability 
going  forward." 

Crossing  the  chasm.  Indeed,  there's 
no  telling  which  of  these  transformations 
will  be  sustainable  and  which  wiH  prove  to 
be  yet  another  harebrained  dot-com 
scheme.  Some  companies  that  have  tried 
to  switch  have  utterly  failed:  After  doing  an 
about-face  from  a  failed  strategy  to  take 
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on  Amazon.com  Inc.,  for  instance.  Value 
America  Inc.  tried  to  offer  order-entry 
and  fulfillment  services  to  other  busi- 
nesses after  filing  for  Chapter  11  bank- 
ruptcy protection  in  August.  Too  late.  On 
Oct.  20,  its  assets  were  acquired  by  tech- 


tailers  to  offer  the  custom-bag  servid 
consumers  as  well — providing  a 
new  revenue  stream. 

Mainly,  the  key  is  hiring  flexible 
pie.  Some  Net  companies  ask  job 
didates  questions  that  focus  on 


or  I 


The  companies  best  able  to  change 
prepared  themselves  from  the  beginnlrlie 


nology  products  distributor  Merisel  Inc. 
The  companies  best  prepared  to  cross 
the  chasm  from  consumer  to  B2B  e-com- 
merce,  say  management  experts,  are 
those  prepared  for  inevitable  change 
from  the  beginning.  For  one,  that  means 
building  e-commerce  systems  that  can 
adapt  to  changing  requirements.  Tim- 
buk2  Designs  of  San  Francisco,  for  in- 
stance, had  a  computer  system  that 
allowed  consumers  to  design  their  own 
backpacks.  But  analyst  Seybold  points 
out  that  it  was  flexible  enough  for  re- 


they  would  react  to  turmoil  and 
certainty.  As  the  rapidly  changing 
ternet  economy  continues  to  force 
changes  in  strategy,  companies  net 
know  how  to  roll  with  the  punches 
run  with  the  new  opportunities.  "Tl 
where  a  lot  of  change-managemen 
uations  fall  on  their  butt,"  says 
Jeeves  President  Adam  Klein.  "Y< 
got  to  have  people  who  put  the 
pany  mission  first."  Even  if  thai  mi 
changes  almost  as  often  as  empl 
change  their  T-shirts.  • 


r" 


Companies  are  constantly  being  'pinged'  by  black  hat  hackers.  A  client 
vho  processes  millions  of  on-line  transactions  was  concerned  about  such 
attacks.  We  built  a  hacker  early  warning  system,  utilizing  tools  and  techniques 
commonly  used  by  hackers  —  and  some  they  don't  even  know  about." 

—  Ted  DeZabala.  e-Busmess  Services 
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;he  answer  is  the  people  of  Deloitte  &  Touche 
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To  Dot-com 


Do  these  venture  capitalists  Icnow 
something  you  don't?  Could  be 

r  eteran  venture  capitalist 
C.  Richard  Kramlich  is  one 
of  the  last  people  you 
would  expect  to  be  sinking 
money  into  a  new  consumer 
dot-com.  The  man  who  backed 
such  communications  equipment 
highfliers  as  Ascend  Communi- 
cations Inc.  and  Juniper  Networks 
Inc.  has  stated  openly  that  venture  investments 
over  the  past  three  years  in  e-tailers  and  other  | 
consumer  offerings  have  been  largely  faddish  and   | 

o 

lacking  in  business  fundamentals.  In  fact,  Kramlich,    \ 
the  founding  partner  of  New  Enterprise  Associates,    I 
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vowed  to  stay  out  of  the  retail  sector  for- 
ever after  a  spate  of  disappointing  invest- 
ments his  firm  made  some  20  years  ago. 

So  much  for  old  vows.  In  September, 
Kramlich  put  $8  million  into  his  first — and 
only — consumer  Internet  startup,  eye- 


Redpoint  Ventures  agreed  to  invest  $10 
million  in  LivePlanet  Inc.,  a  multimedia 
entertainment  site  started  by  Hollywood 
actors  Ben  Affleck  and  Matt  Damon. 

Do   these  venture   capitalists   know 
something  you  don't?  Maybe.  The  con- 


"These  are  good  opportunities  based  on 
good  business  propositions,  not  hype" 


storm.com,  an  online  site  that  sells  modem 
and  contemporary  art  as  well  as  photogra- 
phy. Kramlich  is  quick  to  point  out  that  his 
deal  is  vastly  different  from  most  others. 
Eyestorm,  he  says,  is  operated  by  experi- 
enced executives  who  know  how  to  make  a 
business  successful.  Kramlich  adds  that  the 
company  is  on  track  to  book  $5  million  in 
revenues  this  year  and  turn  a  profit  some- 
time next  year.  "This  is  a  business  with 
real  traction,"  says  Kramlich,  an  avid  art 
collector.  "It's  not  like  selling  pet  food." 

That  Kramlich  is  bucking  the  over- 
whelming trend  away  fi-om  anything  having 
to  do  with  consumers  and  the  Internet  is 
contrarian,  to  be  sure.  But  he  is  hardly 
alone.  Softbank  Venture  Capital  recently 
pumped  an  undisclosed  amount  of  money 
into  guggenheim.com,  a  yet-to-be  unveiled 
site  that  will  bring  the  Guggenheim  art 
collection  online.  On  Nov.  9,  Active.com,  a 
participatory  sports  site,  took  in  $21  million 
from  a  group  of  investors  including  ABS 
Ventures,  the  venture  arm  of  Deutsche 
Banc  Alex.  Brown  Inc.  And  on  Nov.  13, 


trarians,  most  of  whom  have  been  burned 
at  least  once  by  troubled  Net  upstarts, 
are  convinced  that  the  time  has  never 
been  better  to  enter  the  beleaguered  busi- 
ness-to-consumer sector.  They  say  the 
thrashing  Internet  stocks  have  taken  firom 
Wall  Street  coupled  with  the  virtual  evap- 
oration of  any  chance  to  go  public  in  the 
near  future  has  made  many  of  these  deals 
relatively  cheap.  Several  venture  capital- 
ists say  they  spend  up  to  a  third  less  now 
for  the  same  equity  stake  in  startups  than 
they  did  at  the  beginning  of  the  year. 

What's  more,  these  financiers  believe 
that  the  previous  failings  have  given  them 
the  knowhow  to  discern  what  works  and 
what  goes  awry  online.  None  of  the  new 
upstarts  come  with  bottomless  marketing 
budgets.  Their  founders  don't  blithely  say 
they  have  little  idea  when  or  how  they  will 
reach  profitability.  Nor  do  they  sell  com- 
modities online,  such  as  furniture,  that  can 
be  purchased  just  as  easily  from  a  local 


Try,  Try  Again 


merchant.  "This  isn't  a  repeat  of  'Let's  gi) 
free  services  to  anyone  or  do  ad-base 
models,' "  says  Kleiner  Perkins  Caufield 
Byers  partner  Vinod  Khosla,  adding  th 
Kleiner  is  currently  considering  funding 
new  consumer  upstart.  "These  are  goo 
opportunities  based  on  good  busine 
propositions,  not  on  hype." 

They  had  better  be.  Dot-com  layoi 
and  outright  bankruptcies  are  accelerat 
and  they're  only  expected  to  get  won 
Since  last  December,  more  than  22,0 
jobs  have  been  cut  at  Net  upstarts,  wi 
more  than  275  of  these  companies  shi 
ting  down,  says  outplacement  firm  Ch; 
lenger,  Gray  &  Christmas  Inc.  Ev 
companies  such  as  Pets.com  Inc.,  Gj 
den.com,  and  Kibu.com,  backed  by  t 
most  elite  venture  money,  haven't  be 
able  to  make  a  go  of  it.  "This  is  the  p( 
feet  storm,"  says  Gary  E.  Rieschel,  a  pa 
ner  at  Softbank,  which  has  backed  doz 
of  consumer  Web  ventures.  "If  you  w^ 
trying  to  pick  the  worst-case  scenario 
Internet-era  companies,  this  is  that  timi 


Belly-up.  Most  vcs  are  battening  do\ 
the  hatches.  The  number  of  ventui 
backed  consumer  Net  deals  is  down  33 
to  90,  for  the  first  nine  months  of  t 
year,  compared  with  the  same  period 
1999,  according  to  San  Francisco  i 
searcher  VentureOne  Corp.  In  that  sai 
time  frame,  money  going  into  consun 
Web  startups  is  down,  too,  from  $2.4  1 
lion  to  $1.8  billion.  And  most  of  th( 


Although  consumer  e-commerce  sites  have  fallen  out  of  favor  with  investors, 
some  venture  capitalists  are  putting  money  into  new  consumer  Net  ventures. 


COMPANY 


eyestorm.com 


MARKET 


INVESTOR 


The  London  merchant  sells  paintings, 
photography,  sculpture,  and  other  art 
by  established  artists. 


This  yet-to-be-unveiled  site  will  bring 
the  Guggenheim  art  collection  online. 


The  site,  launched  by  Ben  Affleck  and 
Matt  Damon,  provides  multimedia 
entertainment  on  the  Net. 


The  company  offers  personalized  content 
and  commerce  to  users  based  on  the 
digital  music  they  listen  to. 


New  Enterprise  Associates  put 
more  than  $8  million  into  the 
company  in  September. 


Softbank  Technology  Partners 
invested  an  undisclosed  amount. 


Redpoint  Ventures  plunked 
$io  million  into  the  company 
in  November. 


Utah  Ventures  and  Sony's  550 
Digital  Media  Ventures  invested 
$6  million  in  November. 


I 
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iK  AT  SALES. 


LOOK  AT  INVENTORY. 


LOOK  AT  PROFITABILITY. 


REALIZE  YOU  HAVE 
THE  POWER  TO 
OWN  THE  MARKET 
AND  ACHIEVE  GLOBAL 
DOMINATION. 


LIE  IN  WAIT. 


' 


ou  live  for  this  moment.  When  your  business  vision  becomes  sharply  focused  and  you  find  a  new  source  of  value  staring  you 
in  the  face.  At  Cognos,  our  mission  is  to  deliver  this  moment  again  and  again.  We  call  it  The  Cognos  Moment.  And  it  happens  in 
thousands  of  companies  every  day,  driving  their  e-business  strategy  and  success.  Our  world-leading  business  intelligence  software 
solution  gives  you  an  immediate,  enterprise-wide  view  of  your  business.  Which  everyone  in  your  organization  can  use  to  create 
strategic  business  value,  instantly.  If  you'd  like  to  see  how  to  experience  a  Cognos  Moment,  visit  cognos.com/moment  today.  After  all, 
the  world  is  out  there  for  the  taking. 
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deals  don't  involve  the  creation  of  startups. 
Rather,  they  are  largely  follow-on  financ- 
ings for  existing  companies.  Ron  Conway, 
a  partner  at  Angel  Investors,  says  his  In- 
ternet-focused firm  is  doing  almost  no 


better  as  broadband  technology  and  the 
speed  of  home  Internet  access  improves — 
leading  consumers  to  spend  more  of  their 
income  on  the  Web.  Certainly,  online 
spending  projections  support  some  opti- 


Several  of  Silicon  Valley's  top  venture  firms 
jockeyed  for  the  right  to  fund  LivePlanet 


new  deals.  Roughly  8%  of  the 
firm's  portfolio,  or  18  compa- 
nies, have  gone  belly-up.  So  An- 
gel Investors  has  earmarked  $50 
miUion  to  finance  companies  al- 
ready backed  by  the  firm.  "We 
are  going  through  a  market  cycle 
where  business-to-consumer 
companies  are  simply  out  of  fa- 
vor," says  Conway. 

No  argument  there.  But  that 
hasn't  stopped  Kramlich  and  oth- 
ers from  putting  to  work  what 
they  think  they  have  learned 
about  consumers  and  the  Inter- 
net. For  example,  the  latest  crop 
of  e-tailers  are  fiscally  disciplined 
businesses  that  offer  either  unique 
merchandise  or  services,  or  are 
run  by  entrepreneurs  who  have 
successfiil  track  records.  Zoza.com, 
which  launched  in  October,  is  an 
upstart  that  sells  its  own  line  of 
apparel  and  is  operated  by  the 
couple  who  founded  Banana  Re- 
public. Guggenheim.com  is 
banking  on  its  worldwide  repu- 
tation and  proprietary  art  col- 
lection to  draw  in  customers. 
Eyestorm.com  rehes  on  an  ex- 
clusive pool  of  more  than  70 
international  artists  for  its  mer- 
chandise. And  Kick.com  Inc., 
which  raised  $6  million  in  ven- 
ture money  in  November,  claims 
to  be  defining  a  new  market  by 
delivering  personalized  content 
to  listeners  of  digital  music.  "If 
you  have  a  good  business  mod- 
el backed  up  by  great  technology,  it's  not 
as  hard  to  raise  money  as  people  might 
think,"  says  Kick.com's  communications 
manager  Michael  Lattig. 

Beyond  being  more  discriminating,  to- 
day's dot-com  backers  argue  that  the  best 
is  yet  to  come  for  consumers  and  the  In- 
ternet. They  say  the  online  shopping  and 
entertainment  experiences  will  only  get 
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Damon  and  Affleck:  Have  they  found  the  right  formula? 


mism.  Researcher  Jupiter  Media  Metrix 
Inc.  estimates  that  consumers  will  fork 
over  $86.3  billion  to  Net  companies  by 
2003,  up  from  just  $17.3  billion  in  1999. 
That  may  be  why  the  recent  venture 
competition  over  funding  LivePlanet  was 
so  fierce.  Several  of  Silicon  Valley's  top 
venture  firms,  from  Sequoia  Capital  to 
Redpoint,  jockeyed  in  early  November  for 


the  right  to  put  millions  into  the  star 
studded  multimedia  company.  The  appeal, 
they  say,  is  that  Damon  and  Affleck  plan  to 
integrate  every  media  form — from  televi 
sion  to  the  Internet  to  film — into  every 
project  they  produce.  Their  first 
dubbed  Runner,  will  air  on  abc 
next  summer  and  features  a  singl( 
person  vying  for  $1  million  by  try 
ing  to  cross  the  country  in  30  day 
without  being  identified  by  viewers 
Clues  and  games  about  the  runne 
will  be  posted  on  the  Web  whili 
the  reality-based  series  airs.  "Thi 
wasn't  a  no-brainer  given  the  cur 
rent  environment,"  says  Redpoir 
partner  Geoffrey  Y.  Yang,  wh 
landed  the  deal.  "Even  though  th 
markets  are  in  the  tank,  we  sti 
really  beUeve  in  the  convergenc  /»/ 
and  integration  of  traditional  m< 
dia  and  Internet  media." 

fe 


Against  the  grain.  That  s  n( 

to  say  that  the  idea  isn't  fraugl 
with  risk.  In  fact,  venture  investo 
know  that  it  may  take  a  while  f( ' 
this  new  crop  of  consumer  N 
sites  to  take  off,  which  may  be  wl 
the  contrarians  that  have  stepp< 
forward  are  among  the  largest  ai 
best-known  funds  in  the  counti 
New  Enterprise  Associates  ji: 
raised  a  record-setting  $2.2  b 
lion  fund  in  September,  wh 
Redpoint  and  Softbank's  U.  S.  ai 
both  sit  atop  more  than  $1  b 
lion.  "If  you  have  branded  capil 
you  can  go  against  the  grain,"  c 
serves  analyst  David  Wright  of  t  .- 
Aberdeen  Group  Inc.'s  private  (  ^ 
uity  services  division. 

They  will  most  certainly  n«  fjjn 
that  dough  to  keep  their  new  V  j,^, 
babies  thriving  if  the  public  m 
kets  contmue  giving  dot-coms 
cold  shoulder.  But,  asks  Softbar  '^ 
Rieschel,  "if  you  have  guts  and 
have  capital,  how  can  you  not 
optimistic  about  the  consumer  mark  j^ 
He  might  want  to  ask  the  ex-emplo) 
of  Pets.com  about  that.   • 


Oi 
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For  interviews  with  Dlcl<  Kramlich,  Geol 
Yang,  and  other  venture  capitalists  nov 
investing  in  B2C  companies,  check  out 
eblz.buslnessweek.com 


5eefor, 


When  it  comes 
to  deploying 
a  B2B  Internet 
auction  solution, 
there's  the  pricey, 
six-month, 
never-ending 
consultant 
fest. 


Or,  there's 
Commerce  One. 


COMMERCE  ONE  AUCTION  SERVICES 

Now,  you  could  be  running  your  own  B2B  Internet  auctions  in  as  little  as  10  short  days.  WitI 
Commerce  One.  there's  no  equipment  to  buy,  and  no  systems  to  install  or  support.  A  secure  online 
environment  within  your  own  auction  site  or  anywhere  throughout  the  Global  Trading  Web,  a  network  of 
over  72  vertical  and  regional  e-marketplaces  that  offer  a  world  of  new  buying  and  selling  opportunities. 
And  browser-based,  point-and-click  functionality  that  makes  it  all  so  easy,  affordable,  and  comprehensive, 
that  there's  no  need  for  the  mandatory  consulting  service  and  ongoing  support  required  with  other 
solutions.  When  you  need  us,  our  professional  services  group  and  consultants  are  available  to  help. 
But  only  when  you  want  it.  On  your  terms  and  at  the  right  price. 

See  for  yourself  with  our  online  demo: 

www.commerceone.com/auctions/bw2  PHMMFRPF 

or  call:  877.261.8516  qmC 

MANY  MARKETS.  ONE  SOURCE:' 
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Optionst 


Issuing  special  stock  options  to  keep  staff  may  not  be  the  best  answer 


oseph  H.  Howell,  chief  financial  officer  of  EMusic.com  Inc.,  agonized  as  h< 
watched  the  stock  price  of  his  Internet  music  retailer  tumble  this  year.  Althougl 
he  fi-etted  about  the  California  company's  diminished  worth  on  Wall  Street,  he  wa 
even  more  bothered  by  the  prospect  of  massive  defections  among  his  180  em 
ployees.  Most  of  the  workers  held  stock  options  priced  at  about  $16  a  shan 

and,  by  spring,  EMusic's  stock  was  trading       Qirp.  staffers  tumbled  40  %  to  $4. 5  billior 


at  about  $2.  So  in  June,  he  decided  to 
grant  his  workers  a  new  batch  of  options 
priced  at  $2.  "We're  trying  to  make  sure 
that  our  employees  are  receiving  a  good 
compensation  package  in  an  extremely 
competitive  market,"  says  Howell. 

His  anxiety  is  shared  by  plenty  of  other 

k^         executives.  Throughout  the  1990s,  stock 

R  options  were  perceived  as  an  enlightened 

^^  way  to  compensate  employees  and  to 

^^^^  bring  their  interests  in  line  with 

^^^^^k  those  of  shareholders.  The  Na- 

^^^^^  tional   Center   for   Employee 

^I^^^^M^  Ownership  estimates  that  more 

^^^V  %  than  10  million  people  are  re- 

^^Hgjp  ceiving  stock  options  today,  up 

^^^r  from  1  million  in  1992.  While 

^^^  all  of  this  worked  wonderfully 

during  the  eight-year  bull  market, 

the  crash  in  stock  prices  during 

the  past  six  months  is  exposing  the  dark 


'Mt's  a  case  of  heads  I  win,  tails  I  win/ 
and  that's  completely  unacceptable'' 


side  of  options.  Employees  at  iiber-portal 
Yahoo!  Inc.  saw  the  value  of  their  options 
drop  by  60%  to  $13.2  billion  between  June 
30  and  Nov.  16,  according  to  UBS  Warburg 
economist  Jeffrey  A.  Palma.  The  value  ot 
options  held  by  workers  at  Dell  (x)mpulcr 
Corp.  was  cut  in  half  to  $8  billion  over  the 
same  period.  And  the  options  of  Intel 


The  price  of  the  losses  is  measured 
more  than  dollars.  A  steep  drop  in  the  va 
ue  of  stock  options  can  wreak  havoc  o 
morale  and  send  workers  fleeing  for  the  e? 
its.  Suddenly,  chief  executives  across  th 
country,  particularly  at  tech  companies,  a: 
struggling  to  find  effective  ways  to  recrui 
motivate,  and  retain  employees.  "Peop 
were  counting  on  what  wasn't  real,"  sa; 
Steve  Ballmer,  Microsoft  Corp.'s  CEO. 
think  that  that  is  really  a  tough  situatio 

He  knows  the  difficulties  of  inflated  e: 
pectations  and  deflated  stock  options  oi 
too  well.  In  April,  Microsoft  gave  all  of 
35,000  employees  a  special,  one-time  o| 
tions  grant  equal  in  size  to  the  optio: 
they  had  received  as  part  of  their  19' 
performance  reviews.  That  followed  a  dn 
in  the  software  giant's  shares  from  nea 
$120  in  December  to  about  $66  in  Api| 
Net  retailer  Amazon.com  Inc.  granted  ei| 
ployees  new  stock  options  in  August,  af 
its  stock  had  tumbled  from  $113  in  1 
cember  to  $30.75.  At  Sprint 
Corp.,  after  the  stock  fell 
65%,  to  $24,  during  the 
past    year,    employees 
could  decide  whether 
to  trade  in  their  ex- 
isting   options    for 
new  ones  that  will  be 
priced  at  the  market 
value  of  Sprint's  shares 
in  May.  "Employees  are 


led 


'h(\ 
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PALLAVI  GOGOI 


Go  Bad 


a  premium  in  a  difficult  hiring  market, 
id  we  have  to  be  competitive,"  says  E.  J. 
olland  Jr.,  vice-president  for  compensa- 
)n,  benefits,  and  labor  relations  at  Sprint. 
While  hanging  on  to  employees  is  ex- 
ptionally  tough  in  the  tech  sector,  com- 
nies  across  the  board  are  hardly  immune, 
ore  than  a  dozen  companies  have 
?riced  options  or  given  special  option 
uits  this  year — with  about  one-quarter  of 
3se  in  companies  outside  the  tech  sector, 
ley  run  the  gamut,  from  retailer  Toys 
Us  to  management  consultant  Navi- 
nt  Consulting  to  Franklin  Covey  Inc., 
:  professional-services  firm  whose  vice- 
lirman,  Stephen  R.  Covey,  wrote  The  7 
ibits  of  Highly  Effective  People. 


mted  logic.  All  these  new  option 
ards  may  sound  nice  for  companies 
d  their  employees,  but  they're  making 
titutional  investors  furious.  Why?  Ex- 
ng  shareholders  are  the  big  losers  when 
rkers  get  special  option  grants.  Each 
AT  share  granted  to  employees  leaves 
old  stockholders  with  a  smaller  piece 
the  company.  "The  choppiness  in  the 
rketplace,  along  with  the  tight  labor 
rket,  is  not  a  good  enough  reason  to 
ird  additional  options,"  says  John  F. 
son,  investment  director  of  small  com- 
ly  stocks  at  the  State  of  Wisconsin  In- 
tment  Board,  a  pension  fund  with  $70 
ion  in  assets.  "That's  not  the  type  of 
ic  that  we'd  like  to  see  for  any  type  of 
ipensation." 

Investors  think  the  logic  is  twisted  in 
ther  way,  too.  While  options  were  sup- 
ed  to  align  the  interests  of  employees 
shareholders,  the  recent  special  awards 
repricings  do  the  opposite.  Workers 
rewarded  when  the  stock  price  drops. 


while  investors 
suffer.    "It's    a 
case  of  'heads  I 
win,  tails  I  win,' 
and  that's  com- 
pletely    unac- 
ceptable,"   says 
Nell  Minow,  the 
Washington,  D.  C, 
editor  of  The  eCor- 
porateLibrary.com, 
an  online  corporate- 
governance  think  tank 
headquartered  in  Portland, 
Maine.  "Until  the  day  share- 
holders'  holdings   are   repriced 
along  with  the  options,  the  em- 
ployees    shouldn't     have     theirs 
[repriced]  either." 

Companies  feel  as  if  they  have 
little  choice.  Tech  players,  in  par- 
ticular, attracted  the  best  and  the 
brightest — not    just    with    the 
promise  of  changing  the  world 
but   also   with   the   allure   of 
dizzying       riches. 
Without  poten- 
tially lucrative 
stock  options, 
these  companies 
may    lose    mbas 
and     other     top- 
notch    recruits    to 
traditional     sectors 
such    as    consulting 
and  financial  services. 
"The     notion      that 
money  grows  on  trees 
and  stories  of  people  getting  rich 
overnight  has  lost  most  of  its  cred- 
ibility," says  Ilya  Talman,  president  of 
Roy  Talman  &  Associates,  a  Chicago 
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recruiting  firm.  "People  are  much  more 
conservative  now." 

The  scenario  is  grim — but  experts  on 
corporate  governance  say  this  is  only 
the  beginning.  They  expect  a  wave  of 
repricings  and  special  options  grants  in 
the  next  few  months  as  companies  take 
steps  to  halt  a  potential  exodus  of  em- 
ployees. "The  longer  the  tech  stocks  and 
dot-com  prices  are  [down],  the  more  of 
this  we're  going  to  see,"  says  James  E. 
Heard,  chairman  and  CEO  at  Proxy  Mon- 
itor, a  New  York  advisory  for  institu- 
tional investors.  "I  expect  to  see  a  flood 
of  it  in  the  next  few  months." 

Some  compensation  experts  take  the 
side  of  companies  that  argue  that  they've 
redone  option  plans  simply  out  of  ne- 
cessity. "High-tech  companies  can  either 
give  the  new,  lower-priced  options  to 
their  existing  employees  or  to  the  newer 
recruits  who  replace  them,"  says  Robert  J. 
Salwen,  a  principal  at  Executive  Com- 
pensation Corp.,  a  New  York-based  com- 
pensation consulting  firm.  In  such  a 


scenario,  both  the  company  and  share- 
holders would  benefit  from  awarding  the 
same  options  to  existing  employees. 

Of  course,  options  aren't  the  only  way  to 
compensate  employees.  Many  companies  are 
boosting  salaries  and  handing  out  extra-fat 
bonuses  to  keep  workers  happy.  One  exam- 
ple is  the  The  Knot  Inc.,  a  New  York  firm 


employees  receive  total  compeasation  th; 
the  company  figures  is  above  market  rate 
Many  tech  workers  may  end  up  wishin 
they  had  received  cash  instead  of  a  ne\ 
round  of  options.  Consider  Garden.coi 
Inc.,  an  online  seller  of  plants,  flowers,  an 
garden  supplies.  Back  in  May,  ceo  Cliffor 
A.  Sharpies  handed  out  1  million  ne 


''The  longer  the  tech  stocks ...  are  [down], 
the  more  of  this  we're  going  to  see' 


that  runs  a  wedding-planning  site  called 
TheKnoLcom.  When  the  company  started  in 
1996,  it  paid  employees  much  less  than  they 
could  earn  elsewhere.  But  now  it  has  been 
forced  to  boost  salaries  in  the  aftermath  of  its 
stock  plunging  90%,  fi-om  $21  to  $2.  "My 
coo  and  CFO  took  50%  to  80%  pay  cuts 
when  they  came  on  board,  but  now  we've 
adjusted  to  the  marketplace,"  says  David 
Liu,  the  company's  CEO.  Besides  granting 
new  options,  EMusic  also  has  bumped  up 
salaries  and  is  handing  out  bonuses  so  that 


options  to  his  200  employees  because  mc; 
of  their  existing  options  had  becon 
worthless — the  company's  stock  had  si 
fi-om  $10  to  less  than  $2.  But  Garden.cor 
decline  didn't  stop  in  May.  As  losses  coi 
tinned  to  pile  up,  shares  dropped  to  25 
Then  on  Nov.  15,  Sharpies  announced  ti- 
the company  was  closing  its  doors. 

A  raft  of  new  options  may  shore 
morale  for  a  while,  but  it's  no  guarant 
of  corporate  success. 

Contributing:  Louis  Lavd 


Tech  Companies  Consider  Their  Options 


With  the  meltdown  in  tech  stocks,  many  stock  options  granted  in  the  past  are  now  worthless. 
Some  companies  are  making  special  options  grants  so  employees  will  take  more  of  an  interest  in  their  company's 

performance.  Here  are  a  few  examples: 


COMPANY 


DETAILS 


WHY 


Amazon.com 

amazon.com 


Granted  employees  new  stock  options  in 
August  with  an  exercise  price  of  $30.75  after 
the  stock  had  dropped  from  $113  in  December. 


To  retain  valued  workers  whose 
existing  options  had  lost  most  or 
all  of  their  value. 


Microsoft 

Microsolt 

Sprint 


Granted  workers  new  options  in  April  with  an 
exercise  price  of  $66  after  the  company's  stock 
had  dropped  from  nearly  $120  in  December. 


To  retain  employees  after  a  federal 
judge's  ruling  that  the  company 
had  violated  U.  S.  antitrust  law. 


Sprint 


After  the  stock  fell  65%  from  its  peak  to  $24, 
the  company  allowed  employees  to  decide  in 
November  whether  to  take  new  stock  op- 
tions at  the  market  price  on  May  n,  2001. 


To  compensate  workers  who  re- 
ceived options  at  prices  inflated 
by  the  expectation  that  WorldCon 
would  acquire  the  company. 


Theglobe.com 


The  Net  community  gave  employees  new  op- 
tions in  May  priced  at  $1.59  after  the  stock 
tumbled  from  more  than  $40  last  year. 


The  plan  has  had  troubles:  The 
stock  slipped  below  $1  and  the  con 
pany  is  cutting  41%  of  its  workforc 


The  Knot 


'thixmt 


In  July,  the  wedding  planning  site  increased 
the  number  of  options  it  can  grant  to  em- 
ployees by  435,000  shares  after  its  stock  fell 
to  less  than  $2  from  $21. 


The  options  will  be  awarded  to 
recruit  new  employees  and 
provide  a  financial  incentive  to 
existing  workers. 


DATA:  COMPANY  RrPORTS,  BUSINCSS 
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Some  of  the  biggest 

names  in  tiie  game 

come  up  stiort  when 

it  comes  to  building 

digitai  marlcetplaces. 


Building  B2B  marketplaces  is  making 
some  industry  giants  look  small.  The  truth 
is,  if  you  hand  the  ball  to  one  of  those , 
so-called  "dream  teams, "you'll  be  yp| 
against  a  sizable  integration  challenge. 

VerticalNet  Solutions  will  help  you  get 
your  online  marketplace  together  far  more 
effectively — and  faster.  Our  eMarketplace 
Suite  provides  a  comprehensive  set  of 
tools  required  to  develop  a  high-liquidity 
digital  marketplace.  All  within  one 
marketplace,  our  suite  delivers  content, 
community.and  commerce  transaction 
modules,  including  auctions,  catalogs, 
exchange,  RFP/RFQ,  structured  negotiation, 
and  a  broad  range  of  e-procurement  and 
e-distribution  services. 

Over  the  past  five  years,  VerticalNet  has 
built  57  online  communities  where  buyers, 
sellers,  and  third  parties  meet  to  enjoy 
greater  business  efficiencies.  Each 
combines  content,  community  and 
commerce  modules  to  satisfy  the  specific 
needs  of  the  industry  served. 

Ready  to  seize  an  advantage  in  the 
competitive  B2B  game?  Visit 
www.  verticalnetsolutions.  com 
right  away  or  call  866-263-6040. 


/  Vertical  f 
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BY  PETER  ELSTROM 

peter_elstrom@ebiz.businessweek.com 


The  End  of  Fuzzy  Math? 

Regulators  should  force  e-tailers  to  report  costs  like  mainstream  retailers 

oring  over  Amazon.com  Inc.'s  financial  books  is  getting  to  be  as  intriguing  as  zip 
ping  through  the  latest  Elmore  Leonard  thriller.  On  Oct.  24,  the  company  disclosi 
that  the  Securities  &  Exchange  Commission  has  made  "informal  inquiries"  in 
how  the  company  comes  up  with  the  revenue  figures  it  gives  to  investors  eve 
quarter.  It  turns  out  the  company  counts  as  revenue  stock  that  it  receives  in  o 


er  Net  players  in  exchange  for  promoting  them  on 
Amazon's  Web  site.  Although  the  practice  is  per- 
mitted under  standard  accounting  rules,  experts  say 
the  SEC  could  ultimately  determine  that  Amazon  is 
being  overly  aggressive.  "It  seems  more  like  an 
investment  than  revenues,"  says  analyst  Sirine  Hafez 
of  the  Center  for  Financial  Research  &  Analysis, 
an  independent  research  organization.  The  sec  de- 
clined comment. 

There's  another  controversial  accounting  practice 
at  Amazon  and  other  online  retailers  that  has  received  less  attention 
so  far.  The  issue  is  how  companies  should  account  for  fulfill- 
ment costs — the  expenses  involved  in  buying  and  maintaining 
warehouses  and  paying  employees  who  receive  supplies  and  pack- 
age orders  for  shipment.  E-tailers'  closest  cousins,  catalog  compa- 
nies and  direct  marketers,  tend  to  put  these  expenses  into  a  line  on 
the  income  statement  called  cost  of  goods  sold.  But  Amazon, 
drugstore.com  Inc.,  and  some  other  online  retailers  put  fulfill- 
ment costs  into  selling,  general,  and  admin 
istrative  (sg&a)  expenses.  While 
the  practice  doesn't  affect  the 
bottom  line,  it  does  make  e- 
tailers'  gross  margins  look  fatter 
than  they  otherwise  would.  Ex- 
ecs who  pay  attention  to  this 
sort  of  topic  think  there's  no 
good  excuse  for  this  kind  of  ac- 
counting. "They  have  lousy 
businesses  and  they're  trying  to 
hide  it,"  says  Patrick  Byrne,  chief 
executive  of  OverStock-aim  Inc., 
an  e-commerce  site  that  buys 
merchandise  from  troubled  e- 
tailers  and  then  sells  it  online. 

The  issue  Ls  particularly  crit- 
ical this  Chri-stmas  season.  While 
investors  used  to  focus  myopi- 


AMAZON'S  BOOKS 


cally  on  revenue  growth  at  Net  companies,  theyj 

now  looking  for  companies  that  are  on  their  way 

profitability.  With  the  capital  markets  closed 

tighter  than  a  drum,  people  want  to  know  whe 

Amazon,  drugstore.com,  eToys  Inc.,  and  others  are 

ing  to  be  able  to  generate  cash  from  their  own  bi 

nesses.  Gross  margin  is  one  of  the  key  measures 

whether  a  business  has  potential  or  not.  The  tra 

tional  accounting  theory  is  that  sg&a  expenses  sho 

be  largely  fixed  so  that  as  revenue  and  gross  pro: 

increase  the  company  moves  toward  profitability. 

Any  variation  in  accounting  practices  can  have  an  impact 
gross  margins.  Amazon's  gross  margin  will  be  about  24% 
year,  but  it  would  be  about  14%  if  it  changed  the  way  it  counl 
fialfillment  costs,  according  to  analysts'  estimates.  Drugstore.co: 
gross  margins  would  fall  from  5%  to  negative  15%.  And  eTc 
gross  margins  would  drop  from  20%  to  negative  7%.  Und 
standing  the  effect  on  margins  is  critical,  because  "fiilfiUment  c( 
in  this  business  are  much  higher  than  an) 
us  expected,"  says  Ixhman  H 


As  part  of  its  operating  expenses  in  2000,  Amazon  will  report 
about  $265  million  in  fulfillment  costs,  excluding  customer 
service  and  credit  card  processing  fees.  Some  experts  think 
those  charges  should  be  included  in  the  cost  of  goods  sold, 
which  would  make  its  gross  margins  substantially  smaller. 


(in  millions) 

CURRENT 
ACCOUNTING 

ALTERNATIVE 
ACCOUNTING 

Net  sales 

$2,795 

$2,795 

Cost  of  goods  sold 

$2,132 

$2,397 

Gross  profit 

$663 

$398 

Gross  margins 

24% 

14% 

Total  operating  expenses 

$986 

$721 

Loss  from  operations 

$323 

$323 

Net  loss 

$i,i66 

$1,166 

DATA:  LEHMAN  BROS.,  BUSINESS  WEEK 


Inc.  analyst  Holly  Becker. 

Securities  regulators  have  t 
to  get  the  issue  cleared  up, 
1999,  the  SEc's  chief  account 
Ly:in  E.  Tlimer,  asked  the  Fir 
cial  Accounting  Standards  B( 
to  figure  out  how  to  standar 
the  way  companies  keep  t 
lx)oks.  "There  is  diversity  in 
tice  that  should  be  elimina 
Turner  wrote.  This  sumnn 
looked  like  FASH  was  clo.se 
decision   that  would  help 
vestors.  Douglas  Reynolds  a 
tice  fellow  at  the  board,  saj 
reached  a  "tentative  conclus 
in  May  that  lullilhncnt  cxpi 


* 
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NOW    PLAYING    EVERYWHERE 


IT'S  HERE:  THE  WIRELESS  WEB.  AN  IHCDEDIBLE  OPPORTONITY  TO  DELIVER  RICH  NEW  SERVICES  ON  NEW  DEVICES.  BUT  THIS  SHIP  COULD  LEAVE 
WITHOUT  YOU  UNLESS  YOU  HAVE  A  HIGHLY  EVOLVED  NETWORr  AND  SERVICES  INERASTRUCTURE.  LIKE  THE  ONE  SUN™  HAS  ENGINEERED  FOR  THE 

WIRED  INTERNET,  sun's  platform  includes  JAVA™  TECHNOLOGY- to  let  you  take  wireless  service  to  the  outer  limits  on  any 

DEVicE-IPLANET™  APPLICATIONS-To  help  you  deliver  ouickly  without  reinventing  your  architecture- and  TELECOM-INSPIRED 

SERVERS  AND  ULTRA-AVAILABLE  STOREDGE™  ARRAYS-to  deliver  those  services  with  dial  tone-like  reliability,  sun  is  the  de  facto 

STANDARD  FOR  SERVICE  DELIVERY  that  leading  wireless  operators  and  networi:  equipment  providers  rely  on  today. 

IT'S  ALSO  THE  FUTURE-PROOF  PLATFORM  to  keep  your  business  moving  at  warp  speed  tomorrow. 


To  leam  more,  visit: 
w.sun.com/wireiess 


■M  mm  IS  IHf  mmk  moo  sun  MOOSYSIfMS.  INC  ah  RIGHIS  RISfRVfO  sun,  sun  MICROSYSIFMS  the  sun  lOGO  THE  JAVA  COFFEE  CUP  lOGO  lAVA  IPUNEI,  SUN  STOREDGE 
,lHf  NEIWOR^  IS  IIIF.  (Qimm,  AND  WHAI  CAN  WE  COM  FOR  YOU'  ARf  IRAOEMARKS  OR  RFGISFEREO  IMBfMAm  OF  SUN  MICROSYSIEMS.  INC.,  IN  IHE  UNHED  SIAFES  AND  OIHER  COUNTRIES 


microsystems 
What  can  we  .com  for  you? 


Business  Week  e.biz    NET  WORTH 


CRITICAL  NUMBERS  OF  THE  MONTH 


Now  and  Then 


The  once-optimistic  projec- 
tions for  how  much  con- 
sumers would  buy  over 
the  Internet  are  becoming 
more  conservative  with  the 
growing  troubles  of  online 
retailers.  These  are  Gartner 
Group's  revised  estimates. 


YEAR 

FORECASTS 

MADE  IN  1999 

(in  billions) 

FORECASTS 

MADE  IN  2000 

(in  billions) 

1999 

1             $22.4 

1            $16.8* 

2000 

$46.5 

$29.3 

2001 

1             $79.0 

j           $48.7 

2002 

$115.9   H 

ftm  $77.7 

2003 

1            $163.9 

1           $107.4 

DATA:  GARTNER  GROUP 


Look  Who's  Selling 


Here's  a  look  at  the  top  executives,  directors,  and  other  insiders  who  have  sold 
stock  at  several  major  tech  companies  over  the  past  three  months. 


COMPANY 

NET  SALES 
BY  INSIDERS 

[no.  of  shares] 

SELLERS 

Microsoft  Corp. 

13,994.960 

CEO  Bill  Gates,  co-founder  Paul  Allen,  and  others 

Portal  Software 

2,167,650 

CEO  John  Little,  venture  capital  backer  Accel 
Partners,  and  others 

Network 
Appliance 

1,358,000 

CEO  Daniel  Warmenhoven,  President  Thomas 
Mendoze,  and  others 

Integrated  Device 
Technology 

1,296,165 

CEO  JerryTaylor,CFO  Alan  Krock,  and  others 

Clarent  Corp. 

1,259.348 

CEO  Jerry  Chang,  COO  and  CFO  Richard  Heaps, 
and  others 

DATA:  FIRST  CALL/THOMSON  FINANCIAL 

Little  Cash  to  Bum 

As  it  gets  tougher  to  raise  new  capital,  many  technology  companies  are 
running  low  on  cash.  This  is  a  sample  of  companies  in  a  pinch. 


CASH  ON  HAND          CASH  USED         DAYS  TO  DEPLETION 
SEPT.  30               LAST  QUARTER             AT  CURRENT 
COMPANY                                        (millions)                 (miHions)                 BURN  RATES 

Wavo  Corp.                                    $0.6                        $6.0                           8.3 

The  Phoenix  digital  media  company  sold  off  assets  to  raise  about  $12  million  in 
cash,  although  it's  not  clear  how  long  that  will  last. 

Prodigy  Communications             $4.9                        $11.0                          40.2 

The  Internet  access  provider  is  pursuing  new  financing  and  is  lowering  its  cash 
burn  by  making  customer  acquisition  payments  to  shareholder  SBC  over  three 
years  instead  of  immediately. 

Ziplink  Inc.                                  $3,251                      $4.2                         70.3 

The  provider  of  Internet  connectivity  to  Internet  service  providers  closed  down  on 
Nov  17  after  not  being  able  to  pay  a  debt  to  WorldCom. 

Beyond.com                                 $14.5                      $18.2                         71.4 

The  Santa  Clara,  Calif  e-commerce  company  announced  in  October  that  it  had 
reached  an  agreement  for  $40  million  in  new  financing. 

US  Search.com                              $11.4                        $8.8                          116.5 

The  Los  Angeles  online  search  company  restructured  operations  in  November  and 
decided  to  lay  off  at  least  45  people  to  try  to  become  profitable  more  quickly 

DATA:  COMPANY  FILINGS,  BUSINESS  WEEK,  STANDARD  &  POOR'S  COMPUSTAT 


should  be  included  in  cost  of  goods  sold 
But  that  never  happened.  This  fall,  fasp, 
reversed  its  decision  and  essentially  puntcci 
It  said  that  companies  could  put  these  c.x 
penses  into  the  cost  of  goods  sold — or  they 
could  put  them  someplace  else  on  the  in 
come  statement.  If  companies  put  the  ex 
penses  someplace  else,  they  need  to  breal 
out  the  exact  costs  and  quantify  them  in  ; 
footnote.  Ultimately,  fasb  decided  that  com 
panies  were  accounting  for  these  expenses  ii 
SO  many  diflferent  ways  that  it  was  tcx)  com 
plicated  to  create  a  universal  standard. 

So  how  many  online  retailers  are  goin; 
to  change  their  accounting  practices  witi 
the  new  rules  scheduled  to  take  effect  fo 
most  companies  this  quarter?  Few,  if  an) 
Amazon,  for  example,  will  "continue  wit 
our  current  practices,"  says  Tim  Stone,  d: 
rector  of  investor  relations  at  Amazor 
which  has  been  breaking  out  its  flilfillmer 
costs.  Drugstore.com  and  eToys  don't  pla 
to  change  their  accounting,  either. 

FASB  and  some  others  argue  that  th 

Trying  to  hide  their 
'Mousy  businesses" 

ruling  provides  investors  with  addition 
clarity.  But  this  smacks  of  hypocrisy.  If 
group  of  professional  accountants  decide 
that  it's  too  complicated  for  them  to  figu 
out  a  standard,  it's  simply  not  realistic 
expect  your  average  investor  to  dedu 
costs  from  accounting  footnotes.  "It's  not 
good  solution,"  says  Roman  L.  Weil,  a  pr 
fessor  of  accounting  at  the  University 
Chicago's  Graduate  School  of  Busine 
"It's  a  stop-gap."  The  sec  has  not  forma 
objected  to  the  fasb  decision,  but  the  sec 
rities  regulator  thinks  the  ruling  is  r 
ideal.  "To  have  two  companies  account 
the  same  thing  differently  cannot  be  t 
best  thing  for  investors,"  .says  Scott  A.  Tai 
a  professional  accounting  fellow  at  the  s 
Regulators  have  gone  out  of  their  v 
to  help  New  Economy  companies  w 
pledges  of  no  taxes  and  light  regulatii 
That's  sound  public  policy.  But  with 
vestors  putting  billions  of  dollars  at  r 
to  help  finance  technology  companie.s, 
essential  for  regulators  and  accountant; 
do  everything  they  can  to  make  sure  th 
companies'  financial  books  are  fair 
understandable.  So  fiir,  on  the  issue  of 
fiUment  costs,  that's  not  the  case.  • 
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How  business  becomes  e-businessl" 


X 


The  great  e-business  shakeout  is  well  under  way.  For 
those  who  didn't  make  it,  our  condolences.  At  least 

the  end  was  quick. 

For  those  who  have  made  it,  who  broke  the  code  and 

figured  out  how  to  build  a  truly  viable  e-business,  our 

heartiest  congratulations. 

As  it  turns  out,  many  of  these  successful 

companies-including  the  majority  of  the  Fortune 

e-50-have  built  their  e-businesses  on  an 

exceptionally  strong  foundation. 

The  BEA  WebLogic®  E-Business  Platform." 

This  award-winning  set  of  innovative  software  and 

services  is  uniquely  designed  to  help  businesses 

rapidly  develop  and  launch  advanced  e-commerce 

initiatives.  It's  an  end-to-end  solution  that  includes 

rich  personalization  and  complete  B2B  integration. 

In  fact,  it's  now  the  global  standard  by  which  all 

e-commerce  software  is  measured. 

Which  explains  why  it's  BEA's  market-leading  platform 
that  powers  Chase  Manhattan,  FedEx,  Amazon.com, 

United  Airlines,  Wells  Fargo,  E*TRADE  and  over  6,500 

other  successful  e-businesses.  Find  out  how  we  can 

help  yours.  Visit  us  at  www.bea.com. 


.#**#. 


C  beia 


*^ 


www.bea.com 

BEA  Systems,  Inc.  How  business  becomes  e-business  and  BEA  WebLogic  E-Business  Platform 
are  trademarks  and  BEA  and  WebLogic  are  registered  trademarks  of  BEA  Systems.  Inc 
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CMU  students  play  with 
high-tech  Jam-O-Drum 


0 


NET  CULTURE 


Business  Week  e.biz 


STEVE  HAMM 


Campus 

How  CMU  is  aggressively  adopting  Net 
technology  to  pioneer  e-education 


n  the  banks  of  the  Monongahela 
River  in  Pittsburgh,  where  Andy 
Carnegie's  fire-breathing  Home- 
stead Steel  Works  once  stood,  you 
will  now  find  a  vast  parking  lot 
dotted  with  islands  of  commerce. 
Among  them:  Target,  Giant  Eagle, 
and  a  gaudy  23-screen  movie  palace 

that  looks  like  it  was  snatched  off  the  Las  Vegas 
strip.  In  its  prime,  the  steel  mill  employed  20,000 
people  and  was  the  very  image  of  American  in- 
dustrial might  Now,  all  that  is  left  are  a  half-dozen 
tall  brick  chimneys  poking  out  of  a  sea  of  asphalt. 
Homestead's  fate  symbolizes  how  violently  eco- 
nomic currents  can  shift,  sweeping  away  icons 
that  had  stood  immutable  for  a  century. 

Two  miles  away  stands  another  institution  es- 
tablished by  the  old  robber  baron — Carnegie  Mel- 
lon University.  These  days,  universities  face  their 
own  set  of  challenges.  Many  are  ft-ightfiilly  ex- 
pensive. Others  are  diploma  mills — unimaginative 
and  inflexible.  Those  institutions  that  won't  or 
can't  change  are  in  danger  of  being  eclipsed  by 
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more  nimble  competitors.  In  this  case, 
though,  Carnegie's  offspring  isn't  sitting 
around  waiting  for  a  trip  to  the  scrapyard. 
Instead,  cmu  is  aggressively  adopting  the  lat- 
est Internet  technology  and  experiment- 
ing with  new  ways  of  tech-assisted  teaching. 
It's  Digital  U — the  No.  1  wired  campus 
in  the  country,  according  to  a 
ranking  by  the  magazine  Yahoo! 
Internet  Life.  Practically  every  stu- 
dent has  a  PC.  This  fall,  CMU  in- 
stalled the  first  wdreless  network 
on  a  university  campus.  Students  can  now 
take  notebook  computers  or  handhelds 
wherever  they  go  and  connect  with  pro- 
fessors or  fellow  students  via  e-mail,  log  on 
to  class  Web  sites,  and  visit  libraries  with 
the  click  of  a  button.  Project  teams  hold 
virtual  meetings  at  any  time  of  day  or 
night.  And  professors  create  interactive 
Web  sites  that  replace  rote  learning.  Ex- 


ample: a  virtual  chem  lab  for  freshmen 
that  lets  them  learn  about  mixing  solutions 
without  the  danger  of  explosions.  "We're  at 
the  edge  of  possibilities  in  collaboration 
and  the  use  of  technologies.  We're  re- 
defining fields  and  discovering  new  and 
different  ways  of  communicating  and  do- 


the  future  looks  like  for  the  campus-base 
university,  that's  it,"  says  John  G.  Sperlin 
chairman  and  chief  executive  of  ApoL 
Group  Inc.,  which  operates  distance-lean 
ing  powerhouse  University  of  Phoeni 
With  14,000  students  now  studying  oi 
line,  and  the  number  growong  at  abo 


While  the  CMU  staff  has  lots  of  evidence 
that  e-teaching  works,  skeptics  abound 


ing  cross-disciplinary  teaching,"  says  history 
professor  Daniel  P.  Resnick. 

Indeed,  the  doings  at  cmu  could  be- 
come a  model  for  universities  across  the 
country.  The  school  is  in  the  vanguard  of  a 
wave  of  technological  and  cultural  change 
that  could  transform  higher  education  in 
ways  that  can't  be  fiilly  imagined.  "If  you 
want  to  know  what 


DIGITAL  U. 


Carnegie  Mellon  University  is  a  pioneer  at 
harnessing  the  Web  to  improve  learning. 
Here  is  a  sampling  of  its  projects: 


^  The  Network 

In  1986,  CMU  was  the  first  U.S. 
college  to  build  its  own  campus- 
wide  computer  network.  Today  it 
connects  more  than  15,000  com- 
puters, and  there's  wireless  access. 


■^  Building  Virtual  Worlds 

This  course  brings  together  science, 
design,  and  humanities  students  to 
learn  about  teamwork  by  creating 
virtual-reality  worlds  that  are  expe- 
rienced through  a  special  headset. 


^  Virtual  Tutors 

There  are  more  than  a  dozen  soft- 
ware programs  that  act  as  tutors 
on  topics  ranging  from  computer 
programming  to  philosophy. 


^  Virtual  Chemistry  Lab 

Freshmen  mix  solutions  on  a  Web 
site  rather  than  in  a  real  lab.  They 
predict  results,  then  see  a  computer 
simulation  of  what  could  happen. 


*'  The  Management  Game 

In  a  livelier  alternative  to  case 
studies,  MBA  students  manage 
made-up  companies,  using 
the  Web  to  collaborate,  track 
each  others'  performance, 
trade  virtual  stocks,  and  analyze 
business  plans. 


•^  Team  CMU 

Using  this  Web  tool,  students 
can  collaborate  on  projects.  It 
provides  a  calendar,  discussion 
boards,  and  a  way  to  share 
documents. 


^  The  Digital  Library 

University  librarian  Gloriana 
St.  Clair  is  beefing  up  links  to 
the  latest  scientific  research 
and  tapping  into  the  electronic 
stacks  of  sister  institutions  in 
the  25-member  Digital  Library 
Federation. 


50%  a  year,  the  University  of  Phoenix  is  t 
bogeyman  for  colleges  and  universities  tf 
don't  aggressively  adopt  new  technold 
and  innovative  teaching  methods. 

A  massive  tech-fest  on  campuses  seei 
likely  to  spill  over  into  business  and  t 
economy,  too.  Not  only  are  universit 
pushing  innovations  in  software  and  n 
working  into  the  mainstream  but  they 
producing  armies  of  graduates  who 
comfortable  with  the  latest  gear  and  trair 
to  use  it  on  the  job.  Wired  universit 
beget  a  wired  nation. 


Beefing  up.  At  cmu,  though,  they  n 
find  that  networking  the  campus  was 
easy  part.  Now,  the  university  has  to  fig 
out  how  to  take  advantage  of  technoh 
without  giving  up  what's  best  about  a 
ditional  education — face-to-face  coni 
between  teacher  and  student.  Even  c 
President  Jared  L.  Cohon  has  conce 
about  going  off  the  digital  deep  end 
love  our  technology  edge,  but  we've  go 
soften  the  corners,"  he  says.  His  top  j ; 
ority  is  cross-pollinating  science  with 
humanities.  Beefing  up  technology  co: 
second:  "We  do  a  great  job  of  trai 
students,  but  I  worry  that  we  don't  d^ 
well  as  we  can  at  educating  them." 

While  CMU  faculty  have  gathered 
dence  that  this  stuff  works,  there  are 
ty  of  skeptics  elsewhere.  Academics  wj 
that  e-learning  is  so  much  silicon  si 
oil  rather  than  an  elbdr  for  higher  e 
tion.  David  Noble,  an  outspoken  hi: 
professor  at  Toronto's  York  University, 
anti-technology  that  he  doesn't  even 
mail.  He  decries  what  he  calls  the 
tomation  of  higher  education."  He 
against  fast  and  wide  adoption  of  tei 
ogy  for  distance  learning  before  its  c 
have  been  fully  explored. 

In  spite  of  such  warnings,  univei 
everywhere  are  experimenting  with  tli 
est  technologies.  And  it's  not  just  the 
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Web  Teaching 
Takes  Off 


••• 

•  •it 


►  OO  /O  of  colleges  and 
universities  now  offer  online- 
learning  programs 

*"  An  additional  O  /o  plan  on 
starting  such  programs  in  the 
next  12  months 

^  ^^  /D  plan  on  expanding 
their  online-learning  programs 
In  the  next  year 

^  Among  schools  with  online 
programs,  Q^  ^)  ^re  supple- 
ments to  classroom  teaching 


97% 


_         O  of  college  students 
use  the  Net  today— 70% 

of  them  at  least  daily 

DATA:  CHRONICLE  OF  HIGHER  EDUCATION,  WEBCT  INC. 


Cohon:  "I  love  our  technology  edge,  but  we've  got  to  soften  the  corners" 


like  CMU,  Massachusetts  Institute  of  Tech- 
nology, and  Stanford  University.  The  Uni- 
versity of  Central  Florida  in  Orlando,  for 
instance,  offers  70  courses  that  are  delivered 
online.  Overall,  60%  of  American  colleges 
and  universities  offer  online-learning  pro- 
grams, and  8%  more  plan  on  doing  so  in 
the  next  year,  according  to  a  survey  by 
The  Chronicle  of  Higher  Education.  Course 
software  from  the  likes  of  WebCT,  Black- 
board Inc.,  and  eCollege.com  is  gaining 
popularity.  According  to  Merrill  Lynch  & 
Co.,  the  higher  education  e-leaming  market 
is  expected  to  grow  from  $1.2  billion  this 
year  to  $7  billion  in  2003. 

CMU  provides  fertile  ground  for  tech-en- 
hanced education.  It  was  started  as  the 
Carnegie  Technical  Schools  in  1900  to  pro- 
vide training  for  the  offspring  of  mill  work- 
ers. Although  now  a  university,  it  remains 
weighted  toward  science  and  engineering: 
37%  of  1,029  undergraduate  degrees  award- 
ed last  year  were  in  these  two  disciplines. 
CMU  has  one  of  the  premier  computer  sci- 


ence schools  in  the  world  and  is  on 
cutting  edge  of  information  technolog 
search.  It's  no  wonder  that  in  1986  it 
the  first  U.S.  university  to  build  its  tl 
campuswide  computer  network.  The  scl| 
has  spent  $50  million  on  the  project, 
this  fall,  more  than  15,000  computers 
been  connected,  and  there's  wireless  | 
cess  from  just  about  everywhere, 
owning  a  PC  is  only  recommended! 
most  students,  the  746  students  in  ci 
MBA  program  are  required  to  tote  laptl 

All  CMu's  technical  prowess  isn't 
much  for  teaching,  though,  imless  educJ 
come  up  with  smart  ways  to  use  it.  TJ 
why  Cohon  last  luly  created  an  OffiJ 
Technology  for  Education — a  central] 
reau  to  support  the  use  of  tech  nolo  j! 
faculty  and  students.  This  kind  of  co 
nation  is  vital  on  the  highly  dcccntr.il 
campus,  where  faculty  members  cx^ieriij 
independently.  "You  don't  want  to 
reinventing  the  wheel,"  says  Joel  M.  Sij 
the  office's  director,  lib  avoid  that,  lie's  l| 
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ing  a  database  on  the  Web  to  track  all  the 
campus  projects  and  provide  the  latest  in- 
formation about  what's  being  developed. 

Among  CMu's  digerati,  public  enemy 
No.  1  is  the  old-fashioned  lecture,  where  a 
scholar  stands  before  hundreds  of  snoozing 
students  and  drones  on  for  an  hour  or 
two.  For  them,  the  chief  role  of 
technology  is  to  help  end  bore- 
dom. "In  the  future,  learning 
will  come  from  doing,"  pre- 
dicts Professor  Raj  Reddy,  the 
former  longtime  dean  of  CMu's 
School  of  Computer  Science. 
"You  abolish  lectures,  and  you 
don't  just  read  about  history, 
you  participate  in  a  simulation 
of  it."  While  that's  a  vision  of 
the  future,  a  handful  of  CMU 
projects  already  have  created 
electronic  tutors  that  their  cre- 
ators believe  are  more  effective 
than  traditional  lectures  at 
teaching  students  introductory 
or  general  topics. 

Fun,  too.  These  tutors  op- 
erate like  virtual  teaching  as- 
sistants. If  a  student  makes  a 
mistake,  he  or  she  is  alerted 
by  the  software  program.  If 
students  get  stuck,  the  ma- 
chine offers  hints.  They  don't 
have  to  wait  until  the  next 
class  to  get  help.  Jeff  Collins,  a 
PhD  candidate  in  English  who 
used  a  tutor  to  learn  the  Lisp 
computer  programming  lan- 
guage, says  "it's  much  better 
than  any  lecture  would  be.  In 
a  lecture,  the  information 
flows  past  you.  The  tutor  waits 
until  you  show  you  actually 
do  get  it."  Some  of  the  more 
advanced  systems  learn  from 
the  way  students  interact  with 
them — and  modify  themselves 
to  improve  their  effectiveness. 
"We're  on  the  cusp  of  having 
a  science  of  learning.  We're  learning  how 
the  brain  works  as  well  as  figuring  out 
what  people  need  to  learn,"  says  Kenneth 
Koedinger,  a  senior  research  scientist  in 
CMu's  Human-Computer  Interaction  In- 
stitute. "What  science  has  done  for  med- 
icine, it  can  do  for  education." 

Some  of  these  programs  are  fun,  too. 
Take  the  Jam-O-Drum.  This  gizmo  is 
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shaped  like  a  circular  table  and  wired  so 
when  you  beat  on  it  a  projector  beams 
dovm  colorful  images  onto  the  surface  that 
match  the  sounds  from  the  drum.  Stu- 
dents have  incentive  to  learn  how  to  pro- 
gram so  they  can  play  games  or  make 
music  together.  It  also  teaches  collaborative 


If  they  get  it  wrong,  they  see  a  video  of 
rocket  exploding  on  takeoff.  Past  researc 
at  the  university  showed  that  few  scienJ 
majors  retain  much  knowledge  from  the 
freshman  lectures.  "People  were  sleef 
walking  through  these  courses.  We  want 
engage  them,"  says  David  Yaron,  an  assd 


''People  were  sleepwalking  through 

these  courses.  We  want  to  engage  them" 


skills,  while  stretching  their  thinking  about 
what's  possible.  "I  want  kids  to  get  crazy. 
You're  not  trained  to  do  that  in  your  Java 
programming  course,"  says  Tina  Blaine,  a 
performance  artist  and  visiting  scholar  at 
CMU  who  created  the  Jam-O-Drum.  An- 
other example:  Using  a  virtual  chemistry 
lab,  freshmen  come  up  with  a  mix  of  friel 
for  an  imaginary  nasa  expedition  to  Mars. 


ciate  professor  of  theoreti 
chemistry  who  designed  t 
virtual  laboratory. 

Group  projects  are  one  s 
way  to  get  kids  pumped 
CMU  has  a  full  range  of 
and  gadgets  to  improve  the 
teams  work  together.  Stude: 
can  borrow  notebook  comp 
ers  or  handhelds,  and  using 
wireless  network,  keep  track| 
their  projects  and  coUeag 
even  while  they're  on  the  mi 
No  waiting  until  evening  to 
swer  a  crucial  e-mail.  One 
laboration     tool,     Teamc 
provides  a  calendar,  discuss! 
boards,  and  a  v/ay  to  access 
keep  track  of  shared  docume] 
Jason  Vardzel,  an  informat 
systems  major,  used  Team^ 
when  he  led  a  project  group 
year  that  designed  a  travel 
site.  "You'd  get  three  guys 
gether  and  work  over  the  di 
ments,"  he  says.  "At  some  plj 
this  would  be  just  gee-whiz  sj 
but,  here,  people  really  use 
CMu's  technology  truly  c! 
when  it  acts  as  a  bridge 
tween  academic  discipline; 
course  called  Building  Vi 
Worlds  brings  together  c 
puter  science,  art,  architec 
and    psychology    student: 
learn  about  teamwork  by  c 
ing  virtual  reality  worlds 
are  experienced  by  wearing  special  hel 
and  body  wiring.  Every  two  weeks,  tt 
of  four  are  assembled  to  build  an  i 
ronment,  such  as  the  world  of  a  bun 
bee.  The  students  divvy  up  duties 
software  coding  and  creating  3-1)  im 
then  work  together  on  scripts.  They 
how  to  work  well  with  others — a  vital 
in  the  real  world.  "There's  a  tenilen 
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Vl  Every  business  needs  to  drive  strategic  growth, 
prove  processes,  reduce  operating  complexity  and 
:rease  corporate  flexibility.  And  every  business  needs 
understand  how  to  do  this  through  e-Commerce. 
Baan  is  a  global  software  player  and  has  the 

buH    Dertise  and  products  to  deliver  just  that. 

Our  software  is  at  the  very  cutting  edge  of 

'.hnology  and  supports  every  facet  of  business 

jcesses  including  manufacturing,  distribution, 

J  transportation. 

And,  of  course,  we  can  guarantee  absolute 


integration  across  your  business  processes. 

Added  to  which,  we're  now  backed  by  Invensys. 

listed  on  the  London  Stock  Exchange  with  global 
sales  of  US$11  billion. 

This  alignment  will  ensure  we  now  have  even 
more  muscle  to  compete  harder  in  today's 
dynamic  market-place.  Providing  our  customers 


such  as  DARA  (UK).  Komatsu  (Japan).  Volkswagen 
(Germany)  and  Verizon  (US)  with  even  greater 
levels  of  service,  and  products  that  can  drive 
their  business  performance  even  further. 

Hardly  surprising  then  that  we  believe  there's 
never  been  a  better  time  to  become  one  of  our 
customers. 
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Nobody  Is 

Better  Equipped  To  Manage 

High  Pressure  Internet 

Infrastructure  Operations 


In  case  you  haven't  noticed,  your  web  site  is  about  to  explode.  Time-to-market  issues,  combined  witti  ttie  inability 
to  hire  scarce  tectinical  talent,  have  a  way  of  putting  serious  pressure  on  existing  resources.  Take  a  deep  breath  and  relax;  SiteSmith  has  the  tools, 
the  people  and  the  resources  to  take  responsibility  for  your  web  site  operations.  We've  taken  the  pressure  off  more  dot-com  customers  and  industry 
leaders,  than  anyone  else.  Say  the  word  and  we'll  build  your  site  infrastructure  and  run  your  site.  You  won't  have  to  worry  about  scalability,  load 
balancing,  site  monitoring  or  security  —  so,  take  the  pressure  off  yourself.  For  fast  relief,  visit  www.sitesmith.com/bw. 
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nt  to  have  complete  control  over  what 
j're  working  on,  but  in  a  project  like 
>  that's  not  possible,"  says  Clifton  For- 
es, a  graduate  student  who  took  the 
irse  as  an  undergrad.  "You  meet  people 
h  very  different  values.  You  may  not  like 
m  all,  but  you  develop  a  respect  for 
It  they  can  do  that  you  can't." 
If  the  Virtual  Worlds  course  provides  a 
e  of  what  it's  like  for  a  team 
mild  something,  CMU's  Man- 
nent  Ciame  is  a  five-course 
iL  Each  year,  five-person  teams 
v4BA  students  run  made-up 
;twatch  companies  for  14 
b — using  the  Web  to  collab- 

e,  track  their  performance, 

e  virtual  stocks,  and  analyze 

ness   plans.   The   students 

le  up  with  a  strategy  and 

e  decisions  about  where  to 

ufacture  their  watches,  what 

kets  to  target,  and  what  to 

ge.  The  profs  occasionally 

V  them  curveballs — such  as  a 

uct  recall — and  they're  forced 

act  in  real  time  to  the  crisis. 

computing  system  calculates 

)mes  based  on  how  80  teams 

MU  and  at  universities  in 

1  and  elsewhere  operate. 

or  some  students,  the  game 

mes  all-consuming — soak- 
up  20  hours  a  week  or 

:.  What's  so  compelling? 

:omputer  simulation  makes 


started  at  age  14.  When  she  arrived  at  CMU 
as  a  computer  science  major  two  years 
ago,  she  considered  giving  the  one-woman 
project  up,  fearing  it  would  take  too  much 
time.  But  Jack  Roseman,  a  professor  in  the 
university's  entrepreneurship  program, 
urged  her  to  keep  it  up — and  offered  to  de- 
sign her  education  around  it. 

That's  just  what  she  has  done.  She  takes 


e  idea  is  not  to  make  the  campus 
vanish,  but  to  make  education  richer 


n  real.  And,  since  three  years  of  busi- 
activity  are  compressed  into  four 
hs,  they  get  to  see  and  study  results 
ly.  But  it's  not  all  virtual.  The  teams 
real  live  boards  of  directors  from 
urgh  businesses  and  negotiate  labor 
acts  with  local  union  leaders.  "We 
n't  gain  this  kind  of  experience  in 
itudies  or  lectures,"  says  Hidenori 
hi,  a  native  of  Japan  who  was  "CEo" 
I  of  the  teams,  Millennium  Time  Inc. 

e  only  way  to  have  a  more  realistic 
ence  would  be  to  actually  run  a  com- 

And  at  CMU,  that's  possible,  too. 

Thorpy,  a  20-year-old  junior  from 

ale,  N.Y.,  is  ceo  of  TeenFX.com,  a 

I  unity  Web  site  for  teenagers  that  she 


courses  in  Web  site  design,  marketing,  and 
organizational  behavior  that  feed  directly 
into  her  daily  responsibilities  as  ceo.  Often 
she'll  rush  out  of  a  class  and  dash  off  an  e- 
mail  to  her  executive  assistant,  who  works 
at  an  office  in  White  Plains,  N.  Y,  updating 
the  site  based  on  something  she  just  figured 
out.  Example:  A  few  weeks  ago,  Thorpy 
learned  in  a  class  the  importance  of  bend- 
ing the  rules  to  keep  customers  loyal.  Pre- 
viously, if  kids  participated  in  a  contest 
and  submitted  their  answers  after  the  dead- 
line, they  didn't  get  a  prize.  Now  she  hands 
out  awards  even  to  kids  who  miss  a  dead- 
line. All  of  this  is  paying  off.  TeenFX.com 
has  23  employees  and  serves  up  3  million 
Web  pages  a  month  to  visitors,  collecting 


fees  from  sponsors.  Thorpy  plans  on  even- 
tually taking  it  public. 

For  students  who  can't  juggle  being  on 
campus  with  their  full-time  jobs,  CMU  offers 
a  handful  of  online  degree  programs.  Near- 
ly 200  students  around  the  country  are 
participating  in  master's  programs  in  soft- 
ware engineering  and  information  tech- 
nology. Students  get  lectures  on  CD-ROMs 
and  access  to  a  Web  site  where 
they  see  study  assignments  and 
reading  materials  and  can  par- 
ticipate in  class  bulletin  boards 
and  live  chat  sessions  with  the 
professor  and  other  class  mem- 
bers. "For  me,  going  to  Pitts- 
burgh was  not  an  option,  but  I 
wanted  the  quality  of  a 
Carnegie  Mellon  education," 
says  Walden  Mathews,  a  com- 
puter systems  analyst  who  lives 
with  his  v«fe  and  kids  in  Nor- 
walk,  Conn.,  and  is  halfway 
through  a  master's  program  in 
software  programming. 

Eventually,  CMU  expects  to 
offer  some  undergraduate  pro- 
grams online,  too.  Already, 
nonprofit  subsidiary  Carnegie 
Technology  Education  is  taking 
undergrad  courses  developed 
by  CMU  professors  and  repack- 
aging them  for  the  Web  via 
17  corporations  and  colleges — 
including  the  City  University 
of  Hong  Kong  and  California 
University  of  Pennsylvania.  The 
idea  is  to  make  some  of  the  university's 
expertise  available  to  thousands  of  stu- 
dents at  more  affordable  prices.  Students 
pay  tuition  that  is  in  line  with  the  norms 
at  their  university,  and  CMU  takes  a  cut. 
Most  of  CMu's  pioneers  see  the  Net  as  a 
way  to  enrich  the  on-campus  experience, 
rather  than  something  that  would  eUminate 
the  need  for  the  campas  itself  "The  end  re- 
sult is  not  that  the  campus  disappears.  It's 
that  the  campus  is  ased  better  for  human 
interaction.  You  offload  to  technology  the 
things  that  technology  can  do,"  says  Smith 
of  the  Office  of  Technology  for  Education. 
Even  as  an  adjunct,  though,  there  are 
drawbacks  to  leaning  too  heavily  on  tech- 
nology. CMU  President  Cohon  is  concerned 
that  a  Web  culture  will  interfere  with  build- 
ing a  face-to-face  community.  "My  fear  is 
we'll  have  students  off  in  their  r(X)ms  doing 
everything  they  can  on  the  Web,  and  not 
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interacting  with  each  other,"  he  says.  Al- 
ready, some  of  the  student  body  is  uneasy 
with  basic  communications.  About  40  stu- 
dents attended  a  seminar  on  how  to  carry 
on  a  conversation  during  orientation  week 
this  fell.  Cohon  plans  to  amend  the  current 
online  registration  process  so  students  are 
forced  to  meet  with  advisers.  That  way  the 
courses  they  pick  won't  be  too  narrowly  fo- 
cused within  their  disciplines. 

Certainly  some  students  are  obsessed 
with  technology.  Take  Grigoriy  Reshko.  The 
17-year-old  freshman,  a  Russian  native,  this 


fall  designed  a  three-wheel  robot  that's 
controlled  by  a  Palm  handheld.  He  and 
colleagues  at  cmu's  Robotics  Institute  pub- 
lished a  do-it-yourself  recipe  for  the  device 
on  their  Web  site.  Except  when  he's  sleep- 
ing or  at  karate  lessons,  he  spends  his 
hours  absorbed  in  software  and  gizmos. 
Eventually,  predicts  young  Reshko,  people 
"will  have  robot  companions." 

Does  all  this  technology  really  make  a 
difference?  That's  far  from  proven.  Thomas 
L.  Russell,  a  former  North  Carolina  State 
University  administrator  who  tracks  such 


studies,  last  year  published  a  book,  Tlh' 
No  Significant  Difference  Phenomena 
which  combs  through  studies  and  coi  in- 
cludes that  most  show  little  difference  b 
tween   the   effectiveness   of  traditionjo!: 
teaching  and  e-learning.  "In  spite  of 
the  claims,  the  evidence  is  overwhelmiALii 
that  it  doesn't  make  a  significant  diff( 
ence  in  learning,"  he  says. 

But  advocates  of  e-learning  point 
evidence  that  it  can  be  an  effective  alt<  i 
native  to  lectures,  at  the  very  least.  Prac  ^ 
cally  every  professor  at  CMU  who  1:  jt 
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Net  Man  on  Campus 


■  g  was  a  Proustian  journey  into  the 
l^P  misty  reaches  of  the  past.  My 
I  w  freshman-year  roommate  and  I 
were  back  on  campus  at  Carnegie  Mel- 
lon University  to  see  how  much  things 
had  changed  since  we  arrived  there  as 
fresh-faced  teenagers  30  years  go.  Stan 
Muschweck  is  now  an  advertising 
bigshot  in  Pittsburgh.  I'm  a  journalist  in 
New  York.  We've  both  seen  unsavory 
things  in  our  lives.  Still,  it  was  a  bit  of 
a  shock  when  we  knocked  on  the  door 
of  our  old  room  in  Scobil  Hall  and  met 
the  current  denizens.  Sitting  back-to- 
back  at  two  huge  computer  monitors 
were  sun-deprived  seniors  Marc 
Cioglio  and  Jarrod  Roy.  They  were  play- 
ing Diablo  II  on  the  Net.  The  floor  of 
the  room  was  covered  with  scraps  of 
trash  and  dirty  laundry,  which  gave  off 
a  funky  smell.  I  exclaimed:  "Didn't  your 
mothers  teach  you  how  to  live?" 

Truth  be  told,  the  level  of  slovenli- 
ness on  campus  probably  hasn't 
changed  all  that  much — but  technolo- 
gy certainly  has.  When  I  arrived  at  CMU, 
engineering  students  still  used  slide 
rules.  As  an  English  major,  I  didn't  touch 
a  computer  until  1973,  and  that  was  a 
one-night  stand.  Once,  after  midnight, 
I  played  Lunar  Landing,  a  crude  com- 
puter game,  on  a  pdp-io  mainframe  in 
the  then-new  computer  science  build- 
ing. My  only  other  contact  with  tech- 
nology was  the  clunky  tape  recorders 
that  we  campus  activists  carried  into 
the  dean's  office  when  we  presented 


our  list  of  10  non-negotiable  demands. 
CMU  wasn't  the  most  radical  place,  but 
it  achieved  its  15  minutes  of  fame  when 
lefties  pelted  Republican  South  Caroli- 
na Senator  Strom  Thurmond  with 
marshmallows  during  a  visit. 

Now,  CMU  is  a  hotbed  of  Netism. 
Gioglio,  a  physics  major,  says  he  spends 
probably  two  hours  a  day  playing  on- 
line games.  Another  resident 
of  Scobil 
Hall,  fresh- 
man Richard 
Bohn,  uses 
his  dorm 
computer  and 
the  Net  to  con- 
duct video-con- 
ference  love 
tests  with  the 
girl  he  left  back 
in  Andover, 
Minn.  (No  nudity, 
he  swears).  Other 
freshmen  use  the 
Web  for  down- 
loading music  files 
via  Napster  or  to 
view  bootleg 
movies.  Then,  of 
course,  there's  the 
school-related  stuff: 
registering  for  class- 
es, filing  homework 
assignments,  and  e- 
mailing  profs. 

This  preoccupation 


with  all  things  digital  seems  to  have 


ippo: 


swept  aside  most  other  concerns 
There's  not  much  going  on  in  the  way 
of  student  activism.  I  met  two  mem 
bers  of  the  eight-person  Earth  Club — 
earnest  kids  who  are  working  with  the  (t 
administration  to  bolster  the  recycling 
program.  "It's  amazing.  Our  school  is 
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perimented  has  at  least  preliminary  re- 
ts showing  some  improvement  in  leam- 
;  and  test  scores.  For  example,  Latanya 
eeney,  a  computer  science  professor 
ose  tutoring  system  is  used  to  teach 
;ic  Java  programming,  says  people  who 
;  the  software  get  the  equivalent  of  a 
;-to-three  faculty/student  ratio — much 
ter  than  sitting  in  a  lecture  hall  with 
t  other  students.  CMU  online  tutors  for 
th  have  improved  standardized  test 
res  by  30%  for  high  schoolers  in  Pitts- 
gh  public  schools. 
Professors  at  CMU  are  so  convinced  that 


e-leaming  has  its  advantages  that  they're 
working  on  the  next  generation  of  tech- 
nologies. Reddy,  of  the  school  of  computer 
science,  heads  up  something  called  the 
Aura  project.  He  and  his  colleagues  envision 
a  new  era  of  "invisible  computing,"  where 
computers  are  embedded  in  the  walls  of 
buildings  and  attached  unobtrusively  to 
people's  bodies.  When  you  walk  into  a 
room,  it  recognizes  you  and  puts  all  of  its 
computer  power  at  your  command.  With- 
in a  year,  they  hope  to  demonstrate  how  it 
can  work  in  offices  and  labs  at  CMU.  "The 
idea  is  to  transform  computing  as  we 


know  it,"  says  Reddy.  Ultimately,  he  hopes, 
the  technology  will  be  ubiquitous  in  busi- 
nesses and  homes. 

Projects  like  Reddy's  will  go  a  long  way 
toward  establishing  CMU  as  a  laboratory 
for  the  21st  century  university.  If  this  school 
and  other  e-leaming  pioneers  can  pull  it 
off,  they  may  indeed  change  the  face  of 
universities.  But  it's  unlikely  the  brick  and 
ivy  campus  wtU  disappear  anytime  soon. 
The  key  will  be  coming  up  with  a  combi- 
nation of  real  and  virtual  experiences  that 
will  allow  campuses  to  thrive — and  avoid 
going  the  way  of  the  Homestead  Works.  ® 


jpposed  to  be  so  innovative,  yet  it 
oes  so  little,"  mused  Matt  Martin,  a 
hysics  grad  student  studying  string 
leory  who  is  the  Earth  Club  president, 
/vondered:  Whatever  happened  to  the 
ictic  of  throwing  burning  trash  cans 
trough  the  front  windows  of  the  ad- 
inistration  building? 


lion  students  Clogllo  and  Jarrod:  Don't  mess 


Stan  and  I  discovered  a  couple  of 
hot-button  issues.  There's  the  Napster 
brouhaha,  of  course.  A  couple  of  the 
students  were  sent  to  intellectual-prop- 
erty sensitivity  training  sessions  after 
they  were  fingered  by  the  recording  in- 
dustry for  illegally  copying  music  files 
off  the  Web.  But  an  even  bigger  issue  is 
entirely  local.  When 
residents  of  dormi- 
tories download 
huge  video  files  or 
play  multiplayer 
games  via  the  Web, 
they  slow  down 
the  network  in 
their  building  to  a 
crawl.  That  means 
their  fellow  stu- 
dents don't  get 
quite  the  perfor- 
mance they'd  like 
on  the  network. 
Some  enterprising 
souls  devised  a 
program  that  iden- 
tifies who's  hog- 
ging the  network. 
These  bandwidth 
vigilantes  pay  po- 
lite visits  to  the 
miscreants,  pa- 
tiently explaining 
to  them  the  conse- 
quences  of  their 
actions  and  urging 
w'rth  their  broadband        them  to  modify 


their  behavior.  "We  only  get  socially 
conscious  when  people  take  up  our 
bandwidth,"  quips  Bohn. 

One  thing  that  hasn't  changed  at 
CMU  is  the  sensitivity  of  some  people 
in  the  humanities  programs  to  the 
school's  tech-heavy  culture.  At 
Carnegie  Tech,  they  sometimes  feel 
like  second-class  citizens — forced  to 
defend  things  like  the  teaching  of 
Shakespeare  and  Chaucer.  But  Peggy 
Knapp,  one  of  my  English  professors, 
hasn't  given  up  on  the  notion  that  lit- 
erature is  relevant — even  to  engineers. 
"People  get  emotionally  invested  in 
literature,"  she  says.  "With  Beowulf 
under  his  belt,  an  engineer  feels  more 
freedom  to  reimagine  and  change 
himself  and  the  world  he  lives  in." 

Those  kinds  of  personal  journeys 
are  still  being  undertaken  at  CMU.  Jill 
Palermo,  a  junior  from  Cleveland,  just 
switched  her  major  from  architecture 
to  art.  She  decided  she  didn't  want  to 
slave  at  a  computer  in  an  architecture 
firm  for  the  rest  of  her  life.  Instead, 
she  envisions  creating  cultural  centers 
in  low-income  communities."!  believe 
that  technology  has  to  coincide  with 
the  arts  to  make  a  whole,"  she  says. 
"I'm  the  arts  half.  I'll  need  to  find  oth- 
ers to  do  the  tech  half."  She  may  seem 
a  bit  self-absorbed.  But  with  idealistic 
sentiments  like  that  floating  around, 
maybe  things  at  the  old  alma  mater 
haven't  changed  so  much  after  all. 

— Steve  Hamm 
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Don't  Cheat,  Children 

In  the  brave  new  e-tail  world,  collusion  is  all  too  possible 


W 

Iv         ^m  CO 


ith  Internet  consolidation  in  full  swing,  early  fears  that  a  few  lar^ 
companies  would  dominate  online  commerce  may  be  coming  tri 
That's  worrisome  enough  for  rivals  of  eBay  in  auctions,  Amazon.com 
e-tailing,  or  Covisint  in  automobile  e-marketplaces,  to  name  a  few.  Bj 
consumers  like  us  should  worry  even  more.  The  potential  for  collusic 


is  rearing  its  ugly  head.  And  I  see  no  sure  way  to  stop  it. 

Here's  the  problem:  The  Internet  allows  for  massive  information 
to  be  gathered  in  real  time.  Often,  that's  great  for  buyers.  But  not 
always.  If  there  are  only  a  few  dominant  sellers,  they  can  act  on  that 
information  faster  than  buyers.  Then,  notes  University  of  Califor- 
nia at  Berkeley  Professor  Hal  R.  Varian,  they  can  match  each  oth- 
er's price  cuts  instantly — ^vaporizing  the  extra  business  the  price  cut 
was  supposed  to  bring.  Eventually,  that  will  tend  to  discourage  them 
ft-om  discounting,  and  prices  will  gradually  rise. 

A  1999  study  by  one  of  his  students,  Martin  Dillard,  found  such 
a  pattern  in  the  prices  for  a  sample  best-selling  book  sold  by 

For  now,  the  FTC  is  letting 
e-merchants  sort  things  out 

Ainazon.com  and  Bar- 
nesandnoble.com  Inc. 
When  bn.com  matched 
Amazon's  initial  higher 
price,  Amazon  raised 
its  tag  even  higher. 
But  when  bn.com  then 
dropped  its  price,  Ama- 
zon didn't  follow.  It 
held  steady,  and  bn.com 
soon  raised  its  price 

again.  With  limited  competition,  says  Varian,  "the  easier  it  is  to 
monitor  the  other  firms'  behavior,  the  easier  it  is  to  support 
a  collusive  outcome." 

Now,  I'm  not  accusing  Amazon  or  Barnesandnoble.com  of 
collusion.  That  requires  proof  of  an  agreement,  says  Jonathan 
Baker,  associate  law  professor  at  American  University,  and  I'd  be 
surprised  if  their  executives  even  want  to  talk  to  one  another. 
But  that's  the  point.  They  and  other  dominant  e-tailers  could 
tacitly  collude  without  ever  talking,  simply  by  acting  on  readily 
available  data — ^perhaps  using  software  to  automate  price-matching. 
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Similar  collusion  has  happened  before.  In  1992,  the  Justj 
Dept.  sued  several  airlines,  accusing  them  of  temporarily  post 
new  prices  on  their  shared  reservation  system  as  a  way  to  test 
responses  of  rivals  and  avoid  fare  cuts.  A  1994  consent  decree  | 
quired  them  to  change  how  they  post  prices  on  the  system. 
Of  course,  they  got  caught,  didn't  they?  Indeed,  it's  possible 
the  Net  might  make  policing  easier  by  providing  the  worl 
most  complete  audit  trail  for  regulators.  But  don't  count  | 
it.  Early  this  year,  officials  at  the  online  industrial  auctior 
FreeMarkets  Inc.,  which  closely  monitors  bid  activity,  caught  a  - 
case  of  collusion:  An  electronics  component  supplier,  whom 
were  guiding  through  an  auction  bid  over  the  phone,  was  recc 
ed  discussing  prices  with  another  supplier.  FreeMarkets 
the  buyer,  whose  complaint  spurred  a  Justice  Dept.  investigatl 
of  the  supplier.  Sighs  FreeMarkets  President  Da 
J.  Becker:  "You've  got  an  environment 
for  collusion." 

FreeMarkets,  which  | 
seen  other  example 
well,  has  the  right  ideal 
guard  against  coUusioj 
sets  up  detailed  rules  i 
logs  all  activity,  and  it  I 
remove  offending  bid 
necessary.  It  also  h^ 
penalty  box  that  k 
olators  from  participaj 
in  auctions  for  six  months  or  more  after  they  break  any  rule| 

For  now,  the  Federal  Trade  Commission  has  decided  to 
marketplaces  sort  it  out  themselves,  and  the  issue  hasn't  yet  cj 
up  for  e-tailers.  The  potential  for  complacency,  though, 
some  watchdogs.  "The  risk  is  collusion  in  the  open  air  instea 
a  smoky  room,"  says  Albert  A.  Foer,  president  of  the  Amcr 
Antitrust  Institute.  I  don't  think  new  laws  arc  necessary.  Chcj 
is  cheating,  online  or  off.  But  unless  regulators  arc  cxtra-vi^i 
about  online  collusion,  the  Internet  won't  remain  the  buyer's 
adise  everyone  had  hoped.  • 
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Are  you  really  an  e-business  if  this  is  how  you 

MANAGE  CONTENT? 

Content  is  the  linchpin  to  competing  online.  Trusted 
content  is  your  e-business.  Handle  it  wisely  and  you 
prosper.  Handle  it  like  so  much  surplus  inventory 
from  the  old  economy,  and  you'll  see  your  strategic 
advantage  evaporate.  Documentum's  content  management 
platform  automates  the  creation,  personalization,  delivery, 
and  management  of  your  vital  e-business  content.  From 
a  great  many  sources.  To  a  great  many  users.  Accelerate 
your  online  advantage.  Visit  www.documentum.com. 


documentum 


THE  ADVANTAGE  IS  CONTENT. 


eBusiness  for  a  customer-driven  world. 


/  CAN  T  ANSWER  THAT. 


I'M  SORRY. 

I  WISH  I  COULD  HELR 

LET  ME  REFER  YOU  TO  A  COMPANY  THAT 

CARES  ABOUT  ITS  CUSTOMERS. 


In  the  age  of  eBusiness, 

one  fact  dominates  all  others:  customers 
are  in  control. 

Whether  through  a  call  to  a  toll-free 
number,  a  visit  to  a  store  down  the 
street,  or  the  click  of  a  mouse  to  Web 
sites  around  the  world,  customers  expect 
a  consistently  positive  experience. 

For  organizations  everywhere  and 
of  every  size,  the  implication  is  clear: 
keep  your  best  customers  100%  satisfied 
or  risk  losing  them  altogether. 

But  keeping  customers  completely 
satisfied  is  getting  harder  and  harder.  Customers 
are  demanding  more  and  more — taster  delivery, 
broader  selection,  customized  products  and  services, 
better  value  and  instant  response  to  inquiries.  In 
other  words,  they  want  to  do  business  on  their 
terms,  not  on  yours. 

At  Siebel  Systems,  we  make  the  applications  that 
companies   need   to  succeed   in   today's   ruthlessly 


competitive,  customer-driven  eBusiness 
environment. 

Our  applications  give  everyone  in 
\our  organization  access  to  the  same 
real-time  information.  So,  no  matter 
where  iir  with  whom  \our  customers 
interact,  they  feel  as  if  they  are  having 
one  continuous  and  uninterrupted 
dialogue. 

With  Siehel  eBusiness,  you'll  have 
the   abilit\-    to   do    business   any   way 
your  customers  want — anytime,  any- 
where, in  any  language,  in  any  currency, 
through  any  communication  channel. 

It's  called  multichannel  eBusiness.  .And  it's  already 
working  for  customer-focused  companies  such  as 
IBM,  Charles  Schwab,  and  WorldCom. 

To  learn  more  about  eBusiness  and  how  it  can 
change  vour  company,  visit  www.siebel.com/ebusiness 
or  call  us  direct  at  800.3.'i6.3321.  And  your  customers 
will  never  have  to  hear  "I'm  sorry"  again. 


tl\ 


1% 


In  a  major  study,  Siebel  solutions  helped 
Increase  revenue  by  16%,  customer  satisfaction 
by  21%  and  employee  productivity  by  21%.' 
Which  makes  (or  happy  shareholders.  And  not- 
so-happy  competitors. 
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Sports  Business 


COMMENTARY 


By  Mark  Hyman 


PUTTINe  THE  SQUEEZE  ON  THE  MEDM 


Fi 


lorget  about  winning  the 
Super  Bowl.  Some  NFL 
teams  would  be  tickled 
just  to  finish  the  season  with 
their  bills  paid.  As  franchise 
costs  go  as  high  as  $800  mil- 
lion, newly  minted  football 
owners  are  scrambling  for 
fresh  ways  to  raise  revenues 
and  meet  their  mortgages. 
Most  have  already  squeezed 
the  last  penny  out  of  the  fans 
through  personal-seat  licens- 
es, $150  tickets,  and  $6  hot 
dogs.  Now,  it's  the  media's 
turn  to  pay  up. 

Networks  have  long  been 
underwriting  leagues  with  the 
small  fortunes  they  pay  for  TV 
rights.  But  there  are  other  me- 
dia veins  for  cash-hungry  own- 
ers to  mine.  In  Washington, 
Rfdskins  owner  Daniel  Snyder 
caused  a  stir  in  October  when 
he  informed  the  ABC  affiliate 
that  its  reporters  wouldn't  be 
permitted  to  do  their  nightly 
sportscasts  inside  the  team's 
:raining  facility.  The  parking 
ot  outside  Redskins  Park 
A^ould  be  available,  though.  Two  other 
stations  that  have  broadcast  deals 
jvith  the  club  were  allowed  inside  for 
ive  reports. 

In  Dallas,  owner  Mark  Cuban  of 
he  nba's  Mavericks  doesn't  nickel- 
ind-dime  news  organizations  as  auda- 
dously  as  Snyder.  But  he's  not  above 
)ressuring  the  local  paper  for  cover- 
age to  help  put  fannies  in  the  seats  at 
davs  games.  Last  week,  the  Broad- 
ast.com  founder  and  Internet  billion- 
,ire  became  a  defendant  in  a  lawsuit 
ver  a  few  pages  of  newsprint.  Belo 
'orp.,  a  minority  owner  of  the  Mavs 
nd  parent  company  of  The  Dallas 
iomiyig  News,  says  it  has  a  deal  to 
ell  its  stake  in  the  team  to  Cuban, 
le  refuses  to  buy,  claiming  the  paper 
iiled  to  vmte  enough  stories  about 
le  team — as  he  was  promised. 
'AY  TO  PLAY.  No  tears  for  the  media 
ompanies,  please.  Sports  news  helps 
ill  papers  and  jack  up  TV  ratings, 
till,  more  and  more  news  organiza- 
ons  that  cover  the  games,  attend  the 
ractices,  and  even  breathe  the  name 


AGGRESSIVE  OWNERS:  Redskins' 
Snyder  and  Mavericks'  Cuban 


of  the  local  franchise  are  find- 
ing that  they  have  to  pay  for 
the  privilege. 

Snyder,  at  35  the  youngest 
owner  in  the  NFL,  has  been  as 
hard-charging  as  a  linebacker  vvath 
steroid  overload  in  chasing  those  dol- 
lars. But  other  owners  now  see  the 
possibilities.  "TV  and  radio  stations 
are  capable  of  making  good  business 
decisions,  and  if  they  are  paying,  it 
means  Daniel  has  created  the  neces- 
sary value  for  them.  More  power  to 
him,"  Cuban  says  in  an  e-mail. 

Last  year,  Snyder  &  Co.  notified 
several  local  stations  that  they  would 
no  longer  be  allowed  free  use  of  the 
Redskins  name  or  logo  on  their  pre- 
and  post-game  programs.  Charging 
for  the  use  of  a  team  name  on  high- 
light shows  has  become  standard 
practice  in  the  NFL,  but  the  ranks  of 
such  D.  C.  area  shows  as  Redskins 
Filial,  Redskins  Report,  and  Red- 
skins Wrap  quickly  thinned.  Pro- 
grams that  did  continue  using  the 
name  forked  over  fees  that  last  sea- 


son netted  the  team  revenue  in 
the  mid  six  figures. 

"There's  a  fine  line  between 
uenius  and  lunacy,  and  I'm  not 
saying  they've  crossed  it,"  says 
Alan  Friedman,  founder  of  the 
newsletter  Teana  Marketing 
Report.  "But  in  general,  it's 
counterproductive  to  make  up  a 
grand  pohcy  that  restricts  cov- 
erage from  being  as  broad  as 
possible."  Even  Snyder's  former 
public-relations  man  thinks  the 
pay-for-media-access  philosophy 
is  of  dubious  value.  "You're  get- 
ting free  coverage  from  these 
people.  Why  jeopardize  it  be- 
cause they're  not  spending  ex- 
tra dollars  with  you?"  asks 
John  Maroon,  who  resigned 
from  the  Redskins  in  May  after 
just  10  months  on  the  job. 
Then  again,  Cuban  and  Sny- 
der are  not  your  usual 
owners.  Both  are  im- 
patient, hands-on  man- 
agers. Cuban  is  such 
an  acerbic  critic  of 
NBA  referees  that  last 
month,  in  events  The 
Dallas  Morning  News 
dubbed  "The  Cuban 
Whistle  Crisis,"  the 
league  fined  him  three 
times  in  eight  days, 
for  a  total  of  $45,000,  after  run-ins 
vdth  officials. 

Snyder  is  hardly  the  retiring  type, 
either.  Last  summer,  the  Skins  be- 
came the  first  NFL  team  to  charge 
fans  who  attend  summer  training  ses- 
sions. On  the  PBS  show  ceo 
Exdiange,  slated  to  air  in  .January, 
Snyder  and  Cuban  chat  about  their 
teams  and  business  outlooks.  "We  lost 

money  on  it We  tried  too  hard," 

Snyder  says  of  his  effort  to  turn 
training  into  a  10-bucks-a-pop  enter- 
tainment event.  "[In  the  future,]  we 
just  may  make  it  a  private 
practice... it's  just  not  worth  the 
heat."  Good  idea.  Maybe  the  fans  can 
wait  out  in  the  parking  lot.  With  the 
reporters. 

Hyman  is  contributing  editor  for 
Sports  Business. 
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Faced  with  an  alleged 
health  hazard, 
Appleton  Papers 
chose  to  wage  war 

By  Michelle  Conlin 

The  two  private  eyes  jetted  in 
from  the  West  Coast  to  do  a 
job  in  the  sleepy  town  of  Hat- 
field, Pa.  Their  mission:  to 
stake  out  a  then  49-year-old 
named  Bonnie  Hayden  who  had  lived 
in  the  Starbucks-less  burg  all  her  life. 
For  about  a  week,  the  detectives  waited 
outside  Hayden's  two-story  colonial  on  a 
quiet  country  lane  like  FBI  agents  run- 
ning down  the  local  mafioso.  They  fol- 
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lowed  the  soft-spoken  needlepointer 
everywhere  and  tried  to  interview 
everyone  she  knew. 

These  private  eyes,  according  to  Hay- 
den's attorney,  Martin  Brigham,  were 
hired  in  1989  by  Appleton  Papers,  a  $1 
billion  business  headquartered  in  Ap- 
pleton, Wis.,  that  was  then  owned  by 
British  American  Tobacco  Co.  Why  did 
Appleton  want  to  find  out  everything 
it  could  about  this  woman?  Because  in 
her  job  as  a  clerk  processing  paperwork 
for  B&(i  Manufacturing,  Hayden  had 
handled  massive  mounts  of  Appleton's 
carbonless  copy  paper  (ccp) — also  used 
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ubiquitously  in  credit-card  receipts.  Fed- 
eral Express  slips,  report  cards,  and 
doctors'  records. 

B&G  stored  thousands  of  its  CCP  forms 
in  Hayden's  tightly  packed  office,  where 
she  and  several  co-workers  noticed  a 
sweet,  sickly  smeU  wafting  off  the  paper 
and  later  began  complaining  of  skin 
rashes,  dry  mouths,  stinging  eyes, 
headaches,  and  nausea.  Hayden  felt  so 
sick  from  the  fumes  that  she  began  vis- 
iting doctors,  one  of  whom  diagnosed 
her  with  formaldehyde  sensitization,  a 
potentially  life-threatening  condition  that 
made  her  react  allergically  to  the  prob- 
able carcinogen.  The  physician  linked 
Hayden's  condition  to  her  frequent  ex- 
posure to  CCP. 

That's  what  led  Hayden  to  sue  Ap- 
pleton, the  world's  largest  producer  of 
CCP,  in  1986.  She  wasn't  the  only  one 
worried  about  the  paper.  Since  1976, 
Appleton  has  faced  hundreds  of  health 
inquiries  and  15  personal-injury  law- 
suits, some  of  them  with  more  than 
one  plaintiff,  from  office  workers 
employed  by  a  diverse  range  of 
companies  across  the  country  (in- 
cluding a  suit  brought  in  1982  by 
eight  employees  of  BUSlNR.ss  WEEK  par- 
ent The  McGraw-Hill  Companies).  Ap- 
pleton has  settled  about  half  of  these 
claims,  including  McGraw-Hill's  and 
Hayden's,  though  it  says  these  were 
"business  decisions"  and  in  no  way  ad- 
missions of  guilt.  The  rest  of  the  suits 
were  dropped  or  dismissed. 

What  the  plaintiffs  and  their  lawyers — 
along  with  other  critics — allege  is  that 
Api)leton  has  mounted  a  fearsome  politi- 
cal, scientific,  and  public-relations  cam- 
paign to  conceal  a  potential  health  hazard 
involving  its  most  {)rofitable  product.  "It's 
one  big  ugly  secret,"  says  plaintiff  Rose- 


The  danger  of  working  with 
CCP  is  "one  big  ugly  secret," 
says  Petralia,  a  former  NCR 
employee  who  says  she 
became  too  ill  to  hold  her  jol 


i 


'  Petralia,  a  former  NCR  business- 
consultant  from  Merrimack,  N.  H., 

became  too  ill  to  hold  her  job  after 

ing  with  ccp  in  the  early  1990s. 

aintiffs  such  as  Petralia,  who  cur- 

y  has  no  lawyer,  say  they  object 
to  what  they  call  Appleton's  pro- 

ed  war  on  anyone  who  perseveres 
enough  to  haul  the  company  into 
.  Plaintiffs  say  the  company  stops 

thing  to  intimidate  them,  amassing 
^•my  of  scientists  and  lawyers  to 


discredit  their  medical  experts  and  out- 
spending  their  meager  resources.  Plain- 
tiffs are  spied  on  and  harassed,  they 
contend,  while  their  lawyers  are 
stonewalled  for  months  in  their  attempts 
to  get  company  documents — only  to  re- 
ceive, in  one  case,  2,000  of  them  the 
night  before  a  crucial  deposition. 

That's  for  those  who  can  even  get 
far  enough  to  secure  a  lawyer.  The  com- 
pany would  have  a  lot  more  complaints, 
critics  say,  if  weren't  so  hard  to  make 


PAPER  TRAIL: 

A  SHORT  HISTORY  OF 

CARBONLESS  COPY  PAPER 

1954  Carbonless  copy  paper  (CCP) 
debuts. 

1960s  Reports  of  symptoms  associat- 
ed with  CCP  begin  surfacing. 

1978  British-American  Tobacco  (BAT) 
buys  Appleton  Papers  from  NCR. 

1980  BAT  forms  BATUS,  a  manage- 
ment and  holding  company  of  U.S. 
businesses,  including  Appleton,  Saks 
Fifth  Avenue,  and  Brown  &  Williamson. 

1981  A  University  of  Washington 
study  finds  CCP  emits  formaldehyde. 

1987  The  National  Institute  of  Occu- 
pational Safety  &  Health  (NIOSH)  ini- 
tiates its  first  probe  into  possible  ad- 
verse health  effects  related  to  CCP. 

1988  A  Journal  of  the  American  Med- 
ical Assn.  report  concludes  that  CCP 
may  cause  a  potentially  life-threaten- 
ing reaction  in  susceptible  patients. 

1988  A  NIOSH  senior  reviewer  recom- 
mends an  alert  notifying  workers  of 
potential  health  risks  of  CCP  exposure. 
NIOSH  later  says  there  isn't  enough 
scientific  evidence  to  conclude  that  a 
relationship  exists  between  CCP  and 
reported  health  effects. 

1990  Appleton  Papers  and  Wiggins 
Teape,  a  British  maker  of  carbonless 
and  fine  paper,  split  off  from  BAT  to 
form  Wiggins  Teape  Appleton. 

1997  NIOSH  reopens  CCP  review. 
It  has  yet  to  issue  conclusions. 

MARCH,  2000  The  American  Indus- 
trial Hygiene  Association  Journal 
publishes  a  study  revealing  CCP's 
toxic  chemical  components  and  their 
potential  health  hazards. 

AUGUST,  2000  Arjo  Wiggins  Apple- 
ton  is  acquired  by  French  holding 
company  Worms  &  Cie. 

DATA:  COMPANY  REPORTS,  BW 

them.  Since  the  established  practice  in 
the  CCP  industry  is  not  to  label  the 
product,  complainers  often  have  to  act 
like  detectives  to  hunt  down  Appleton 
or  any  other  manufacturer  as  the  origi- 
nal maker — first  by  contacting  the  sup- 
plier and  then  by  working  their  way 
up  the  distribution  chain. 

Plaintiffs  say  alleged  victims  are  also 
forced  to  undergo  bizarre,  days-long 
medical  exams,  and,  in  the  case  of  for- 
mer plaintiff  Nancy  Rutigliano,  asked 
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*  •  If  Gockel,  et  al.'  s  estimates  are  correct,  we  do  have 
a  real  problem." 

-July  2,  1981  memo  from  Appleton  Papers  product  safety  manager  MIKE  STEVE 


to  provide  a  list 
of  sexual  part- 
ners so  the 
company  could 
depose  them — a 
request  a  judge 
denied.  Rutigliano,  a  lesbian,  says  Ap- 
pleton's  thwarted  effort  to  investigate 
her  sexual  past  was  an  attempt  to  prove 
that  she  wasn't  suffering  from  ccp  ex- 
posure but  rather  from  a  sexually  trans- 
mitted disease.  "They  were  trying  to 
make  me  squirm  in  my  sexuality  and 
make  it  so  humiliating  that  I  would  be 
too  uncomfortable  to  get  on  the  stand," 
says  Rutigliano,  who  declined  a  settle- 
ment offer  of  $327,000  in  1995— an  offer 


ical  condition,"  says  Hotchkiss,  adding 
that  private  eyes  can  be  "critical  tools 
in  disproving  the  existence  or  severity 
of  a  plaintiffs  claimed  injury."  Appleton 
also  says  that  many  of  the  indicting 
comments  about  the  company  come 
from  a  couple  of  dissatisfied  plaintiffs 
waging  a  smear  campaign  in  order  to 
shake  the  company  down  for  cash, 
something  one  of  them  has  tried  to  do 
on  several  occasions  since  her  suit  was 
dismissed.  Says  Appleton's  Assistant 
General  Counsel  Angela  M.  Tyczkowski: 
"We  are  confident  in  the  safety  of  our 
product  and  have  good  scientific  rea- 
son to  be  confident." 

In   truth,   the   science   behind   the 


Appleton  says  it  never  authorized  its 
insurer  to  make.  The  suit  was  later  dis- 
missed by  a  judge  in  the  U.  S.  District 
Court  of  New  Jersey  who  said  the  sci- 
entific evidence  supporting  her  claim 
did  not  meet  appropriate  standards. 
Rutigliano  says  she  couldn't  afford  to 
have  her  expert  present  in  court  to  de- 
fend her  scientific  views. 

Appleton  denies  the  claims  that  it 
has  gone  to  extreme  lengths  to  defend 
itself,  calling  the  allegations  "complete- 
ly unfounded."  Anita  Hotchkiss,  Apple- 
ton's  outside  counsel  from  the  Morris- 
town  (N.J.)-based  firm  of  Porzio, 
Bromberg  &  Newman,  says  the  compa- 
ny's defense  tactics  are  reasonable  and 
typical  in  this  kind  of  personal-injury 
litigation.  "We  often  depose  anyone  who 
may  have  relevant  factual  information 
about  the  plaintiff  and  his  or  her  phys- 


APPLETON,  WIS. 


The  company  says  that 
doctors  who  diagnose 
patients  with  CCP- 
related  illnesses  are  en- 
gaging in  "junk  science" 


claims  is  controver- 
sial. Evidence  linking 
CCP  to  health  symp- 
toms has  been  build- 
ing for  at  least  two 
decades.  Many  doc- 
tors and  scientists  say 
CCP's  chemical  compo- 
nents, which  include 
potential  carcinogens 
and  other  toxins,  can 
cause  symptoms 

ranging  from  skin,  eye,  and  mucous- 
membrane  irritation  to  central  nervous 
system  depression,  respiratory  ailments, 
and  brain  damage.  Some  victims,  doc- 
tors say,  become  so  sick  from  ccv  that 
they  can  never  work  again. 

Appleton  says  the  evidence  that  ccp 
is  harmful  is  "flawed"  and  not  medically 
credible  and  that  doctors  such  as  Hay- 


den's  who  diagnose  patients  with  ccp-r<| 
lated  illnesses  are  engaging  in  "junk  scj 
ence."  As  proof,  Tyczkowski  points 
other  reports,  including  two  scientif 
reviews  the  company  commissioned,  thi 
claim  ccp  is  safe.  The  company  also  saj 
its  own  workers  have  not  had  probler 

It's  not  as  if  filling  out  the  occasio| 
al  carbonless  form  puts  everyone 
risk.  For  most  people,  ccp  will  nevi 
cause  trouble.  But  physicians  estimaj 
that  at  the  very  least,  10%  of  the  po| 
ulation  is  especially  sensitive  to  cher 
cals.  So  if  one  of  those  people  were ' 
use  ccp  extensively — especially  inl 
poorly   ventilated   office — he   or  sj 
could  develop  symptoms. 

No  matter  how  the  dul 
ing  science  plays  out,  crit| 
say  Appleton  Papers  we 
to  extraordinary  lengths] 
deny  any  possibility  that 
product  could  pose  even 
shghtest  harm — despite  pi 
sistent  complaints  from  c\ 
sumers  that  it  did  anc 
growing  body  of  reseaij 
linking    ccp    to     possij 
health  problems  publisl 
in  such  peer-reviewed  m^ 
ical  journals  as  the  Jour 
of  the  American  MediX 
Assn.,  the  American  InaM 
trial  Hygiene  Associati 
Journal,  and  the  AmeriA 
Journal  of  Epidemiok 
among  others.  While  ApJ 
ton  has  dismissed  all  clai 
of  injury  and  has  long 
the     public     that     CCPI 
safe,    documents   obtaii 
by     BUSINESS     WEEK 

are   under   a   coij 
issued        proteclj 
order  stemming  f| 
a  personal-injury 
indicate  that  at  H 
at     one     point 
time,    the    compl 
did       have      saf 
concerns  about 
and      its      emisl 
of        formaldehj 
Appleton      says] 
has     since     stu( 
such    emissions    from    its    ccp 
concluded    there    was    no    cause 
concern. 

What's  more,  Ajjpleton  says  th;l 
its  history  of  product  testing,  it  iil 
performed  tests  that  showed  irril;f 
in  humans.  Yet  the  court  (h)cuin 
reveal  that  at  least  two  company 
performed  in  1970  and  VM\  on  a  .-I 
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The  next  step  seems  a  lot  easier  when  you^rejpi^a 

1^  with^meone  who  has  e-bu$ii^e&$  ex^^tleijife^lJ* 


sample  of  people  show  that  ccp  did 
cause  irritation. 

Appleton  discredits  those  tests  as 
"primitive,"  "inconclusive,"  and  lacking 
in  "standard  protocols."  Says  Ty- 
czkowski:  "We  have  worked  with  some 
of  the  world's  most  competent  scientists 
to  help  us  come  to  the  determination 
as  to  the  safety  of  the  product,  and  we 
are  not  going  to  be  manipulated  by  false 
allegations." 

But  Charles  Schmidt,  a  former  re- 
searcher at  the  University  of  Florida 
who   is   now   employed   by   San  Jose 
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(Calif.)-based  ThermoQuest,  which 
makes  scientific-testing  equipment,  pub- 
lished findings  on  ccv  this  year  that 
reveal  that  many  of  the  chemicals  used 
to  make  the  paper  are  toxic.  As  to  Ap- 
pleton's  dismissal  of  the  research  show- 
ing CCP  to  be  a  potential  health  danger, 
Schmidt  says:  "Chances  are,  even  if 
those  other  studies  are  flawed,  there 
are  lots  of  data  that  point  to  there  be- 
ing a  problem  [with  CCPj.  Almost  all 
the  data  that  say  there  is  no  problem  is 
somehow  sponsored  by  the  paper  com- 
panies." Appleton  says  if  it  hadn't  paid 
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REQUEST  DENIED 


for  those  reviews  of 
studies,  no  one  else 
would  have— and 
says  it  needs  such 
evidence  to  prove  its 
innocence. 

The  renewed  at- 
tention to  CCP  comes 
as  the  Bridgestone/ 
Firestone  Inc.  tire 
blowouts  and  the 
Food  &  Drug  Admin- 
istration's ban  on  phenylpropanolamine, 
a  common  ingredient  in  cold  remedies 
and  appetite  suppressants,  have  thrust 
product  liability  under  the  public  mi- 
croscope. The  lawsuits  against  Apple- 
ton  are  covered  by  the  same  aggres- 
sive protective  orders  that  other 
companies,  such  as  Firestone,  have  ob- 
tained from  judges  that  lock  up  evi- 
dence far  from  public  view.  Such  orders 
let  companies  such  as  Appleton  keep 
every  detail  of  the  suits  secret  and  pre- 
clude victims  from  ever  talking  about 
their  settlements. 

Appleton,  like  other  companies,  says 
it  needs  these  orders  to  protect  trade 
secrets,  but  critics  such  as  Public  Citizen 
and  the  Communications  Workers  of 
America  (cWA)  argue  that  much  of 
what's  placed  under  seal  isn't  confiden- 


Appleton  asked  former 
plaintiff  Rutigliano  for  a 
list  of  sexual  partners. 
"They  were  trying  to 
make  me  squirm." 


tial  business  information  but  details^ 
about  the  paper's  safety  that  the 
|)ublic  deserves  to  know.  Says  Hay 
lien  attorney  Brigham:  "What's  be- 
i  ng  protected  is  a  source  of  embar- 
lassment  for  Appleton  Papers.' 

The  focus  on  ccp  also  comes  or 
the  heels  of  8M  Co.'s  decision  lasi 
summer  to  yank  its  popular  Scotch 
gard  fabric  protector,  among  othei 
products,  when  alarms  went  of 
about  the  safety  of  a  chemical  com 
ponent — even  though  no  conclusive 
proof  existed  about  harm  to  h 
mans.  But  while  the  St.  Paul  (Minn 
manufacturer,  with  its  arsenal 
products,  could  afford  to  make  sue' 
a  bold  move,  which  vdll  result 
an  estimated  $500  million  loss  in  a: 
nual  sales,  it  would  be  devastatin 
for  Appleton  to  do  so.  The  compan 
relies  on  ccp  for  90%  of  its  sales 
tough  place  to  be  in  a  digital  work 
Threatened  by  the  spread  of  e-con 
merce  and  automation,  the  ccp  ma 
ket  is  shrinking  by  up  to  8%  a  yes 
Appleton  is  a  subsidiary  of  Londoi 
based  Arjo  Wiggins  Appleton  PL  m 
which  is  now  owned  by  Frenc^^ 
holding  company  Worms  &  Ci 
Says  Arjo  Wiggins  Secretary  A 
bert  Dungate:  "We  are  fully  awa: 
of  the  allegations  made  against  A 
pleton,  and  we  are  confident  th 
the  product  is  safe." 

But  Appleton  has  other  troubk 
Along  with  more  th. 
20  other  paper  cor 
panies,   Appleton 
defending  itself  in 
lawsuit   brought    ' 
behalf  of  alleged  v 
tims  for  violating 
California  law  requ 
ing  all  products  cc 
taining    carcinoge 
and  toxins  to  be 
beled.  In  addition 
formaldehyde,  acco: 
ing  to  the  suit,  ccp  contains  the  c 
cinogens   benzene   and   toluene  dii; 
cyanate,  as  well  as  the  reproduct 
toxin  toluene. 

The  safety  issue  has  also  twice  di-a 
the  scrutiny  of  the  National  Instit 
for    Occupational    Safety    &     Hea 
(niosh).  Dr.  G.  Kent  Hatfield,  the  sci 
tist  who  led  the  first  NIosH  investigat 
recommended  in  1988  that  NiosH  pub 
an  alert  notifying  woi'kers  of  poten 
health  risks  from  exposure  to  ccp 
the  agency  backtracked  and  never 
sued  any  such  warning,  citing  a  lacl 
definitive  evidence.  Niosii  reopenedP'^w*' 
review  in  1997  and  says  it  will  soon 
port  its  findings,  though  they  have  V 
delayed  several  times.   Hatfield   m 
tains  today  that  "workers,  absolutj 
should  be  warned."  Meanwhile,  noti 
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4  i  However,  some  of  this  non-complaining  may  be  based  upon  I 
ignorance.  Once  office  worl<ers  become  alerted  to  the  possibility^ 
we  may  be  inundated  with  irritation  complaints. "  I 


-Nov.  9,  1981  memo  from  Appleton  Papers  product  safety  manager  MIKP]  STEVIj 


on  ccp's  pack- 
aging or  its 
material  safe- 
ty data  sheet 
(MSDs)  gives  users  information  about 
the  paper's  ingredients. 

Finding  out  exactly  what's  in  the  pa- 
per requires  a  complicated  patent  re- 
view, which  is  what  researcher  Schmidt 
did  in  the  mid-1990s.  "What  we  found 
was  alarming,"  says  Schmidt,  whose 
findings  were  published  this  spring  in 
the  American  Industrial  Hygiene  As- 
sociation Journal.  "I  would  question  if 
[some  components]  were  safe." 
STONEWALLED.  Schmidt  and  other  re- 
searchers found  that  traces  of 
a  number  of  the  paper's  minor 
components  might  elicit  ad- 
verse physiological  reactions 
in  some  especially  sensitive 
individuals,  particularly  those 
who  use  ccp  for  eight  hours  a 
day.  The  study  also  says  that 
many  of  the  chemicals  in  the  paper 
are,  to  varying  degrees,  toxic  and 
can  cause  skin,  eye,  respiratory,  and 
digestive  irritation  as  well  as  allergic 
reactions.  Schmidt  also  found  hydrocar- 
bons in  the  paper  that  can  depress  the 
central  nervous  system.  One  of  Apple- 
ton's  consulting  scientists,  Dr.  Robert 
G.  Tardiff,  CEO  of  Sapphire  Group,  a 
Washington  (D.  C.)  consultant  to  indus- 
trial companies,  says  he  believes  the 
chemicals  reported  by  Schmidt  are  in 
concentrations  "far  too  small  to  elicit 
any  medical  consequences." 

Since  it  produces  500,000  tons  of  ccP 
every   year,   Appleton   says   the   777 
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health  inquiries  it  received  from  1976 
to  1986,  for  example,  is  a  low  number. 
The  company  kept  track  of  these  in- 
quiries, noting  the  reported  symptoms 
under  the  categories  "skin,"  "headache," 
"nausea,"  "odor,"  "breathing,"  "eye," 
"nose,"  "mouth,"  and  "unspecified"  in  a 
file  prepared  for  the  first  NIOSH  investi- 
gation. But  despite  the  existence  of 
these  files,  several  sources  who  called 
Appleton  say  they  were  told  that  the 
company  has  never  received  any  other 
complaints  and  that  the  product  is  per- 
fectly safe,  a  claim  the  company  denies. 
David  LeGrande,  occupational  health 
and  safety  director  of  the  CWA,  says 
that  in  one  instance  in  the  early  1990s, 
Appleton,  still  claiming  that  its  paper 


was  harmless,  recalled  its  cc?  from  c&P 
Telephone,  now  part  of  Verizon  Com- 
munications, and  replaced  it  with  a  new 
batch.  When  LeGrande  requested  infor- 
mation about  the  ingredients  in  the 
problem  paper,  Appleton  stonewalled 
him,  he  says.  "We  generally  have  no 
difficulty  in  getting  accurate  [informa- 
tion] from  the  manufacturer,"  LeGrande 
says,  noting  similar  successful  requests 
he  has  made  to  other  companies.  But 
Appleton,    LeGrande    says, 
wasn't    "willing    to 
provide    the 
infor- 


bonless  paper,  while  only  one  had  thji 
reaction  to  the  regular  paper.  The  conl 
pany  says  those  13  people  were  reactirJ 
to  dust  from  cutting  the  paper  and  th;[ 
no  conclusion  can  be  drawn  as 
whether  symptoms  resulted  from  ore 
nary  exposure  to  the  paper. 

Appleton  stopped  performing  sue 
handling  tests  in  favor  of  patch-testir 
the  skin,  citing  those  tests  as  more  r 
hable,  especially  since  they  involve  pg 
els  of  about  100  people.  But  the  pat 

tests  do  not  test  for  mucous-mei 
brane  irritation — by  far  the  mo 
prevalent  problem  in  Appletoi 
1983  test.  Appleton  says  its  to: 


mation. 
Appleton 
says  it  pro- 
vided    other 
safety  informa- 
tion to  the  tele- 
phone company. 
For  ye: 

Appleton's  standard 
response  to  allergy 
complaints  was  to  send 
out  a  variation  of  a  form 
letter  stating  that  the  pa- 
per is  safe.  What  the  letters 
didn't  mention  were  the  com- 
pany's own  tests,  which  showed 
irritation  in  humans.  Appleton  says 
those  two  tests,  done  in  1970  and  1983 
with  small  numbers  of  healthy  volun- 
teers, are  inconclusive.  In  the  1983  test, 
16  of  24  people  who  handled  and  cut 
the  paper  had  "positive  responses."  Ap- 
pleton discounts  that  study  because  3  of 
the  16  people  who  had  reactions  to  vvv 
also  responded  to  plain  paper.  But  13 
subjects  reported  mucous  membrane 
(eye  and  nose)  irritation  from  the  car- 
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cologists  say  that  the  pro< 
is  not  expected  to  be  a  mucous-n", 
brane  irritant  under  normal  condi 
of  use,  though  that  opinion  is  dispi 
Almost  since  ccv's  introductio 
1954,  Appleton  has  known  that  its  p] 
might  pose  health  risks  to  worker 
1958  animal  test  found  that  there 
doubt  as  to  whether  or  not  rcpej^ 
contact  with  carbonless  pa})er  migl 
harmful.  Over  the  years,  numerous 
er  animal  studies  have  shown  that 
ponents  in  the  paper  can  cause  ii 
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tion,  but 
the  company 
says  these 
tests  were 
conducted  at 
exaggerated 
levels  and  do  not  indicate  a  potential 
harm  in  humans. 

The  company's  product-safety  man- 
ager, Michael  Stevens,  concedes  that  he 
had  concerns  about  CCP  when  he  learned 
of  a  study  at  the  University  of  Wash- 
ington that  investigated  complaints  of 
CCP  irritation  by  the  staff  at  Harbor 
View  Hospital.  After  developing  symp- 
toms, nurses  and  doctors  there  refused 
to  work  anywhere  near  ccP  and  threat- 
ened to  leave  the  hospital  if  it  wasn't  re- 
moved. The  resulting  study,  known  as 
the  Gockel  report,  was  published  in 
June,  1981.  It  found  that  ccp  emits 
formaldehyde,  a  probable  carcinogen  and 
knowm  sensitizer,  meaning  it  can  make 
people  allergic. 

Stevens  v^Tote  a  memo  to  his  boss: 
"If  Gockel,  et  al.'s  estimates  are  cor- 
rect, we  do  have  a  real  problem." 
Stevens,  the  memos  show,  knew  that 
women  were  more  sensitive  to  formalde- 
hyde than  men  and  that  most  of  the 
people  who  used  Appleton's  ccp  were 
female.  Although  Gockel's  estimates  for 
formaldehyde  emission  were  below  the 
U.S.  Occupational  Safety  &  Health  Ad- 
ministration (osha)  levels  at  the  time, 
Stevens,  the  memos  show,  knew  that 
sensitive  individuals  could  be  irritated  at 
levels  well  below  those  limits. 

Stevens  notified  his  boss  that  the 
company  should  give  full  credence  to 
the  Gockel  report.  He  immediately  set 
about  replicating  the  Gockel  test  using 
Appleton's  own  contract  lab.  The  grow- 
ing seriousness  of  the  situation  is  evi- 
dent in  another  Stevens  memo,  dated 
Nov.  9,  1981:  "As  to  the  question  of 
whether  these  levels  of  formaldehyde 
are  significant,  I  must  repeat  that  we 
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have  not  seen  massive  irritation  com- 
plaints from  the  field....  Some  of  this 
non-complaining  may  be  based  upon  ig- 
norance. Once  office  workers  become 
alerted  to  the  possibility,  we  may  be 
inundated  with  irritation  complaints." 
Stevens  went  on  to  recommend  that 
Appleton  try  to  limit  the  amount  of 
formaldehyde  in  its  paper. 

Despite  the  existence  of  these  memos, 
Stevens  insists  that  though  he  was  ini- 
tially concerned,  his  fears  were  soon 


-Oct.  8,  19S8  mr mo  from  NIOSH  senior  reviewer  G.  KENT  HATFIELI 


quelled.  While  admitting  that  the  com- 
pany tests  concurred  with  Gockel's, 
such  tests  don't  have  a  relationship  to 
an  office  environment,  says  Stevens.  In- 
stead, they  were  performed  by  putting 
paper  in  a  glove  box  and  testing  for 
chemicals  in  a  concentrated  environ- 
ment. "That  has  nothing  to  do  with 
what's  in  the  office  because  you've  lim- 
ited the  air  so  much,"  Stevens  says, 
though  S.W  "Tony"  Horstman,  another 
of  the  Gockel  report  researchers,  dis- 
agrees. "It  says  something  about  that 
office,"  Horstman  says,  adding  that  once 
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the  ccp  was  removed, 
"voila,  the  symptoms 
vanished."  Stevens 
notes  that  further 
testing  by  the  compa- 
ny indicated  barely 
detectable  formalde- 
hyde levels  in  a  work 
situation. 

Meanwhile,  Apple- 
ton  is  awaiting  word 
of  niosh's  second  in- 
vestigation. The  first  review  is  contro- 
versial to  some  critics,  who  allege  that 
the  agency  may  have  sided  too  much 
with  industry.  According  to  several 
sources,  shortly  after  NiosH  senior  re- 
viewer Hatfield  notified  the  agency  in 
1988  that  he  thought  the  paper  should 
carry  an  alert,  the  ccp  industry,  led  by 
Appleton,  created  a  firestorm  concerning 
his  recommendation.  Appleton  retained 
scientists  from  Harvard  Medical  School 
and  Brigham  &  Women's  Hospital  to 
review  all  of  the  research  that  had  been 
done.  The  resulting  industry  review  said 


"What's  being  protect- 
ed [in  sealed  lawsuits] 
is  a  source  of  embar- 
rassment for  Appleton," 
says  attorney  Brigham 


that  the  science  establishing  the  linl 
between  worker  symptoms  and  ccp  wa 
inconclusive.    According    to    severs 
sources,  Hatfield  was  then  pressured  t 
back  off  his  opinion.  Shortly  after  thai 
NIOSH  issued  a  finding  that  it  could  nc 
conclude  whether  ccp  was  a  danger  c 
not.  "It  was  the  agency's  decision,"  saj 
Hatfield,  who  is  not  working  on  niosh 
current  review. 
IN-HOUSE.  To  help  the  public  understar 
the  current  status  of  ccP,  niosh  direct( 
of   education    and    information    Paj 
Schulte  points  to  a  review  paper  t? 
agency  used  in  its  analysis.  Tl 
review  is  a  critique  of  the  e: 
isting  studies  that  found  a  lir 
between  ccp  and  health  sym 
toms.  This  review  also  says  th 
NIOSH  is  expected  to  concluc 
that   "ccp  is  not  a  hazard 
workers  and  has  only  a  sm; 
possibiUty  of  producing  mild  ai 
transient  skin  irritation."  The  r 
view,  written  by  Sapphire  Groi 
was  commissioned  and  paid  f 
by  Appleton  Papers.  Sapphiri 
TWdiff  says  his  company's  ana 
sis  is  unbiased  and  objective. 
One  factor  that  may  figu 
into  niosh's  decision  is  that  co 
plaints  about  ccp  seem  to  ha 
declined  in  recent  years.  T 
cwa's  LeGrande  believes  that 
finements  in  the  chemical  fom 
lation  of  the  paper  may  ha 
made  whatever  was  irritati 
people       less       p 
nounced.  What's  mc 
many  companies,  si 
as     customer-serv 
outfits,  are  now  us 
computers  or  then 
paper  But  LeGraj 
still  considers  cci 
possible  danger. 

Appleton    says 
that    were    true, 
own  workers  would 
suffering  symptoms 
say,    the    manufacturing    plant    t 
sprawls  through  the  town  of  Apple 
A  pungent  chemical  smell  hangs  he 
in  the  air  of  the  mostly  automated 
cility,  where  giant  rolls  of  paper  i 
through  coaters  to  make  the  ccp. 
the  end  of  an  hour-long  plant  tour,  w 
asked  what  the  smell  was,  an  Appl< 
plant  manager  looked  puzzled.  "Smt 
he  said.  "What  smell?  I  don't  smell 
thing."  The  problem  is,  many  pe 
who  have  worked  with  ("(^p,  like  Bo 
Hayden,  do. 

With  Mike  France  in  New 
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Looking  for  superheroes 
to  deliver  sky-high  growth 
ensures  disappointment 

By  Anthony  Bianco  and  Louis  Lavelle 


In  the  end,  after  all  the  superlatives  have  been  exhausted, 
this  fact  will  loom  large  in  assessing  John  F.  Welch's 
impact:  He  lasted.  If  Welch  carries  through  with  his 
plan  to  remain  as  chief  executive  of  General  Electric 
Co.  unto  the  end  of  2001,  his  tenure  will  reach  an  even  20 
years — an  eternity  in  the  dog  years  by  which  today's  CEOs 
measure  their  time.  Welch  is  a  Hall  of 
Famer,  the  Cal  Ripken  of  the  executive 
suite.  But  the  way  things  are  going  in  the 
business  world,  your  average  major-league 
rookie  would  seem  to  have  a  better  chance 
of  breaking  Ripken's  consecutive-game 
record  than  a  new  ceo  would  have  of 
matching  Welch's  longevity. 

Two-thirds  of  all  major  companies  world- 
wide have  replaced  their  ceo  at  least  once 
since  1995,  according  to  a  recent  survey 
by  consultant  Drake  Beam  Morin  Inc.  More 
than  1,000  U.S.  c:eos  have  left  office  over 
the  past  12  months  alone,  viith  one-third  of 
them  departing  since  Sept.  1.  The  revolving 
door  is  even  spinning  fast  at  the  biggest 
companies.  Statistics  compiled  by  execu- 
tive-compensation specialist  Pearl  Meyer  & 
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c.  show  that  the  CEOJ^^^^^^^^^^Brgest 
have  left  their  jobs^iPHPilHil^PI^  compaj 
with  just  23  in  1999. 

In  recent  months,  the  mounting  turnover  at  the  top 
taken  on  the  aspect  of  a  crisis  as  one  high-profile  boss  ai 
another  has  been  fired  or  forced  to  resign.  What  is  strikini 
not  just  the  number  of  ceos  getting  the  boot  but  how  li: 
time  they  were  allowed  to  prove  themselves.  The  combi 
tenures  of  Maytag's  Lloyd  Ward,  Campbell  Soup's  Dale 
rison,  Procter  &  Gamble's  Durk  Jager,  Xerox'  Richj 
Thoman,  Lucent  Technology's  Richard  McGinn,  and  Gille 
Michael  Hawley  add  up  to  10  years  and  11  months — li| 
more  than  half  of  Welch's  term  of  service. 

All  of  the  recently  ousted  CEOs  made  mistakes  that 
tributed  to  their  downfall.  Some  never  should  have  b] 
promoted  in  the  first  place.  (You  know  who  you  are.)  But 
fundamental  problem  is  that  expectations  of  CEO  performil 
have  been  inflated  to  the  point  where  n| 
mortals  no  longer  qualify.  Call  it  the 
trap.  Executive  recruiter  Korn/Ferry 
ternational  has  even  taken  to  advising 
wannabes  to  "develop  charisma."  W' 
next?  "Grow  a  third  eye"?  "Master  tele 
sis"?  Says  Rakesh  Khurana,  a  Har 
Business  School  assistant  professor  w 
writing  a  book  on  ceos:  "We've  made  t 
superhero  job.  Boards  look  at  the  CEo 
panacea  and  get  fixated  on  the  idea 
one  single  individual  will  solve  all  of] 
company's  problems." 

The  mythologizing  of  the  ('Ko  beg; 
earnest  about  20  years  ago,  as  a  wa 
Herculean  corporate  restructurings 
rise  to  a  brash  new  breed  of  corporati' 
acle  worker.   Lee  laccoca,  "the  man 
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saved  Chrysler  Corp.,"  was  the  proto- 
type (even  if  he  did  get  a  big  boost 
from  Uncle  Sam).  In  the  1990s,  the 
techno-savant  c'Eo  moved  center  stage 
as  the  likes  of  Microsoft's  William 
Gates,  Cisco's  John  Chambers,  and  Dell 
Computer's  Michael  Dell  kept  on  log- 
ging fantastic  growth  rates  long  after 
their  companies  became  giants.  But  it 
is  Welch  who  has  come  to  epitomize 
the  CEO  as  maximum  leader  for  all  sea- 
sons— a  human  dynamo  who  through 
sheer  force  of  personality  and  brilliance  of  vision  can  trans- 
form any  company,  no  matter  how  big  or  complicated,  into  an 
engine  of  perpetual  outperformance. 

The  job  of  CEO  is  probably  more  difficult  today  than  it  was 
when  Welch  started  out,  if  only  because  business  today  is 
more  complex  than  it  was  20  years  ago — or  even  5  years  ago. 
Markets  are  ultracompetitive  and  far-flung,  new  technology  is 
pervasive,  everything  happens  faster.  There  is  much  the  cor- 
porate leader  must  master.  But  the  fundamental  task  of  to- 
day's CEO  is  simplicity  itself:  Get  the  stock  price  up.  Period. 
For  most  of  the  1990s,  this  required  only  a  modicum  of  CEO  l 

charisma.  A  levitating 
stock  market  lifts  all 
stocks,  or  most  of 
them,  anyway.  And 
thanks  to  stock-option  mania,  this  bull  market  enabled  senior 
managers  to  amass  the  sort  of  wealth  heretofore  reserved  for 
corporate  founders.  But  now,  economic  grovd:h  is  waning  in 
the  U.  S.  and  elsewhere,  and  the  mighty  bull  has  turned  tail 
and  run.  The  technology-heavy  Nasdaq  index  has  fallen  more 
than  40%  from  its  high,  making  this  the  worst  bear  market 
since  1973-74.  Unless  the  market  resumes  its  upward  climb 
soon — or  investors  lower  their  expectations — the  recent  epi- 
demic of  CEO  firings  could  presage  a  bigger  executive  suite 
bloodbath  to  come. 

The  accelerating  rate  of  CEO  replacement  is  not  all  bad.  "I 
take  it  as  a  good  sign,  because  what  it  says  is  boards  of  di- 
rectors are  tougher  on  CEOs  than  they  used  to  be,"  says 
Donald  P.  Jacobs,  the  longtime  dean  of  Northwestern  Uni 


time,  more  and  more  companies  en 

braced  the  idea  that  a  superhero  CF 

was  the  ticket  to  transcendent  perfo 

mance.  As  investors  spent  most  of  tl 

1990s  searching  for  the  next  Microso 

Corp.,  so  boards  of  directors  with  a  ci 

vacancy  to  fill  lusted  for  the  next  Ja 

Welch — and  paid  through  the  nose 

find  him.  Executive-search  firm  revenu 

in  North  America  hit  $8.7  billion  in  19; 

from  $3.9  billion  in  1994,  according 

Kennedy  Information  LLC  This  increasi  ,  h, 

reliance  on  headhunters  has  exacerbated  the  tendency  to  ove  , 

look  or  imderestimate  homegrowm  candidates.  "The  executi\ 

search  industry  is  not  in  the  business  of  taking  big  risk; 

says  Jeffrey  A.  Sonnenfeld,  president  of  the  Chief  Executi 

Leadership  Institute,  an  Atlanta-based  think  tank.  "And  th 
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Investor  hopes  for  future  growth — as  opposed 
to  fundamentals — have  come  to  make  up  an 
increasing  portion  of  the  stock  price  at  100 
top-performing  companies  in  recent  years, 
according  to  a  study  by  Boston  Consulting 
Group.  BCG  used  current  profitability  and  his- 
torical growth  to  come  up  with  a  measure  of 
fundamental  value,  then  subtracted  that  from 
market  value  to  come  up  with  the  expectation 
premium.  48% 
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versity's  Kellogg 
Graduate  School 
of  Management. 
Drake  Beam 

Morin's  data  show 
that  the  over- 
whelming majority 
of  the  thousands  of 
ex-CEOs  created 
over  the  past  five 
years  effectively 
dealt  themselves 
out  of  a  job  by  sell- 
ing their  company. 
Merger-making  no 
doubt  saved  many 
a  struggling  CEO 
from  the  ultimate 
consequences  of  his 
or  her  missteps, 
but  most  of  them 
at  least  negotiated 
a  premium  price  for 
their  stockholders — 
and  a  sweet  sever- 
ance package  for 
themselves. 

But  at  the  same 


A  TALK  WITH 
HARVEY  GOLUB  OF  AMEii> 


B: 
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y  almost  any  mea- 
sure, Harvey  Golub's 
seven-year  tenure  as 
^chairman  and  CEO 
of  Am,erican  Ex- 
press Co.  has  been  a  consid- 
erable success.  Golub  took 
AmEx  back  to  basics,  jetti- 
soning some  businesses  and 
restructuring  the  ones  that 
remained.  The  company 
logged  record  earnings  of 
$2.5  billion  in  1999  and  is 
on  pace  to  top  that  mark  in 
2000.  Under  Golub,  AmEx 
shares  have  risen  more  thayi 
sixfold  in  value.  In  Novem- 
ber, Golub,  61,  announced 
plans  to  step  down  as  CEO 
at  the  end  of  2000  and  as 
chairm,a7i  the  following 
April.  He  will  be  replaced 
in  both  posts  by  his  chosen 
successor,  AmEx  President 
and  Chief  Operating  Officer 
Kenneth  I.  Chenault,  Jt9.  Chi 
Nov.  20,  Senior  Writer  An- 
thony  Bianco  sat  down  with 
Golub  for  a  wide-ranging 
discussion  of  corporate  man- 
agement issues. 

Q.    Does    the    increasingly 

short-lived   tenure  of  CEOs 

suggest  that  the  job  is  getting 

fiarder? 

A.  I  think  that  the  job  is 

about  as  hard  today  as  it  was 

two  decades  ago.  The  CEO 
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still  has  the  final  say^^ 
jor  decisions  and  has 
vide  a  vision  for  the  ( 
tion  that  is  compellini  ' " 
people  who  work  th( 
to  the  marketplace.  '  i ,, 
ference  is  that  toda 
sures  of  CEO  performs  j 
much  clearer  than  th 
two  decades  ago,  anc 
are  more  willing  to 


the  basis  of  those  m( 
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Q.   CEOs   also   mak  , 
more  money  than  t 
two  decades  ago.  1 
runup  in  CEO  pay 
unreasonable  perfc  "  '! 
expectations? 
A.  CEO  pay  has  rise 
but  I  think  it  is  prii , 
consequence  of  a  nsi  , 
market.  Many  peop!  ,.'^1'"''"' 
ed  to  see  CEO  comp    ^■'' 
tied  more  closely  t    ,'" ' 
rate  performance,  a  t"*^  " 
got  their  wish.  '"''^  '' 

Q.  Do  you  sym,path     '".' 
CEOS  wfw  complain  w   ''!') 
pressure  from  Wall 
quick  results? 
A.  I  think  the  pres 
plied    by    the    mar 
short-term  results 
priate  and  fair.  On 
it  has  made  compar 
competitive  than  th 
be  otherwise.   If  e: 
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SEARCHING 

FOR  MR.  OR  MS.  RIGHT 


First-quarter  2000  CEO  search  activity 
increased  47%  over  first  quarter  1999. 

DATA:  ASSOCIATION  OF  EXECUTIVE  SEARCH  CONSULTANTS  INC. 


not  in  the  business  of  telling  you 
t  your  answer  is  inside." 
t  is  this  mainly  self-imposed  nar- 
ing  of  the  field  of  CRo  possibilities 
:  ha.s  given  rise  to  the  spurious  no- 
;  that  business  is  afflicted  by  a  se- 
;  talent  shortage.  "There's  not  real- 
i  shortage.  But  we're  looking  for 
Mc    qualities    and     unblemished 

trds — and  those  just  don't  exist,"  says  John  Challenger, 
of  Challenger,  Gray  &  Christmas,  a  Chicago  outplace- 
it  firm.  Scoffs  Gerard  R.  Roche,  chairman  of  search  firm 
Irick  &  Struggles:  "Give  me  half  an  hour,  and  I  can  give  you 
ilf-dozen  people"  qualified  to  fill  virtually  any  CEO  spot. 
et  in  today's  increasingly  unsettled  business  climate, 
•ds  are  more  inclined  than  ever  to  want  to  fill  the  comer 
e  with  a  superhero.  It's  a  sign  of  the  times  that  Warren 


E.  Buffett,  the  eminence  grise  of  val- 
ue investing,  was  instrumental  in  the 
sacking  both  of  Hawley  and  M.  Dou- 
glas Ivestor  at  Coca-Cola  Co.  Buffett, 
chairman  of  Berkshire  Hathaway  Inc., 
has  long  epitomized  patient  capital  in 
an  increasingly  impatient  world.  Berk- 
shire owns  large  positions  in  Coca- 
Cola  and  Gillette  Co.,  and  Buffett  is 
on  the  board  of  each  company.  But  not  even  the  Sage  of  Om- 
aha could  passively  endure  the  pain  inflicted  by  the  collapsing 
share  prices  of  Coke  and  Gillette.  "We  felt  we  had  a  very 
good  person  in  Hawley,"  Buffett  says.  "But  we  made  a  deci- 
sion [that]  it  was  possible  to  find  a  better  one." 

At  some  companies  these  days,  the  CEO  position  might 
just  as  well  be  staffed  by  a  temporary-help  agency.  Global 
Crossing  Ltd.  has  had  three  CEOs  since  1997.  The  last  of 


nt  to  be  subject  to 
jrces,  they  should  go 
for  private  compa- 
lange  professions. 

wst.ors  who  trade  in 
if  a  stock  undermine 
ly  and  its  CEO? 
have  been  occasions 
•eer  where  I  wished 
have  had  two  class- 
eholders.  One  would 
ler  dividend.  To  get 
"  dividend,  investors 
',1  /e  to  commit  to  not 
than  10%  of  their 
in  any  one  month, 
d  save  stocks  from 
Limped  and  causing 
•ts  to  operate  ineffi- 
*  a  time. 


m  ever  attempt  to 
t  such  a  system,? 
e  way  we've  dealt 

to  discourage  cer- 
stors  from  buying 

because  we  know 
think  and  how  they 
len  we  meet  with 
smile  less,  we  an- 
5tions  less  expan- 
some  cases,  I  have 
le  they  probably 
oe  happy  with  us 
»e  they  shouldn't 
ock. 


res 
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'.evel  management 
hort  supply  today? 
the  depth  of  man- 
talent  today  is 
an  when  I  started 
Oday,  management 
js  in  both  genders. 


It  comes  in  all 
religions,  ethnic 
backgrounds,  and 
even  countries 
of  origin.  That 
makes  the  mar- 
ket for  American 
CEOS  a  global, 
uniform  market. 
It  also  makes  it 
a  deeper,  more 
robust  market  for 
CEOS  than  exists 
in  any  other 
country  in  the 
world. 

Q.  Many  compa- 
nies have  come  to 
grief  by  misman- 
aging CEO  succes- 
sion. Where  do 
they  tend  to  go 
wrong? 

A.  I  did  a  review 
of  succession  in 
other  companies 
to  see  what 
worked  and  didn't 
work.  In  some 
cases,  the  succes- 
sor feels  the  need  to  put  his 
or  her  stamp  on  the  company 
in  a  way  that  may  turn  out 
to  be  dysfunctional — almost  a 
case  of  putting  a  stamp  on 
the  company  for  the  sake  of 
putting  a  stamp  on  it  rather 
than  dealing  with  real  needs. 
Sometimes,  the  outgoing  ceo 
tries  too  hard  to  make  his 
last  year  the  best  year  rather 


GOLUB  (RIGHT)  WITH  CHENAULT:  "The  old  CEO  ought  to  go  away" 


cessor  expand  responsibility 
very  much  before  the 
changeover  and  therefore 
don't  have  an  opportunity  to 
provide  at  least  some  level  of 
guidance. 

Q.  You  have  said  that  you 
don't  even  want  to  keep  a 
seat  on  the  American  Ex- 
press hoard  after  you  retire 


than  making  the  first  year  of    from  management.  Why? 
the  successor  a  better  year.     A.  The  dynamic  of  having  the 
Some  CEOs  won't  let  the  sue-     old  ceo  hang  around  in  order 


to  be  helpful  to  the  new  ceo 
is  almost  always  nonsense.  It 
can  create  two  problems.  The 
successor  may  not  want  to 
make  changes  because  he 
doesn't  want  to  hurt  the  feel- 
ings of  his  predecessor.  And 
the  person  who  is  being  suc- 
ceeded may  feel  resentment 
if  something  is  changed.  The 
old  ceo  ought  to  go  away,  and 
if  the  new  ceo  has  a  question, 
he  can  call  him  or  have  lunch 
with  him. 


STAR 

FINDERS 


them,  Leo  J.  Hindery  Jr.,  earned  a  formidable 
reputation  in  the  cable  TV  business  as  a  top  of- 
ficer of  Tele-Communications  Inc.  But  he  last- 
ed only  seven  months  as  CKo  of  (Jlobal  (Cross- 
ing, resigning  in  October.  At  some  companies, 
CKO  tenure  now  is  best  measured  not  in 
months  but  weeks.  Robert  O'Leary  put  in  12 
weeks  as  cEO  of  PacifiCare  Health  Systems 
Inc.  before  resigning  on  Oct.  25.  Less  than 
two  weeks  later,  homebuilder  Walter  Industries 
Inc.  announced  the  hiring  of  its  fifth  CEO  in 
nine  months. 

Virtually  by  definition,  the  firing  of  a  fledgling  CEO  is  a  cor- 
porate failure  that  reflects  at  least  as  poorly  on  a  company's 
board  of  directors  and  on  its  previous  ceo  as  it  does  on  the 
failed  successor.  That  so  many  of  these  bungled  manage- 
ment transitions  are  occurring  at  companies  regarded  as 
paragons  of  corporate  governance  only  reinforces  the  notion 
of  systemic  failure.  In  too  many  companies,  succession  plan- 
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WELCH  AND  JONES  IN  '81:  GE's  revered  chief  made  mistakes 
early  in  his  tenure  that  likely  would  get  him  fired  today 

ning  has  been  given  short  shrift.  Instead  of  developing  a 
corps  of  candidates  over  a  long  period,  as  General  Electric  has 
done,  many  companies  have  either  gone  the  executive-search 
route  or  singled  out  one  person  and  put  him  or  her  through 
what  amounted  to  an  abbreviated  audition. 

Once  those  barely  seasoned  executives  take  over  top  billing, 
they  must  perform  immediately.  But  in  some  cases,  they  inherit 
companies  that  have  nowhere  to  go  but  down.  "Deflating  ex- 
cessive expectations"  or  "letting  well  enough  alone"  does  not 
appear  anywhere  in  the  job  description  of  the  aspiring  super- 
hero CEO.  On  the  other  hand,  to  overpromise  and  under-deliv- 
er  eventually  shreds  an  exec's  reputation,  infuriates  Wall 
Street,  and  quite  possibly  costs  the  ceo  the  job.  What  does  he 
do?  Show  why  the  job  commands  the  big  money:  Go  for  it. 

Campbell  Souf)  brought  in  Dale  Morrison  from  FepsiCCo  Inc. 
in  1995  to  run  its  Pepperidge  V-Avm  unit  and  promoted  him  to 
succeed  David  W.  Johnson  two  years  later.  Johnson,  who 


took  charge  in   1990,  had  imi)ressed  Ws  '" 

Street  by  ramming  through  to  completic  " 

what  had  been  a  tentative  restructurin  ' 

Johnson  essentially  did  what  Welch  did    *  ' 

Act  One  of  his  reign  at  CE:  He  carved  cos  ^ 

out  of  an  old-line  operation  and  raised  pric  P" 

where  he  could.  Campbell's  stock  price  tripl  *' 

during  his  tenure,  powered  by  a  jump  in  r  ' 

profit  margins,  to  11%  from  4.9%.  That  Jol  "' 

son  was  unable  to  boost  the  soupmake  ■' 

anemic  rate  of  revenue  growth  was  diss  *  ' 

pointing  but  unsurprising.  Canned  soup  *-■ 

not  exactly  a  novelty.  "  " 

Morrison  realized  that  there  wasn't  much  more  fat  to  tri "' 
Raising  prices  further  was  an  equally  hazardous  option  in  t  ' ' 
packaged-food  market  of  the  late  1990s.  So  he  dedicat  '  "^ 
himself  to  selling  more  soup,  Pepperidge  Farm  cookies,  i'^'" 
juice,  and  Godiva  chocolates.  He  promised  Wall  Street  8%  '"''^'^ 
10%  annual  revenue  growth — and  double-digit  growth    ™'|' 

earnings  per  share.  '.  '"' 
vestors  liked  what  th  '''4'' 
heard,  bidding  up  Can  H' 
bell  shares  to  $58  in  1;  f^" 

1998,  Morrison's  first  \  "«■ 
year  on  the  job.  "^•'l' 

But  Morrison's  forec  H^ 
was  soon  exposed  as  1  f*'^' 
doable.    In    fiscal    y< ''' ' 

1999,  net  sales  fell  4.1  '>'" - 
while  earnings  per  sh  '  -'"■ 
from  continuing  ope  1^'  - 
tions  fell  9.5%.  By  t  '^^^^ 
February,  Campbe'^'^ 
stock  had  traded  dov\T  ^'"^ 
a  four-year  low  of  i"!' 
The  next  month.  Mo  kfl  n 
son,  51,  responded  t  "t^> 
rising  chorus  of  cc^'' 
plaints  and  criticism  fi  ^  in 
Wall  Street  and  his  c  l»  *  i 
board  by  resigning.  IV  f-'  a 
rison,  now  CEO  of  a  sr  'in'i! 
tech  firm,  ci4net.com  ]  ^^>:v. 
did  not  return  phone  c  ""Hii' 
seeking  comment.         ^'Vi. 

Campbell  Soup's  be  ^«tL 
responded  by  persuac  ^'KvW 
Johnson,  68,  to  retun  ^rn 
interim  ('Eo.  "I  thinkfififi 
have  tried  too  hard  for  growth,"  he  told  The  New 
Tim,es  in  July.  Even  so,  Johnson  is  again  attempting  to  ^ 
growth  with  a  costly  investment  program  in  new  prodil 
and  intensified  marketing  that  promises  to  take  a  big  bitel 
of  earnings  over  the  next  year  or  so.  Now  trading  at  alT 
38,  Campbell's  stock  still  faces  a  long  return  trip  to  par[ 
Gary  M.  Stibel,  founder  of  New  England  Consulting  Gr 
says  Campbell  Soup's  struggles  are  symptomatic  of  a  grc 
delusion  that  has  taken  hold  not  just  in  the  food  business] 
throughout  the  consumer  sector  "('onsumer  products 
panics  were  promising  double-digit  gTowth.  Unless  you 
a  silver  bullet,  this  is  imjiossible,"  Stibel  says.  "There  is  no 
ent  shortage.  The  problem  is  there  is  a  shortage  of  guts. 
many  CEOs  are  doing  what  is  necessary  to  j)lacate  the  St 
at  all  costs  rather  than  saying:  'This  is  the  way  we 
grow  our  business,  and  you  folks  just  may  not  want  to  ow 
many  shares.'" 

Of  course,  disapj)ointing  Wall  Street  can  accomplish  rlp^ 
ing  more  than  dodging  the  inevitable.   Lloyd   Ward, 
served  his  apprenticeship  at  Procter  &  Gamble  and  Pepsit* 


a 


IN 

AND  OUT. 


ined  Maytag  in  1996  and  enjoyed  a 
arkling  three-year  run  as  heir  apparent 
rvA)  Leonard  A.  Hadley.  As  a  division 
ief  and  then  as  president  and  ('oo,  Ward 
s  credited  with  transforming  staid  home 
pliances  into  premium-priced  growth  en- 
les.  His  definitive  new-product  success 
s  the  Neptune,  a  front-loading  washing 
chine  that  blew  out  of  stores  despite  a 
000  price  tag.  By  mid-1999,  Maytag's 
ck  had  tripled.  As  one  of  the  highest- 
iking  black  executives  in  the  U.S.,  Ward, 
•n  50,  became  a  business  celebrity,  appearing  on  the  cov- 
of  iuisinp:ss  wkek  just  before  he  replaced  Hadley  in  Au- 
(t,  1999. 

t  was  all  downhill  from  there.  Four  weeks  after  Ward's 
motion,  Maytag  conceded  that  it  would  not  meet  its  third- 
rter  earnings  projections  because  of  flagging  sales  of  low- 
mid-priced  home  appliances.  Within  days,  Ward  an- 
nced  an  ambitious  plan  to  cut  $100  million  in  costs  while 
eloping  new  global  and  e-commerce  sales  channels.  But 
yiag's  share  price  continued  to  slide  as  the  industrywide 
np  in  appliance  sales  worsened  and  Ward  failed  to  deliver 
n  on  scaled-back  profit  forecasts.  In  October,  the  company 
orted  a  27%  drop  in  quarterly  profits.  By  November, 
/tag's  stock  was  off  (50%  from  its  peak  under  Hadley. 
board  demanded  Ward's  resignation  and  brought  Hadley, 
out  of  retirement  to  fill  in  temporarily. 
Iven  some  Wall  Street  analysts  who  had  criticized  Ward 
e  stunned  by  how  quickly  Maytag's  board  pulled  the 
gen  "I  think  his  exit  was  largely  due  to  bad  timing  on 
ascent  to  the  throne,"  says  Efraim  P.  Levy,  a  senior  an- 
t  at  Standard  &  Poor's  Corp.  "Before  he  showed  how 
essful  he  could  be,  he  got  hit  with  a  surprise."  Ward  also 
ined  to  be  interviewed. 

^ard  and  Morrison  were  hardly  the  only  CEOs  to  lose 
r  jobs  to  the  men  they  thought  they  had  replaced.  Proc- 
&  Gamble,  Lucent,  Xerox,  and  Newel  Rubbermaid  all 
ed  in  desperation  to  familiar  faces.  But  at  ge,  Welch 
he  has  no  intention  of  making  his  successor,  Jeffrey  R. 
lelt,  a  short-timer.  At  the  Nov.  27  press  conference  at 
h  he  anointed  Immelt,  Welch  took  a  swipe  at  companies 
have  made  the  CEO  post  into  a  temp  job.  "The  idea  of  a 
coming  in  on  a  rescue  ship  for  24  months... is  stupid,"  he 
Welch  argued  that  it  takes  10  years,  minimum,  for  a  new 
to  make  his  mark  and  predicted  that  Immelt,  who  is  the 
'  age  Welch  was  when  he  was  named  CEO,  will  match  his 
iar  run  at  the  top. 


niling  and  relaxed,  Immelt  seemed  to  brim  with  confi- 


In  the  1990s,  a  third  of  CEOs 
appointed  at  450  major  corpor- 
ations lasted  three  years  or  less. 
One  in  four  companies  went 
through  three  or  more  CEOs. 

DATA:  DRAKE  BEAM  MORIN  INC. 


dence  at  his  coming-out  press  conference  in 
New  York.  But  no  matter  how  well  Immelt 
does,  he  will  be  hard-pressed  to  match 
Welch's  record,  which  is  a  product  of  lucky 
timing  as  well  as  talent.  A  treasure  trove 
of  underperforming  assets  such  as  the  old 
GE  can  be  massively  restructured  only 
once.  That  assignment  fell  to  Welch,  whose 
tenure  happened  to  coincide  neatly  with 
an   18-year  bull  market  in  stocks.  Talk 
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iCA:  "Saving"  Chrysler  sparked  the  mythologizing 


about  having  the  wind  at  your  back.  Since 
1981,  General  Electric  stock  has  risen  an 
average  of  23.5%  a  year,  easily  outpacing  the  Standard  & 
Poor's  500-stock  index.  But  Welch's  overriding  claim  to  fame 
is  that  he  made  GE  the  world's  most  valuable  company.  Its 
market  capitalization  is  now  about  $500  billion,  compared 
with  $13  billion  in  1981. 

The  notion  that  stock  price  is  the  be-all  and  end-all  of 
corporate — and  by  extension,  CEO — performance  by  now  is  so 


MORRISON:  Double-digit  growth  from  soup  and  cookies? 

deeply  ingrained  that  it  seems  to  have  been  handed  down  on 
stone  tablets.  In  reality,  it  is  an  outgrowth  of  the  go-go 
1980s  and  '90s.  The  ge  that  Welch  inherited  is  invariably 
characterized  as  a  company  in  need  of  a  good  shaking.  It  was 
indeed,  and  yet  it  is  often  forgotten  that  Welch's  predecessor 
and  mentor,  Reginald  H.  Jones,  was  by  acclamation  the  most 
admired  CEO  of  his  era,  the  inflation-wracked  1970s. 

In  1981,  just  as  Jones  was  preparing  to  step  down,  the 
CEOs  of  America's  500  largest  companies  were  asked  to  name 
the  country's  best  executive  and  best-managed  company. 
Jones  and  ge  each  finished  first  by  a  wide  margin.  With  one 
exception  (Exxon  Corp.),  the  four  companies  that  topped 
the  poll  had  underperformed  the  stock  market  over  the  pre- 
ceding 10  years,  a  generally  dismal  time  for  equities.  In  fact, 
ge's  price-earnings  multiple  had  plunged  from  22  to  a  paltry 
9.  Why,  then,  was 
Jones  so  admired  by 
his  peers?  Dignified 
and  even-tempered, 
he  personified  the  traditional  ideal  of  the  ceo  as  statesman 
and  guided  ge  to  26  successive  quarters  of  rising  earnings 
through  two  recessions.  At  a  time  of  befuddling  turbulence, 
Reg  Jones  and  ge  embodied  the  stability  of  yesteryear. 

To  Jones's  credit,  he  was  shrewd  enough  to  recognize  that 
changing  times  demanded  that  he  choose  a  successor  of  ut- 
terly dissimilar  personality.  Who  can  say  that  "Mad  Jack" 
doesn't  deserve  the  appellation  of  America's  best  CEo?  He 
might  even  be  the  manager  of  the  century,  as  his  most  ex- 
travagant admirers  claim.  But  it  is  instructive  to  recall  that 
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even  Welch  made  mistakes  early  in  his  ca- 
reer that  likely  would  get  him  fired  in  today's 
unforgiving,  turbocharged  environment.  Does 
"factory  of  the  future"  ring  a  bell? 

It  was  to  be  the  centerpiece  of  Welch's 
bold  plan  to  reverse  ge's  long  decline  as  a 
technology  innovator.  The  idea  was  to  tie 
together  a  host  of  high-tech  product  lines  to 
dominate  the  nascent  field  of  factory  au- 
tomation. "Automate,  emigrate,  or  evapo- 
rate" was  the  factory-automation  division's 
battle  cry.  Evaporate  it  did,  undone  by  tech- 
nical snafus  and  erroneous  projections  of  customer  demand. 

By  1983,  Welch  had 
cut  his  losses  and 
shifted  his  hopes  to 
the  company's  finan- 
cial-services unit,  now  known  as  ge  Capital  Services,  which 
dehvered  big  time. 

In  switching  emphasis  from  manufacturing  to  financial  ser- 
vices, Welch  spurred  colossal  shareholder  gains.  On  the  other 
hand.  General  Electric  would  be  an  even  more  economically 
important  company  today  had  Welch  succeeded  in  his  abort- 


THE 

OUTSIDERS 

Percentage  of  CEOs  hired 
from  ttie  outside  at  800 
large  companies,  1990: 11% 
Percentage  of  CEOs  hired 
from  the  outside,  1999: 20% 

DATA:  WATSON  WYAH  WORLDWIDE 
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BUFFETT:  Coke  and  Gillette  tried  his  well-known  patience 

ed  attempt  to  reinvent  it  as  a  technology  company  for  the 
Computer  Age.  This  is  not  to  criticize  Welch  but  to  put  his 
achievement  in  context.  To  be  fair,  Welch  did  oversee  the 
technological  updating  of  the  manufacturing  businesses  that 
survived  his  relentless  asset  pruning — aerospace,  plastics, 
and  medical  imaging  among  them. 

Today's  ceo  probably  faces  no  greater  hazard  than  at- 
tempting the  transformation  of  a  core  business  threatened  by 
a  disruptive  new  technology.  George  M.  C.  Fisher  was  pre- 
maturely haOed  as  a  savior  when  he  left  Motorola  Inc.  and  be- 
come CEO  of  Eastman  Kodak  Co.  in  1993.  Fisher  put  Kodak 
through  the  Jack  Welch  change  machine,  eliminating  thou- 
sands of  jobs  and  divesting  underperforming  units.  But  he 
also  staked  the  company's  future  on  a  daring  plan  to  meld  Ko- 
dak's traditional  film  franchise  with  a  new  digital-imaging 
business.  The  result  to  date:  tepid  sales  growth  and  erratic 
earnings.  In  late  1999,  Fisher  decided  to  step  down  as  CEO,  a 
year  before  his  employment  contract  was  to  expire.  (He  will 
remain  as  chairman  through  yearend.) 

Xerox  did  not  give  Rick  Thoman  nearly  as  much  time  to 
show  his  stuff.  Thoman,  who  had  acquitted  himself  well  both  at 
American  Express  Co.  and  at  ikm,  imposed  a  sweeping  reor- 
ganization of  the  Xerox  sales  force  that  had  the  effect  of  sep- 
arating many  veteran  sales  reps  from  their  best  customers.  The 
new  CEo's  aloof,  cerebral  demeanor  didn't  help.  In  May,  Xerox' 


worried  board  cut  short  the  Thoman  era  at 
months.  Thoman  too  declined  to  commcTi 
Back  came  his  predecessor,  Paul  A.  Allair. 
who  reaffirmed  the  company's  commitmei 
to  Thoman's  strategy  of  focoLsing  on  the  sale 
high-tech  services  and  solutions  for  the  dijj 
tized  office.  There  will  be  no  quick  fix  at  X^  f 
rox.  Again.  To  the  contrary,  the  company  ]\ 
issued  two  earnings  warnings  since  Allaire 
return,  and  the  stock  continues  to  scrape  b^ 
tom,  trading  at  $1  above  the  split-adjusti 
initial  pubhc  olTering  price  in  1959. 
As  the  tarnished  icons  of  American  industry  continue 
cope  with  their  epic  struggle  for  survival,  CEO  instability 
giving  rise  to  a  new  cottage  industry.  Executive  Interij 
Management  is  a  Dutch  company,  founded  in  1978,  that 
executive  vacancies  with  temporary  help.  Over  the  years, 
has  placed  some  2,500  senior  executives  at  such  companies 
Sara  Lee,  Staples,  Royal  Dutch  Airlines,  Ingersoll  Ra; 
and  Cunard.  Roger  Sweeney,  EIM's  managing  director,  saj 
CEO  replacements  were  once  comparatively  rare  but  ha 
sm'ged  of  late  and  now  account  for  25%  of  total  assignmen: 
At  the  moment,  some  200  companies  are  relying  on  Elj 
placed  CEOS  or  presidents.  "We  don't  see  any  shortage 
opportunity,"  Sweeney  says. 

The  world  of  management  consulting  abounds  with  id 
for  rethinking  the  role  of  the  CEO.  One  prevalent  suggest 
is  to  pair  the  CEO  with  a  nonexecutive  chairman  who  can 
both  as  a  mentor  and  as  the  manager  of  the  board.  This  i 
long-established  tradition  in  Britain,  of  course,  and  has  b^ 
used  effectively  by  General  Motors  Corp.  as  well  as  a  gr( 
ing  number  of  dot-com  and  biotech  companies.  Howe 
Roger  M.  Kenny,  managing  partner  at  Boardroom  Com 
tants,  says  the  notion  of  sharing  power  with  an  execut 
chairman  generally  does  not  go  over  well  with.  Ameri 
CEOS.  "In  the  American  system,  there  is  a  bit  of  an  ego  isi 
if  you  don't  have  all  the  titles — president,  chairman 
CEO,"  Kenny  says. 

There  is  nothing  like  a  bear  market  to  tame  the  execu 
ego.  As  much  as  anything  else,  the  CEO  trap  was  sprung 
the  late  1990s  bull-market  euphoria  butting  up  against 
sobering  macroeconomic  reahties  of  2000.  The  good  th| 
about  distorted  markets  is  that  they  tend  to  self-corr( 
and  the  market  for  CEOs  should  be  no  exception.  It  has  b^ 
a  long  time  since  Big  Business  has  been  populated  by  self- 
isfied  CEOS  for  life.  That's  to  the  good.  Now,  if  only  direc 
can  bring  themselves  to  stop  vWshing  on  a  star. 

With  Jennifer  Merritt  in  New  York,  Amy  Barrett] 


Philadelphia,  and  bureau  reports 


FISHER:  He  tackled  a  touijh  lech  nolo;/!/  chdtlcnf/c  at  Ac, 
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•WorldCom  and  Oigex  recently  entered  into  a  resale  agreement  prior  to  WorldCom  3 
pending  merger  with  Intermedia.  <s>  2000  WorldCom,  Inc.  All  Rights  Reserved. 


There's  an  old  saying,  "If  you  want  something  done  right,  you've  got  to  do  it  yourself." 

How  do  we  know  it's  old?  Because  no  one  from  the  digital  generation  would  ever  say  it. 

The  fact  is,  websites  are  fragile  things.  And  unless  an  experienced  web  hosting  provider 
is  helping  you,  they're  liable  to  break  down  from  time  to  time. 

Enter  one  very  experienced  provider  named  WorldCom. 

By  teaming  up  Digex  with  our  UUNET  arm,  we're  able  to  offer  you  a  comprehensive 
e-business  solution.*  Not  just  one  of  the  most  reliable  IP  networks  in  the  industry.  Not  just 
data  centers  all  over  the  world.  But  the  far  more  critical,  human  element:  an  all-star  team  of 
web  hosting  experts  that  blue  chip  companies  trust  with  their  mission-critical  applications. 

Visit  us  at  www.wcom.com/generationd.  And  find  out  what  it's  like  (EASY)  to  have 
WorldCom  (EASY)  run  your  (EASY)  website. 
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THE  MAN  WHO 
WOULD  BE  WELCH 
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Much  of  the  GE 
empire  will  be 
virgin  territory  for 
Jeffrey  Immelt 


w 


[hen  Jack  Welch  pulled  the 
lid  off  his  most  closely  held 
company  secret  on  Nov.  27 
and  introduced  Jeffrey  R. 
Immelt  as  his  chosen  suc- 
cessor, by  all  appearances  the  two  were 
Jack  and  Jack  Jr.  The  executives 
showed  up  for  the  big  announcement  in 
NHc's  Saturday  Ni(/ht  Live  studio  in 


identical  blue  shirts  open  at  the  c 
navy  sport  coats — even  matching 
seled  loafers.  The  look  was  uninten 
al:  Immelt,  the  44-year-ol(i  head  of 
medical  imaging  businc>ss,  had  bei 
cationing  on  the  South  ('arolina 
and  was  caught  by  surprise  \ 
Welch,  (if),  called  him  with  the  ne\ 
fy.'M)  p.m.  the  previous  Friday.  In  ni 
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r  attire,  his  wife  scrambled  to  find 

1  blazer  and  wound  up  matching 
tss's. 

11,  it's  a  level  of  familiarity  that 
It  had  better  get  used  to.  He  and 
.  will  be  roommates  of  sorts  for 
;xt  year:  Welch  will  be  firmly  en- 
;d  at  ge's  headquarters  in  Fair- 
Conn.,  as  chairman,  while  Immelt 

2  tentatively  perched  in  a  nearby 
And  investors  will  be  watching 

•  for  signs  that  Immelt  has  what  it 
to  follow  Welch. 

it  is  a  much  different  world  that 
t  stands  to  inherit.  Like  Welch, 
ook  over  from  Reginald  H.  Jones 
■1,  Immelt  is  replacing  an  icon, 
le  pressure  to  perform  is  much 
today  than  20  years  ago,  due  to 
s  success  and  the  market's  rising 
ion  of  all  stocks — a  combination 
as  bumped  up  ge's  market  value 


by  almost  $500  billion  since  1981.  And 
Immelt  is  taking  over  at  a  time  of  ex- 
treme turbulence  in  executive  suites,  as 
corporations  from  Coca-Cola  to  Procter 
&  Gamble  to  Xerox  toss  CEOs  for  mis- 
steps that  might  have  been  tolerated 
in  a  more  patient  and  forgiving  envi- 
ronment. Says  Roger  M.  Kenny,  a  man- 
aging partner  at  New  York-based 
Boardroom  Consultants:  "The  honey- 
moon is  getting  shorter  and  shorter. 
We're  seeing  a  very  quick-tempered  in- 
vestment community." 

Initially,  at  least,  Immelt  will  be 
buffered  from  some  of  those  pressures. 
Welch  extended  by  eight  months  his 
original  departure  date  of  April,  2001,  so 
that  he  could  oversee  his  $45  billion 
purchase  of  Honeywell  International  Inc. 
And  before  the  Honeywell  merger,  ana- 
lysts were  projecting  that  ge  had  locked 
in  earnings  growth  of  15%  or  more 


JACK  AND  JEFF:  Welch  and  Immelt 
sported  identical  outfits  for  the  big 
announcement.  But  Immelt,  stepping 
in  during  the  biggest  merger  in  GE 
history,  is  taking  over  in  a  much 
more  complicated  environment  than 
Welch  did  20  years  ago 

through  2002.  That  comes  after  an  ex- 
pected increase  of  18%  for  this  year. 

Still,  there  will  be  nothing  easy  about 
this  transition.  GE  will  be  wrestling  \vith 
the  most  massive  merger  in  its  history 
just  as  the  economy  is  showing  signs 
of  a  serious  slowdown.  Moreover,  while 
Welch  has  symbolically  handed  the  reins 
to  Immelt,  how  the  two  will  share  deci- 
sion-making and  how  much  latitude  Im- 
melt will  have  in  guiding  GE  is  very 
much  a  "work  in  progress,"  concedes 
GE  Vice-Chairman  Robert  C.  Wright, 
president  of  NBC.  Wright  is  one  of  two 


TRANSITION  "This  is  no  different  tlian  any  job  I've  talien, 
Immelt  says.  "Tlie  first  empliasis  is  on  tlie  marlietplace " 


ff 


mentors  Welch  appointed  to  help  ease 
Immelt's  transition;  the  other  is  Vice- 
Chairman  Dennis  D.  Dammerman,  who 
is  also  chairman  of  ge  Capital  Services. 
Several  management  gurus  say  that 
while  Immelt's  promotion  has  been  pre- 
sented as  a  done  deal,  its  structure — 
which  gives  him  only  the  pres- 
ident's title  for  now — could 
make  his  position  tenuous  if  he 
fails  critical  tests  in  the  coming 
year. 

Once  Immelt  does  make  it 
into  the  corner  office,  he  will 
be  under  enormous  pressure  to 


Cover  Story 


match  Welch's  recent  record  of 
profit  gains.  If  he  falls  short, 
he  could  quickly  face  investor 
pressure  to  break  up  the  com- 
plex conglomerate.  Under 
Welch,  GE  has  expanded  its 
yearly  revenues  from  $27.9  bil- 
Hon  to  $130  bilfion.  Yet  the 
company  is  a  glaring  exception 
to  Wall  Street's  preference  for 
pure  plays.  With  the  purchase 
of  aerospace  and  industrial  con- 
glomerate Honeywell,  ge  will 
become  even  bigger  and  more 
complex,  with  estimated  2001 
revenues  of  $176  billion  and 
450,000  employees,  up  from 
340,000  today.  Holding  that 
mass  together  may  prove  a 
challenge  too  daunting  for  any- 
one besides  Welch.  "What  this 
feels  like  is  Yugoslavia  when 
Tito  died,"  says  .James  J. 
O'Toole,  a  management  expert 
at  the  University  of  Southern 
California's  Center  for  Effec- 
tive Organizations  who  has 
written  extensively  about  GE. 
"This  whole  thing  is  going  to 
give  Wall  Street  pause." 
MUM  ABOUT  CHANGE.  But  if 
Immelt  plans  to  shake  things 
up,  as  Welch  did  soon  after 
taking  over  20  years  ago,  he's 
not  talking  about  it.  In  his  coming-out 
appearances,  Immelt  spoke  in  broad 
terms  of  deepening  existing  business- 
es, continuing  initiatives  to  expand  glob- 
ally in  China  and  India,  and  weaving 
the  Internet  more  completely  into 
everything  ge  does.  "The  way  the  com- 
pany is  run  is  the  way  I'm  most  com- 
fortable with,"  he  told  a  group  of  ana- 


lysts after  his  promotion  was  announced. 
In  an  interview  with  busine.ss  week, 
he  added:  "We've  got  incredible  oppor- 
tunities in  our  core  businesses." 

In  fact,  much  of  the  GE  empire  will 
be  virgin  territory  for  Immelt.  He  has 
never  worked  overseas  and  has  held  as- 


IMMELTS  CHALLENGES 


DONT  DISAPPOINT  WALL  STREET  How  do  you 

match  Welch's  record  of  earnings  growth,  which  is 
expected  to  reach  18%  this  year?  It  helps  that  ana- 
lysts are  projecting  earnings  growth  for  months  to 
come.  And  Immelt  says  he  anticipates  new  acquisi- 
tions and  continued  product  innovation.  j^gy  customers,  assuring  t 


—  er, 

just  as  it  was  roiled  by  one  of  t  s: 
largest  recalls  in  ge's  history.  As  vi(  m 
president  for  consumer  service,  Imm  i* 
had  to  manage  the  crisis  and  round  i.Si 
enough  workers  to  install  replacem(  «; 
compressors  on  millions  of  refrigerate  vi 
By  the  time  he  landed  at  Medical  S;  %, 
terns  as  CEO  in  1997,  Imm  i  -if 
was  already  viewed  as  a  rf  fi 
tential  Welch  successor.  (ncii 
Immelt's  year  of  transit  jjeai 
should  help  him  become  |  to 
quainted  with  ge's  other  1  (st  ti 
businesses,  including  the  Im, 
Capital  unit,  which  accou:  ^\, 
for  41%  of  its  earnings.  1  jje  • 
several  factors  could  com  ,' 
cate  that  learning  proc(  j-fip 
Chief  among  them  is  the  H  ki  ai 
eywell  merger,  which  grej  ^j  in; 
enlarges  ge  Aircraft  Engi  rum, 
and  GE  Power  Systems.  B  (iif ;: 
of  these  units  are  themsel  t  n  v, 
likely  to  experience  a  chang  jj  ,, 
leadership.  W.  James  Mc^  \^^^,, 
ney  at  the  aircraft  unit  ;  ^  ^,„ 
Robert  L.  Nardelli  at  the  jf  <,. , 
bine  manufacturing  busir  .|i„,  „ 
lost  out  in  the  succession  i  \^\  t,,, 
and  are  expected  to  move  m) ,, 
Given  the  importance  of  tl  mjiji,, 
businesses,  Immelt  plans 
spend  many  of  his  first 
on  the  job  meeting  with  tl 


MANAGE  COMPLEXITY  Immelt  has  never  run  more 
than  one  division  at  a  time  and  has  only  worked  in 
three  of  GE's  10  major  divisions.  Plus,  if  growth 
does  slow,  he'll  probably  come  under  some  pressure 
to  break  GE  up  into  more  manageable  chunks. 

INTEGRATE  HONEYWELL  He'll  have  a  year  to 
study  under  Welch  while  the  $45  billion  merger  is 
digested.  But  it's  GE's  largest  deal  ever  and  is  sure 
to  command  top-level  attention  for  years  to  come. 

BUILD  A  TEAM  This  doesn't  get  done  overnight, 
and  the  other  two  contenders  for  the  top  job  are 
expected  to  leave.  But  Immelt  was  promoted  partly 
because  he's  a  natural  at  building  teams  and  inspir- 
ing loyalty  within  the  ranks. 


signments  in  only  three  of  (JE's  10  major 
divisions.  Like  Welch,  most  of  his  ca- 
reer was  spent  in  ge's  highly  entrepre- 
neurial Plastics  division.  Immelt  did  two 
stints  there,  eventually  rising  to  vice- 
president  and  general  manager  of  GE 
Plastics'  Americas  division.  Immelt 
passed  an  important  career  test  in  19S9, 
when  he  landed  at  the  Ap])liancos  unit 


that  the  months  ahead  wi 
smoothly.  "This  is  no  diffe 
than  any  job  I've  ever  ta^ 
Immelt  says.  "The  first 
phasis  is  on  the  marketpl 
That's  where  Immelt  is 
ly   to   shine.   A   former 
school    basketball    playe 
Finneytown,  Ohio,  and  1| 
an    offensive    tackle    on 
Dartmouth    College    fool] 
team,  the  6-foot-4-inch  I 
exudes  personality.  At  Fl 
mouth,  he  juggled  a  dual 
nomics  and  applied-math 
jor  and  was  president  ( 
fraternity.  Phi  Delta  A 
Classmates  call  him  a  n;t 
leader,  and  they  still  hoot  over  hisj 
morous  class  notes  for  the  I)artm| 
alumni   magazine,   to   which   h( 
tributed  for  five  years,  finally  con 
ing  in   1983  by  urging  classmat( 
stay  involved.  He  signed  off  by  (ju 
John  IVavolta:   "Excuse   me   wh 
strut." 

Those  leadership  skills  arc  a  bij 
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Immelt  got  to  where  he  is  today. 

ople  follow  him,"  Welch  says.  Dr. 

les  H.  Thrall,  chairman  of  radiology 

Massachusetts  General  Hospital  in 

ton,  a  big  Medical  Systems  cus- 

ler,  witnessed   several   frank   ex- 

iges  between  Immelt  and  subordi- 

;s:  "I  was  impressed  that  people 

enough  confidence  in  him  to  ask 

tough  questions."  And  he  got  re- 

•i.  Soon  after  Immelt  took  the  Med- 

Systems  job.  Thrall  approached 

with  a  long-standing  gripe  about 

Dus  contract  negotiations  on  each 

e  of  equipment  the  hospital  pur- 

ed  from  (;k.  He  wanted  to  negoti- 

oricing  and  other  terms  in  a  single 

iyear  contract.  "I  tried  to  sell  [the 

]    to    everybody    at    GE    for   the 

est  time,"  Thrall  recalls.  "The  first 

I  met  Jeff,  I  told  him  this  story. 

nade  the  decision  in  a  minute.  He 

me:  'That  makes  total  sense.  We'll 

D-FIRE  ACQUISITIONS.  The  turn- 
nd  at  Medical  Systems  also  bur- 
'd  Immelt's  reputation  for  encour- 
r  innovation.  Before  he  arrived  in 
the  unit  had  endured  three  years 
it  revenues.  That  was  quickly  re- 
2d,  and  in  1999  revenues  grew 
Immelt  figured  out  that  customers 
ed  more  than  just  ge's  traditional 
of  scanners  and  embarked  on  a 
-fire  series  of  acquisitions — 60  in 
hat  brought  new  lines  such  as  Ul- 
und,  which  he  grew  from  a  scant 
million  in  revenues  to  $700  million, 


JEFFREY  R.  IMMELT 


BORN  Feb.  19,  1956,  Cincinnati,  Ohio 

BACKGROUND  Father  was  GE  Aircraft  Engines  manager;  mother  was 
schoolteacher 

BORN  LEADER  Counseled  high  school  basketball 
coach  to  scream  less;  it  worked 

FAMILY  Met  his  wife,  Andrea,  at  GE  Plastics;  one 
daughter 

HOBBIES  Golf 

EDUCATION  BS,  economics,  applied  math,  Dartmouth 
(photo  at  left);  MBA,  Harvard 

TEAM  PLAYER  Offensive  right  tackle  on  Dartmouth 
football  team,  which  went  6-3  his  final  year 

FORMER  GE  TITLE  President  and  CEO,  GE  Medical  Systems 

CURRENT  TITLE  President  and  Chairman-Elect  of  GE 

GE  HIGHLIGHTS  Revived  stagnant  medical-products  division;  persuaded 
carmakers  to  use  more  plastic  bumpers;  successfully  handled  a  massive 
recall  of  refrigerator  parts 

MANAGEMENT  STYLE  "I  think  there's  a  difference  between  tough-mind- 
edness  and  meanness" 


and  digital  X-ray  technology.  Informa- 
tion systems  software  grew  from 
scratch  to  a  $500  million  business  on 
his  watch.  "Before  he  came  in,  there 
wasn't  a  lot  of  excitement  within  GE," 
notes  Gary  M.  Glazer,  chairman  of  the 
department  of  radiology  at  Stanford 
University  School  of  Medicine.  "What 
Jeff  was  able  to  do  in  a  very  short 


THE 

WELCH  EFFECT 

Jack  Welch  has  thoroughly 
transformed  GE  in  his 
20  years  as  CEO 

SALES  PER  EMPLOYEE 

/55/;  $69,059 
rOZ?>1K- $382,352 

P/E  RATIO 
1981:9 

TODAYAO 

MARKET  CAP 

1981:%13  BILLION 
TODAY:%500  BILLION 

REVENUES 

1981:$2S  BILLION 
TODAY:%130  BILLION 

MOST  PROFITABLE  UNIT 

/9^7:  CONSUMER  PRODUCTS 

(TVs,  APPLIANCES,  LIGHTING) 

rOZ7>1K:  FINANCIAL  SERVICES 

(COMMERCIAL  LEASING.  MORTGAGES, 
INVESTMENTS) 

DATA:  GENERAL  ELECTRIC  CO. 


time  was  restore  the  confidence  that 
GE  was  committed  to  innovation." 

Wall  Street  may  demand  that  Im- 
melt bring  a  similar  mindset  to  the 
rest  of  GE.  Analysts  already  speculate 
that  he  may  have  to  jettison  the  strug- 
gling Appliances  division  which,  though 
recovering  from  weak  sales,  is  no 
standout.  Moreover,  NBC  looks  to  be  at 
a  disadvantage  in  a  world  of  ever-grow- 
ing media  corporations  that  link  stu- 
dios with  television  networks.  And 
Honeywell,  which  was  stumbling  badly 
vdth  underperforming  businesses  prior 
to  the  merger  announcement,  will  also 
pose  pressing  issues  about  what  to  sell 
and  what  to  build.  Given  today's  pref- 
erences for  highly  focused  companies, 
Immelt  could  face  enormous  pressures 
to  sell  chunks  of  ge,  especially  if  it 
fails  to  continue  to  meet  investor  ex- 
pectations and  maintain  the  gravity- 
defying  stock  multiple  it  has  enjoyed 
under  Welch,  ge  shares  trade  today  at 
about  40  times  projected  2001  earn- 
ings, more  than  four  times  the  compa- 
ny's price-earnings  ratio  of  1981. 

Immelt  faces  what  could  be  a  very 
tricky  year  in  waiting.  He  will  be  help- 
ing to  implement  a  megamerger  while 
trying  to  keep  in  step  with  a  still  very 
vigorous  Jack  Welch.  Meanwhile,  Wall 
Street  will  be  scrutinizing  Immelt's 
every  move  to  divine  any  hints  of  fu- 
ture strategy.  After  winning  the  beau- 
ty contest,  ge's  next  CKo  must  sit  tight 
for  another  year  before  he  gets  to  wear 
the  crown. 

By  Pamela  L.  Moore  in  New  York, 
with  Nanette  Byrnes 
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THE  WELCH  ERA  AT 
GENERAL  ELECTRIC 


.KDiToR  RONNIE  WEIL 
PAMELA  L.MOORE 


'  ovv  that  he  has  finally  told  iYic.  world 
who  his  successor  will  be,  John  F. 
Welch  embarks  on  the  final  stretch  of 
,  his  remarkable  20-year  reign  as  cfai 
of  General  Electric  Co.  When  he  leaves  (;i:'s  head- 
quarters in  Fairfield,  Conn.,  for  the  final  time  a 
year  from  now,  he  will  end  one  of  the  longest 
and  most  triumphant  runs  of  any  CKO  in  Corpo- 
rate America.  He  will  also  leave  bfihind  a  l(;gacy 
of  .stunning  change. 

Most  remarkable  is  the  way  Jack  Welch  trans- 
formed his  own  image.  A  brash  upstart  who  was 
inimical  to  the  staid  OE  culture, 

he  started  his  tenure  at  the  top 

by  ruthlessly  cutting  corporate 
fat  during  the  1980s,  earning 
unparalleled  infamy  among  the 
rank  and  file.  But  that  down- 

sizing  positioned  GE  for  the  '90s 

-      -  —  boom.  And  now  that  he  has 

^    '^  '  added   almost  $500  billion  in 

T  D  I  /^  shareholder  value,  the  slasher 

image  has  long  since  been  re- 
jjlaced  by  that  of  a  management 
savant.  Many  ex|)(n-ts  consider  Welch  one  of  theT 
20th  century's  greatest  cf)ri)orat(^  lead(*rs,  rankjhg 
with  (Jencr;)!  Motors  ('orp.'s  Alfred  F.  Sloan. 

Indecfl,  the  deftness  with  which  he  turned  an 
industrial  conglomerate  into  a  high-growth  thor- 
oughbred ovcf-shadowed  many  of  the  comf)any's 
blemishes,  \'r()ti\  cxjx'nsive  missteps  to  outright 
scandals.  Now,  Welch's  legacy  also  will  depend  on 
how  well  he  g»-oorris  his  heir,  Jeffrey  li.  Immelt.  If 
he  gets  11,  right,,  the  Welch  Kra  will  live  on  long 
Jilter  the  irijui  hirnself  flepJirts. 
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THE  WELCH 


NEUTRON 
JACK 


Welch  was  a  sharp  contrast 
to  his  predecessor,  the  states- 
man-CEO  Reginald  H.  Jones, 
who  was  almost  as  admired 
in  his  day  as  Welch  is  now. 
Jones  risked  his  reputation  by 
pushing  Welch  over  several 
other  candidates.  Indeed,  some 
GE  board  members  considered 
Welch  too  impetuous  to  take 
the  helm.  Welch  started  his 
reign  with  a  bang,  dismantling 
GE  through  a  series  of  dra- 
matic restructurings  and  lay- 
offs. From  1981  to  1985,  he 
cut  100,000  jobs,  an  act  so 
painful  to  employees  that  they 
began  referring  to  him  as 
"Neutron  Jack,"  after  the  nu- 
clear bomb  that  vaporizes 
people  but  leaves  buildings 
standing. 


FRICTION:  Weich  cut 
100,000  jobs  from  1981 
to  1985,  earning  him  the 
scorn  of  workers  as  well 
as  a  famous  nickname 


CHANGING  THE  GUARD: 

Newly  installed  CEO 
Welch  with  predecessor 
Reginald  Jones  in  1980 


RIDICULE:  Critics  scored 
Welch — hut  the  job  cuts 
may  have  set  the  stage 
for  later  successes 
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Eight  reasons  you  can  trust  webMethods 
for  your  B2Bi  solution. 


§JI^ 


They  do. 

When  The  world's  e-business 

leaders  agree  on  something, 

It's  time  to  sit  up  and  take 

notice.  All  eight  have  chosen  webMethods  software 

to  power  their  business-to-business  integration. 

And  if  those  eight  reasons  aren't  enough,  here  are  a 
few  hundred  more:  Over  400  other  leading  companies 
have  also  selected  webMethods  to  provide  B2Bi 
infrastructure  for  trading  networks,  B2B  exchanges 
and  internal  enterprise  integration.  That's  more 
experience  than  all  the  other  B2B(  vendors  combined. 

Non-stop  integration  among  critical  business  systems 
both  inside  your  enterprise  and  out  to  your 
trading  partners  and  marketplaces.  Only 
theB2B>  \       from  webMethods.  The  industry's  first  and 

VtsP""""'"  ,„  \       only  comprehensive  solution  for  B2Bi. 

,^^  \     A  reason  to  act  now. 

There's  never  been  a  better  time  for 
B2Bi.  Let  webMethods  show  you  how.  Visit 
www.webMethods.com/bwp/B2Bi/  and  download  our 
must-read  whitepaper,  "The  B2Bi  Imperative  and 
its  Power  to  Transform  Your  Business." 


webMethods. 

www.webMethods.com 


thods,  Inc    The  webMethods  logo  is  a  registered  trademark  of  webMethods.  Inc   All  olhef  names  mentioned  are  trademarks,  registered  trademarks  o'  service  marks  of  iii-i'  respecli 
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THE  WELCH  ERA 


HIGH 
POINTS 


Welch  proved  just  as  adept 
at  buying  and  building  busi- 
nesses as  he  was  at  slashing 
jobs.  He  purchased  RCA  in 
1985,  bringing  the  NBC  tele- 
vision network  into  the  GE 
fold  and  adding  a  radically 
new  service  business  to  the 
industrial  mix.  He  trans- 
formed GE  Capital  Corp.  from 
a  sleepy  finance  company  into 
a  powerhouse  that  now  sup- 
plies 41%  of  ge's  earnings. 
And  in  a  dramatic  stroke  that 
proved  he  was  a  dealmaker 
to  the  end,  Welch  last  Octo- 
ber seized  Honeywell  Inc. 
from  rival  United  Technolo- 
gies Corp.  with  a  $45  billion 
bid.  It  was  the  largest  deal  of 
his  career — and  to  see  it 
through,  Welch  postponed  his 
retirement  by  eight  months. 


MAJOR  MERGER:  Welch, 
with  RCA  execs  Robert 
Frederick  (left)  and 
Thornton  Bradshaw  at 
a  1985  press  conference 


FINAL  PROJECT:  Welch 
announces  that  GE  will 
acquire  Honeywell — 
and  postpones  retire- 
ment to  do  the  deal 


CAPITAL  CREW: 

In  1993,  GE's 
hugely 
profitable 
finance  arm 
makes  the 
cover  of  this 
magazine 
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Do  you  rip  the  wrapping  paper? 


Can  you  still  catch  a  snowflake  on  your  tongue? 


Do  you  love  going  home  for  the  holidays  hut  dread  sleeping  on  the  couch? 


Till;  ROAD  RA 
FROM  S50* 


Ii  the  answer  is  yes,  you're  one  ot  us.  The  kind  or  person  who  values  both 
the  holidays  and  a  good  night's  sleep.  That's  why  this  season,  Hampton" 
hotels  orter  Holiday  Hit  the  Road  Rates  starting  from  $50  a  night. 
Rates  are  good  seven  days  a  week  and  include  a  rree  hreakrast  bar,  and  you'll 
earn  Hilton  HHonors  hotel  points  and  airline  miles  throughout  your  stay. 
For  reservations,  call  Hampton  and  ask  ror  Holiday  Hit  the  Road  Rates  today. 

'Not  avaualjlf  at  all  Icxation?. 


Were  with  you  all  the  way. 


Tiembef  o(  the  Hilton  Family  of  Hotels 
'aiy  by  kxalion  and  are  based  on  availability 
)  Hilton  Hospitality,  Inc 


For  your  noliday  travels,  visit  us  at  hampton-inn.com  or  call  1  -800-H  AMPTON* 
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BIG  HIT:  In  199 1^, 

Kidder  Peabody's 
Joseph  Jett  is  blamed 
for  losses  that  lead  to 
millions  in  write-offs 
for  Kidder  parent  GE 


FLASH  POINT:  The 

PCB  controversy 
rages  on  this  year  in 
Hudson  Falls,  N.  Y., 
near  two  GE  plants 


LOW 
POINTS 


The  Welch  era  was  not  with- 
out flaws.  GE  has  suffered  ma 
jor  setbacks   and   scandalsl 
from  criminal  indictments  re  I 
lating  to  military  contracts  t( 
ongoing  battles  with  environ 
mental  groups.  Until  recently 
New  York's  fabled  River  Caf 
would  not  serve  top  GE  ex 
ecs  because  of  PCB  contami 
nation  in  the  Hudson  Rive 
that  many  blame  on  the  coni 
pany.  Indeed,  regulators  wi 
soon  rule  on  whether  GE  wi 
have  to  pay  to  dredge  th 
river.  Even  more  damagin 
to  GE:  the  1994  bond-tradir 
scandal  at  Kidder,  Peabody 
Co.  that  led  to  huge  loss( 
and  the  dismantling  of  the  i 
vestment  bank  Welch  boug 
in  1986. 


M74  I^H'.iNI  SS  WFFK  /  iJfCEMBER  11.  ?000 


Confidence.  Trust.  Security. 

(You  know,  the  feelings  your  customers  should 
get  when  they  transact  business  on  your  website.) 


Z3 


Trust  online.  Truth  is,  many  customers  still  really  don't  have  it.  Problem  is, 
it's  one  of  the  biggest  impediments  to  realizing  your  e-business  plans. 
At  Ernst  &  Young,  our  CyberProcess  Certification'"  solutions,  including 
WebTrust"  are  among  the  most  recognized-and  respected-in  business. 
When  we  verify  your  processes  for  securing  your  customers'  privacy  and 
confidentiality,  they  will  feel  that  doing  business  with  you  online  is  the  same  as 
sitting  with  you  across  the  table.  It  doesn't  get  any  more  reassuring  than  that. 


noweconomy" 


=11  Ernst  &YOUNG 


From  thought  to  finish: 


■RNST  &  Young  llp 


I 


Photo  Essay 


THE  WELCH  ERA 


ALL  EARS: 

Managers  and 
executives  at 
GE's  training 
center  in  Croton 
on-Hudson,  N.Y. 
listen  intently  to 
one  of  the  boss's 
lesso7is  in  1988 


A  hands-on  manager  who  supplies  the  mas- 
sive company's  daily  shot  of  adrenaline, 
Welch  sets  high  standards  and  can  display  a 
fiery  temper  when  they're  not  met.  But 
Welch's  charisma  is  most  apparent  when 
he's  pursuing  two  of  his  passions:  golf  and 
teaching  in  "the  pit"  at  (Je's  leadership  train- 
ing center  in  Croton-on-Hudson,  N.Y,, 
where  he  engages  (;e  managers  in  candid 
exchanges. 
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^EED  CLIMBING  EL  CAPITAN 

lAMING  ACROSS  MULTIPLE  DISCIPLINES 
I  IMPLEMENT  A  COST-EFFICIEf^ 

T  FLEXIBLE  GAS  SUPP 

DEL  SAVING  CLIENTS  A  BUNI 

I  whatever  gets  those  endorphins  going  j 


?gy,  our  business  is  to  market,  generate,  deliver  and  manage  energy  (and  now  broadband).  Our  passion  is  to  pursue 
inities  for  our  clients  in  an  ever-changing  marketplace.  Case  in  point:  helping  a  western  municipality  rebundle 
md  transportation  to  save  on  natural  gas  costs  by  tapping  into  advanced  load  forecasting  models,  just-in-time  supply 
nsportation,  creating  a  virtual  gas  storage  capability.  Our  ability  to  create  opportunities  in  both  regulated  and 
ated  markets  is  unprecedented.  But  then,  so  is  our  unique  set  of  strengths:  the  most  tenacious  regulatory  people  in 
mess.  Marketing  and  trading  expertise  second  to  none.  Strategically  placed  assets  to  back  up  our  commitments, 
ed  by  a  cultural  contempt  for  canned  solutions.  And  all  available  to  you. 


* 


IS 


iegy.com    877-4-DYNEGY 


Dynegy 


Finance 


STOCKS 


THE  FALL  OF  THE 
NET  ANALYST 


Former  oracles  have  been 
demoted,  and  a  New  Guard 
is  rushing  in  after  the  fact  to 
downgrade  Internet  stocks 


The  Queen  of  the  Internet  was  not 
amused.  Under  the  glare  of  cnbc's 
television  lights,  Morgan  Stanley 
Dean  Witter's  Mary  G.  Meeker 
appeared  somewhat  tentative  on  Oct. 
23.  Meeker,  who  among  myriad  other 
accolades  has  been  called  the  third- 
most-  powerful  woman  in  business,  usu- 
ally exhibits  a  Zen-like  calm.  But  on 
this  day,  Squawk  Box  host  Mark  Haines 
clearly  put  Meeker  on  the  defensive, 
tersely  grilling  her  on  her  willingness  to 
talk  up  Internet  stocks.  At  one  point. 
Meeker  responded:  "If  we  sound  a  little 
too  optimistic,  it's  really  a  function  of 
the  fact  that  this  is  the  kind  of  envi- 
ronment that  creates  buying  opportu- 
nities." Haines  retorted:  "You're  telling 
us  to  start  from  this  point  and  put  our 
money  in  the  right  places.  But  following 
your  advice,  we  put  our  money  in  the 
wrong  places . . .  now  we  don't  have  any 
money."  In  fact,  since  Meeker's  appear- 
ance, the  Nasdaq  has  dropped  a  fur- 
ther 22%.  And  so  far  this  year,  her 
picks  are  down  68%. 

It's  life  in  the  hot  seat  for 
big-time  Internet  analysts.  The 
Goldman  Sachs  Internet  Index 
is  down  70%  for  the  year.  Lay- 
offs at  dot-coms  hit  record  num 
bars  in  November.  Both  Mer 


rill  Lynch's  Henry  M.  Blodget  contin- 
ue to  stand  by  the  stocks  they  cover. 
Clearly,   big-name   analysts   from 
mega  investment  firms  have  caused 
investors  untold  pain.  Rather  than  pay- 
ing heed  to  the  glitz,  investors  should 
be  looking  at  humbler,  lesser-known  an- 
alysts at  smaller  firms  that  are  not  in- 
volved in  investment  banking.  On  a 
long-term  basis,  these  are  the  best  In- 
ternet stockpickers,  according  to  Bull- 
dog Research.com  Inc.,  an  analyst 
rating  service.  "A  huge  part  of  an 
analyst's  job  is  to  bring  in  invest- 
ment-banking business,"  says  Michael 
Thompson,  Bulldog's  co-president. 
"[But]  these  analysts  are  largely 
unencumbered." 

SPREAD  TOO  THIN?  If  investors  had 
for  an  instance  listened  to  Sean  Jackson 
(who?),  an  Internet  software  analyst  at 
Suntrust  Equitable  Securities  (what?)  in 
Nashville,  they  would  have  reaped  a 
236%  gain  over  the  past  year  through 
Oct.  31.  "As  an  analyst  at  a  small  firm,  I 
get  to  choose  the  stocks  I  cover  and  fo- 
cus on  my  niche,  which  is  Internet  se- 
curity software.  At  big  firms,  analysts 
are  often  forced  to  cover  too  wide  an  ar- 
ray of  companies  because  of  investment- 
banking  relationships,"  says  Jackson.  His 
winners  include  Checkpoint  Software, 
and  iss  Group.  Matthew  Barzowskas  at 
First  Albany  Corp.  in  New  York  net- 


SOME  GOT  IT  RI6HT 

Analysts  Covering  Internet  Software  and  Services 


ANALYST 


FIRM 


1-YEAR  PERCENT  RETURN* 


ted  a  216%  gain  with  recommends 
like  3Com.  Stephen  Sigmond,  a  Ne  ;)|f,f ,. 
vices  analyst  at  Dain  Rauscher  in  |j-|(  ,| 
neapolis,  has  posted  a  46%  return  jfi ',,,, 
the  last  year  with  picks  like  Arib[(f|f,i„ 
Netigrity.  j,].,!,! 

A  study  by  Kent  L.  Womack  ty^^  j 
nance  professor  at  Dartmouth's    [(,]|,.  p 
Tuck    School    of   Business,   and    fr,j„|  ^ 
Michaely,  a  Cornell  University  f  (d ,,  j^ 
professor,  found  that  the  stock  rtnii,,,^. 
mendations  of  brokerages  witho  ip,||j,,„  , 
vestment  banking  ties  tend  to  be  if,||,. 
accurate.  Their  stocks  n  1,1,1,^, 
average  of  3.5%  within  i  ^^  -j'^'- 
vs.  a  decline  of  11.6%  ov  i,,,,,  „ 
same  period  in  stocks  1  k,^  , 
mended  by  brokerages  in  g  ,^^ ,  j 
in  investment  banking  w  |j|,,    ' 


rill  Lynch  &  Co.  and  Chase  H&cj      SEAM  WCKSOII  SUNTRUST  EQUITABLE  SECURITIES  236.45%       c()mi)anies  they  cover. 


215.88 


Investors  are  so  upst 


recently  canceled  their  Inter-  mUHEW  BARZOWSKAS    FIRST  ALBANY  CORP. 

net  conferences,  with  a  Merrill  pi^^^^^^^^^^ WIT  SOUNDVIEW 18545 ^^^     bullish     forecasts|,^^^ 

spokesman  saying  the  sector  is  "^^TT^^ .^"  ^^^'^"^'E ^°±'*'^. they're  tuming  to  analys  n 

"more   of  a  defensive   story"  ^!^M^!^ .'"''^^L'^^'^'rYS'S  CORP. 181.16 are  making  si)lashy  n. 

right  now.  So  far  this  year,  130  DAVID  2ALE  SANDS  BROTHER  &  CO.  120.5  (^^^lls  on  Intern(>L  compaiil 

dotcoms  hav^  shut  down,  ac-  sj^PHEjisiBIHMIO GAIN  RAUSCHER  WESSELS 46:25 '''''^'''  \^''  *'''''"''  '"  ''";/' 

cordmg  to  Webmergers,  a  re-  to  make  no-bramer     ii| 

search  firm  that  tracks  Inter-  »«•<...«,»!"'.•:"' E^  ^'^'^^'^'^.^ ^lE tum"  calls-that  is,  m 

net  mergers  and  acquisitions.  SCOTT  APPlfBY  ROBERTSON  STEPHENS  10.70  chUs  on  already  bcalci 

Still,  most  high-i)rofile  Internet  '~~"^Z 'i^i^r7o',«i'i.^'oL^r',o^u stocks  like  Amazon.coni 

,'      ,       ,.,      '\,'    ,  ,    ,,  *THR0UGH0CT31  DATA  BULLDOG  RESEARCH  ,.  ,,  ,    >. 

analysts  like  Meeker  and  Mer-  lme.com,  eBay,  and   \: 
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Long-term,  analysts  without 


make  more  accurate  picks 


SHAKE-UP:  (CLOCKWISE  FROM  BOTTOM)  KIGGEN, 
MEEKER,  COOKS  LEVITAN,  BLODGET,  AND  BECKER 


;hese  analysts  are  riding 

ikely  short-lived  crest  of 

net  stardom.  ,  ,  ■.   ,  ., 

t  the  downgrades  are  a  day    mVeStmeUt  DanklUg  tieS 

nd  a  dollar  short.  On  Nov. 

ehman  Brothers  Inc.  ana- 

iolly  Becker  downgraded 

from   buy   to   hold    and 

fi|  ed  it  in  a  report,  saying 

I  other  things  that  profits 

wilting  and  margins  would 

ie  up  to  expectations.  She  may  be 
ro|  but  many  say  her  call  was  hardly 

ent.  The  stock  was  already  down 

ince  the  beginning  of  November. 

normously  fashionable  right  now  to 

ip  on  Internet  companies.  But  it 

t  take  any  courage  or  daring  to  do 

.his  environment,"  says  Jonathan 
«H  ,  a  former  Net  analyst  who  soured 
<tsl  tocks  in  the  mid-'90s.  He  is  now 
istj  if  European  mergers  and  acquisi 


nej  at  Wit  Soundview  Group.  Says 
r:  "My  job  isn't  to  look  through 
irview  mirror,  but  to  call  it  as  it  is 
and  I  think  there's  more  down- 
itiU,  Becker  didn't  become  bearish 
Internet  until  after  her  colleague, 
analyst  Ravi  Suria,  issued  a 
Ya  lilbreaking  report  in  -July  question- 


ing the  fate  of  Amazon  (page   110). 

The  scores  of  other  analysts  making 
negative  calls  include  Thomas  Courtney 
of  Banc  of  America  Securities.  On  Nov. 
28,  he  issued  a  downbeat  report  on 
Amazon.  And  in  September,  Salomon 
Smith  Barney  analyst  Tim  Albright 
downgraded  Priceline  just  a  month  after 
reiterating  a  $130  price  target  and  rec- 
ommended buying  the  stock — even  as 
the  stock  fell  to  $25. 

Big  underwriters,  it  seems,  don't  seem 
to  give  a  hoot  about  stockpicking.  "Let's 
face  it,  someone  like  Henry  Blodget  is  a 
real  brand  for  a  firm  hke  Merrill.  He 
has  a  followdng  and  sells  stocks  and  gets 
underwriting  business,  and  that's  all  the 
firms  care  about,"  says  a  venture  capi- 
talist who  asked  not  to  be  identified. 


Since  the  beginning  of 
1998,  Wall  Street  firms 
did  $2.4  bilhon  under- 
writing Internet  initial 
public  offerings,  accord- 
ing to  Thomson  Finan- 
cial Securities  Data. 

Maybe    Wall     Street 
should     start     to     care. 
"Now   that   the   under- 
writing    business     has 
dried  up,  the  big  firms 
are    stuck   with   these 
white-elephant  analysts 
who    were    so    bullish 
and    so    much    in    the 
public  eye.  They  may 
have  been  good  brand- 
ing, but  they've  caused 
investors  to  lose  their 
shirts,"    says    a    hedge 
fund  manager  who  asked 
not  to  be  identified.  Over 
the    past    two    years, 
celebrity  analysts  have 
been  heralded  as  ora- 
cles of  the  New  Econ- 
omy. "We  all  got  much 
more  attention  than 
analysts  are  used  to 
getting,  and  perhaps 
much  more  than  we 
deserved,"  says  Lise  J. 
Buyer,  a  former  Inter- 
net analyst  for  Credit  Su- 
isse First  Boston  who  is  now  a 
venture  capitalist. 

The  bullishness  of  Internet  an- 
alysts is  legendary.  "Because  of 
the  uncertainty  when  it  comes  to 
Internet  valuations,  it  is  easier 
for  biased  recommendations  to 
hide  more  comfortably,"  Womack 
says.  Merrill's  Blodget,  for  in- 
stance, has  never  put  a  "sell"  on  a 
stock  he  covers.  He  downgraded 
Priceline  in  September,  a  day  af- 
ter the  stock  fell  43%,  to  $10.50  a  share. 
And    in    August,    he    downgraded    11 
stocks,  dropping  eToys  Inc.  and  bames- 
andnoble.com  to  "holds,"  those  stocks 
were  already  95%  and  84%,  respectively, 
below  their  52-week  highs.  Another  who 
has  never  issued  a  "sell"  is  Meeker,  who 
has  downgraded  only  three  stocks  in 
three  years.  Meeker  was  not  available 
for  comment,  and  Blodget  did  not  re- 
spond to  phone  calls. 

For  the  analysts'  part,  experts  say 
their  hands  have  been  tied.  "Think  about 
the  impact  they  would  have  on  a  stock  if 
they  severely  downgraded  it,"  says  Eric 
Von  der  Porten,  a  hedge-fund  manager 
at  Leeward  Investments.  "It  appears 
they're  just  quietly  and  slowly  getting 
more  negative  in  order  to  allow  clients 
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Models  once  used  to  justify  high  Internet  valuations  are 
now  greeted  with  skepticism  and  deemed  inappropriate 


and  brokers  to  get  out  of  the  stock." 
On  Oct.  4,  Lauren  Cooks  Levitan,  se- 
nior e-tailing  analyst  at  Robertson 
Stephens,  said  in  a  report  that  Amazon 
would  never  turn  a  profit  without  mak- 
ing "fairly  radical  shifts"  in  its  business 
model.  Yet  Levitan  kept  her  "long-term 
accumulate"  rating  on  the  stock.  And 
Blodget  has  defended  himself  by  saying 
his  written  comments  on  Internet  stocks 
have  been  turning  negative  for  more 
than  a  year,  but  that  his  ratings  didn't 
reflect  the  trend. 

DECODING  LINGO.  But  do  investors  pay 
attention  to  the  iine  print  in  analysts'  re- 
ports? Moreover,  what  connotes  a  "sell"? 
Part  of  understanding  analysts  is  deci- 
phering their  codes,  experts  say,  and 
this  is  especially  tme  with  Internet  an- 
alysts. "It's  a  world  where  even  a  down- 
grade to  'hold'  from  "buy^  can  be  a  signal 
to  sell,"  says  Charles  L.  Hill,  First  Call 
Corp.'s  director  of  research.  And  while 


more  Internet  analysts  are  moving  to 
"neutral"  ratings  on  stocks,  the  average 
recommendation  is  still  a  "buy,"  accord- 
ing to  First  Call. 

Like  the  analysts  themselves,  the  In- 
ternet valuation  models  used  to  justify 
high  valuations  have  come  under  sharp 
scrutiny.  Where  amorphous  things  like 
"hits  metrics"  and  "annual  run-rate  sales" 
used  to  matter,  most  experts  now  see 
them  as  mere  valuation  voodoo.  One  an- 
alyst. Credit  Suisse  First  Boston's  Jamie 
Kiggen,  has  been  criticized  over  his  "life- 
time value  of  a  customer"  metrics  used  to 
justify  his  bullish  Amazon  calls.  Kiggen's 
response:  "The  probabiKty  of  my  most 
optimistic  growth  scenario  is 
lower  than  it  was  a  year  ago, 
but  that's  all  due  to  eco- 
nomic uncertainty  and  the 
near-term  supply  and  de- 
mand in  capital  mar- 
kets." Says  Michael  K.     % 


UNCONVENTIONAL  WISDOM 
FROM  LEHMAN 


You  might  say  this  credit  analyst 
is  getting  the  credit  he  de- 
serves.   In  June,  Ravi  Suria, 
who  covers  Amazon.com  Inc.  for 
Lehman  Brothers  Inc.,  dropped  a 
bomb  on  the  Internet  world  with  a 
report  that  likened  Amazon  to  an 
Old  Economy  retailer  and  asserted 
that  its  creditworthiness  was  "ex- 
tremely weak  and  deteriorating."  It 
was  sharp  analysis  in  a  market 
where  most  analysts  seem  to  be 
press  agents  for  investment 
bankers.  And  it  was  a  needed  wake- 
up  call.  Since  Suria's  report,  in- 
vestors are  paying  more  heed  to 
once-obscure  bond  analysts. 
BUMPY  ROAD.  "The  past  six  months 
have  opened  up  the  world  a  lot 
more  than  I  imagined,"  Suria  says. 
His  Amazon  report — and  a  subse- 
quent downbeat  report  on  the  tele- 
com sector  in  early  November — 
have  propelled  Suria  into  rarefied 
Wall  Street  realms.  His  research  has 
caught  the  attention  of  the  world's 
top  money  managers,  and  he  has 
been  asked  to  speak  at  B-schools. 


Parekh,  an  Internet  analyst  at  Goldma 
Sachs  &  Co.,  the  leading  e-commerce  u 
derwriten  "Instead  of  using  valuation 
teria  for  mature  industries,  we  ended 
using  filters  that  venture  capitalists  us( 

Fitting,  then,  that  an  extraordin 
number  of  Internet  analysts — includi: 
Buyer,  Robertson  Stephens'  Keith  B 
jamin,  Chase  h&q's  Daniel  H.  Rimer, 
csfb's  Bill  Bumham — have  jumped  s^ 
to  venture  capital  firms,  despite  the 
cent  downturn  there,  too.  There 
even  been  a  persistent  rumor  that  Mei 
er  will  leave  for  a  vc.  Buyer,  who  staj 
ed  covering  the  Internet  in  1995  a| 
secured  a  spot  at  a  venture  firm 
years  later — prior  to  the  Inte 
crash — says  of  her  decision 
leave  the  dot-com  world:  "It 
one  of  my  greatest  calls  as 
Internet  analyst." 

By  Marcia  Vich 
in  New 


her  downgrade, 
she  had  a  hand  ir 
persuading 
Lehman  to 
spike  a  subse- 
quent bearish 


But  there 
have  been 
some  bumps 
along  the  road. 
Sources  say 
Suria's  Amazon 
report  caused 
upheaval  in  the 
research  trench- 
es at  Lehman. 
Holly  Becker, 
Lehman's  equity  an- 
alyst who  covers 
Amazon,  had  a  "buy"  on 
the  company  at  the  time. 
She  was  not  pleased 
when  Suria's  report  was 
released.  "He's  a  rela- 
tively unknown  credit 
analyst  who  has  written 
a  report — having  never 
spoken  to  the  company 
and  having  no  insight 
into  the  company's  strat- 
egy," she  told  BUSlNP^.ss  WEEK  at  the 
time.  But  she  put  her  own  highly 
publicized  downgrade  on  Amazon  a 
month  later.  Sources  say  that  after 


Way  back  in  June, 
Ravi  Suria  warned 

that  things  were 
looking  shaky 

atAmazon.com 


report  on  Ama-| 
zon  by  Suria, 
called  "Of  Toysl 
and  lOQs,"  and| 
to  put  out  her 
more  bullish  re-| 
port.  Becker  de-j 
nies  this  and 
claims  that  Suria  | 
spiked  his  own 
report. 
Lehman's  director 
of  research  announcec 
at  the  time:  "The  firm 
one  voice  on  Amazon's 
fundamentals  and  stock,] 
and  that's  Holly  Becker.] 
Since  then,  she  has  mad^ 
an  attention-grabbing 
downgrade  on  eBay  Incl 
and  put  out  a  sour  repoij^ 
on  Yahoo!  Inc. 

Suria  is  keeping  a 
lower  profile.  "This  al- 
lows me  to  make  calls  like  this  witl 
out  repercussion  and  excessive  bac 
biting,"  he  says. 

By  Marcia  Vickers  in  New  Yo\ 
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I  INTERNATIONAi:  KNOWS  THE  PEH 

U  IS  MIGHTIER 

THAN  THE  SWORD. 

LOTUS  KNOWS  F!i 

THE  MOUSE  IS 

FASTER  THAN  THE  pen: 


With  Lotus  and  Interliantt  a  Lotus  Business  Partner,  Amnesty  International  can  now 
respond  to  cases  of  human  rights  violations  in  record  time  via  the  Urgent  Action  Network. 

Instead  of  waiting  days  for  reports,  members  receive  them  in  seconds,  so  they  can 
take  lifesaving  action  even  faster.  Plus,  Amnesty  International  can  now  share  case  updates 
among  members  through  a  worldwide  knowledge  base.  It's  just  one  of  the  ways 
Lotus  helps  people  work  together.  To  learn  more,  visit  www.lotus.com/superhumansoftware 

SUPER.HUMAN.SOFTWARE 


Lotus. 


■I   An  IBM  Company 
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COMMENTARY 

By  Louise  Lee 


SCHWAB.  GOING  UPSCALE,  STEPS  ON  SOME  TOES 


It  was  a  small  purchase.  So  minus- 
cule that  few  analysts  bothered  to 
find  out  much  about  why  Charles 
Schwab  Corp.  bought  research  firm 
Chicago  Investment  Analytics  Inc. 
on  Nov.  15  for  under  $20  million. 

But  they  should  have.  For  the 
deal,  to  acquire  a  company  that  pro- 
duces software  to  pick  stocks  based 
on  quantitative  analysis,  was  hardly 
a  minor  transaction.  Rather,  it  was  a 
major  move  by  Schwab  to  appease  a 
legion  of  5,000  advisers  handling  its 
millionaire  chents.  Schwab  will  dis- 
tribute Chicago  Investment's  analyti- 
cal tools  to  them  to  help  them  rec- 
ommend stocks  to  their  clients.  "You 
could  call  it  an  olive  branch,"  says 
adviser  John  S.  Scarborough  in  San 
Francisco. 

Ever  since  Schwab  bought  U.S. 
Trust  Corp.  for  $2.7  billion  in  May, 
independent  advisers  have  watched 
it  like  a  hawk.  "Schwab  is  walking  a 
fine  line,"  says  adviser  Scott  Walker 
in  Orange  County,  Calif.  Long  the 
top  discount  broker  for  Middle 
America,  Schwab  had  been  itching  to 
move  upmarket  quickly  and  get  a 
firmer  grip  on  the  assets  of  the  very 
wealthy.  U.  S.  Trust  seemed  to  be 
the  ideal  vehicle  because  it 
offers  everything  from 
trust  services  to  estate 
planning  and  tax  advice 
There  is  just  one  catch: 
Those  are  exactly  the 
same  services  that 
many  of  Schwab's  out- 
side advisers  already 
provide. 

"VESTED  INTEREST." 
As  a  result,  Schwab  is  facing 
a  conflict  of  interest  of  the  sort  it 
prides  itself  in  avoiding.  It  refers 
clients  to  independent  advisers  who, 
in  return,  keep  clients'  assets  at 
Schwab.  Schwab  collects  trading 
commissions,  but  advisers  keep  the 
annual  fees  for  their  services.  If 
Schwab  refers  clients  to  one  of  its 
own  advisers  at  U.S.  Trust,  howev- 
er, it  collects  both  commissions  and 
annual  fees — a  fat  1.1%  on  the  first 
$2  million  in  assets.  Advisers  and 
analysts  doubt  Schwab  can  remain 
impartial  when  it  refers  customers. 
"It's  trying  to  be  agnostic,  but  it's  in 


Schwab's  vested  interest  to  have 
customers  go  to  U.S.  Trust,"  says 
Greg  Smith,  analyst  at  Chase  h&q. 
Schwab  "definitely  has  new  conflicts 
that  didn't  exist  before." 

Alienating  advisers  puts  Schwab's 
ability  to  gather  and  keep  assets — a 
key  measure  of  performance — at 
risk.  Schwab's  independent  advisers 
manage  $243  billion  in  assets,  rough- 
ly a  quarter  of  the  company's  $961 
billion  total  assets. 

Even  so,  the  assets  the 
advisers  bring  haven't 
kept  Schwab  from  los- 
ing a  wide  lead  to  in- 
dustry behe- 


piTfl 


moth  Merrill  Lynch  &  Co.  in  attractj 
ing  new  money  from  U.  S.  clients.  I 
the  first  three  quarters  of  1999, 
Schwab  drew  far  more  new  money 
than  Merrill  (chart) — sometimes  mo: 
than  twice  as  much,  says  Richard 
Repetto,  analyst  at  Putnam  Lovell 
Securities  Inc.  Merrill  finally  starteclfii 
to  gain  on  Schwab  after  it  launched 
an  online  counterattack  a  year  ago 
In  the  quarter  ended  in  September, 
Merrill  attracted  $28  billion  in  net 
new  investment  assets,  just  under 
Schwab's  $30  billion.  "While  it's  notfc  a,. 
zero-sum  game,  it's  a  neck-and-nec  j,]  a 
race,"  says  Repetto. 

Schwab  insists  that  regardles; 
of  who  attracts  more  assets  in  a 
given  quarter,  it  stands  apart 
from  rivals  because  it  doesn't 
pay  brokers  based  on  commis 
sions  or  give  them  incentives 
push  one  product  over  anothe 
And  while  "there  can  be  com] 
tition"  between  U.  S.  Trust  ar 
the  outside  advisers,  the  rest  of 
Schwab's  business  avoids  conflict, 
part  because  it  has  long  offered 
many  products  from  many  compa-fc(,j  ^ 
nies,  says  Edward  M.  Rodden,  sei  mji^ 
vice-president  of  Schwab's  adv 
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LOSING  A  BIG  LEAD 


,  BILLIONS  OF  DOLLARS 

DATA:  PUTNAM  LOVtLL  SECURITIES,  COMPANY  REPORTS, 

EXCLUDES  INFLOWS  REUIED  TO  SPECIAL  FIDUCIARY  AND 

MUTUAL-FUND  CLEARING  SERVICES 


services. 

Schwab  must  do  a  lot  mor 
stay  on  good  terms  vidth  outs 
advisers.  It  also  needs  to  w 
hard  to  convince  potential 
visers  that  it  is  worth  an 
$8,000  annual  fee  for  them 
join  the  company's  fold.  B( 
X    sides  Chicago  Investment 
product,  Schwab  has  begi  |,. 
to  give  advisers  access  to 
some  U.  S.  Trust  research  a 
Webcasts  with  U.S.  Trust  an; 
lysts.  That  hasn't  convinced  Laui 
Tarbox,  who  advises  her  own  mil 
aires  in  Newport  Beach,  Calif.,  t< 
take  the  plunge.  The  last  thing  s 
needs  is  to  be  forced  to  butt  hea^ 
with  U.  S.  Tj-ust  in  the  name  of 
Schwab.  "[The  U.S.  Trust  purch 
is  smart  on  Schwab's  part,"  Tar 
says.  "But  it  doesn't  make  mo  ht, 
py."  That's  a  sentiment  that  eveil 
wealthier  Schwab  cannot  afford 


With  reporting  from  h 
Thornton  in  N<'i( 
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UROLOGY 


lEBUILDING  THE  SPINAL  CORD 

the  lab,  treatment  methods  for  back  injuries  are  advancing  by  leaps  and  bounds 


^urdue    University   and    Indiana 
B  University  are  about  to  embark 
on  an  experiment  that,  until  a  few 
years  ago,  would  have  been  tack- 
only  in  a  science-fiction  novel.  In 
ember,   the   two   institutions   an- 
iced  that  they  were  planning  the 
human  trials  to  see  if  weak  electri- 
harges  can  regenerate  nerve  fibers 
jured  spinal  cords.  The  technique, 
h  uses  an  implantable  device  de- 
led  at  the  Purdue  School  of  Vet- 


erinary Medicine,  has  already  helped 
dogs  suffering  paralysis  regain  some 
functions,  and  the  researchers  hope  for 
the  same  results  in  humans. 

This  clinical  trial  is  hardly  a  sure  bet: 
Experimental  spinal  cord  treatments 
have  had  far  more  failures  than  wins. 
Still,  these  efforts  represent  a  revolu- 
tionary change  in  thinking  about  such 
injuries.  For  decades,  it  was  a  firmly 
held  belief  that  the  neurons,  or  nerve 
cells,  of  the  brain  and  spinal  cord  were 


rS  BACK-MENDiNG  WORK 

le  spinal  cord  consists  of 
ig  nerve  cells  called 
ons,  surrounded  by 
otective  vertebrae.  Axons 
rry  signals  back  and  forth 
im  the  brain,  controlling 
3  body's  movements.  If 
ise  axons  are  crushed  or 
'ered,  paralysis  results, 
ientists  are  working  on 
•ee  potential  treatments: 

BROWINfi 

Researchers  have  discov 

;red  the  chemical  signals 

:hat  block  the  regrowth  of 

jamaged  axons.  Antibodies 
I   :o  these  "stop"  signals 
*;  lave  been  developed. 

"^•UCINfi 

jclentists  are  hopeful  that 
.tern  cells,  the  precursor 
:ells  that  give  rise  to  all 
ithers,  will  turn  into  new 
lerve  cells  when  injected 
nto  damaged  spines. 


WUNINfi 

ixons  have  some  ability  to 
lake  decisions  without 
istructions  from  the  brain. 
•0,  scientists  hope  that 
jpeated  exercises  can 
Jtrain  undamaged  nerve 
ells  to  take  over  the  func- 
ons  of  the  damaged  ones. 


unable  to  regenerate  after  injury,  un- 
like cells  in  the  body's  other  tissues. 
But  over  the  past  decade,  scientists 
have  come  to  realize  that  the  body  can 
create  neurons  if  the  circumstances  are 
right.  Now,  they  are  figuring  out  just 
what  some  of  those  circumstances  are 
and  how  to  induce  them. 
PROMISING.  While  many  doctors  believe 
it  may  be  10  years  before  the  discover- 
ies benefit  human  patients,  they  are 
starting  to  envision  what  a  successful 
treatment  strategy  might  entail. 
Particularly  promising  approach- 
es include  efforts  to  transplant 
stem  cells  into  the  spinal  cord, 
where  they  may  be  able  to  repair 
or  replace  damaged  neurons.  An- 
tibodies have  also  been  developed 
that  encourage  the  regrowth  of 
nerves.  And  researchers  are  ex- 
ploiting the  recent  discovery  that 
the  spinal  cord  is  able  to  retrain 
itself  after  injury,  shifting  tasks 
to  the  undamaged  nerves. 

Such     advances 
have  supercharged 
the  whole  area  of 
research  on  spinal 
cord    injuries.    At 
the        November 
annual  meeting  of 
the     Society     for 
Neuroscience     in 
New  Orleans,  semi- 
nars on  spinal  cord 
advances       were 
packed.  Some  of  the  presenta- 
tions featured  monkeys  that  had 
regained  the  use  of  their  fore- 
limbs  and  rats  able  once  again  to 
walk  and  swim — in  the  wake  of 
catastrophic  spinal  damage.  "Man, 
to    be    a    rat    right    now,"    said 
Christopher  Reeve,  the  paralyzed 
actor  who  cannot  breathe  without 
a  respirator,  and  who  spoke  at 
the  meeting.  "I  never  thought  I'd 
be  jealous  of  a  rodent." 

Of  course,  it  is  a  big  leap  from 
rats  to  humans — and  there  are 
huge  obstacles  to  clear  before  any 
doctor  will  take  that  leap.  Still,  in 
an  October  review  article  in  Na- 
ture, leading  neuroscientist  Fred 
H.  Gage  of  the  Salk  Institute  for 
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best  kind  of  technology 
edge — one  that  delivers 
stronger  and  more 
profitable  customer 
relationships. 


For  more  information  and 
to  download  excerpts,  visit: 

www.howdlgitalisyourbusiness.com 


^^"^L/ 


m  of  our  children. 


tree  ts  the  strong  one. 
The  ocean,  rambunctious  and  untamed. 
The  sky,  the  absolute  dreamer. 


i  to  choose  the  tree  over  the  ocean 

id  %  like  choosing  one  child  over  the  next. 

w     .   ^  .     ., 

' ' '       An  impossibility  as  large  as  the  world  itself.        ^ 

^       Ihe  world's  leading  environmental  groups  are  working  togethe 
To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Biological  Studies  in  La  Jolla,  Call 
wrote  that  "the  first  rational,  functior 
therapy  for  regeneration,  probably  i 
spinal  cord  injury,  may  be  in  the  clii 
just  10  years  from  now." 

Sadly,  that  will  likely  be  too  late 
help  people  such  as  Reeve  who  ha 
lived  with  spinal  cord  injuries  for  yea 
In  such  cases,  researchers  suspect  tl 
there  will  be  too  much  scar  tissue 
atrophy  around  the  site  of  the  injur 
to  allow  repair.  Plus,  scientists  are  qu 
to  point  out  that  even  those  patie: 
who  can  be  helped  are  not  likely  to 
gain  full  functionality.  Nevertheless,  ' 
ing  from  complete  paralysis  to  so 
movement  would  be  a  huge  impro 
ment  in  the  quality  of  life  of  these 
tients,"  says  Dr.  Evan  Y.  Snyder 
Harvard  Medical  School.  "Just  to 
that  patient  off  a  respirator  would  m 
a  huge  difference." 
BROKEN  LINK.  It  could  also  be  a  h 
cost  savings.  The  National  Institute; 
Health   estimates   that   about    11, 
Americans  suffer  spinal  cord  inju: 
each  year,  wath  47%  becoming  p; 
plegic  and  52%  quadriplegic.  There 
some  250,000  permanently  paraly 
persons  in  the  U.S.,  and  the  cos 
caring  for  them  is  $10  billion  a 
One  reason:  People  aged  16  to  30  st 
55%  of  all  spinal  cord  injuries,  and  t 
require  massive  amounts  of  care  for 
remainder  of  their  lives. 

Spinal  injuries  are  so  disastrous 
cause  they  interrupt  communicat 
between  the  brain  and  the  rest  of 
body.  The  spinal  cord  contains  two 
bunches  of  nerves  knowm  as  axons, 
descending  pathway  carries  signals 
the  brain  that  control  voluntary  m 
ments,  while  the  ascending  pathway 
ries  sensory  information  to  the  b 
such  as  sense  of  touch,  tempera 
pain,  and  body  position.  These  two 
ways  are  connected  to  a  large  net 
of  peripheral  nerves  that  exit  and  ( 
at  each  vertebra  and  control  specif 
eas  of  the  body.  When  the  axon; 
crushed  or  severed,  connections  ti 
peripheral  nerves  are  lost,  and  th 
gions  they  control  are  paralyzed.  In 
eral,  the  higher  up  the  spinal  co 
the  injury  occurs,  the  more  sever 
ensuing  paralysis. 

Spinal  cord   injury  research 
breaks  down  into  three  differen 
proaches:  replacing  the  damaged  n< 
repairing  them,  or  retraining  ui 
aged  nerves  to  take  over  theii-  fur 
The  replacement,  or  regeneration 
has  gotten  the  most  attention  si 
major  breakthrough  in   1 !)!)(!,  w 
team  of  I'esearchers  at  thi'  Kaiv 
Institute   in   Stockholm   grafted 
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Woods  will  grace  cover 

NEW  YORK-  Placing  putting  over 
politics,  Time  magazine  has  Tiger 
Woods  on  the  cover.  The  issue,  on 
newsstands  Monday,  has  an 
interview  with  Woods  and  breaks 
down  the  revamped  swing  that 
helped  him  complete  golfs  career 
Grand  Slam  at  24--  the  youngest 
player  to  do  so. 
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scores.  And  at  Netscape.com,  Gary  can  quickly  find  news  and  business  informa- 
tion related  to  his  fast-paced  job.  Other  great  Netscape  features  like  search, 
email,  and  a  personalized  home  page  can  help  him  streamline  his  work  tasks  (so 
he  has  more  time  to  perfect  his  putt).  But  Netscape  is  not  just  for  golfers.  Try 
Netscape  today  and  see  what  it's  like  to  experience  the  Internet  your  way. 

Visit  Netscape.com  today.  It's  free. 


Netscape  Communications  Netscape  and  the  Netscape  logo  are  registered  trademarks  of  Netscape  Communications, 
ademarks  are  properties  of  their  respective  owners 
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Science  &  Technology 


bridges  made  of  cells  taken  from  pe- 
ripheral nerves  into  rats  with  sections  of 
their  spinal  cords  removed.  Some  ax- 
ons regrew  into  the  bridges,  and  the 
rats  were  able  to  move  their  hind  limbs 
and  support  body  weight. 

The  regenerated  axons,  however,  nev- 
er reconnected  with  peripheral  nerves, 
sending  scientists  searching  foi-  a  better 
cell-transplant  source.  The  most  promis- 
ing so  far  are  fetal  stem  cells,  also  called 
precursor  cells,  which  have  the  ability  to 
turn  into  any  kind  of  tis- 
sue. At  the  Neuroscience 
meeting.  Dr.  Hideyuki 
Okano  of  Osaka  Univer- 
sity's Graduate  School  of 
Medicine  highlighted  this 
versatility.  His  report,  on 
stem  cells  extracted 
from  the  spinal  cords  of 
rat  embryos  and  trans- 
planted into  adult  rats, 
showed  that  the  rats 
had  regained  the  use  of 
their  front  legs  within 
five  weeks.  Autopsies  re- 
vealed that  the  trans- 
planted cells  had  not 
only  turned  into  several 
types  of  neurons  but  had 
also  reconnected  with 
peripheral  nerves. 
RIGHT  CELLS.  When  it 
comes  to  obtaining  ade- 
quate supplies  of  fetal 
stem  cells,  however, 
there  are  considerable 
obstacles,  both  practical 
and  political.  George  W. 
Bush  has  said,  for  exam- 
ple, that  he  would  stop 
federal  research  using  fetal  cells.  But 
adult  stem  cells  might  also  do  the  trick. 
For  years,  adult  cells  were  thought  to 
be  less  malleable  than  embryonic  ver- 
sions, but  this  notion  seems  to  be  falling 
by  the  wayside.  "Our  work  shows  that 
bone  marrow  cells  from  mature  individ- 
uals . . .  can  be  changed  by  environmental 
signals,"  says  Dr.  Ira  Black,  chairman  of 
neuroscience  at  New  Jersey's  Robert 
Wood  Johnson  Medical  School.  In  Black's 
lab,  adult  stem  cells  bathed  with  growth 
hormones  were  induced  to  convert  to 
nerve  cells  within  minutes  or  hours. 
Black  says  these  converted  cells  were 
then  transplanted  into  the  brains  and 
spinal  cords  of  normal  rats,  where  they 
continued  to  survive. 

It  remains  unclear  whether  stem  cells 
from  any  source  will  consistently  turn 
into  the  right  kind  of  nerve  cells,  once 
transplanted.  To  get  around  that  prob- 
lem, some  researchers  hope  they  can 
get  damaged  nerves  to  repair  them- 


"  Man,  to  be  a  rat 

right  now.  I  never 

thought  I'd  be  jealous 

of  a  rodent" 

CHRISTOPHER  REEVE 

Paralyzed  actor 


selves.  Martin  E.  Schwab  of  the  Bi- 
Research  Institute  at  the  Umversil\ 
Zurich  is  a  leading  advocate  of  thi.-- 
proach.  Ten  years  ago,  he  discovei 
the  "stop"  signals  in  the  spinal  cord  t 
prevent  damaged  nerves  from  regrc 
ing.  In  January,  his  lab  isolated  the  gi 
for  one  of  these  inhibitors,  called  Ncl 
Schwab's  team  has  developed  antiboc ': 
that  block  Nogo,  allowing  uninjured 
ons  to  sprout  and  extend  to  periph(  .' 
nerves  that  have  lost  their  original  ( 
nections.   Rats   tes 
with     the     antiboc 
were   able  to  reco 
full       functional 
Schwab  says. 

It  is  likely  that  a 
bodies  and  stem  c_ 
will  eventually  be  c  jr- 
bined  into  one  ther  j.,. 
But  a  more  immed  (-j  i 
treatment  may  als(  j--  ; 
in     the     offing:       s^ 
searchers  have   dis  I 
ered    that    the    sp  ^■:' 
cord  has  the  abilit  i 
process  some  sen;  "■- 
information  and  n  M 
decisions  on  its  ( 'fi'''- 
without  help  from  t 
brain.  "We  are  jusi 
ginning  to  realize 
spinal  intelligence  »- 
plasticity  is  far  gi-( '  - 
than  had  been  p 
ously  realized,"  sa;  l 
Reggie  Edgerton  o 
University  of  Calif  "i 
at  Los  Angeles. 

As  a  result,  t 
are  numerous  effoi  •' 
retrain  spinal  cord  nerves,  so  tha '' 
tients  can  regain  motor  skills  on  " 
own  after  injury.  Edgerton  notes  '■' 
some  patients  can  dramatically  imf 
their  ability  to  step  when  trained) 
treadmill.  Animals  have  also 
trained  to  bear  their  full  weighl 
though  the  ability  declines  once  trf 
is  stopped.  Edgerton  is  now  condiJ 
human  trials  with  a  robotic  stej>trj 
device,  hoping  to  identify  types 
juries  that  respond  to  treatment.  | 

All  of  these  breakthroughs  are 
ing  more  resources  to  the  field,  s| 
searchers.  This  may  speed  up  tht; 
of  development — as  will  relentles^^ 
sure  from  Reeve,  the  most  tireles; 
paigner  on  behalf  of  spinal  ch( 
search.  "There  is  no  reason  this  pi| 
can't  be  overcome,"  he  exhort  ( 
meeting  of  neuroscientists.  "1  mi 
able  to  wait  three  or  five  yean 
couldn't  wait  another  20." 

By  Catlierinc  Anist  in  Neiv  (> 
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Will  never  breathe  without  a  tracheal  tube. 


Will  always  have  to  wear  a  diaper. 


Will  never  utter  an  intelligible  word. 


Will  never  see  the  light  of  day  (literally). 


Isn't  expected  to  live  past  the  age  of  5. 


GOD,  WE  LOVE  HIM. 


Founded  on  a  promise  that  all  children  should  know  love, 

The  Foundling  Hospital  is  a  multi-faceted  family  agency  with  innovative  services 

and  programs  that  provide  caring,  compassion  and  yes,  love. 

To  help,  please  call  1-877-FOUNDLING. 


The   New  York  Foundling  Hospital 


His  life  is  in  pieces 
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Mark  knew  more  about  crime  than  he  did  about 
building.  Today,  he's  learning  more  than 
carpentry.  He's  learning  that  he  is  valued,  able, 
and  important  to  his  community. 

What  happened?  You  happened! 
Adults  like  you  helped  Mark  and  other  kids 
build  a  better  community  and  a  foundation  for 
success.  Programs  like  these  are  bringing  out 
the  best  in  kids  and  the  best  in  their 
communities. 


LESS  CRIME  IS 
NO  ACCIDENT 

it  talces  you  —  and  programs  that  work. 


Call  1-800-WE  PREVENT  and  we'll  send  you  a 
free  booklet  on  how  you  and  your  community 
can  keep  kids  away  from  crime  and  crime 
away  from  kids. 


www.weprevent.org 


U.S.  Department  of  Just! 

Crime  Prevention  Coailtion  of  Ameril 
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IHEAPER, 
EANERWAY 
WHIP  UP  SILICON 

RICK  HUSKS,  ANTIFRKEZE, 

a  dash  of  salt?  No,  it's 
the  latest  hooch  for  your 
day  soiree.  It's  a  rela- 
ly  cheap  and  nontoxic 
to  create  silicon-based 
pounds  that  are  used  in 
tronics,  plastics,  poly- 
i,  and  optical  glass.  This 
cal  technique  was  de- 
i  by  Richard  M.  Laine, 
jssor  of  materials  science 
engineering  at  the  Uni- 
ity  of  Michigan.  He  be- 
s  that  it  could  also  fun- 
sntally  change  the  way 
m  chips  are  produced, 
iicon  is  traditionally  man- 


ufactured from  sand,  a  pro- 
cess that  requires  huge  in- 
puts of  heat  and  electricity. 
According  to  Laine,  about 
70%  of  the  energy  that  goes 
into  refining  silicon  is  re- 
leased as  the  toxic  waste  gas 
hydrochloric  acid.  But  with 
Laine's  novel  method,  there 
are  no  nasty  by-products  to 
worry  about. 

Laine's  recipe  is  simple:  Just 
mix  burnt  rice  husks  and  eth- 
ylene glycol — the  active  in- 
gredient in  antifreeze — and 
add  a  small  helping  of  the  cor- 
rosive chemicals  sodium  car- 
bonate and  sodium  hydroxide. 
Within  minutes,  a  novel  sih- 
con-based  material  begins  to 
form.  Laine  recently  formed 
a  startup  to  commercialize  the 
technology.  Petti  Fong 


iniNG  AN  EEL  ON  WHEELS 


ALMSIZE  MOBILE  ROBOT  CONTROLLED  BY  THE 

embodied  brain  of  a  sea  lamprey  may  one  day  lead  to 
ter  artificial  limbs  for  amputees.  A  team  of  neurobiol- 
5ts  headed  by  Dr.  Sandro  Mussa-Ivaldi  at  Northwest- 
University  Medical  School,  is  using  this  fish-robot 
rid  to  uncover  the  delicate  interactions  that  allow 
brain  to  access  and  process  information, 
'or  the  moment,  Mussa-Ivaldi's  "fishbot"  does  little 
e  than  scoot  around  on  wheels.  But  that  movement 
irected  by  signals  transmitted  from  the  lamprey 
in,  which  lies  three  feet  away  suspended  in  a  sugar- 
er  solution.  When  light  illuminates  optical  sensors 
:he  robot,  a  signal  travels  along  tiny  wires  from  the 
)t's  wheels  to  the  lamprey  brain.  Electrodes  in  the 
n  tissue  respond  by  emitting  nerve  impulses  that 
56  the  robot  to  wheel  toward  or  away  from  the 
t  source. 

lUssa-Ivaldi  hopes  to  use  his  system  to  probe  how  the 
plex  circuitry  of  the  brain  responds  to  damage.  When 
•nprey  injures  its  nervous  system,  its  brain  revra-es 
f  to  overcome  the  injury.  Mussa-Ivaldi  says  that  he 
map  out  the  critical  revdring  steps  by  first  creating 
ific  brain  lesions  and  then  monitoring  how  the  robot's 
ivior  changes.  With  that  knowledge,  researchers 
1  begin  to  decipher  better  ways  to  transmit  signals 
/een  the  brain  and  artificial  limbs.  Petti  Fong 


WANT  SWEETER 
MANURE? FEED 
THOSE  PIGS  RIGHT 

PIG   EXCREMENT   IS   BAD    FOR 

the  environment — and  it 
smells  horrendous,  too.  Re- 
searchers at  the  University 
of  Missouri  at  Columbia  be- 
lieve they  have  hit  upon  a 
solution  to  both  of  these 
problems:  Feed  pigs  more  of 
what  their  bodies  need  and 
less  of  what  they  don't,  ad- 
vocates Gary  L.  Allee,  the 
swine  nutritionist  heading  up 
the  project. 

The  stench  associated  with 
hog  manure  comes  from  am- 
monia and  other  nitrogenous 
compounds  that  form  when 
bacteria  break  down  amino 
acids.  To  make  sure  that  com- 
mercially fed  hogs  get  enough 
of  certain  essential  amino 
acids,    farmers    stuff   them 


vdth  corn  and  soy-containing 
foods.  But  that  causes  high 
levels  of  more  plentiful  amino 
acids,  which  are  discarded  in 
the  manure. 

An  added  problem  is  that 
corn  and  soy  foods  contain 
high  levels  of  phytate  phos- 
phorus, a  compound  that— in 
high  concentrations — is  toxic 
to  the  environment.  Because 
pigs  can't  digest  the  com- 
pound, phytate  phosphorus 
levels  also  build  up  in  dung 
piles. 

But  Allee  believes  that  al- 
tering the  diets  of  hogs  can 
help  solve  the  environmental 
predicament.  By  feeding  hogs 
supplements  of  essential 
amino  acids,  as  well  as  corn 
engineered  to  contain  60% 
more  digestible  phosphorus, 
it's  possible  to  reduce  the 
amount  of  phosphorus  ex- 
creted— and  the  smell — by 
about  40%.  Petti  Fong 


FORSUPERFIBERS, 
SCRAPE  THE  BOnOM 
OF  THE  BARREL 

CARBON   FIBERS   ARE   ONE   OF 

the  wonder  materials 
spawned  by  the  Space  Age. 
They  are  stronger  than  steel 
and  more  conductive  than 
copper.  But  high  costs  have 
restricted  carbon  fibers  to  a 
few  special  markets,  such  as 
aerospace  and  sporting  goods. 
Now,  fiber  prices  are  poised 
to  plunge  to  a  fraction  of 
their  current  costs,  which 
start  at  around  $8  a  pound. 

One  leader  in  this  area  is 
Conoco  Inc.,  which  has  devel- 
oped an  inexpensive  way  to 
mass-produce  the  strands.  As 
a  result,  Conoco  predicts  the 
superstrong  fibers  v^all  soon 
become  a  staple  reinforcing 
material  for  plastic  panels 
and  parts  in  autos,  bridges, 


and  other  high-volume  mar- 
kets. Most  carbon  fibers  are 
now  produced  by  charring 
polyacrylonitrile  strands, 
which  cost  at  least  .$1.50  a 
pound.  But  Conoco's  process 
squeezes  carbon  threads  from 
the  thick  gunk  at  the  bottom 
of  barrels  of  oil,  which  is 
worth  mere  pennies  a  pound. 
To  avoid  creating  a  mar- 
gin-squeezed commodity  busi- 
ness, the  Houston  company 
will  sell  the  sizzle,  not  the 
steak.  In  autos,  for  example, 
Vice-President  Andrew  D. 
Roberts  says  Conoco  will  help 
find  ways  to  use  carbon  fibers 
to  trim  vehicle  weight,  then 
claim  a  reward  for  each 
pound  saved.  To  meet  the  ex- 
pected demand,  Conoco  is 
building  a  carbon-fiber  factory 
that,  when  finished  in  2001, 
will  spew  out  8  million  pounds 
a  year,  or  20%  of  total  world- 
wide sales.  Otis  Port 
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Media 


NEWSPAPERS 


READY  FOR  SOME 
OLD-FASHIONED  PAPER  WARS? 

A  trio  of  scrappy  publishers  is  out  to  revive  the  notion  of  the  two-newspaper  town 


lirij 


in  II 
leal 


H 


e's  a  white  knight  named  Black — 
David  Black,  that  is.  The  soft- 
spoken  newspaper  mogul,  who 
owns  80  small  and  midsize  publi- 


cations in  Canada  and  Washington"~StHte; — ^  105^^00,  is  owned  by  Gannett,  the 


agreed  to  purchase  Hawaii's  sinking 
Honolulu  Star-Bulletin  on  Nov.  10  for  a 
paltry  $10,000. 

Even  that  might  be  too  high  a  price 
for  the  118-year-old  afternoon  daily.  The 
deal  struck  with  Liberty  Newspapers 
LP  and  Gannett  Co.  nets  Black  a  sub- 
scriber list  and  newsroom  staff — and 
not  much  else.  Not  only  will  Black  have 
to  build  a  Sunday  edition  from  scratch 
in  order  to  compete  with  its  larger 
morning  rival,  Tlie  Honolulu  Advertiser, 
he  must  secure  newsprint  and  labor 
contracts.  Black  will  jettison  the 
joint  operating  agreement  (.jo a) 
under  which  the  Star-Bulletin, 
with  a  circulation  of  63,500, 


ceded  control  of  business  functions  and 
operations  to  the  Advertiser,  in  exchange 
for  a  guaranteed  share  of  the  joa's  prof- 
its. The  Advertiser,  with  a  circulation 


^^^^^mincr 


Feds  feud 
over  S.F. 
housing 
audit 


»"irsc* 


— e»tefKterMountde«ttlne 


I 
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world's   largest   and   most   profitable 
newspaper  chain. 

Has  Black  been  out  in  the  Hawaiian 
sun  too  long?  Maybe.  But  Black  joins 
two  other  West  Coast  newspaper  oper- 
ators in  trying  to  prove  that  metro 
markets  can  support  two  daily  newspa- 
pers. On  Nov.  21,  Ted  Y.  Fang  pub- 
lished his  maiden  morning  edition  of  the 
San  Francisco  Examiner,  a  failing  for- 
mer afternoon  daily  that  Hearst  Corp. 
sold  after  it  purchased  the  dominant 
morning  paper,  the  San  Fran- 
cisco Chronicle,  for  $660  mil- 
lion in  August,  1999.  And 
in  Seattle,  eight  months 
before  newspaper  workers 
went  out  on  strike  on 
Nov.  21,  the  Blethen  fami- 
ly took  their  strong  after- 
noon daily,  The  Seattle 
Times,  into  a  head-to-head 


•|  y.O   •.    .  ..i.L  /^   n 
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rivalry  viith  Hearst's  smaller  and  mc  ^ 
profitable  morning  paper,  Seattle  Po  nt; 
Intelligencer.  That  deal  involved  jije 
unique  joa  in  which  the  Times  runs  1  [ ; 
circulation,  delivery,  and  advertisi  %i 
functions  of  two  morning  dailies. 
TOO   LATE?  The   shifting  newspadlmi;!! 


strategies  in  Honolulu,  San  Francis  j 
and  Seattle  show  a  competitive  sp  ion  m 
reminiscent  of  old-time  circulation  wj  olaiin; 
The  papers  hope  to  take  a  bigj  Jai  i 
chunk  of  a  matui-e  but  highly  profita  t,v', 
$57  billion  U.  S.  newspaper  industry  iiiim 
which  revenues  have  grown  for  se^  uvij, 
straight  years.  Last  year,  advertis  s,  r,;i 
dollars  for  daily  and  Sunday  papers  ^p  [[, 
creased  5.4%,  to  a  record-break 
$46.3  billion. 

But  are  these  scrappy  West  C 
publishers,  two  of  which  are  in  h 
tech  boom  towns,  coming  too  lat 
the  party?  Amid  signs  of  a  slacke: 
economy,  analysts  are  predictini 
softer  ad  market  next  year.  That 
mean  even  more  pressure  on  two-n 
paper  markets.  "The  history  of  a  se 
newspaper  in  commercially  competi 


West  Coast  Upstarts 

Newspaper  owners  out  West  are  hoping  to  revive  competitic 


HONOLULU  STAR-BULLETIN 


STRATEGY 


MAIN  COMPETITOR 


David  Black* 
Black  Press 


CIRCULATION 

63,500 


New  owner  Black  will  hire  hun- 
dreds of  new  employees,  launch 
a  Sunday  edition,  and  plans  to 
break  the  joint  operating 
agreement  (JOA)  with  Gannett 


SEATTLE  TIMES 


Blethen  family 


No  plans  to  break  JOA  with  the 
P-l,  but  the  Blethens  shifted  to 
being  a  morning  paper  earlier 
this  year  to  compete  head-on 


Honolulu 

Advertiser 

(Gannett-owned) 


Seattle  Post- 
Intelligencer 
(Hearst-owned) 


SAN  FRANCISCO  EXAMINER 


Ted  Fang 

CIRCULATION 

100,000 


Fang  will  launch  a  Sunday  San  Francisco 

edition,  shift  to  mornings  to         Chronicle 
compete  directly  with  Chronicle,    (Hearst-owned) 
and  promises  to  be  the  more 
local  newspaper 


Acquisition  scheduled  to  close  on  Dec,  30 


DAIA:  BUSIN!  SS  Wl  IK,  AllDIl  HUHt  Ml  01  CIRI  l| 


Like  Black,  .Ted  Fang  hopes  to  buck 
the  naysayers.  And  he  figures  he  can 
win  over  a  literate  town  that  has  low^ 
local  readership.  "We  don't  think  it's 
because  San  Francisco  people  don't 
read.  It's  that  they  haven't  had  any- 
thing to  read,"  says  Fang.  Hearst, 
which  had  to  sell  the  Examiner  after  it 
bought  the  morning  Chronicle,  coughed 
up  a  sizable  $66  million  subsidy  paid 
out  over  three  years  to  land  Fang  as  a 
buyer.  That  deal  came  about  after  legal 
threats  and  community  uproar  over  the 
prospect  of  shutting 


signs  of  a  slower 
Th'Tt  economy  abound 


,s  is  one  that  doesn't  show  suc- 

for  the  most  part,"  warns  news- 
analyst  John  Morton  of  Morton 
ting  in  Silver  Spring,  Md. 
Black  will  encounter  a  strength- 
ocal  economy  in  Hawaii  as  con- 
)n  and  tourism  finally  rebound, 
o,  his  reputation  as  a  savvy  op- 
will  be  put  to  the  test.  Gannett 
!red  partner  Liberty  $26.5  million 

the  .JOA  and  shutter  the  Star- 
i,  clearing  the  way  for  the  Ad- 

to  dominate  the  Honolulu  mar- 

;  a  federal  court  

on  obtained  by  the  Examiner.  Fang's 

Le  and  citizens'     ^llt  theil*  t/iminOl'    ^°^'     ^^     *""     deliver 
spurred  Liberty  ^     stronger  local  cover- 

he  paper  up  for      TTIQ^V  bfi  lOUSV  aS      ^^^  t^a^n  his  competi- 
iter  Black,  who  «^  ^  ^    *^  tor.  He's  bringing  in  a 

skeleton   crew   of  25 
new    reporters,    plus 
content     deals     with 
such  Internet  sites  as 
Salon.com     and     CBS 
MarketWatch.com.  To  help  boost  ad- 
vertising and  its  100,000  circulation. 
Fang  will  leverage  ad  sales  and  pro- 
duction from  the  existing  operations 
with  his  San  Francisco  hidependent, 
a  popular  free  weekly. 

To  the  north,  in  Seattle,  the  Blethens 
already  have  a  sizable  circulation  lead, 
with  226,000  subscribers,  over  the 
morning  Post- Intelligencer,  with  179,000 
subs.  Under  publisher  Frank  Blethen, 
the  Times  maintains  profit  margins  that 
are  half  those  of  the  big,  publicly  trad- 
ed newspaper  operators,  such  as  Gan- 
nett and  Knight-Ridder  In  part,  that's 
because  the  Tim.es  has  labored  under 
the  weight  of  a  larger  staff.  Its  tra- 
vails have  annoyed  newspaper  giant 
and  49.5%  owner  Knight-Ridder  Inc., 
says  Merrill  Lynch  &  Co.  analyst  Lau- 
ren Rich  Fine.  This,  along  with  delivery 
difficulties  in  clogged  Seattle,  likely  in- 
fluenced the  Blethens'  decision  to  go  to 
the  morning.  Now,  the  Pacific  North- 
west Newspaper  Guild  strike  affect- 
ing both  dailies  could  hurt  the 
Blethens  far  more  than  their  deep- 
pocketed  competitors. 

With  a  .JOA  that  runs  through 
2083,  the  Times  looks  plenty  safe 
for  now.  Black  and  Fang  may 
not  have  as  much  time.  Both 
will  have  to  win  over  advertis- 
ers generally  loath  to  buy  space 
at  smaller  circulation  publica- 
tions. Gannett  and  Hearst  will 
likely    continue    to    hire    more 
staff  and  slash  ad  rates  in  an  old- 
style,  take-no-prisoners  newspaper 
war.  "The  graveyard  is  full  of  papers 
that  have  been  in  the  positions  Black 
and    Fang    are    in,"    says    Morton. 
But  for  now  at  least,  they're  in  the 
thrill  of  battle. 

By  Alex  Salkever  in  New  York 


1  the  .lOA  with 
stunted  the 
Uetiri'f 

ERS.  The  Brit 
lumbia-based 

■r  plans  to  invest  as  much  as 
ion  initially  to  build  advertising 
ulation  departments  and  launch 
day  edition.  Black's  intent  is  to 
e  Star-Bulletin's  circulation  by 
100,000.  But  most  analysts  are 
Tfiistic  about  the  Star-Bulletin's, 
s.  "Gannett  only  goes  into  mar- 
sre  they  have  an  upper  hand," 

Psays  Dennis  O'Neil, 
^^   publisher  of  trade 
^^^    magazine  Editor 
^^^L     &  Publisher. 
flHl    FEISTY:  Fa?igr 
^1    (far  left)  and 
f     Black  aim  to 
buck  critics 


WHY  ACCEPT 
THETR 


>^ 


CHOICE  AND 
COST? 


basic  assumptions 
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Want  for 
Christmas 


From  car  racing  to  balloon  rides,  such  gifts  are  getting  pop 


BY  ELLEN  NEUBORNE 

Shannon  Sullivan  was  tired  of  getting  her 
dad  a  tie.  So  last  year,  as  Father's  Day 
approached,  she  logged  on  to  www.mon- 
sterracing.com  and  bought  her  father — a 
UPS  truck  driver  who's  an  avid  auto-rac- 
ing fan — a  day  as  a  nascar  driver  ($299- 
$1,600).  Richard  Sullivan  had  the  chance 
to  learn  the  basics  of  stock-car  driving  and  go 
out  for  a  10-lap  spin  at  speeds  as  high  as  120 
miles  an  hour  at  Dover  Downs  International 
Speedway  in  Dover,  Del.  "It  was  the  ex- 
perience of  a  lifetime,"  he  says.  "It's  the  HOLIDAY 
kind  of  thing  you  never  forget." 

If  that's  the  kind  of  response  you'd  like  to 
hear,  why  not  forgo  the  traditional  gift  this  hol- 
iday season  and  opt  for  an  experience?  Such 
gifts  are  growing  rapidly  in  selection  and  popu- 
larity as  the  strong  economy  has  created  a  class 
of  consumers  eager  for  something  new  and  dif- 
ferent. "I  get  orders  from  panicked  adult  children 
on  Christmas  Eve,  trying  to  figure  out  what  to 
buy  for  their  have-everything  parents,"  says 
Scott  Lorenz,  president  of  Westwind  Balloon  in 


Han 


t  Df,.  I 


Plymouth,  Mich.  Westwind  offers  a  $400 
for  a  one-hour  ride  for  two  on  a  hot-air 
capped  off  by  champagne  and  refreshnfci^f. 
the  landing  site.  Iik;^  j 

Many  experiences  for  sale  are  fantasi  \j^\,. 
holiday  season,  eBay  has  partnered  with 
dot-com,  UltimateBid,  to  auction  off  c 
encounters,  with  a  portion  of  the  procee< 
to  charity.  Up  for  bid  are  a  one-day  vis 
set  of  the  TV  hospital  drama  KR,  a  day 
permodel  Valeria  Mazza  (makeup  lessoi 
ed),  and  a  hoops  sess 
fj  I  Los  Angeles  Lak 

'      '  Kobe  Bryant.  A 

Brewing's       "G 
(loods"  auction 
can  bid  for  lunc 
'layboy  Mansion,  \ 
nies  in  attendance.  Foi 
B.  K.  Boreyko,  a  SS-year-old  dot-com  e 
Scottsdale,  Ariz.,  bought  five  days  on 
in  Euro{)e  with  the  Spoiis  IllKstratcd 
models.  In  addition  to  standing  "two  I 
the  action,  running  my  own  video 
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Boreyko 
dined    with    the    models 
twice.  "I  get  a  lot  of  mileage  with  the 
for  this,"  he  says.  "They  say:  'You  did 

her  fantasy  gifts  include  something  for  the 
Child  wannabe.  For  $250,  you  can  work 
jside  head  chef  Patrick  Concannon  of  nou- 
-Mexican  restaurant  Don  Juan  in  Chicago, 
arrive  in  the  kitchen  at  4  p.m.  and  do  prep 
— such  as  chopping  parsley  and  shallots — 
the  souschef.  As  the  kitchen  opens  for  busi- 
and  the  orders  start  rolling  in,  you'll  help 
ire  the  restaurant's  paper-thin  medallions 
nb  carpaccio,  grilled  breast  of  duckling  with 
ed  foie  gras,  and  pork  loin  on  a  dehcate 
0  pancake  with  green  chili.  "You  see  how  it 
mes  together,  you  feel  the  intensity  as  the 
ts  start  pouring  in,  you  get  to  see  the 
ry  that  goes  into  it,"  says  Concannon.  Lat- 
the  evening,  you  can  opt  to  switch  fi"om 
er  bee  to  patron  and  enjoy  the  fruits  of 
labor — but  you'll  have  to  pick  up  the  tab. 
ERING.  More  relaxing  are  spa  gifts,  which 
\ii  ^aQable  at  many  major  hotel  and  heaJth-club 
5.  They  run  the  gamut  from  a  $100  mani- 
ledicure/massage  at  Equinox  health  clubs  to 
long  $699  Post  Holiday  Stress  Treatment 
,isil]  ge  offered  by  Giraffe,  a  boutique  hotel  in 
ij  ?  ittan's  midtown.  The  Greenhouse  Spa  chain, 
has  outlets  in  such  locations  as  New  York, 
mia,  and  Texas,  has  teamed  up  with  cham- 
maker  Taittinger  to  create  a  Bubbles  & 
y  Escape.  For  $1,200,  two  people  get  to 
Igyptian  cotton  pajamas,  sip  champagne, 
tijoy  a  facial,  manicure,  pedicure,  and  re- 
•gy  massage.  Limch,  more  champagne,  and 
set  of  health  and  beauty  products  and  pa- 
complete  the  package, 
ly  big  spenders  can  nab  the  Neiman  Mar- 
ift  Book's  $38,000  spa  offering:  a  trip  to 
sj  'scorted  by  personal  trainer  David  Kirsch, 
tf   client  list  includes  model  Naomi  Campbell, 
tures  first-class  airfare  from  New  York, 


seven  days  at  a  private  villa,  and  five  days  on  a 
Balinese  yacht.  A  five-star  chef  prepares  healthy 
gourmet  meals.  Also  included  are  massages, 
yoga,  and  outdoor  activities  such  as  hiking, 
Whitewater  rafting,  and  water  skiing. 
Usually,  you  need  to  plan  experience 
gifts  far  in  advance.  But  even  the  last- 
minute     shopper     has     options.     At 
site59.com,  you'll  find  a  slew  of  activi- 
ties.   The    site's   mission,   says   ceo 
Michelle  Peluso,  is  "hard-to-resist,  af- 
fordable, spontaneous  escape  and  en- 
tertainment." Just  $111  buys  a  ses- 
sion with  a  Class  A  pga  golf  instructor 
at  Manhattan's  Chelsea  Piers  sports 
complex.  For  $39,  Kenny  Kramer,  in- 
spiration for  the  Seinfeld  TV  show's 
Kramer  character,  takes  you   on   a 
three-hour  tour  of  the  hit's  hot  spots  in 
New  York,  including  Soup  Kitchen  Inter- 
national, inspiration  for  the  infamous  Soup 
Nazi.  Site59  also  offers  non-New  York  options 
such  as  Washington  (D.  C.)  nightlife  and  last- 
minute  airfares  to  cities  in  North  America. 

Keep  these  tips  in  mind.  If  you're  giving  to 
the  parents  of  small  children,  consider  throwing 
in  babysitting.  If  the  gift  is  for  a  busy  executive, 
be  sure  it  has  a  long  shelf  life,  because  it 
may  take  a  while  before  the  person  can    \ 
cash  it  in.  Ask  if  there  are  extra 
charges,  such  as  tips,  that  may  crop  ^ 
up.  You  may  want  to  take  care  of   ^^ 
those  in  advance.  And  for  any  adven- 
ture-related undertaking  involving  cars,  rock 
climbing,  and  the  like,  pick  an  experienced 
provider.  "Ask  them  how  many  of  these 
they've  done  before,"  says  Ginger  Reeder,  di- 
rector of  the  Neiman  Marcus  Christmas  catalog. 
That  will  help  ensure  that  your  gift  turns 
out  to  be  a  great  experience.  n 

Are  You  Experienced? 


If  the  recipient 
has  small 
children, 
throwing  in 
the  cost  of 
babysitting 
will  be  much 
appreciated 


ILLUSTRATIONS 
AND  DIGITAL 
IMAGING  BY 
DAVID  GOLDIN 


CATEGORY 

CARS 


CELEBRITIES 


DREAM  JOBS 


SPAS 


WHERE  TO  BUY  IT 


www.monsterracing.com 

www.drivingadventure.com 

www.superbikeschool.com 


Auction  sites,  such  as 
eBay  and  UltimateBid.com 


Check  the  auction  sites. 
Most  require  you  to  contact 
the  desired  business  to 
work  out  details 

A  good  search  tool  for  finding 
spas:  www.spas.about.com; 
major  hotel  chains,  such  as 
Hilton,  Hyatt,  and  Westin, 
offer  spa  services  in  many 
locations 


WHAT  YOU  GET 

Experiences  range  from  riding 
as  a  passenger  in  a  stock  car 
to  learning  to  take  laps  yourself 
at  100  mph-plus  to  two-day 
motorcycle  camps 

A  sampler:  Backstage  passes 
to  the  television  drama  ER,  lunch 
with  the  boys  from  'N  Sync,  and 
a  round  of  golf  with  Tiger  Woods 

Choices  include  chef  for  a  night 
at  a  fine  Chicago  restaurant 
or  editor  for  a  day  at  a  New  Jersey 
newspaper 

Pedicure  and  massage  run  under 
$100;  more  expensive  pampering 
packages,  including  hotel 
accommodations  and  upscale 
beauty  treatments,  are  also 
available 
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Charitable  donations 


Gifts  That  Cliange  Lives 

Contributing  to  chanties  in  other  people's  names 


BY  JOAN  OLECK 


jUre,  you  could  give  your  business  colleague 
'or  client  another  fruit  basket,  golf  putter, 
or  engraved  pen  set  this  holiday.  But  why 
be  boring  and  predictable?  Choose  some- 
thing dramatic,  creative — and  compassion- 
ate. For  the  executive  who  has  everything,  con- 
sider... a  cow. 

No  kidding.  This  cow  will  not  be  delivered  to 
your  colleague's  or  client's  home,  a  relief 
to  both  them  and  their  neighbors.  But  a 
living,  breathing  bovine  will  go  to  a  fam- 
ily in  Bangladesh — and  it  will  make  a  huge 
difference.  Handling  the  arrangements  is 
Heifer  Project  International,  a  Little  Rock 
(Ark.)-based  nonprofit  that  has  been  sending 
livestock  to  needy  famihes  in  developing  coun- 
tries since  1944.  Your  cow  will  cost  you  $500, 
and  the  person  on  your  gift  list  will  receive  a 
card  describing  how  this  milk-producing  heifer 
can  provide  four  gallons  a  day  that  a  family 
can  consume  or  sell.  For  $120  to  $250,  you  can 
also  donate  a  pig,  sheep,  llama,  goat,  or  water 
buffalo.  A  smaller  donation  of  $10  to  $50  buys  an 
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animal  "share"  (www.heifer.org,  800  422-075 
Unorthodox  gifts  like  these  that  actually 
good  in  the  world — in  ways  an  engraved  f 
set  cannot — are  a  fresh  idea  for  the  business-} 
giver.  True,  you  can  always  write  a  check 
charity  in  someone  else's  name.  But  the 
is  making  it  easier  to  find  more  creative  choij 
that  appeal  to  the  philanthropic  spirit.  The; 
"something  your  tax  adviser  and  your  spiri 
adviser  can  agree  on,"  says  Randi  Sh 
co-founder  of  Charity  gift  Services,  an| 
philanthropy"  site  that  sends  a  ha 
some  card  to  let  your  recipients 
you've  donated  to  charity  in  their  n^ 
(table). 

If  you're  excited  about  helping  the  I 
veloping  world  but  not  sure  about  a  hel 
the  Seva  Foundation  of  Berkeley,  CaUf.,  lets  I 
help  underwrite  such  services  as  the  traininj 
Mayan  midwives  in  Guatemala  and  shipmf 
of  cataract-surgical  supplies  to  Nepal.  Seva  [ 
sends  colorful  gift  cards  (www.seva.org,  800 
7382).  Closer  to  home,  certain  U.  S.  affiliate 
CityCares  (www.citycares.org,  404  875-7334), 
as  Hands  On  Atlanta,  will  deploy  volunteei] 
your  recipient's  name,  to  tutor  inner-city 
or  renovate  schools.  Suggested  donation: 

You  may  be  more  intent  on  finding  a  tan^ 
gift,  yet  one  that  still  helps  charity.  In  that 
check  out  the  Web  site  for  Robert  RedfJ 
Sundance  Catalog  Co.,  which  sells  finely  cr^ 
apparel  and  home  items  from  its  base  in 
Valley,  Utah  (www.sundancecatalog.com,  8001 
2770).  The  company  donates  10%  of  its  nei 
nual  income  to  independent  filmmakers  [ 
environmental    projects    and 
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Sites  With  a  Heart 


WEB  SITE  (WWW.) 

charitygift.cotn 


clickrewards.com 


flooz.com 


DESCRIPTION 

Make  a  donation,  then  have  your  relative  or  friend  direct  it 
to  any  of  thousands  of  IRS-certified  U.S.  charities;  gift  card 
is  also  available  in  e-format 

Earn  ClickMiles  for  flights  or  products  in  return  for  your  gift 
to  a  partner  charity  of  the  marketing  firm  Netcentives 

Gift-certificate  site  lets  recipients  shop  at  dozens  of  online 
stores,  then  donate  any  unused  "Flooz  dollars"  to  a  charity 
listed  at  linked  charitableway.com 


J  gives  merchandise  to  the 

nile  Diabetes  FoundationI 
other  causes.  Another  o 
Create  a  gift  basket  using 
Newman's  famous  salsas  an( 
ad  dressings,  knowing  that  th 
tor's  Westport  (Conn.)  company's  aftertax  [ 
go  to  educational  projects.  The  Newman's 
Web  site  (www.newmansown.com)  fills  you 
the  company's  philosophy. 
FLOWER  POWER.  Still  another  way  to  do  g( 
to  make  a  theme  donation  geared  to  your 
ient's  hobby  or  interest.  For  the  book 
there's  First  Book,  a  Washington  (D.  C.)  lit 
project  that  buys  books  for  underprivilegec 
dren  (www.firstbook.org,  800  333-6737). 
favorite    gourmand    might    appreciate 
donation    to    America's    Second    Ha 
(www.secondharvest.org,  800  771-2303)  in  ' 
go,  the  nation's  largest  hunger  relief  organi; 
For  the  dedicated  gardener,  look  into  a  gift 
bership  to  the  Lady  Bird  Johnson  Wild 
Center  (www.wildflower.org,  512  25)2-42 
Austin,  Tex.,  which  promotes  native  planb 
for"  the  clothes  horse,  the  Dress  for  Succe^ 
work  outfits  low-income  women  for  job 
views  (www.drossforsuccess.org,  212  545-i 
All  four  acknowledge  donations.  And  a! 
both  you  and  your  holiday  gift  recipient 
that  you  didn't  go  with  a  fruitcake. 
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When  barriers  fall,  we  all  rise, 


II 


fit! 


Viatel  welcomes  you  to  a  new  worid  of  communications. 

A  world  where  new  integration  of  pan-European,  North  American,  trans-Atlantic  and 
metropolitan  high-speed,  fiber-optic  networks  makes  local,  national  and  regional  boundaries 
to  communication  disappear 

A  world  where  new  networking  technology  shatters  physical  limits  on  the  speed  and 
movement  of  information. 

A  world  where  innovations  —  in  products,  pricing  and  delivery  —  redefine  customer  access 
and  eliminate  constraints  on  usage. 

Viatel's  new  rules  for  this  new  world  of  communications? 

No  borders.  No  barriers.  No  limits. 

Viatel  from  anywhere  in  Europe    00800.0064.4444 
Viatel  In  the  US     1 .800.244. 1  798 

www.viatei.com 


(VIATE 


10  2000  Viatel.  Inc. 


We  develop  software  for  tfie  intelligent.  We  create  e-marketplaces  for  the  resourceful.  We  apply  our  own  ingenuij 
ingenious  companies  to  make  them  faster,  smarter  and  exponentially  more  valuable.  So  far,  we've  created  more 
$16  billion  in  value  for  over  950  companies  worldwide.  Want  some?  Contact  us  at  www.i2.com  or  1-877-926-928J 
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Lessons  from  a 
Muni-Fund  Nosedive 

TJm  sad  tale  of  Heartland  yields  warning  signs  for  investors 


BY  LEWIS  BRAHAM 

As  bond  market  blowups  go,  the  collapse  of 
Heartland  Advisors'  two  municipal-bond 
funds  was  small-time.  The  fall  was  painful 
for  shareholders — write-downs  in  the 
funds  cost  them  $64.9  million  in  one  nasty 
afternoon.  But  compared  to  Long-Term 
Capital  Management,  whose  1998  losses 
threatened  to  topple  many  Wall  Street  firms,  the 
bond  market  got  off  easy  because  the  Milwaukee- 
based  funds  had  less  than  $120  million  in  assets. 
Still,  Heartland  offers  valuable  lessons.  There 
were  warning  signs  that  atten- 
tive investors  might  have  spot- 
ted. And  Heartland  manage- 
ment made  bad  decisions  that 


Bond  Funds 


regulators  did  not  recognize  soon  enough. 

Here's  what  happened.  On  Oct.  13,  Heartland 
Advisors,  faced  with  portfolios  of  low-quality, 
illiquid  municipal  bonds,  marked  down  the  values 
of  Heartland  High- Yield  Municipal  Bond  Fund 
and  Heartland  Short  Duration  High- Yield  Mu- 
nicipal Fund  by  69.4%  and  44%,  respectively. 


Those  kind  of  one-day  losses  are  unheard  of — 
even  in  a  high-risk  equity  mutual  fund.  Heartland 
said  it  repriced  bonds  in  the  portfolios  because  of 
the  "current  lack  of  liquidity"  in  the  high-yield 
muni  market  and  "credit  quality  concerns." 

Lawsuits  followed  soon  after,  arguing  that  the 
portfolios  had  been  mispriced  all  along.  Since  the 
two  funds'  bonds  were  illiquid,  gauging  price  ac- 
curacy was  difficult.  Heartland  had  relied  on  an 
outside  pricing  service,  but  eventually  the  firm  ap- 
plied a  "fair  value"  system  to  estimate  the  bonds' 
worth.  That's  when  the  markdowns  occurred. 

There  are  lessons  to  learn 
from  this  fiasco: 
■  Learn  how  to  read  the 
prospectus  and  shareholder  re- 
ports. Indeed,  the  fine  print  of  these  documents 
contained  signs  of  danger  ahead.  Just  look  at 
the  Heartland  High-Yield  Municipal's  June  30 
semiannual  report.  That  report,  not  filed  until 
Aug.  21,  showed  that  the  fund  used  a  line  of 
credit.  During  the  first  six  months  of  2000,  the 
loan,  made  by  Deutsche  Bank,  had  an  average 
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Most  high-yield 
muni  funds  invest 
in  nonrated  bonds, 
but  none  came 
close  to 

Heartland.  One  of 
its  funds  had 
96.7%  of  its 
portfolio  in  them 


daily  balance  of  $10.3  million.  That  was  14.5%  of 
the  fund's  $70.8  million  in  assets  on  June  30.  At 
the  same  time,  Heartland  Short  Duration  High- 
Yield  Municipal  reported  an  average  daily  loan 
balance  of  $13.3  million,  or  13.2%  of  assets. 

True,  the  prospectus  showed  the  funds  could 
borrow  up  to  a  third  of  total  assets  "to  avoid  liq- 
uidating securities  under  circumstances  which 
Heartland  Advisors  beheves  are  unfavorable  to 
shareholders,  such  as  to  meet  large  or  unex- 
pected redemptions."  That  in  itself  wouldn't  raise 
red  flags,  since  most  funds  have  credit  lines. 

But  it's  rare  for  funds  to  use  them.  "In  my  ex- 
perience I  haven't  seen  anybody  using  their  cred- 
it line,"  says  a  Big  Five  accountant  with  25 
years'  experience  auditing  mutual  funds.  The 
idea  of  the  credit  line  is  to  allow  a  fund  to  make 
redemptions  while  waiting  for  the  proceeds  of  its 
securities  sales  to  arrive — bridging  a  few  days' 
liquidity  gap.  With  Heartland,  the  loans  went 
on  for  months.  Apparently,  ex-portfolio  manager 
Tom  Conlin — the  company  announced  his  resig- 
nation Sept.  28 — was  borrowing 
money  to  pay  off  shareholders 
who  wanted  to  redeem.  The  loans 
allowed  Conlin  to  avoid  selling 
bonds  and  realizing  large  losses. 
Conlin  declined  comment. 

Perhaps  he  thought  the  bonds' 
prices  would  recover — but  they 
didn't.  The  impact  of  this  decision 
was  to  perpetuate  the  funds'  in- 
flated net  asset  values  (NAVs). 
That  meant  shareholders  who  re- 


Hard  Times  in  the  Heartland 
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deemed  over  the  summer  were  paid  more  than 
their  shares  were  worth.  The  money  came  from 
loans  that  had  to  be  paid  back  with  what  could 
be  salvaged  from  the  portfolio.  Heartland 
spokesman  Doug  Lucas  says  management  did 
what  the  prospectus  allowed. 

During  this  time.  Heartland  used  Interactive 
Data,  an  independent  pricing  service,  to  value  its 
bonds.  Art  Brasch,  Interactive's  director  of  mu- 
nicipal services,  says  its  prices  are  only  good 
for  "normal  market  conditions,"  not  the  dis- 
tressed sales  that  Heartland  was  facing. 
■  Be  wary  of  the  highest-yielding  fund.  Before  its 
fall.  Heartland  High- Yield  Municijjal  s})orted  the 
highest  12-month  yield  of  any  muni  fund,  7.3%. 
Since  you  don't  get  higher  yields  without  taking 
greater  risk,  this  huge   payout  should   have 


prompted  investors  to  take  a  closer  k 
Heartland  earned  extra  yield  by  taking  cr< 
risk:  buying  bonds  either  rated  below-invi 
ment  grade  by  the  ratings  agencies,  or  bo 
that  had  not  been  rated  at  all.  Nonrated  bo 
aren't  necessarily  bad  credits;  they  can  c( 
from  issuers  too  small  to  pay  for  a  rating. 

Most  high-yield  muni  funds  invest  in  nonr; 
bonds,  but  none  came  close  to  Heartland. 
June  report  for  Heartland  High- Yield  reve 
that  96.7%  of  its  portfolio  was  nonrated.  In 
parison,  only  13  of  248  national  muni-bond 
had  more  than  50%  of  their  assets  in  nonr; 
bonds,  according  to  Morningstar. 

Bond-fund  managers  run  their  own  credi 
views.  In  the  June  30  report.  Heartland's  ai 
sis  shows  88.6%  of  its  nonrated  bonds  wer 
low  investment  grade.  More  tefling,  8.4%  o 
bonds  were  in  default.  Even  when  nonri 
bonds  make  their  payments,  they  can  be 
lematic.  Few  buyers  will  take  them  on  witb 
lot  of  credit  research.  And  if  funds  need  t^ 
load  them  quickly,  there  ma| 
no  takers. 

■  Stick  with  the  large  muni-{ 
managers.  High-yield  or  "j 
bonds  require  the  most  rig< 
credit  analysis.  Heartland,  a 
tique  firm,  had  only  two  mui 
lysts.  Major  muni  manager 
Franklin  and  Van  Kampen, 
large  research  staffs,  have 
better  in  this  tricky  market. 
Moreover,  a  larger  fund  vril 
ally  have  enough  cash  inflox 
make  redemptions  without  dm 
bonds.  What's  more,  the  steac 
come  provided  by  a  larger  portfolio  should 
it  to  meet  redemptions  more  easily. 
■  Don't  count  on  regulators'  help.  Accordi 
the  Securities  &  Exchange  Commission,  n 
funds  shouldn't  have  more  than  15%  of  th( 
sets  in  highly  illiquid  securities.  Heartland's 
folio  must  have  been  way  over  that  lin* 
the  SEC  did  nothing  about  it.  In  part 
lawyers  say  it's  not  clear  how  to  define  an  i 
security.  Heartland's  Lucas  says  throug 
entire  period,  the  portfolios  were  in  comj; 
with  the  15%  rule.  If  so,  then  why  did  the 
have  to  tap  their  credit  lines? 

One  reason  regulators  are  behind  the  ci 
poor  fund  disclosure.  Mutual-fund  activist 
been  lobbying  the  sec  for  years  to  require 
to  make  better  and  more  frequent  repc 
their  holdings.  Right  now,  funds  have  to 
complete  account  of  themselves  only 
year.  John  Rekenthalor,  Morningstar's  re 
director,  argues  that  if  funds  were  made 
out  quarterly  reports  at  the  same  tim( 
watchers  would  be  able  to  spot  problem; 
easily.  Now,  funds  make  their  own  timet; 
With  better  disclosure,  shareholdei's  co 
out  of  troublesome  funds  belbrc  they  bl 
Better  yet,  putting  a  brightei-  light  on  th 
workings  of  the  funds  might  prevent   tl 
Heartland  fiasco  from  happening. 


3,400-pound 
bodyguard. 


From  the  time  you  start  the  engine  to  the  time  you   step  outside  its  well 


2001 
sable 


equipped  interior,  the  2001  Mercury  Sable  is  busy  looking  after  you  and  your 

passengers.  Sable's  Personal  Safety  System"^"  includes  dual- stage  airbags'  that 

deploy  at  different  rates  depending  on  the  driver's  seat  position  and  severity  of  the  impact. 

Safety  belt  pretensioners  and  available  side- impact  airbags*  help  further  reduce 

the  risk  of  injury.  Not  surprisingly,  all  of  these  safety  features  helped  Sable  earn 

obviRNMENT'S 

the  government's  highest  crash-test  rating'.  Want  to  know  more?  Just  click  or  call.     ii1i'f*imo' 
www.mercuryvehicles.com  ■  888.566.8888 


Mercury 

LIVE  LIFE 
IN  YOUR 
OWN      LANE 

"Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat.  'Driver  and  passenger  front-crash  test 
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SHE  DID  IT  BY 
THE  NUMBERS 


BY  TODDI  GUTNER 

Nina  McLemore's 
passion  for  the 
spreadsheet 
propelled  her  rise 
in  business. 
Now,  she 
promotes  other 
women  in  financial 
careers 


It's  all  about  the  numbers.  At  least  that's  how 
Nina  McLemore  sees  it.  By  focusing  on  the 
bottom  line,  McLemore,  55,  has  climbed  high 
in  her  business  career.  Now  president  of  Re- 
gent Capital  Management,  a  private  equity  firm 
in  Manhattan,  she  started  out  in  retailing  and  by 
age  29  was  a  division  manager  for  May  Depart- 
ment Stores.  She  quickly  learned  that  to  be  a  suc- 
cessful retailer  you  must  have 
"a  gut  instinct  for  merchandis- 
ing and  be  dihgent  about  ana- 
lyzing the  numbers." 

Unfortunately,  most  women 
don't  concentrate  enough  on 
numbers,  so  they  lose  out  on 
business  opportunities.  Women 
hold  only  7%  of  the  managerial 
positions  that  have  profit-and- 
loss  responsibility,  according  to 
a  2000  study  by  Catalyst,  a 
nonprofit  research  organization 
that  works  to  advance  women 
in  business.  And  it's  those  p&l 
positions  that  lead  to  the  cor- 
ner office.  Financial  positions 
are  where  women  "can  earn  a 
lot  of  money,"  says  McLemore, 
"and  the  more  money  we  have, 
the  more  power  we  have — and 
power  matters."  She  uses  her 
pulpit  as  chair  of  the  Washing- 
ton, D.  C.-based  National  Foun- 


Nina  E.  McLemore 


get  ahead  simply  on  their  merits,"  she  s 
McLemore  went  where  she  thought  she  ci 
get  ahead.  She  joined  Kayser  Roth  Accessorii 
then  a  unit  of  Gulf  &  Western — as  presid 
and  she  quickly  obtained  the  license  to  launch 
Claiborne  Accessories  in  1980.  "I  focused  on 
bottom  line  and  made  money  the  first  year," 
says.  In  1986,  Liz  Claiborne  acquired  the  a( 
sories  business,  along  with  McLemore,  who 
ceeded  to  make  it  the  most  profitable  divi 
based  on  operating  income  as  a  percentag 
sales,  in  the  Liz  empire.  For  her  compensa 
she  requested  stock  options  for  most  of 
salary.  That  was  unusual  in  1986 — especiall; 
the  apparel  industry — but  it  paid  off  big-t 
The  options  helped  push 
investment  portfolio  to  $3 
lion  in  1992,  from  less 
$200,000  in  1986.  In  1988,  ^ 
the  founder  retired,  McLe 
became    the    highest-ran 
woman  at  Liz  Claiborne 
"made  it  my  business  to  al 
speak  to  the  [success  of 
numbers." 

By  1992,  McLemore  w; 
to  make  money  for  her; 
not  someone  else.  But  sh 
alized  that  while  she  kne^w 
to  turn  a  profit,  she 
know  much  about  corpor 
nance.  So  she  earned  he) 
in  corporate  finance  ft-on 
lumbia  University  Schc 
Business  in  1995.  Thei 
formed  Regent  Capital 
two  partners. 

McLemore   now   wan 
pass  her  financial  zeal 


BORN  1945,  Hazelhurst,  Miss. 

dation    of    Women    Business  other  women:    I  want  it 

Owners  to  encourage  women  EDUCATION  BA,  Louisiana  easier  on  women  to  succi 

to  pursue  financial  careers.  State;  Executive  MBA,  Columbia  day  than  it  was  for  me 

ROADBLOCK.  McLemore's  pas-  -,-.-.,-v-».i*.r  7/i^^i^^t+^^ backs  her  words  with  he 

^  ,        •--•,•,  RESIDENCE  Manhattan  ,  ,       ,  ,      ,.       ^^  ^ 

sion  for  numbers  is  a  familial  let  and  her  time.  McLemi 


HOBBIES  Adventure  travel, 
music,  entertaining 


trait.  Her  grandmother  did  the 
bookkeeping  for  the  family  farm 
in  Hazelhurst,  Miss.,  where 
McLemore  grew  up.  Her  moth- 
er took  charge  of  the  finances 
for  the  family-owned  gift  shop 
in  the  same  tovra.  McLemore 
graduated  from  Louisiana  State  University  in 
1967  and  went  to  work  as  a  buyer  at  a  regional 
department  store,  D.  H.  Holmes,  that  now  is  part 
of  the  Dillard's  chain.  She  landed  her  next  job  at 
May  Department  Stores  and  quickly  rose 
through  the  ranks,  keeping  a  close  eye  on  fi- 
nances there.  Says  McLemore:  "Your  [merchan- 
dise] line  may  look  gr-eat,  but  you  have  to  know 
how  to  make  money."  That  she  did.  Still, 
McLemore  hit  a  roadblock  in  1980,  when  she 
realized  the  company  wasn't  prepared  to  pro- 
mote a  woman  to  division  president.  So  she  left. 
"It  dawned  on  me  that  women  weren't  going  to 


BIGGEST  ACCOMPLISHMENT 

Founder  of  Liz  Claiborne 
Accessories 


vests  in  businesses  own 
women  and  that  promote 
en  into  top  managemen 
example.  Regent  Capit; 
major  backer  of  sport 
maker  Danskin,  whose  cl 
ecutive  officer,  Carol  Ho  r 
is  a  protege  of  McLemore's.  "I  learned  a  t 
dous  amount  from  her,"  says  Hochman 
sets  very  high  standards,  which  has  hel] 
achieve  at  my  highest  level."  McLemoi 
speaks  regularly  to  women's  groups,  spi 
the  gospel  of  numbers.  She's  one  worn 
practices  what  she  preaches. 
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For  more  on  women  and  investing  or  to  joi 
a  discussion  in  our  forum,  see  hers.online 
www.businessweek.com/investor/ 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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A  HEALTHY  PROGNOSIS 
FOR  AETNA  AT  LAST? 

How  much  pain  have  investors  in  Aetna,  the 
nation's  top  health  insurer,  suffered?  This 
much:  The  last  time  they  saw  their  stock 
split,  Jimmy  Carter  was  President.  And  since 
1996,  when  Aetna  set  out  to  turn  itself  into  a  big 
player  in  managed  care,  an  investment  of  $10,000 
in  the  stock  is  only  worth  $9,170.  Throw  in  the 
dividends,  and  you're  about  even.  In  contrast,  10 
grand  in  the  Standard  &  Poor's  500-stock  index 
would  have  grown  to  more  than  $22,000.  Ouch. 

More  than  a  few  in- 
vestors   must    now    be 
looking  to  St.  Jude,  pa- 
tron of  desperate  cases, 
as  the  company  gets  set 
to  undergo  critical  sur- 
gery. If  shareholders  ap- 
prove, Aetna  by  yearend 
will  have  sold  its  finan- 
cial-services and  overseas 
divisions  to  Dutch  finan- 
cial giant  ING  Group.  In 
return,  Aetna  investors 
vdll  get  $35  in  cash  per 
share,  plus  one  share  in 
a  "new  Aetna."  It  will 
focus  almost  solely  on  in- 
suring Americans'  medical  and 
dental  health. 

Will  this  end  shareholders'  suffering?  They're 
still  in  danger,  but  the  prognosis  is  good.  In  Aet- 
na, I  spy  opportunity — if  only  because  the  com- 
pany's many  ills  have  persisted  so  long  that 
they're  well  known.  By  now,  no  one  expects  much. 
BAD  BOOK.  The  trouble  began  back  in  1996, 
when  then-CEO  Richard  Huber  paid  top  dollar  for 
U.S.  Healthcare.  He  added  the  health  lines  of 
New  York  Life  Insurance  two  years  later.  To 
make  those  investments  pay,  Aetna  started 
squeezing  patients  and  doctors.  But  by  inflexibly 
managing  medical  care,  it  earned  their  enmity.  It 
hurt  itself,  too,  by  pricing  policies  too  low.  Then, 
after  paying  $1  billion  last  year  for  Prudential's 
health-insurance  arm,  Aetna  found  it  had  bought 

Aetna:  Nearly  Left  for  Dead 


BY  ROBERT  BARKER 

After  it 

restructures,  the 
insurer  will  offer 
shareholders  cash 
plus  a  share  in  the 
new  Aetna-a  deal 
some  consider  to 
be  a  bargain 


REVENUES 
(MILLIONS) 

NET  INCOME 
(MILLIONS) 

MARKET  VALUE 
(MILLIONS) 

MARKET  VALUE/ 
REVENUES 

MARKET  VALUE/ 
NET  INCOME 

MEW  AETNA* 

$26,031 

$687 

$4,147 

0.2 

6.0 

CIGNA 

19,443 

592** 

19,352 

1.0 

32.7 

UNITED  HEALTHGROUP 

20,214 

645 

18,400 

0.9 

28.5 

Revenue  and  net  income  are  for  12  months  ending  on  June  30.  Market  cap  is  as  of  Nov.  20 
•Assumes  planned  spin-off  is  approved  by  sharetiolders     **Net  income  from  continuing  operations 

DATA;  BUSINESS  WEEK,  COMPANY  REPORTS 


a  book  of  business  even  less  profitable  than 
own.  Profits  sank  in  1999  for  the  second  yea 
a  row.  In  February,  Huber  got  the  hook,  f 
director  William  Donaldson  took  over.  By  Jul} 
had  agreed  to  split  Aetna  with  ing. 

If  the  ING  deal  goes  through,  curing  the 
Aetna  will  be  up  to  John  Rowe,  who  is  se 
take  over  as  CEO.  He  did  not  comment,  but . 
na's  proxy  statement  lays  out  a  drastic  ti 
ment  plan:  Cut  340,000,  or  50%,  of  Aetna's 
paying  Medicare  members,  raise  prices  on  o 
pohcies,  and  lower  overall  administrative  c 
both  by  cutting  employment  and  by  substiti 
online  communications  for  some  paperwork, 
na  also  aims  to  repair  relations  with  doctors 
hospitals,  in  part  via  more  flexible  treatmen 
tions  and  payment  schen 
This  last  task  ma 
the  one  to  which  F 
is  best  suited.  A 
gerontologist,  he 
Mount  Sinai 
Health,  a  grou 
nonprofit  New 
City  hospitals,  thr 
some  difficult  days. 
Standard  &  Poor's 
analyst  Jack  Reicl 
told  me,  may  give  / 
the  credibility  it  i 
in  deahng  with  d 
and  hospitals.  Wh 
he's  fit  to  lead  a  fo: 
it,  public  compan,^ 
mains  an  open  que 
"It's  a  different  ball  game,"  Reichman  sai| 

Just  the  same,  if  you  look  carefully  at  h 
market  is  pricing  Aetna's  shares,  much  oj 
risk  and  more  seems  already  to  be  refl 
Starting  from  $63,  where  Aetna's  shares| 
been  trading,  and  taking  away  the  $35  a  s! 
cash  that  shareholders  will  get  from  ING,  t 
dicates  a  price  of  $28  for  each  share  in  th| 
Aetna — a  total  market  capitalization  of  ab- 
billion.  That's  way  cheaper  than  leading 
Cigna  and  United  HealthGroup  (table). 

As  Aetna  shrinks  revenues  and  low 
costs,  the  valuation  gap  with  its  rivals 
narrow.  Yet  some  sharp-penciled  investor 
stakes  in  it  think  that  a  smaller  Aetna  wi 
generating  enough  cash  flow  to  suppor 
higher  stock  price.  John  Schneider,  man; 
PIMCO  Renaissance  Fund,  expects  Aetn 
year  to  earn  more  than  $4  a  share  in  ca:- 
son  Hawkins,  Staley  Cates,  and  John  i 
the  trio  of  value  investors  who  run  L 
Partners  Funds,  think  the  new  Aetna  is 
more  than  $55  a  share.  I  figure  it's  almo 
for  St.  Jude  to  make  way  for  Lazarus, 
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For  a  Q&A  witli  John  Schneider,  go  to  barker.o 
at  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-iTiail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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up  to  the  name  No  Fear  ? 
Start  with  UfaiiSphere, 


It's  a  different  kind  of  world, 

You  need  a  different  kind  of  software. 


WebSphere™Commerce  Suite  helped  No  Fear,  a  sports  gear  company,  sprint 

from  Internet  strategy  to  an  Internet  business  in  less  than  60  days  -  and  build 

an  e-business  infrastructure  as  fast,  flexible  and  fearless  as  its  customers.  If  you're  looking  for  extreme 

performance,  you'll  find  it  in  the  IBM  portfolio  of  e-business  software  that  includes  WebSphere,  Lotusr  Tivoli" 

and  DB2?  For  information  and  some  cutting  edge  case  histories,  visit  ibm.com/websphere/discover2 


CALL  US  AND  YOU'LL  HEAR 
A  STRANGE  SOUND  ON 
THE  OTHER  END. 

IT'S  CALLED  A  HUMAN  VOICE. 


We  do  things  differently  tfian  the  average  card  company.  Like  making 
sure  a  real  person  answers  the  phone,  ready  to  help  you  when  you  call, 
24  hours  a  day.  And  providing  an  award-winning  rewards  program 
with  miles  you  can  use  on  all  major  U.S.  airlines,  not  just  one  or  a  few. 
And  if  your  business  trip  runs  longer  than  expected,  unlike  other  cards, 
we  always  give  you  up  to  62  days  to  pay  your  bill,  interest-free. 
And  of  course,  the  Diners  Club  Card  is  welcomed  by  airlines,  hotels, 
car  rental  companies  and  millions  of  other  places  you  go.  You  won't  find 
another  card  company  that  does  all  this.  Call  us  at  1  800  2  DINERS. 
A  real  live  person  will  give  you  all  the  details. 
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BREAKING  THE  PLASTK 
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ITCHELL  BURNS  HOT 


ME  G.  MARCIAL 
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THE  STOCK 
IS  SIZZLING 
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Arnold  Schmeidler  is  high  on  "big-picture 
theme  investing,"  which  has  produced  com- 
pounded yearly  returns  of  25%  for  his  port- 
folio for  three  years.  His  current  top  pick  is 
Mitchell  Energy  &  Development  (mnd)  for  tv^^o 
reasons:  "It  is  a  very  attractive  play  on  the  siz- 
zling demand  for  gas,  and  we  expect  one  of  the 
majors  will  end  up  buying  Mitchell,"  says  the 
president  of  A.  R.  Schmeidler,  which  manages 
some  $500  million.  Mitchell  is  a  major  indepen- 
dent producer  of  natural  gas  and  gas  liquids — 
used  to  produce  propane,  butane,  and  ethane. 

"Mitchell  is  well-positioned  to  benefit  from  the 
long-term  strength  of  nat- 
ural gas,"  says  Schmeidler. 
Prices  have  jumped  from 
$4.50  per  1,000  cu.  ft.  in 
the  third  quarter  to  around 
$6.25  now.  Schmeidler 
notes  that  for  every  10<? 
jump  in  the  price  of  gas, 
Mitchell's  earnings  rise  by 
$5.3  million,  or  10  cents  a 
share.  MitcheU's  gas  output 
this  year,  he  says,  exceeded 
335  billion  cu.  ft.  a  day,  up  36%  from  a  year 
ago.  Proven  reserves  as  of  July  had  jumped 
45%,  to  1.5  trillion  cu.  ft.,  from  a  year  ago.  So 
Mitchell,  he  says,  doesn't  have  to  undertake  any 
wildcat  exploration,  since  the  life  of  proven  re- 
serves runs  up  to  more  than  12  years. 

Based  on  earnings  and  cash  flow,  Schmeidler 
figures  Mitchell,  now  at  487i,  is  worth  75  to  80. 
Mitchell  posted  earnings  of  $1.38  a  share  in  the 
third  quarter,  vs.  53(2  a  year  ago.  For  2001,  he 
sees  Mitchell  earning  well  over  $5  a  share,  up 
from  2000's  estimated  $4.75  and  1999's  $1.64. 
And  he  sees  2001  cash  flow  per  share  at  $10,  up 
from  2000's  $8.68,  and  1999's  $4.50. 

Schmeidler  notes  that  ceo  George  Mitchell, 
82,  owns  57%  of  the  stock.  "At  some  point,  we 
think  Mitchell  will  opt  to  sell  the  company,  or 
merge  it  with  the  likes  of  Exxon  Mobil  or 
Phillips  Petroleum,"  says  Schmeidler. 

IS  PARK  PLACE 
SET  TO  CASH  IN? 
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ambling  companies  don't  usually 
.show  up  on  the  radar  screen  of 

Bob  Olstein,  president  of  Olstein 
Financial  Alert  Fund,  who  is  a  fanatic 
about  cash  flow  and  financial  strength. 
Yet  Park  Place  Entertainment  (ppe), 
the  world's  largest  casino  company,  has 
caught  Olstein's  eye.  The  reason:  Park 
Place  is  on  a  solid  financial  footing, 
generating  excess  cash  flow  of  about 
$500  million  through  the  third  quar- 
ter— and  it  is  expected  to  hit  $700  mil- 


lion in  2001.  On  top  of  all  that.  Park  Place  is 
takeover  bait,  says  Olstein. 

Since  the  death  in  mid-October  of  CEO  Arthur 
Goldberg,  speculation  has  grown  that  a  foreign 
operator  might  make  a  move  on  the  company, 
which  owns  28  properties  with  2  million  sq.  ft.  of 
gaming  space  and  28,000  hotel  rooms.  In  the 
U.S.  it  operates  in  Nevada,  New  Jersey,  and 
Mississippi.  Its  casinos  include  Caesars  Palace, 
Bally's,  and  Hilton. 

"These  geographically  diversified  properties 
are  abnost  impossible  to  duplicate,"  says  Olstein. 
He  figures  the  company  expects  to  earn  85(2  a 
share  in  2001.  But  that  figure  is  understated, 
he  says,  because  the  $500  million  that  the  com- 
pany allows  for  depreciation  is  twice  the  $250 
million  set  aside  for  maintenance  capital  expen- 
ditures. "The  real  net  earnings  is  more  like  $1.30 
a  share,"  Olstein  figures.  So  he  thinks  the  stock, 
now  at  1S%,  is  worth  more  than  20. 

PERKING  THINGS  UP 
AT  ORPHAN  MEDICAL 

Orphan  Medical  (ORPH),  which  has  been  work- 
ing on  remedies  for  narcolepsy,  may  have  a 
new  drug  that's — well,  a  sleeper.  TTie  Food 
&  Drug  Administration  has  granted  "priority  re- 
view status"  to  Xyrem,  which  treats  extreme 
daytime  sleepiness  related  to  narcolepsy.  Such 
status  commits  the  FDA  to  completing  the  review 
in  six  months.  Orphan  filed  for  approval  on  Oct.  2. 
"Assuming  timely  fda  approval,  Xyrem  could  be 
on  the  market  by  mid-2001,"  says  Ernest  And- 
berg,  an  analyst  at  investment  firm  R.J.  Steichen 
in  Minneapolis,  who  rates  Orphan  a  strong  buy. 
He  figures  the  company  will  be  in  the  black  by 
2002,  earning  16(2  a  share  on  estimated  sales  of 
$30  milUon.  After  2002,  Andberg  says.  Orphan's 
potential  sales  are  limited  only  by  how  fast  Xyrem 
can  penetrate  the  narcolepsy  market. 

Also  high  on  Orphan  is 
Michael  Scheffery,  a  gener- 
al partner  at  OrbiMed  Ad- 
visors, which  invests  all  its 
assets  of  $2.5  billion  in 
biotechs  and  drug  stocks. 
"We  invest  in  companies 
that  have  drugs  vdth  the 
potential  of  producing  sus- 
tainable profits,"  says 
Scheffery.  "Orphan  is  such 
a  company — whose  Xyrem 
alone  could  drive  it  to  huge  profitability,"  he 
says.  Orphan  has  five  other  products  on  the  mar- 
ket, including  an  injection  for  patients  preparing 
to  undergo  bone-marrow  transplants.  (BW — Oct. 
23).  Scheffery  expects  the  stock,  now  at  13/<,  to 
more  than  double  within  a  year. 

iHiifflfBimmii!^ 

Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 
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COMMENTARY 

Despite  continued  uncertainty  over  who 
will  occupy  the  White  House  come  Jan, 
20,  the  Dow  Jones  industrials  and  the 
S&P  500  gained  for  the  week.  The 
Nasdaq  was  another  story.  That  tech- 
heavy  index  fell  1,8%,  bringing  the 
loss  for  the  year  to  33.5%.  Some  of  the 
downward  pressure  may  have  been  re- 
lated to  tax  selling.  There  could  be 
some  relief  next  week. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1341.9  1.5  -8.7  -AJ 

Dow  Jones  industrials  10,629.1  2.2  -7.6  -2.9 

Nasdaq  Composite  2706.9  -1.8  -33.5  -20.9 

S&P  IVIidCap  400  490.1  0.4  10.2  17.1 

S&P  SmailCap  800  200.2  -1.2  1.2  9.0 

Wilsiiire  5000  12,220.6  0.9  -11.5  -6.1 

SECTORS 

Business  Week  50*  1044.2  2.1  -19.7  -11.7 

BusinessWeek  Info  Tech  100**    660.8  -3.1  NA  NA 

S&P/BARRA  Grovrth  740.2  1.3  -16.6  -12.5 

S&P/BARRA  Value  612.9  1.6  0.4  3.8 

S&P  Energy  903.1  ^.0  8.2  8.1 

S&P  Financials  151.8  5.3  14.1  13.0 

S&P  REIT  82.2  0.8  11.7  14.6 

S&P  Transportation  695.9  1.3  16.6  14.5 

S&P  Utilities  325.9  -0.5  43.4  47.3 

GSTI  Internet  213.9  -0.1  -70.0  -64.8 

PSE  Technology  843.4  -1.8  -13.2  8.2 
*Mar.  19,  1999  =  1000       "Feb.  7,  2000=1000 


S&P  Euro  Plus  (U.S.  Dollar) 
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Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1382.4  1440 

50.0%  50. 

0.67  0.7 

1.60  1.5 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Pollution  Control 
Genl.  Merchandise  Chains 
Food  Chains 
Diversified  Machinery 
Engineering  &  Constr. 


34.0 
19.8 
19.0 
18.7 
16.2 


Defense  Electronics 

HMOs 

Hospital  Management 

Food  Wholesalers 

Natural  Gas 


115.0 
79.1 
69.1 
59.7 
59.1 


Metal  &  Glass  Containers 
Long-Oist.  Telecomms. 
Defense  Electronics 
Computer  Systems 
Computer  Software 


-33.8  Metal  &  Glass  Coi 

-20.6  Long-Dist.  Teleco 

-17.7  Office  Equip.  &  Si 

-15.8  Furnishings  &  Api 

-14.1  Photography/lma 


tfc 


I  MUTUAL  FUNDS 

Week  ending  Nov.  28 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 

-8     -6     -4-2        0        2 


Week  ending  Nov,  28 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-vireek  total  return 

Leaders 

Precious  Metals  4.0 

Natural  Resources  1.5 

Real  Estate  0.5 

Paclflc/Asia  ex-Japan  -0.9 

Laggards 

Technology  -20.2 

Communications  -18.7 

Small-cap  Growth  -14.2 

Mid-cap  Growth  -13.2 


Leaders 

Health 

Natural  Resources 

Real  Estate 

Small-cap  Value 

Laggards 

Japan 

Diversified  Pacific/Asia 

Precious  Metals 

Communications 


61.4 
27.5 
21.3 
13.7 

-28.5 
-23.3 
-19.5 
-18.1 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%    -5     -3        0        3 
Data:  Standard  &  Poor's 


Leaders 

ProFunds  Ultrashort  OTC  43.8 

CGM  Focus  23.0 

Potomac  OTC  Short  20.7 

Credit  Suisse  Inst.  Jap,  Gr  16.4 
Laggards 

ProFunds  UlfraOTC  Inv.  -38.5 

PBHG  Tech.  &  Communs.  -36.2 

Turner  Technology  -35.5 

Amerindo  Technology  D  -33.7 


Leaders 

Schroder  Cap.  Micro  Cap  149,3 

Dresdner  RCM  Biotech,  N  147,4 

Munder  Fram,  HIthcare,  B  133,3 

Franklin  Biotech,  Disc.  A  102,8 
Laggards 

Warburg  Pine,  Jap.  Sm.  Co,  -56,3 

Warburg  Pincus  Japan  Gr,  -53.0 

Credit  Suisse  Inst,  Jap,  Gr,  -52.4 

Amerindo  Technology  0  -52.3 


INTEREST  RATES 


KEY  RATES 


Nov.  29    Week 


MONEY  MARKET  FUNDS 

6.15% 

6.14' 

90-DAY  TREASURY  BILLS 

6.22 

6.36 

1-YEAR  TREASURY  BILLS 

5.96 

6.10 

10-YEAR  TREASURY  NOTES 

5.54 

5.62 

30-YEAR  TREASURY  BONDS 

5.65 

5.68 

30-YEAR  FIXED  MORTGAGEt 

7.66 

7.76 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALEN1 

Taxable  equivalent  yields  on  AAA-rated,  tax-exeiP'^'iK 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bone 


GENERAL  OBLIGATIONS 

4.74%  E 

TAXABLE  EQUIVALENT 

6.87      1 

INSURED  REVENUE  BONDS 

4.92      1 

TAXABLE  EQUIVALENT 

3     1 

I  THE  WEEK  AHEAD 


NEW  SINGLE-FAMILY  HOME  SALES  Monday, 
Dec.  4,  10  a.m.  est>  New  homes 
probably  sold  at  an  annual  rate  of 
905,000  in  October,  says  the  median 
forecast  of  economists  surveyed  by 
Standard  &  Poor's  mms,  a  division  of  The 
McGraw-Hill  Companies.  Home  sales 
jumped  by  11.6%  in  September,  to  a 
strong  annual  pace  of  946,000. 

LEADING  INDICATORS  Monday,  Dec.  4,  10 
a.m.  EST>  The  Conference  Board's  com- 
posite index  of  leading  indicators  proba- 


bly fell  0.1%  in  October,  after  no  change 
in  September.  The  leading  index  has  not 
posted  an  increase  since  March,  2000. 

BEIGE  BOOK  Wednesday  Dec.  6,  2  p.m.  est 
►  The  Federal  Reserve  will  release  its 
compilation  of  reports  on  regional 
economic  activity.  The  Beige  Book  is 
being  prepared  in  advance  of  the  Dec. 
19  policy  meeting.  Fed  watchers  will  be 
interested  in  any  sign  that  domestic 
demand  is  growing  at  a  pace  below  that 
of  potential  supply. 


INSTALLMENT  CREDIT  Thursday  /I 
p.m.  EST>-  Consumers  probabP* 
$7.1  billion  in  new  debt  in  oJ 
adding  $6.4  billion  in  Septen 


EMPLOYMENT  Friday  Dec.  8,  8: 
►  The  S&P  MMS  median  foreca 
a  150,000  rise  in  nonfarm  jo 
November.  That  follows  a  13 
in  October,  and  it  would  be  fi 
evidence  that  the  economy  is 
The  unemployment  rate  likelj 
to  4%  last  month,  from  3.9°/ 
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itrong  showing  in  the  drug  stocks,  the  BW  60  rose  2.1%  for  the  week.  Indeed,  since 
;  up  58.1%,  while  Pfizer  has  gained  43.1%.  Capital  One  Financial,  the  credit  card  outfit,  was 
at  gainer,  benefiting  from  buy  recommendation  by  Salomon  Smith  Barney  and  Raymond  James. 


COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/00 


%  change 


-4.7 
5.1 
2.2 
2.5 


-28.4 
-23.7 
-21.5 
-36.0 


Since 

Rank     Company 

Week 

3/1/00 

26     Intel 

3.8 

-26.2 

27     Tribune 

2.0 

-1.3 

28     Xilinx 

-17.9 

-42.5 

29     Enron 

-7.0 

1.8 

ms 

nley  Dean  Witter 

nologies 

echnology 

stems 

wab 


-6.4 

-2.4 

1.0 

5.6 

-10.6 


24.0 
-76.0 
-13.6 
-46.1 
-75.4 


30  Lexmark  International  8.8  -59.2 

31  Omnicom  Group  2.1  -14.1 

32  America  Online  5.6  -23.9 

33  Guidant  6.0  -20.9 

34  MBNA  9.4  57.3 


3.2 
-0.3 
7.0 
9.7 
8.8 


-12.5 
-18.6 
-48.0 
-6.9 
-28.1 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 


6.1 

-1.3 

-12.6 

8.5 

4.1 


iliance 


-5.2 
0.7 

-14.5 
4.0 
4.3 


-49.3 
5.6 

-47.4 
10.4 
4.7 


irials 
tional 
sociates 


-10.0 

1.6 

-1.1 

-3.8 

-5.9 

4.7 


-65.8 
-53.5 
47.3 
-59.9 
-45.8 
-40.6 


40  Texas  Instruments  -6.3 

41  Capital  One  Financial  16.4 

42  General  Electric  2.3 

43  Kansas  City  Southern  Industries    -0.7 

44  Wal-Mart  Stores  13.1 

45  Paccar  3.7 

46  PE  Biosystems  Group  4.2 

47  Merck  4.6 

48  Adobe  Systems  -11.  l 

49  Reliant  Energy  -l.l 

50  Citigroup  5.0 


43.1 
-6.9 

-58.4 
35.3 
76.8 

-52.5 

49.6 

13.4 

82.4 

5.9 

5.5 

-17.9 
58.1 
28.1 
95.4 
27.7 


DUCTION  INDEX 


Change  from  last  week:  -0.3°/ 
Change  from  last  year:  12.27 

U.  OUTPl 

1=176.1 
=100 

T 

^■^^          The  Index  is  a  1-week 

moving  average 

Mar. 
2000 

July                  No 
2000                 20 

V. 

00 

dex  fell  during  the  week  ended  Nov. 
its  lowest  level  since  early  Septem- 
d  index  slipped  to  175.8  from  175.9. 
seasonally  adjusted  output  of  trucks 
ine  as  vehicle  makers  cut  production 
5  inventories.  Steel,  lumber,  autos, 
ng  production  and  railfreight  traffic 
iric  power  output  rose  strongly,  and 
ed  a  small  gain. 

the  index  components  is  at  www.business- 
m  index  Copyright  2000  by  The  McGraw-Hill 


■  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies In  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  on  1  i  ne 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  (SMAWY)  EB44 
Accordant  Health  Services  EB77 
AdRelevancedVIMXDEBie 
Aduentis  48 

Aetna(AED44,64,EB6fl,  132 
Agilent  Technologies  EB77 
Airbus  Industrie  56 
Airlines  Reporting  42 
Alcatel  (ALA)  56 
Alere  Medical  EB77 
Allscripts  (MDRX)  EB60 
Amazon.com  (AMZN)  14,  EB18, 

EB20.  EB52,EB85.  EB90, 

EB100,EB116,108. 110 
American  Airlines  (AMR)  EB30 
American  Express  (AXP)  42, 89 
Amenca  Online  (AOL)  20, 44, 

EB16 

Andersen  Consulting  EB30 
Angel  Investors  EB90 
Apollo  Group  (AOL)  EB1 04 
Appleton  Papers  76 
Aqua  Glass  EB52 
Archer  Daniels  Midland  (ADM) 

28 

Ariba  (ARBA)  EB30 
A.R.  Schmeidler135 
Art  Technology  Group  (ARTG) 

EB30 

Ask  Jeeves  (ASKJ)EB30 
AT&T  (T)  31, 44, 47,  56 
AT&T  Wireless  (AWE)  48 
Atlas  Commerce  EB30 

B 


Bain  40 

Banc  of  America  Securities 

(BAC)EB30,108 
B&G  Manufacturing  76 
barnesandnoble.com  (BNBN) 

EB116, 108 

BEA  Systems  (BEAS)EB30 
BellSouth  (BLS)  48 
Ben  &  Jerry's  Homemade  54 
Berkshire  Hathaway  (BRK)  86 
Black  &  Decker  (BDK)  42,  EB52 
Blackboard  Network  EB1 04 
BNP  Panbas  EB44 
Boise  Cascade  (BCC)  EB30 
Boom.com  EB18 
BPAmoco(BP)44,47 
Bndgestone/Firestone  76 
British  American  Tobacco  76 
British  Sky  Broadcasting  (BSY) 

66 
British  Telecommunications 

m)  56 

Brivo  Systems  EB82 
Broadcom  (BRCM)  56 
BroadVision  (BVSN)  EB30 
Brown  &  Williamson  Tobacco  14 
BulldogResearch.com  108 

C 


Campbell  Soup  (CPB)  86 
Canal+  66 

Caredata  (CDCM)  EB60 
Carlson  Wagonlit  42 
CBS.Marketwatch.com  (VIA)  120 
Cendant  (CD)  44 


Cerebus  Capital  Management 

60 

ChannelHealth  (IDXC)  EB60 
Charitygift  Services  124 
Charles  Schwab  (SCH)  112 
Chase  H&Q(CMB)  108, 112 
Chelsea  Piers  122 
Chicago  Investment  Analytics 

112 

Chinatrust  Commercial  Bank  60 
Chinese  Automobile  60 
Chipshot.com  EB25 
Chiyoda  Mutual  Life  Insurance 

64 

ci4neLcom  86 
Ciena  (CIEN)  56 
Cigna  (CI)  EB30, 132 
Cingular  Wireless  48 
Citigroup  (C)  56 
CNBC  (GE)  108 
CNET  Networks  (CNET)  EB20 
Coca-Cola  (KO)  44, 86 
Columbian  Chemicals  42 
Commerce  One  (CMRC)  EB30 
Commercial  Bank  of  San 

Francisco  56 
CommerzbankEB18 
Compaq  Computer  (CPQ)  50, 

66,  EB20 
CompareNet  EB25 
CONSOL  Energy  (CNX)  11 2B 
Context  66 
CorSolutions  EB77 
CovisintEB116 
Credit  Suisse  First  Boston  108 
cue  International  (CUC)  44 
Cushman  &Wakefield  36 


Daiichi  64 

DaimlerChrysler  (OCX)  44, 46, 

47 

Danskin  (DANS)  130 
Datatrak  International  EB66 
DealTime.com  EB20 
Dell  Computer  (DELL)  50, 66 
Deutsche  Bank  (DBK)  47,  56, 

EB30, 127 

Deutsche  Telekom  (DT)  48 
Dillard's  (DDS)  130 
Domino's  66 
Donaldson,  Lufkin  &  Jenrette 

(DU)  50 

Dram  Beam  Monn  86 
Dreyer's  Grand  Ice  Cream 

(DRYR) 54 

DrKoop  (KOOP)  EB60 
Duchossois  Technology  Partners 

EB82 


Eastman  Kodak  (EK)  86 

Eaton  Vance  (EV)  127 

eBay  (EBAY)  EB18,EB116, 108. 

122 

eCollege.com  (ECLG)EBI  04 
E-Commerce  Industries  EB85 
Emerson  Electnc  (EMR)  EB30, 

86 

Enron  (ENE)  40 
E.piphany  (EPNY)  EB30 
EthnicGrocercomEB18 


eToys(Er^S)  EB100, 108 

e2open  EB30 

Exxon  Mobil  (XOM)  135 

F 


FatWire  EB30 

Federated  Department  Stores 

(FD)44 
FiderusM 
First  Call  108 
First  Consulting  Group  (FCGI) 

EB66,  EB70 

FleetBoston  Financial  (FBF)  70 
Ford  (F)  EB30,  EB70 
FreeMarkets(FMKT)EB116 
Freeserve  (FREE)  66 
Frontier  42 


GannetGCI120 
Garden.com  (GDEN)  EB96 
General  Electric  (GE)  44,  EB30, 

EB70, 86 

General  Electric  Capital  (GE)  86 
General  Mills  (CIS)  40 
Giant  Eagle  EB1 04 
Giga  Information  Group  (GIGX) 

EB30 

Gillette  (G)  86 
Glaxo  Wellcome  (GLX)  56 
Global  Crossing  (GX)  86 
Global  Reach  EB1 8 
Globopolis.com  EB1 8 
Glickenhaus  46 
GoCo-opEB116 
Godiva  54 

Goldman  Sachs  (GS)EB30, 108 
Gomez  Advisors  EB20 
GongShee,comEB18 
GoodTechnology31 
Google  50 

Greenhouse  Spa  122 
Gulf  &Westem  130 

H 


Handspnng  31 

Hardware  Wholesalers  EB52 

HBO  44 

Health  Hero  Network  EB77 

Heartland  Advisors  127 

Hewlett-Packard  (HWP)  40, 66, 

EB18,EB25,EB77 
HFS44 

HMG  Worldwide  (HMGC)  54 
HomeBase  EB52 
Home  Depot  (HD)  EB52 
HomePortfoliocom  EB85 
Honeywell  International  (HON) 

44 

Hotmail  20,  50 
Humana  EB77 
Hyundai  Motor  47 


IBM  (IBM)  50,  EB30,  EB60 

IDEO  Product  Development  EB82 
Information  Resources  (IRIC)  54 
ING  Group  (ING)  132 
Inktomi  (INKT)  EB30 
Intel  (INTO  50, 66 
Interactive  Data  127 
International  Data  50, 127 
InteiWorld  EB30 


\2  Technologies  (IIWO)  EB30 


JetBlue  42 

Jupiter  Media  Metrix  (JMXI)  66, 
EB82 


Kaiser  Associates  EB82 
Kana  Communications  (KANA) 
EB30 

Kellogg  (K)  40 
Kimberly-Clart<  (KMB)  40 
Kmart(KM)EB16 
Knight-Ridder(KRI)120 
KPMG  EB30 

Kuoyang  Construction  60 
Kyoei  Life  Insurance  64 


teaming  44 

Leeward  Investments  108 
Lehman  Brothers  (LEH)  48, 
EB60,EB100,108,110 
LifeMasters  EB77 
Living.com  EB20 
Liz  Claibome  Accessories  130 
Longleaf  Partners  Funds  132 
Lowe's  EB52 

Lucent  Technologies  (LU)  86 
Luntz  Research  16 

M 


Masteri^ard  62 
Mattel  (MAT)  44 
May  Department  Stores  (MAY) 

130 

Maytag  (MYG)  86 
McGraw-Hill  (MHP)  76, 132 
Medtronic  EB77 
Mercata.com  EB20 
Merisel  (MSEL)  EB85 
Memll  Lynch  (MER)EBI  04, 108, 

112,120 

MetalSpectrum  EB30 
Microsoft  (MSFT)  14, 50, 70, 

EB25,  EB30,  EB52,  EB77 
Miller  Brewing  122 
Mitchell  Energy  &  Development 

(MND.A)135 
Mitsubishi  47 

Montgomery  Ward  Holding  44 
Moody's  Investors  Service  (DNB) 

60 
Morgan  Stanley  Dean  Witter 

(MWD)36,40,EB30, 108 
Morningstar  127 
Mother  Nature  (MTHR)  EB60 
Motorola  (MOT)  86 
mySimon.com  EB20 

N 


Nabisco  (NGH)  EB44 
Napster  EB25 

Naroff  Economic  Advisors  56 
Navistar  (NAV)  40 
Neiman  Marcus  122 
Nestle  (NSRGY)  EB44 
NetPerceptions  (NETP)  EB30 
Network  Appliance  (NTAP)  50 
New  England  Consulting  Group 
54,86 

New  Enterprise  Associates  EB90 
New  York  Life  Insurance  132 
Newman's  Own  54, 124 


Nextag  com  EB20 

Nippon  64 

Nortel  Networks  (NT)  40 

Northern  Trust  36 

Novartis  42 

NTT  DoCoMo  (NTT)  48 


OmniSky31 
Open  (BSY)  66 
GpenTable  EB85 
Oracle  (ORCL)  42,  EB30 
OrbiMed  Advisors  135 
Orphan  Medical  (ORPH)  135 
Oxford  Health  Plans  EB77 


PacifiCare  Health  Systems 

(PHSY)  86 
Palm(PALJVI)16,31 
Pari(  Place  Entertainment  (PPE) 

135 
PBS  75 

Pearl  Meyer  &  Partners  86 
PeopleSoft42 

PepsiCo  (PEP)  44,  EB52, 86 
Pets.com  (PEf)EB20, 108 
Philip  Moms  (MO)  EB44 
Phillips  Petroleum  (P)  135 
Piko  Communications  EB25 
PIMCO  Renaissance  Fund  132 
Polaroid  (PRO)  EB52 
Polyene  (POL)  EB30 
Priceline.com  (PCLN)  108 
ProAir42 

Procters  Gamble  (PG)  40, 86 
ProphetBrand  Strategy  EB85 
Proxy  Monitor  EB96 
Putnam  Lovell  Securities  112 


Quaker  Oats  (OAT)  44,  EB44 
Qualcomm  (QCOM)  48 
Qantas  Ainways  B  56 
Quintiles  Transnational  (QTRN) 
EB66 
QXL.com  EB 18 


Rackable  Systems  50 
Raymond  James  &  Associates  42 
Regent  Capital  Management 
130 

R,J,Steichen135 
Robertson  Stephens  (FBF)108 
Robotics  44 
R.R.  Donnelley  42 

S 


Sabre  42 

Safeway  (SWY)  47 
salesforce.com  EB30 
Salomon  Smith  Barney  (C)  60, 
108 

Salon.com  (SALN)  120 
SanfordM.  BemsteinlOO 
SAP  (SAP)  EB30,  EB44 
SBC  Communications  (SBC)  48 
Schering-Plough  EB66 
Siebel  Systems  EB30 
Snyder  75 
Softbank  EB25 
Sony(SNE)31 
Sprint  (FON)  31,  56 
Spnnt  PCS  Group  (PCS)  48 


Standard  &  Poor's  (MHP)  6 
Sumitomo  64 
Sundance  Catalog  124 
Sun  Microsystems  (SUNW 

T 


Target  aCT)  EB104 
TO  Watertiouse  Group  (Ttt 
TeenFXcom  EB104 
TeleCheck  Services  37 
Tellme  Networt(s  EB25 
the Knotcom  (KNOT) EB9 
ThermoQuest  76 
TheWiz(CUC)EB20 
Thomson  Consumer  Elec 
42 

Thomson  Financial  Servi( 
3Com(C0MS)44,EB25 
Timbuk2  Designs  EB85 
Time  Warner  OWX)  44,  E 
Times-Min-or(TRB)120 
T-Online  International  6( 
TRowePnceaROW)12 
TRG  Products  31 
Tuntex  Group  60 

U 


UAL  44 

UBS  Warburg  60 
Unilever  (UN)  54,  EB44 
UnionRecord.com  14 
UniscapeEBIS 
United  Airiines  (UAL)  42 
UPS  (UPS)  122 
US  Airways  Group  (U) 
U.S.  Healthcare  132 

V 


Validea  108 

Value  America  (VUSA)  I  ' 

Vanguard  127  ■' 


VanKampen  127 
Verizon  Communicatioi 
VerticalNet  (VERT)  EB5 
Vignette  EB30 
Visa  International  62 
VisionTech  W  56 
Vivometrix  EB77 
VoiceStream  Wireless  I 
Volvo(F)EB16 

W 


Wainhouse  Research ' 
Wal-Mart  (WMT)EB1 6, 
Walter  Industries  (WLl 
WebCTEB104 
WebMethods  EB30 
Westwind  Balloon  12; 
Weyerhaeuser  (WY)  51 
Willamette  Industries 
Wit  Soundview  Group 
World  Online  Internat 
Worldwide  Retail  Exch 
Worms  76 


Xerox  (XRX)  47, 86 
Xircom  31 


tm 


Yahoo!  (YHOO)  20, 5 
108 


'iMn«i( 

zBoxEB82  'hPWff 

Zunch  Insurance  64  iJiiiJj.i 
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leap  for  your  small  business. 
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^over  frontier  and  launch  your  business  to  new  iieiglits. 

frontier,  businessweek.  com 


businesses  are  setting  the  pace  of  today's  economy,    to  BusinessWeek  magazine  subscribers.  One  click  and  you're 
'is  an  essential  resource  that  merges  the  immediacy  of    powered  with  the  knowledge  only  BusinessWeek  Online 
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Corporate  Gifts/Premiums 

Legal  Services 

Buy  direct.  Save  direct."  ^ 

•  Custom  imprinted  promotional  pens    Mff 

•  Buy  direct,  save  up  to  25%              Ajr 

•  Two  business  day                           dW 
turnaround  available                   j^r 

^^rWyidePeni  DIRECT-      J^ 

Toll  free:  877-510-7367          M 
www.worldwJdepens.com  ^ 

1  Asset  Protection 

Corporations,  Ltd.  Partnerships,  LLCs 

Offshore  Trusts,  Corps.,  Private  Banking 

•  Best  Jurisdictions  •  Maximum  Privacy 

•  Tax  Savings   •  Estate  Planning 

Professional  ■  Confidential 

■  Steven  Sears,  CPA  •  Attorney  at  Law 
I  714-544-0622  •  www.searsatty.com 

Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


f  University  of 
Leicester 

•  PrtsUqIous  Hritish  UnivcrsUy 

•  World  Leader  In  DIstar>cc  U'.aminfl 

■  no  OMAT  required 

•  Local  support  center 

•  Flexible  Education  Financing  available 

•  Work  cxpeilenco  «  <ju3llflc.dlions  considered 

•  Member  ol  Ihe  Association  of 
Bubiness  Schools 

•  Accredited  by  the  Association  of  MBAs 

•  Oflcfed  undt  r  Royjl  Ctiartt;f 

800-874-5844 
email:  rdiusa@erols.coni 
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Bachelor 

Master 

Ph.D 


CreiforWorlAifeEjipeneiice 


.v.birchani.orK  /  iisa(^'oxfordnet.edu 


mmWMlFEE  1.877-7  BlU  USA 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate*Bachelor*Master*Doctor 

Business  (fvlgmt,  HRM,  Health  Care) 

Management  of  Technology, 

Psychology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 

800-477-2254  www.scups.edu 


Men's  Footwear 


MEN:   BE  TALLER!! 


Tired    ol    being 

shorl?    Try    our 

quality    toolwear 

HIDDEN    heigril- 

increasing  feature 

INSIDE  shoe    No 

OVERSIZED 

HEELS!  Will  make 

you  jr-rmmtepenam}  on  style  OVER  100  STYLES  AVAILABLE. 

Extremely  comfortable  Sizes  5-12Widttis  B-EEE  In  txjsiness 

over  55  years  MONEY-BACK  GUARANTEE.  Call  or  write  for 

FREE  color  catalog 

ELEVATORS'  0 

BICHLEE  SHOE  COtvlPANY  DEPT  BWOD 
PO  BOX  3566  FREDERICK   f^D  21705 


1-800-290-TALL 


Meeting  Planners 


Meetings  are 
our  Business.s 


Your  comprehensive 

outsource  solution. 

Fep,  Inc.  1-800-465-7374 

www.meetings-events.com 


Business  Services    !! 


INK  CARTRIDGE 


SAVE  UP  TO  70%  ON  CARTRIDGES  F 
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•  Registered  agent  servic| 

•  U.S.  bank  accounts  ope 

•  Nominee  director  servic 
Delaware  Incorporation  Handb 
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800.423.29  9"^ 
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Expand  your  horizons. 


London 

Business 

School 
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COLUMBIA 
BUSINES 
SCHOOL 
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Earn  a  top-ranked  MBA  without 
interrupting  your  career. 


Columbia  and  London  Business  Schools  join  to  offer  the  20- 


month  EMBA-Global,  a  new  Executive  MBA  that  drives  managers  t^.- 
on  a  unique  route  to  global  leadership.  Classes  start  May  2001  ir  '^^ 
New  York  and  London  on  a  convenient,  innovative  schedule.  OoRpDr 

To  learn  more  about  Columbia's  entire  Executive  MBA  portfolio      ^^^*1 
(EMBA-Global,  Friday/Saturday  and  Friday  Programs),  attend  an     J|^n 


Open  House  and  visit  our  Web  site. 


Call  us  at  212-854-2211  or  visit  us  at  www.gsb.columbia.edu/emba 
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For  Ad  Rates  and  Information 

Phone:  (312)  464-0500  Fax:  (312)  464-0512 
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jsiness  Loans  and  Equipment 
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Work  directly  with  National 
nlimited  earnings  potential  and 
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^  minute 

Iiinar  and 
on  packet 
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can  Consultants,  Inc.  ^ 


iiogs/Marketlng 


OUR  PRODUCTS 
1ILLI0NS  OF  MAIL 
ER  CATALOGS! 

mmlssloned  manufacturer's 
rwclallzing  In  selling  to  this 
iarket.  Please  call: 

t  To  Catalogs,  Inc. 

lut  St,  Hanover  PA  17331 

17-633-1850 


Education/Instruction 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  ~  Master's  ~ 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Cruises 


REDEEM  AfMD  EARN  IVIILfAGE  PLUS  IVIILES' 
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1-888-666-8120 
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Travel 
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Log  on  today  for  the  MaStCr's 
of  tomorrow! 

http://mine.pr.ijniratt.it 


M/^TER  OF  MANAGEMENT  IN  THE  NETWORK  ECONOMY 

Learn  how  to  manage  an  organization  in  \ 
the  digital  age.  Be  part  of  an  international 
group  on  a  small  campus  in  the  peaceful 
surroundings  of  historic  Piacenza,  in  Italy. 


•  Collaboration  between  the  Universita 
Cattolica  at  Piacenza,  Italy  and  the 
University  of  California  at  Berkeley,  USA. 

•  11  months  of  coursework  led 

by  professors  from  top  U.S.  universities 
ana  by  Silicon  Valley  experts. 

•  5-month  internship  in  a 
network-economy-oriented  organization. 

•  Starting  date:  September  17,  2001 

•  Applications:  March  1  -April  30,  2001 


FONDAZIONE 

Dl  PIACENZA  E  VIGEVANO 


.Z.A...... 

r-A^ .^a.K: 


http://mine.pc.unicatt.it 
info.mine@pc.unicatt.it 


Aviation/Fractional  Ownership 


mm  IS  FASTER, 
YOUR  ASAP  OR 
YOUR  COMPETITION'S? 

As    a    fractional    owner    of    a    Learjet®    or 
Challenger®  business  jet,  modern  CEOs  are  able 
to   respond   with   speed   and   spontaneity  due 
to    less   congested    airfields   and    personalized 
scheduling  built  around  their  specific  business 
needs.  We  offer  the  most  complete  range  of 
latest  technology  aircraft  available  today.   So 
while  there  may  be  other  options  to-  Flexjet, 
there  can  only  be  one  choice.  Flexjet.  For  more 
information  on  the  many  affordable  benefits  of 
fractional   ownership    and    our    unprecedented 
level  of  personal  service  and  attention  to  detail, 
call  1-800-FLEXJET. 


BOMBARDrER 

AEROSPACE 


www,  flexjet.  com 


Editorials 


THE  CEO  AS  HERO-AND  BUM 


Chief  executives  are  getting  fired  all  across  Corporate 
America  (page  86).  Some  CEOs  are  not  making  the  transi- 
tion from  Old  to  New  Economy.  Others  are  trying  to  pass  off 
sclerotic  food  or  washing  machine  companies  as  fast  growth  en- 
gines. And  many  high-tech  CEOs  are  zigging  when  they  should 
be  zagging  with  new  technologies.  A  record  350  American 
CEOS  left  their  comer  offices  in  the  past  three  months.  Those 
who  manage  to  hang  on  can  expect  a  job  tenure  half  of  what  it 
was  in  the  '80s.  Wall  Street  believes  that  in  an  era  of  higher 
productivity  and  faster  economic  growth,  double-digit  earnings 
increases  every  quarter  are  the  norm,  and  heaven  help  any 
chief  executive  who  can't  meet  that  target.  The  message  is: 
Heck,  if  Jack  Welch  can  do  it,  you  can  do  it  too. 

Wait  a  minute.  It  may  be  perfectly  reasonable  for  in- 
vestors to  hold  CEOS  to  higher  New  Economy  profit  standards 
when  globalization  and  information  technologies  are  quicken- 
ing the  pace  of  innovation  and  cutting  costs  dramatically. 
After  all,  we're  living  in  a  once-  or  twice-in-a-century  time  of 
unusual  technological  change  and  opportunity  for  making 
money.  But  it  is  a  naive  misunderstanding  of  the  New  Econ- 
omy to  expect  that  the  annual  gains  of  20%  in  corporate 
profits  of  the  past  five  years  can  simply  be  projected  forever 
into  the  future.  Yes,  Virginia,  there  is  a  New  Economy  busi- 
ness cycle,  and  it  is  just  beginning  to  show  its  downside.  Next 
year  can't  possibly  be  as  good  as  this  one.  Even  if  the  Federal 
Reserve  achieves  its  soft  landing,  the  growth  rate  violl  still  fall 
to  about  3%  from  more  than  5%.  That's  a  40%  drop.  The 
economy  could  easily  fall  farther.  Wall  Street,  unrealistic 
about  the  New  Economy,  built  in  unrealistic  expectations  of 
stock  prices  and  ceo  performances.  Now  unhappy  viith  both, 
the  Street  is  hammering  them  hard. 

We're  not  going  to  cry  for  CEOs.  They  played  a  major 


role  in  setting  themselves  up  for  a  fall  by  striking  heroic  ] 
tures,  claiming  they  could  deliver  outsize  results  when, 
ality,  many  were  lucky  enough  to  surf  the  stock  boomj 
fast-growth  years  of  the  '90s.  Head-hunting  firms  stoked 
fire  by  creating  the  myth  of  a  CEO  shortage.  Really  good 
could  transform  any  company  into  a  highflier,  they  clai| 
but  these  were  scarce — and  therefore  expensive.  Headhi; 
helped  push  compensation  to  enormous  heights.  This,  in 
fed  wildly  inflated  investor  hopes  for  celebrity  performs 
delivering  profits.  When  they  weren't  met,  vengeance 
svdft.  An  increasing  number  of  CEOs  are  joining  th^ 
club" — fired  in  18  months  or  less.  Unfair?  In  a  few  cases 
In  most,  no. 

Investors  and  CEOs  alike  can  be  pardoned  for  sor 
their  exaggerated  expectations.  Few  of  us  have  exper 
with  a  technological  revolution  that  changes  so  much  ir 
ety  at  large.  Few  of  us  have  lived  through  a  decade  in 
stock  prices  quadrupled.  No  one  really  knows  the  conto^ 
this  change,  and  wanting  the  unexpected  surge  in  grov 
profits  to  continue  forever  is  only  too  human.  But  we 
year  five  of  the  Internet  revolution,  and  it  is  time  to  I 
down  to  earth.  A  New  Economy  cychcal  business  dec| 
under  way,  and  it  could  have  plenty  of  surprises. 

We  beheve  there  are  still  strong  gains  to  be  made  i\ 
ductivity  in  the  decade  ahead  and  noninflationary  ecc 
growth  of  3%  to  4%  is  widely  seen  as  possible.  That 
solid  long-term  earnings  gains  for  many  corporations, 
also  means  that  CEO  chum  vdll  continue.  Not  everji 
executive  vdll  be  able  to  traverse  the  treacherous  teij 
between  Old  and  New  Economy,  bet  on  the  right  techij 
or  deal  with  a  new  kind  of  business  cycle.  CEOs  will  cor 
go.  But  that's  good,  not  bad. 


GETTIIVG  OVER  THE  DOT-CON 


What  were  we  thinking?  For  nearly  two  years,  before  the 
crash  last  spring,  investors  accepted  such  loopy  notions 
as  "eyeball  stickiness,"  "annual  run-rate  sales"  and  "hits  met- 
rics" to  value  dot-com  equities.  And  value  them  they  did — to 
the  skies.  But  who  actually  invented  these  measures  and  why? 
The  answer  to  the  first  question  is  easy — Wall  Street  analysts. 
But  the  answer  to  the  second  is  more  complex,  combining 
forgivable  naivete  vdth  deception  and  greed  (page  108). 

Remember  the  halcyon  days  of  dot-com  mania,  when  the 
Internet  was  new  and  full  of  fresh  possibilities?  Analysts 
were  on  cnbc  every  day  singing  the  praises  of  new  companies 
and  initial  public  offerings.  They  were  all  so  optimistic  about 
each  and  every  dot-com.  The  truth  is,  we  were  all  swept 
away  then.  Entrepreneurs  were  trying  everything  on  the 
Net.  All  kinds  of  new  business  models  were  being  trotted  out. 
Many  of  the  lasting,  successful  companies,  such  as  Yahoo!  Inc., 


took  several  iterations  to  get  it  right,  and  even  sd 
stocks  are  dov^Ti  sharply.  Others  never  did  get  it  right 
ter  the  tech  wreck,  look  ridiculous.  In  retrospect,  tH 
Street  analysts  misjudged  the  business  possibilities  of  tl| 
But  they  weren't  venal  in  their  optimism. 

What  is  not  forgivable  is  that  many  analysts  w| 
vealed  to  be  no  better  than  circus  barkers  who  broij 
vestors  into  the  tent  to  pump  up  the  investment  bankij 
of  their  Wall  Street  employers.  Their  never-ending  bulj^ 
was  based  less  on  an  attempt  to  analyze  Net  firms  th; 
effort  to  underwrite  ii'os.  And  despite  the  recent  cam 
remain  unduly  optimistic.  A  new  study  shows  tha 
term,  the  best  Internet  stockpickers  are  analysts 
firms  not  involved  in  investment  banking  with  the  co 
they  cover.  Investors  should  start  dumping  the  chai'l 
Wall  Street  and  check  out  the  truthsayers. 
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Do  you  really  know  what  goes  on  in  the  minds  of 
your  e-customers?  What  they  might  he  thinking 
about  buying?  Or  not  buying?  And  why?  That's 
where  you  need  e-lntclligence  from  SAS.  With 
e-intelligenec,  you  ean  quickly  integrate  bricks- 
and-mortar  data  with  clicks-and-mortar  data.  To 
reveal  insights  that  can  help  you  optimize  online 
merchandising,  recognize  cross-selling  opportuni- 
ties, build  greater  customer  loyalty  and  establish 
more  profitable  relationships  with  vour  verv  V>e\\ 


from  SAS.  and  what  it  can  do  for  vour  b 


usiness, 


phone  1-919-6 


vvHw.sas.com. 
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Look  around.  You're  in  the  midst  of  a  global  maelstrom.  A  swirling  mass  of  converging 


technologies  and  new  business  opportunities  unleashed  by  the  Internet.  All  waiting  to  be  harnessed  by 


companies  like  Fujitsu  -  the  world's  third  largest  IT  services  provider!  We've  focused  our  energy  and 


WHEN  YOU  CLOSE  YOUR  EYES, 
WHAT  DO  YOU  DREAM? 

WHEN  YOU  OPEN  YOUR  MIND  TO  THE 

FULL  POTENTIAL  OF  THE  INTERNET 

WHAT  DO  YOU  SEE? 


resources  on  creating  technology  to 


solve  the  unique  problems  of  thousands 


of  individual  businesses.  Last  year 


alone  we  invested  $4  billion  of  our 


$50  billion  global  IT  and  telecommunications  revenues  on  R&D.  Imagine,  $4  billion.  That's  more 


than  the  total  sales  of  many  Fortune  500  companies.  But  that's  what  it  takes  to  create  next  generation 


mobile  technology,  ultra-high-speed  servers  and  leading-edge  photonic  networks.  Innovations  that 


keep  your  business  one  step  ahead  of  the  Internet.  And  light  years  ahead  of  the  competition. 


Fujrrsu 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


■Source:  IDC,  December  1 999.  Who  Will  be  Leading  the  Global  IT  Services  Industry  In  2000?:  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo. 
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SHOE  SHOPPING 


HOLLYWOOD'S  LATEST  MEGAHIT 


It's  changing  the  world  at  the  speed  of  light.  Touching  everything  we  do. 
But  while  the  road  ahead  is  twisting,  it's  also  clear. 
Clear  as  a  ribbon  of  the  finest  glass. 
The  global  optical  network  is  carrying  the  world's  voice,  video  and  data. 

And  at  its  core;  Corning 
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Discovering  Beyond  Imagination 
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WORK  AS  IF 
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NDING  AROUND  THE 

WATERCOOLER.  EXCEPT  THE 

PACIFIC  OCEAN 
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ble  to  collaborate  with  your  partners,  suppliers,  employees  and  customers  over 
;he  Web  is  what  distinguishes  e-business  from  e-commerce.  The  same  goes 
bling  your  employees  and  customers  to  help  themselves  with  online  self-service 
pplications.  It's  all  how  super.human.software  helps  e-business  people 
k  together.  To  learn  more,  visit  www.lotus.com/superhumansoftware 
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A  SELF-INFLICTED 
BONUS  CUT 

WHEN    HEWLETT-PACKARD 

announced  it  had  missed 
its  fourth-quarter  earn- 
ings target  by  a  full  25% 
on  Nov.  13,  Wall  Street 
was  not  happy.  Well,  it 
turns  out  that  CEO  Carleton 
"Carly"  Fiorina  shared  the 
pain.  Although  HP  was  within 
range  of  the  goals  specified 
in  its  bonus  program,  Fiorina 
told  the  board  days  later  that 
she  would  repay  the  $625,000 
second-half  bonus  granted  to 
her  in  the  pay  package  that 
brought  her  to  HP  in  mid- 
1999,  say  insiders. 

Her  seven-person  executive 
committee  followed  suit,  fore- 
going about  $1  million  in 
bonuses  for  the  latest  six- 
month  period.  "I  was  very 
proud  of  the  way  she  handled 
it,"  says  an  HP  director.  "Good 


gives  up 
$625,000 


for  her,"  says  comp  expert 
Andrew  West  of  WestWard 
Pay  Strategies.  "It's  probably 
unprecedented." 

Since  June,  Fiorina  has 
been  hammering  home  the 
need  for  the  troops  to  focus 
on  results.  "If  you  miss  your 
numbers,  there  are  going  to 
be  consequences — and  that 
means  everyone,"  she  says. 
Of  course,  she  can  afford  the 
gesture.  Besides  a  $1  million 
salary  and  a  $3  million  sign- 
ing bonus,  she  also  received 
stock  that's  now  worth  $37 
million.  Peter  Burrows 


THE  LIST   NO  SCROOGES  HERE 


Corporate  giving  hasn't  kept  pace  with 
corporate  profits  this  year  (page  164). 
Gifts  from  individuals  in  2000,  however, 
should  be  about  the  same  as  in  1999,  says 
Dwight  Burlingame,  of  the  Center  on  Philan- 
thropy at  Indiana  University.  Here  are 
some  large  gifts  in  the  fourth  quarter: 


DONOR 


6AVE... 

MILLIONS/DATE 


TO 


LEONALD  RIGGIO 

CEO,  Barnes  &  Noble 


$25 
Nov.  3 


Dia 

Center 
for  the  Arts 


KENNETH  BEHRING 

Real  estate  developer 

$80 
Sept.  19 

National  Museum 
of  American  History 

JOHN  KLUGE 

Founder,  Metromedia 

$60 
Oct.  5 

Library  of 
Congress 

MARGARET  McDERMOH 

Widow  of  Texas 
Instruments'  founder 

$32 
Sept.  26 

University  of  Texas 
at  Dallas 

JOHN  BELK 

CEO,  Belk  Inc. 

$28 
Oct.  6 

Davidson  College 
in  North  Carolina 

ELI  BROAD 

Chairman, 
SunAmerica 

$20 
Sept.7 

School  of  the  Arts 
&  Architecture 
at  UCLA 

DATA  THE  CHRONICLE  OF  PHILANTHROPY 

TALK  SHOW  tiThe  carriers  will  have  to  cross  that  sty  wh 
they  come  to  it.'? 

— FAA  spokesman  Jim  Peters,  commenting  on  the  agency's 
decision  that  a  pig  had  the  right  to  fly  first-class  with  its  ownei^ 


CAR  TALK 

A  KOREAN  ACCENT 
FOR  NEON? 

THE   1995  NEON  SUBCOMPACT 

symbolized  the  spirit  of  a 
resurgent  American  Chrysler 
after  its   near  bankruptcy. 
With     Chrysler     once 
again  in  money- 
losing     mode, 
the       Neon 
may     soon 
symbohze 
something 


else:  an  internation- 
al rescue  mission.  The  Neon, 
says  a  source  close  to  the 
company,  could  end  up  being 
built  by  Hyundai. 

With  DaimlerChrysler 
(which  owns  10%  of  Hyundai) 
desperate  to  cut  costs,  its 
Chrysler  unit  is  open  to  any 


idea,  says  Richard  Sch^ 
Chrysler  product-deve 
ment  executive  v-p.  And  I 
includes  sharing  parts  anq 
hide  platforms. 

Schaum  wouldn't  cor 
on  the  Neon,  but  Chr;;! 
may    build    next-gener^ 
Neons  with   Hyundai- 
haps  as  soon  as  the  | 
model  year, 
auto 
5      alrl 
said  t| 
talkir 


suppl 
about! 
proj 
Fueling! 
report:  Da 
Chrysler    has  I 
Thomas  Sidlik,  Chryslei 
ecutive  v-p  for  procure! 
&    supply    and    a    Daiif 
Chrysler  management 
member,  on  Hyundai's 
One  of  Sidlik's  former  d\J 
He  ran  Chrysler's  sma| 
program.  Jejf  ( 


AIR  LINES 

UNITED  MAY 
HORN  IN  ON  FEDEX 

UNITED    AIRLINES    HAS    HAD 

jetloads  of  trouble  getting 
passengers  to  their  destina- 
tions on  time  for  months  now. 
However,  ual's  ceo  James 
Goodwin  thinks  he  has  a  way 
to  make  up  for  some 
of  his  airline's  lost 
business.  In  late  De- 
cember, United  launch- 
es door-to-door,  same- 
day  package  delivery. 
Conducted  with 
shipping  service  start- 
up NextJet,  the  plan 
works  like  this:  A  cus- 
tomer goes  to  either 
company's  Web  site, 
places  his  order,  and  a  courier 
comes  to  put  the  package  on 
the  next  flight  out.  The  box  is 
picked  up  and  delivered  at 
the  other  end  by  another 
courier.  iiAL  follows  amu's 
American  Airlines,  which  be- 
gan similar  service  with 
NextJet  on  Dec.  4. 


NextJet  says  it  cani 
customers  away  from  F| 
with  its  premium  service 
like  FedEx,  which  only 
antees  same-day  servij 
certain  pickup  times,  [ 
guarantees  it  anytimeJ 
also  picks  up  directly  [ 
customers,  operates 
the  clock,  and  has  accd 
more  flights.  So  the  sa 


DELIVERY  VAN:  VAL  st  ijl 


isn't  cheap:  Shipping 
pound  package  from  ('1 
to  New  York  costs  $2(H| 
it's  unsettling  to  thint 
your  package  could  h; 
easier  and  faster  iv[\\ 
you.  Michael 
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CREDIT-CARD 
NUMBERS  TO  GO 

it's  a  cyberscam,  says  the 
government,  that  has  cost 
some  unnamed  banks  millions 
of  dollars  in  a  single  week- 
end— and  has  also  been  used 
by  small-time  gangs  operat- 
ing overseas  to  grab  a  quick 
$10,000  or  so.  The  folks  at  the 
Treasury  Dept.  say,  too,  that 
it's  one  of  those  illicit  opera- 
tions that  is  hard  to  stop  dead 
in  its  tracks. 

Forget  fake  credit  cards. 
In  cyberspace  you  only  need 


the  credit-card  number.  And 
several  easily  obtainable  com- 
puter programs  on  the  Web 
use  formulas  to  generate 
those  numbers.  In  the  past, 
this  scam  didn't  work  well. 
Stores  usually  turned  down 
charges  of  cards  with  no 
name  or  expiration  date. 

But  now  the  scammers 
set  up  bogus  merchant  ac- 
counts online,  make 
charges  to  the  card  num- 
bers they  have  generat- 
ed, and  collect  the  cash. 
"Anyone  can  become  a  mer- 
chant today,  which  is  a  whole 
new  dynamic  in  fraud,"  says 
Norman  Willox,  chairman  of 
the  National  Fraud  Center,  a 
consulting  group  in  Philadel- 
phia. The  credit-card  issuers 
are  developing  ways  to  beat 
the  number  generators,  but 
right  now  they  can  only  spot 
the  fake  charges  after  the 
fact.  So  is  there  anything  that 
cardholders  can  do?  "There 
really  isn't,"  says  Willox. 
"That's  what's  so  unique 
about  it."  MasterCard  would 
not  comment  on  the  scam. 
Visa  did  not  return  calls  for 
comment.         Roy  Furchgott 


OVER  THERE 

MAYBE  THE  EURO 
ISNTASTUMBLEBUM 

SINCE   ITS   INCEPTION    IN    1998, 

the  euro  has  fallen  30% 
against  the  dollar.  A  new 
study  from  the  National 
Bureau  of  Eco- 
nomic Research, 
however,  calls 
investors'  rush 
to  judgment 
on  Europe's 
crossborder 


currency  pre- 
mature. After 
all,  it  took  150 
years  for  the 
U.S.  to  achieve 
monetary  integra- 
tion. But  that  was  before  gov- 
ernments knew  how  to  run  a 
good  P.  R.  campaign. 

Hugh  Rockoff,  a  Rutgers 
University  economist,  writes 
that  after  the  U.  S.  adopted  a 


dollar  standard  in  the  late 
1700s,  monetary  union  was 
not  truly  effective  until  the 
advent  of  such  measures  as 
federally  insured  bank  de- 
posits in  the  1930s.  So  what's 
the  forecast  for  the  euro? 
Rockoff  doesn't  say. 

But  Marie  Bussing-Burks, 
an  economist  at  the  Uni- 
versity of  Southern 
,  Indiana  who 
)  peer-reviewed 
Rockoff's  pap- 
er, thinks  euro- 
strength  is  close. 
Why?  Because  the 
currency  itself 
comes  out  in  2002 
and  an  upcoming  ad 
blitz  is  designed  to 
make  Europeans  "fa- 
miliar, comfortable,  and  in- 
formed about  their  new  cur- 
rency." Who  knows?  With 
modem  marketing,  the  baby 
euro  may  be  on  its  feet  in  less 
than  a  century.    Laura  Cohn 
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THE  BRAIN  DRAIN 

A  TRACKER  TO  HELP 
HUNTHEADHUNTERS 

WITH   CEOS   BITING  THE   DUST 

at  a  relentless  pace,  good 
help  is  getting  hard  to  find. 
Worse  yet,  companies  must 
sort  through  and  choose  from 
hundreds  of  executive-level 
search  firms  to  help  fill  those 
spots. 

Enter  the  Internet.  Busi- 
nesses from  fish  markets  to 
auto-parts  makers  already 
have  online  buying  sites. 
Now  it's  the  headhunters' 
turn.  Recruiterlink.com, 
started  by  consultant  Hunt- 
Scanlon  Advisors  of  Stam- 
ford, Conn.,  offers  a  database 
of  400  executive  head- 
hunters,  from  major  players 
like  Kom/Ferry  and  Heidrick 
&  Struggles  to  the  boutique 
recruiters.  All  fill  jobs  with 
annual  pay  of  $125,000  and 


up.  The  searcher  plugsj 
the    specialty,    geograp 
specifications,  and  other  • 
teria  to  locate  the  ideal 
cruiter,  whose  fees,  grol 
rules  and  recent  assignm^ 
are     constantly 
updated.    Re- 
cruiters pay 
Hunt-Scan- 
lon  a  $500- 
a-year  fee. 

ROCHE 

appreciates 
help 


Even  a  head 
hunter  of  the  magnitude 
Heidrick's  Gerry  Roche,  \ 
nabbed  Lou  Gerstner 
IBM,  for  one,  endorses 
cruiterlink:  "Ultimately, 
face-to-face  and  flesh-pn 
ing.  But  this  helps  get  u 
that  point."  Which  is, 
course,  key  to  the  powe 
the  Net.  Joan  Oi 
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THE  BIG  PICTURE 


MOVIE  MANIA  Movie  attendance 
is  expected  to  rebound  this  year 
after  a  1.1%  decrease  in  1999. 
From  now  through  2003, 
moviegoing  is  forecast  to 
rise  at  least  2.5%  annually, 
with  more  filmgoers  taking 
advantage  of  the  ability 
to  order  tickets  in 
advance,  via  phone 
or  Internet. 


BILLIONS  OF 
TICKETS  SOLD, 


sy^ 


OAW,  VERONIS  SUHLER,  THE  PUB- 
LISHING A  MEOW  GROUP,  MOTION 
PICTURE  ASSOCIATION  OF  AMERICA  ■ 


^. 
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'96     '97     '98     '99     '00     '01     '02 
I —  PROJECTION  ■ 


FOOTNOTES  Average  time  men  spend  looking  for  the  perfect  gift:  for  their  boss,  3  hOUfS;  for  their  spouse,  45  mJnuteS 
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What  do 
the  largest  ISPs 
know  about 

A 


'  antivir 


Trend  Micro. 

For  Internet  Service  Providers,  protecting 
networl<  availability  is  especially  crucial. 
Slowdowns  or  crashes  caused  by 
viruses  or  spam  could  impact  not  just 
their  own  business  but  countless 
others — including  many  for  whom  the 
Internet  is  more  lifeline  than  luxury. 

That's  why  many  of  the  largest  ISPs 
and  ASPs  rely  on  Trend  Micro  for 
antivirus  protection. Trend  Micro's 
InterScan  VirusWall®  stops  viruses  at 
the  enterprise's  border — the  Internet 
Gateway.  It's  part  of  a  complete 
enterprise  solution  that  scales  to 
any  size,  yet  can  be  easily  managed 
through  a  single  console.  And  it's 
backed  by  the  kind  of  global  support 
that  helps  IT  managers  sleep  at  night. 

If  staying  online  is  mission  critical  for 
your  company,  talk  to  Trend  Micro.  We'll 
show  you  why  we're  the  leading  choice 
of  enterprises  that  know  security  best. 

for  a  free  copy  of  our  "Safe  Computing 
Practices"  white  paper  and  a  free 
evaluation  CD  for  Trend  Micro  antivirus 
and  content-security  solutions, 
call  1-800-238-9983 
or  visit  vvww.trendmicro.com 
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TREND 

MICRO 


your  Internet  VirusWall 
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Readers  Report 


TAKING  THE  GUESSWORK 

OUT  OF  PRESIDENTIAL  ELECTIONS 

"Is  there  any  help  for  the  'hanging 
chad'  ?  "  (Cover  Story,  Nov.  27)  on  voting 
fraud  and  technology  got  me  thiriking. 
Many  states  actually  hold  a  type  of  elec- 
tion every  week,  with  good  voter 
turnout.  Here  in  Ohio,  it's  called  "Super 
Lotto,"  in  which  "voters"  choose  six  nu- 
merical "candidates"  out  of  49  "nomi- 
nees" by  marking  the  numbers  on  a  lot- 
tery card  with  a  pencil.  To  my 
knowledge,  the  tabulation  is 
100%  accurate,  speedy,  and 
every  "voter"  even  gets  a  slip  »  «  w  « 
of  paper  verifying  what  num-  —  ^  y 
bers  they  picked.  If  you  acci-  ^^^ 
dentally  pick  too  many  num- 
bers or  too  few,  a  lottery  machine 
returns  the  card  to  you  for  correction. 

When  it  comes  to  making  money, 
state  officials  have  no  problem  keeping 
track  of  things.  Yet  when  it  comes  to 
the  democratic  process,  getting  your 
vote  counted  may  be  a  matter  of  sheer 
luck.  Perhaps  elections  should  be  han- 
dled by  state  lottery  commissions. 
Maybe  with  a  few  adjustments,  the 
same  type  of  lottery  machines  found  in 
gas  stations  and  convenience  stores 
could  be  converted  into  voting  booths.  I 
may  never  win  that  $20  million,  but  it 
would  be  nice  to  know  that  at  least  one 
day  every  four  years,  win  or  lose,  my 
input  actually  counts  for  something. 

Paul  Volker 
Columbus,  Ohio 


ELECTION 


m 


then  be  deposited  into  a  ballot  box 
later  verification  use,  if  necessary, 
would  provide  an  excellent  paper  ti 
with  no  muss,  no  fuss,  and  (most 
portant)  no  chad. 

It  would,  however,  significantly  ad( 
the  cost  of  electronic  polling  static  '■ 
Here  in  Cuyahoga  County,  I  have  he  | 
estimates  running  upwards  of  $20  i  *'" 
lion  to  convert  to  electronic  voting.  . 
to  prevent  the  Florida  nightmare  fi  -^ 
ever  happening  again,  I'm  ready  to  « 
that  taxpayers  might  be  \  beli 
ing  to  "kick  in"  a  little  ej  Her 
to  help  subsidize  such  a  i 
e  ^  e  t     *'^'^"  ^ow  about  an  additit 
l\l£     line  on  the  2001  federal 

forms  allowing  a  voluntary  |i  t|j| 
contribution  to  the  "Accui  ,„,, 


John  Carey's  article  on  the  problems 
vdth  electronic  polling  stations  focused 
on  the  inability  to  perform  manual  vote 
recounts  after  the  fact.  But  the  solu- 
tion seems  rather  obvious:  After  vot- 
ing using  a  touch-screen  system,  the 
voter  could  then  receive  a  printed  "re- 
ceipt" detailing  their  votes,  which  could 


in  Our  Presidential  Elections  Fui 
with  the  proceeds  going  to  the  cott 
elections  board,  to  be  dedicated  to 
purchase  of  such  systems?  I'd  be  on|j[ 
the  first  to  check  that  box. 

Donald  E.  Bemicf 


Cleveland  Heights,  ( 


Nov, 


with; 


More  consistent  national  stand: 
and  voting  systems  might  reduce, 
not  get  rid  of,  rampant  cheating 
errors.  Both  sides  will  still  suffer/p: 
from  the  irregularities,  with  one 
or  the  other  ending  up  a  net  loser, 
we'll  never  really  know  for  sure. 

One  interesting,  and  entirely  f< 
ble,  check  of  the  voting  outcome  c 
be  based  on  scientific  sampling 
professional  survey  mathematician  te  | 
tistician  could  devise  a  random  sai  en 
that  will  give  results  that  are  unbi 
and,  for  all  practical  purposes,  corr  j 

Take  this  a  step  further:  Given  th 
regularities  of  the  actual  voting  pro  (t, 
a  proper  sample  could  be  a  far  less 
pensive,  less  cumbersome,  less  divi 
yet  more  reliable  substitute  for  the  i^,, , 
sent  voting  system.  Whether  the    Kf,,  j^ 
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iRECTIONS  &  CLARIFICATIONS 

ig  to  take  into  account  Emmis  Corn- 
cations  Inc.'s  2-for-l  stock  split  on 
25,  ttie  table  in  "Can  Liberty  Media 
ts  groove  back?"  (Media,  Nov.  27) 
rectly  calculated  Liberty  Media's  loss 
;  investment  in  Emmis.  Liberty's  stake 
e  company  was  valued  at  $131  mil- 
a  loss  ot  $19  million  from  its  initial 
tment. 


on  of  sampling  for  actual  voting 
be  legal,  or  politically  acceptable, 
ther  question. 

Wolf  Illing 
Ottawa 

LECTORAL  COLLEGE 
ANACHRONISM 

lie  there  are  some  legitimate  con- 
with  abolishing  the  Electoral  Col- 
it  need  not  yield  the  electoral 
envisioned  by  the  authors  of  '"ITie 
;  of  one  person,  one  vote"  (Cover 
Nov.  27).  They  paint  a  bleak  pic- 
■  delayed  inaugurations  and  "Pres- 
i  interruptus"  because  no  one  can- 
receives  over  50%  of  the  vote, 
re  are,  however,  at  least  two  well- 
solutions  to  this  problem.  Coun- 
5uch  as  France  have  a  second 
of  voting  restricted  to  the  top 
.ndidates  if  no  one  candidate  re- 
more  than  50%  of  the  popular 
Phis  guarantees  that  one  candi- 
ways  receives  more  than  50%  of 
te.  It  also  eliminates  one  of  the 
ierious  problems  in  our  current 
i:  the  millions  of  voters  who  don't 
)r  their  candidate  of  choice  be- 
they  don't  want  to  "throw  away 
ote"  on  a  third-party  candidate, 
second  solution  involves  voting 
t-,  second-,  and  third-choice  can- 
;  on  the  same  ballot.  In  this  sys- 
here  is  an  "instant  runoff  be- 
the  top  two  voter-getters  if  no 
ate  receives  more  than  50%  of 
it-choice  ballots.  The  second-  and 
hoice  ballots  are  counted  to  de- 
e  the  winner.  Either  system 
tees  the  winner  more  than  50% 
popular  vote — adding  legitimacy 
new  President — and  would  make 
cellent  replacement  for  the 
jnistic  Electoral  College. 

Daniel  Gonneau 
New  York 


CCTING  THE 
ILAND 


disparity  between  the  popular 
id  the  Electoral  College  points 
!  increasingly  sharp  division  oc- 


curring in  this  country  ("Why  the  elec- 
toral college'  lives  on,"  Cover  Story, 
Nov.  20).  Even  more  revealing  is  a  map 
showing  the  counties  that  voted  Re- 
publican vs.  those  that  voted  Demo- 
crat. When  shown  in  red  for  Republican 
and  blue  for  Democrat,  the  vast  ma- 
jority of  the  land  mass  of  the  U.  S.  is 
red.  Tlie  blue  areas  are  the  heavily  pop- 
ulated areas. 

This  division  is  getting  wider  every 
day.  There  is  a  sort  of  "reverse  dis- 
crimination" among  our  urban  elite.  In 


today's  urban  centers,  someone  who 
lives  in  a  rural  area,  has  been  married 
to  the  same  person  since  high  school, 
has  children,  likes  to  hunt  and  fish,  at- 
tends church,  has  kids  in  scouting,  etc., 
is  looked  upon  as  some  kind  of  dinosaur. 
If  not  for  the  Electoral  College,  the  en- 
tire nation  would  be  governed  by  New 
York  and  Los  Angeles.  Thank  God  it 
hasn't  come  to  that  yet. 

Out  here  on  the  West  Coast,  Seattle 
controls  the  politics  of  the  entire  state  of 
Washington;  Portland  governs  Oregon; 
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L.A.  rules  rural  California.  The  cities 
have  no  right  to  make  the  rules  for  all 
of  us.  But  that's  exactly  what  happens 
when  a  handful  of  large  cities  elects  the 
vast  majority  of  our  politicians.  We  not 
only  need  to  keep  the  Electoral  Col- 
lege, we  need  to  expand  on  the  ideas  it 
represents. 

Jon  Robson 
Battle  Ground,  Wash. 

THE  SEC'S  VICTORY 

IS  A  HOLLOW  ONE 

Regarding  "How  Levitt  won  the  ac- 
counting wars,"  (News:  Analysis  & 
Commentary,  Nov.  27):  With  all  due  re- 
spect, Arthur  Levitt  has  won  nothing. 
Those  of  us  in  the  accounting  profes- 
sion doubt  seriously  whether  the  sta- 
tus quo  vdll  be  changed  at  all.  In  the 
end,  the  Big  Five  will  be  able  to  main- 
tain their  monopoly  on  public  compa- 
nies. With  some  exceptions,  local  and 
regional  firms  are  shut  out  fi-om  auditing 
public  companies — other  than  so-called 
Bulletin  Board  companies  [very  small 
companies  trading  on  the  nasdaq].  The 
real  issue,  which  Mr.  Levitt  failed  to 
address,  is  whether  it  is  wise  to  have 
the  entire  reporting  system  of  our  pub- 


lic financial  market  controlled  by  those 
firms.  The  Securities  &  Exchange  Com- 
mission should  propose  a  plan  to  break 
the  stranglehold  these  accounting  gi- 
ants have  on  their  public  clients  by 
opening  up  the  competition  to  other 
qualified  firms. 

Any  plan  the  sec  might  propose  in 
this  regard  should  address  the  reasons 
why  the  Big  Five  have  a  monopoly.  Nei- 
ther the  exchanges  nor  the  SEC  prohib- 
it a  local  or  regional  firm  from  providing 
an  audit  of  a  public  company.  Instead, 
the  underwriters  in  an  initial  public  of- 
fering or  secondary  offering  usually  in- 
sist that  a  Big  Five  firm  (or  at  least  a 
large  national  firm)  audit  the  company's 
statements  so  as  to  avoid  a  negative 
reaction  by  the  financial  analysts.  Above 
all  else,  what  an  analyst  should  be  con- 
cerned with  is  the  depth  of  the  accoun- 
tant's pocket  if  the  statements  are 
wrong.  Most  local  firms  carry  errors 
and  omissions  insurance  of  less  than 
$10  miUion,  which  is  far  less  than  any 
Big  Five  firm.  If  the  sec  saw  fit  to  em- 
power more  qualified  accountants  with 
oversight  responsibihties  of  pubhc  com- 
panies, it  should  work  with  the  American 
Institute  of  Certified  Public  Accountants 
to  create  an  insurance  pool  for  non-Big 


Five  firms  to  audit  public  compM 

Stephen  R  M 

Managing  Pai! 

Squar,  Milner,  Reehl  Willi^u 

Newport  Beach,  \ 

THIS  BUNNY  IS  HARDLY 
WINDING  DOWN \ 


I  was  disappointed  at  how  little 
seemed  to  understand  the  story  of  \ 
boy  Enterprises  Inc.  ("Playboy's  n 
energized  bunny,"  News:  Analys 
Commentary,  Dec.  4).  The  ar 
seemed  to  revolve  aroimd  four  poin 
The  company  keeps  changing  its  st 
gy.  2)  The  magazine  is  in  troubl 
The  brand  is  aging  and  hasn't  conn* 
to  younger  consumers.  4)  Our  ej 
sion  into  television  and  online  has  f 
Every  one  of  those  conclusions  is  w 

Since  I  became  CEO  at  the  end  o 
1980s,  we  have  consistently  procla 
our  strategy  as  being  one  of  levert 
the  magazine  brand  into  the  hit 
growth,  higher-margin  electronic  e 
tainment  businesses.  And  Playbo 
mains  the  best-seUing  monthly  ma 
for  men  in  the  U.  S.  and  the  worl 
closing  a  third  year  of  advertising] 
enue  grovii;h  at  a  rate  base  of  3.1 


m  Intelligent  sports  fans,  4.  Dumb  jocks,  0.  | 


Four  th 
u(  Formula  One 


ught-provoking  books  about  the  world  of  sports,  from  leadership  lessons  of  leading  teams,  to  the  inside  secrets      T    p    V    pl 
xe;  from  the  rugged  arena  of  professional  soccer,  to  St.  Muritz's  extreme  Crcsta  Run.  More  at  www.etexere.com       i     E    .iV   LI 
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lion,  at  which  it  has  been  for  five  years, 
and  has  projected  profit  gTowth  for  the 
year.  And  it  has  been  a  strong  year  in 
terms  of  editorial  coups,  fronn  Jesse 
Ventura  to  Darva  Conger. 

As  to  No.  3,  the  magazine  remains 
among  the  most  favorite  magazines  by 
men  in  their  20s,  according  to  the  Cas- 
sandra Report.  Between  spring,  2000, 
and  fall,  2000,  Market  Research  Inc.  re- 
ports. Playboy  experienced  a  22.8%  in- 
crease in  readers  currently  attending 
college.  Our  online  business, 
which  attracts  more  than  4 
million  unique  visitors  each 
month,  is  built  on  its  appeal  to 
the  18-to-34-year-old  audience. 
We  have  had  a  100%  increase 
in  apparel  sales  through  such 
hip  stores  as  Fred  Segal,  Patri- 
cia Field,  and  Urban  Outfitters. 

Regarding  No.  4,  we  are  the  only 
magazine  company  to  have  successfully 
transitioned  into  the  lucrative  world  of 
cable  TV.  Through  the  first  nine  months 
of  this  year,  Playboy  TV  Networks  made 
$18.5  million  in  operating  income,  and  its 
results  didn't  "slide"  from  last  year.  Last 
year  included  the  first  payment  of  a 
$100  million  deal  for  international  TV 
rights.  But  your  writer  seems  to  be  pe- 
nalizing us  for  the  fact  that  the  pay- 
ment stream  was  front-loaded  and 
doesn't  even  mention  the  remaining  $70 
million,  paid  this  year  through  2004. 

As  to  online,  we  never  projected  a 
profit  this  year.  We  are  on  plan  invest- 
ing $25  million  this  year.  Now  that 
we're  out  of  registration,  we've  been 
able  to  share  our  plans  for  cutting  the 
loss  in  half  in  2001  and  being  profitable 
in  2002.  We  doubled  revenues  again  for 
the  first  nine  months,  and  in  a  world 
full  of  all  kinds  of  sites,  including  all 
those  pornographic  sites  mentioned  in 
the  piece,  Playboy.com  is  the  No.  1 
lifestyle  and  entertainment  destination 
on  the  Web  for  men. 

Christie  Hefner 

Chairman  &  Chief  Executive 

Playboy  Enterprises  Inc. 

Chicago 

STARWOOD'S  STAR 

ISN'T  RISING  THAT  FAST 

"At  Starwood,  the  CEO  is  in  the  de- 
tails" (People,  Nov.  20)  reports  that 
Starwood  Hotels  &  Resorts  Worldwide 
Inc.  is  "pushing  ahead  of  its  rivals  in 
market  share."  Nothing  can  be  further 
from  the  truth,  and  this  claim  does  a 
disservice  to  the  two  industry  leaders, 
Hilton  and  Marriott. 

According  to  the  latest  data  from 
Smith  Travel  Research,  the  facts  are 


these.  When  looking  at  the  half  of  the 
U.S.  hotel  industry  that  includes  the 
upscale  and  midscale  segments  (where 
the  big  companies  like  Hilton,  Marriott, 
and  Starwood  compete),  Hilton  and 
Marriott  and  the  brands  owned  and  op- 
erated by  these  companies,  each  claim 
about  15%  market  share.  Starwood  and 
its  brands  bring  up  the  rear  at  approx- 
imately 5%. 

Just  as  important  is  each  company's 
share  of  new  construction  in  the  up- 
scale and  midscale  segments.  Hilton 
and  Marriott  each  command  ap- 
proximately 22%,  while  Starwood 
is  under  3%.  In  other  words,  Hilton 
Hotels  Corp.  and  Marriott  Interna- 
tional Inc.  are  each  gaining  market 
share,  while  Starwood  is,  in  reality, 
losing  market  share. 

Marc  A.  Grossman 
Senior  Vice-President 
for  Corporate  Affairs 
Hilton  Hotels  Corp. 
Beverly  Hills,  Calif. 
Editor's  note:  We  sfiould  have  stated  tfiat 
Startwood  is  gaining  on  its  rivals  in 
terms  of  occupancy  rates  not  market 
share.  In  tfie  third  quarter,  Starwood  re- 
ported that  its  occupancy  rate  for  North 
American  ow7ied  hotels  grew  3.3  per- 
centage points,  to  77.7%.  Hilton  reported 
that  its  occupancy  rate  for  U.  S.  owned 
or  operated  hotels  increased  2.k  percent- 
age points  to  76.9%  during  that  time. 
Marriott  International  reported  tfiut  its 
occupancy  rate  for  U.  S.  operated  hotels 
increased  more  than  one  percentage 
point  to  79.7%  in  the  third  quarter. 

WHAT  GUN  MAGAZINES  DON'T 
REVEAL  ABOUT  GUN  OWNERSHIP 

Regarding  "New  ammo  in  the  gun  de- 
bate" (Economic  TVends,  Nov.  27),  I  see  a 
serious  problem  with  Mark  Duggan's  use 
of  circulation  data  of  one  of  the  nation's 
largest  gun  magazines  as  a  proxy  for 
gun  ownership  levels  and  shifts. 

The  focus  of  Duggan's  study  is  the 
criminal  uses  of  guns.  It  would  seem 
self-evident  that  when  crime  is  low, 
most  people  buy  guns  to  hunt,  target 
shoot,  and  the  like.  Personal  defense 
may  be  an  issue,  but  it  is  most  often  a 
minor  one.  In  this  situation,  the  circula- 
tion of  a  large  gun  magazine  should  be 
an  excellent  proxy  for  gun  ownership, 
because  it  is  hunting,  target  shooting, 
and  gun  collecting  that  are  the  topics  of 
most  of  the  articles. 

As  crime  rises,  however,  more  and 
more  people  buy  (or  steal)  guns  to  com- 
mit crimes  or  buy  guns  to  defend  them- 
selves. These  new  gun  owners  typically 
have  little  or  no  interest  in  the  sporting 


uses  of  firearms.  As  a  result,  they  a  ^i< 
have  little  or  no  interest  in  or  moti'sciei 
tion  to  buy  a  large-circulation  gltr:* 
magazine. 

Thus  Duggan's  measurement  of  g 
ownership  seems  fatally  flawed  by  i 
disconnect  between  the  various  uses 
guns.  He  might  just  as  well  have  tr 
to  prove  a  connection  between  cri 
and  gun  ownership  by  studying  the 
culation  of  BUSINESS  WEEK.  N 

Bruce  D_^ 
Calabasas  Hills,  C:^^,^^ 

Vfl'I 

Mark  Duggan  assumes  that  mi  ^| 
readers  of  gun  magazines  must  ne<  ^  ^ 
sarily  own  guns;  indeed,  I've  found  ^y^ 
opposite  to  be  true.  Most  people  \  i^ 
read  gun  magazines  are  people  who,  i  j 
various  reasons,  do  not  or  cannot  c  i  , 
guns.  Minors,  for  one,  make  up  a  sig.  ,, 
icant  segment,  perhaps  a  majority,: 
this  group.  Many  boys  find  guns  fai  .j 
nating,  but  federal  law  prohibits  £  i 
one  under  18  from  purchasing  and  j  j, 
sessing  a  firearm.  Equally  import ,  >' 
many  people  simply  cannot  afford  .'  ,, 
generally  high  cost  of  the  firearms  si  .  •, | 
cased  in  such  magazines.  » ' 

By  Duggan's  logic,  most  reader ,    . 

the  many  racing  magazines  on  the  r  '    i 

ket  must  own  race  cars,  or  most  reai     ,,, 

of  aviation  magazines  own  airplanes  „^^ 

William  and  Melissa  Jo: 

San  Jose, 
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;NESS  in  el  DORADO: 

Scientists  and  Journalists  Devastated  the  Amazon 

trick  Tierney 

n. 417pp. $27.95 


fROCITIES 
J  THE  AMAZON? 


I  never  forget  the  drama  of  flying 
ver  the  dense  Amazon  jungle  in  a 
razilian  army  helicopter  and  land- 
T  a  remote  clearing.  We  followed 
al  Yanomami  Indians  down  a  steep 
nkment,    across    a    stream,    and 
igh  tangled  vegetation  until  we 
led    a   large,   oval    sliahoyio,   the 
hed-roof  communal   dwelling   at 
upi-u-there.  Inside  the  dark,  smoky 
he  two  Indian  affairs  agency  doc- 
was  accompanying  examined  two 
•en  lying  listlessly  in  their  ham- 
i,  feverish  with  malaria.  One  doctor 
d  overnight  to  diagnose  other  cas- 
d  airlift  the  worst  out  the  next 
The  other  doctor  and  I  raced  back 
i  waiting  helicopter  and  on  to  an- 
settlement  at  Paapiu. 
A'as  1991,  and  I  was  there  to  write 
the  environmental  destruction  and 
ie  introduced  to  the  area  by  tens 
tusands  of  gold  miners.  These  in- 
fers were  working  illegally  in  the 
virgin     forest     of     Brazil     and 
iuela  where  some  24,000  members 
Western  hemisphere's  most  prim- 
and  isolated  tribe  lived.  At  the 
the  miners  appeared  to  represent 
iggest  danger  to  the  Yanomami 
f  life.  But  in  a  new  book  that  has 
ihockwaves  through  academia,  in- 
,ative  journalist  Patrick  Tierney 
!  a  persuasive  argument  that  an- 
Dlogists  for  several  decades  en- 
in  unethical  practices  that  put 
lami  culture  at  even  greater  risk. 
less  in  El  Dorado:  How  Scientists 
'oiirnalists  Devastated  the  Atna- 
s    a   highly   readable,    damning 
r  that  has  prompted  the  American 
opological  Association  (AAA)  to  an- 
e  a  probe  of  the  allegations, 
-ney  shows  how  anthropologists 
)cumentary  filmmakers  thorough- 
rupted  the  Yanomami  by  shower- 
2m  with  coveted  steel  goods — ma- 
i,    knives,    guns,    and    cooking 


utensils — that  apparently  helped  spark 
conflicts  with  rival  communities.  Zealous 
documentary  filmmakers  paid  Indians 
to  stage  mock  battles,  complete  with 
faked  sound  effects  and  stage-set  "vil- 
lages," then  presented  the  onscreen 
fighting  as  authentic.  A  Nova/BHC  crew 
flew  in  an  extra  camera  from  London  to 
film  the  weeks-long  agony  of  a  dying 
mother  and  her  newborn  baby — but  cal- 
lously failed  to  transport  them  to  a 
nearby  clinic.  The  highlight  of  the  film, 
Warriors  of  the  Amazon,  was  the  moth- 
er's cremation  ceremony. 

Tierney  became  interested  in  Latin 
American  culture  in  1968, 
when  anthropologist 
Napoleon  Chagnon  pub- 
lished Yanomamo:  The 
Fierce  People.  Giving 
graphic  details  of  the  Indi- 
ans' hallucinogenic  drug  use, 
warfare,  and  women-steal- 
ing raids  on  other  villages, 
Chagnon  argued  that  violent 
Yanomami  men  had  more  fe- 
male partners  and  more  off- 
spring, and  thus  became 
dominant  in  their  communi- 
ties. His  book  became  a  clas- 
sic in  anthropological  litera- 
ture, selling  over  1  million 
copies,  more  than  Margaret  Mead's  leg- 
endary Coming  of  Age  in  Samoa. 
Chagnon  became  a  larger-than-life  figure 
to  a  generation  of  anthropologists. 

But  after  spending  11  years  re- 
searching his  story  on  the  Yanomami 
in  the  field,  Tierney,  initially  an  admirer, 
came  to  loathe  Chagnon's  practices.  Tier- 
ney's  not  the  first  critic:  Over  the  years, 
a  number  of  anthropologists  have  cast 
doubt  on  Chagnon's  thesis  that  the 
Yanomami  are  particularly  fierce.  (In- 
deed, Chagnon  removed  his  subtitle  The 
Fierce  People  from  later  editions.)  But 
Tierney  offers  painstaking  research — 
including  hundreds  of  interviews  with 


missionaries,  anthropologists,  and  the 
Yanomami  themselves — presenting  dif- 
ficult-to-refute  evidence  that  Chagnon 
and  others  misrepresented  the  nature  of 
the  indigenous  group  to  suit  their  own 
agenda.  Tierney's  calculations  indicate 
Chagnon  may  have  vastly  overstated 
the  "violence  quotient"  of  some  villages 
by  failing  to  count  all  of  the  men. 

Chagnon,  now  retired  from  the  Uni- 
versity of  California  Santa  Barbara,  says 
Tierney's  accusations  are  "preposter- 
ous." His  supporters  have  posted  point- 
by-point  rebuttals  of  Tierney's  conclu- 
sions on  the  Internet  (www.anth.ucsb. 
edu/chagnon.html),  noting  that  he  is  not 
a  trained  anthropologist  and  thus  is  ill- 
equipped  to  challenge  Chagnon's  estab- 
lished thesis  on  Yanomami  violence.  But 
few  have  stepped  forward  to  defend 
Chagnon's  research  methods.  Even  more 
serious  than  Chagnon's  "checkbook  an- 
thropology," which  rewarded  coopera- 
tive Yanomami  with  everything  from 
fishhooks  to  outboard  motors,  was  his 
method  for  tracing  the  group's  lineage: 
Tierney  says  he  paid  people  to  tell  him 
the  names  of  their  dead  an- 
cestors, a  revelation  that  is 
taboo  in  Yanomami  culture. 
If  that  failed,  he  approached 
rival  communities  to  get  the 
information,  aggravating 
icnsion.  Far  from  being  a 
quiet  observer,  Chagnon  was 
a  dominant  presence:  Vil- 
lagers say  he  would  descend 
into  communities,  God-like 
and  armed  with  a  shotgun, 
via  helicopters  that  some- 
times blew  the  roofs  off 
buildings. 
By  the  early  1990s,  anthropolo- 
gists in  Brazil  and  Venezuela  had  come 
to  resent  Chagnon  for  perjietuating  the 
myth  of  Yanomami  violence,  because  it 
provided  both  governments  a  pretext 
for  withdrawing  protection  for  the  tribe 
against  encroaching  gold  miners.  For 
the  past  decade,  they  have  blocked 
Chagnon  from  visiting  the  Amazon. 

But  Chagnon  wasn't  the  only  out- 
sider in  Yanomamiland.  Tierney  de- 
scribes at  length  the  debauchery  of  a 
French  anthropologist,  Jacques  Lizot, 
who  allegedly  had  sexual  relations  with 
young  Yanomami  boys  during  his  25 
years  of  field  research. 

Tierney's  assertions  have  drawn  sup- 
port from  a  number  of  academics.  Ter- 
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ence  Turner,  an  Amazon  expert  nov 
Cornell  University,  told  Tiemey  that 
warned  the  AAA  back  in  1994  that 
have  no  right  to  castigate  the  gold  r 
ers,  the  military,  the  missionaries 
the  governments  of  South  Americ 
we're  afraid  to  look  at  the  role  of 
ovra  anthropologists  in  the  Yano: 
tragedy.  Unfortunately,  Napo 
Chagnon  has  caused  a  great  de 
harm  to  the  Yanomami  and  t 
chances  of  survival." 

But  Tierney  falls  short  when 
launches  his  most  damning  charge: 
Chagnon  and  the  late  Universit; 
Michigan  human  geneticist  James  I 
deliberately  tested  a  dangerous  me 
vaccine  on  the  immune-weak  Yanon 
in  1968,  causing  hundreds  of  des 
Tierney  believes — but  cannot  pro 
that  Neel  wanted  to  see  if  an  isol 
group  had  adequate  immune  protec 
to  survive  such  an  outbreak.  Althc 
the  measles  vaccine  Neel  used,  the 
monston  B  live  virus,  was  later  dis 
tinued,  scientists  say  there  is  no 
dence  that  it  could  cause  an  epidt 
The  National  Academy  of  Sciences 
issued  a  rebuttal  of  Tierney's  mea 
epidemic  charges  and  says  his  boi 
riddled  with  factual  errors  and  innuc 

However,  the  Academy  did  no 
but  another  of  Tierney's  claims: 
Neel  and  Chagnon  acted  unethical! 
collecting  thousands  of  blood,  urine 
stool  samples  from  the  Yanomami 
1965  to  1972,  presumably  without 
full  consent.  Neel  was  working  fo 
Atomic  Bomb  Casualty  Commission 
these  samples  allowed  him  to  con 
the  gene  mutation  rates  of  an  iso 
population  group  with  those  of 
bomb  survivors  in  Japan. 

Tierney  underwent  a  four- 
grilling  at  the  November  AAA  co) 
tion  in  San  Francisco,  during  a  s] 
symposium  called  to  discuss  his  \ 
charges.  While  acknowledging  th 
may  have  ruined  some  reputations, 
ney  made  no  apologies  for  his  own 
da:  blasting  the  scientific  communi 
its  carelessness  in  studying — an 
ploiting — the  Yanomami,  and  cen 
journalists  who  readily  went  alonj 
('hagnon's  myth  of  the  ignoble  sa 

Although  some  of  Darkness 
Dorado's  claims  may  well  be  disp 
the  volume  is  a  valuable  contril 
to  the  debate  over  anthropol 
ethics.  Certainly,  those  who  read 
never  again  watch  a  film  on  obsci 
digenous  groups  without  wonderin 
much  of  the  action  has  been  stag 
BYGER 
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A  BROWSER  FOR 
NOTHING-BUT-NET  FOLK 


When  Netscape  announced  in  November 
that  the  latest  version  of  its  Web 
browser  was  finally  finished,  my  temp- 
tation was  to  yawn.  After  all,  Netscape's  once 
overwhelming  share  of  the  browser  market  was 
down  to  25%  and  falling.  And  many  application 
and  Web  site  developers  have  stopped  trying  to 
accommodate  Netscape's  deficiencies  and  now 
recommend  Microsoft  Internet  Explorer  instead. 

As  far  as  desktops  or  laptops  are  concerned, 
my  ennui  was  well  justified.  Netscape  6  for  Win- 
dows, Macintosh,  and  Linux  is  a  big  improve- 
ment over  its  two-year-old  predecessor.  But  it 
has  some  major  defects  that  effectively  rule  it 
out  for  most  corporate  users  who  use  Netscape 
Communicator  for  mail.  All  the  new  features  re- 
ally do  is  allow  Netscape  to  catch  up  with  IE. 

Fortunately  for  Netscape,  the  new  version 
really  isn't  about  PCs  but  Internet  apphances, 
which  are  designed  to 
cruise  the  Web,  handle  e- 
mail,  and  not  much  else. 
I  have  been  disappoint- 
ed by  the  recent  crop  of 
Net  appliances,  mainly 
because  of  their  under- 
powered and  out-of-date 
browsers.  Microsoft  has 
largely  stayed  on  the 
sidelines  of  the  non-PC 
market  by  limiting  the 
use  of  its  lightweight 
browser  to  products  such 
as  the  Compaq  iPAQ 
Home  Internet  Appliance 
that  run  only  on  Mi- 
crosoft's online  network, 
MSN.  While  waiting  for 
Netscape  6  and  a  com- 
peting browser  from 
Norway's  Opera  Soft- 
ware, appliance  makers 
have  had  to  make  do  with  a  bare-bones  browser 
from  Spyglass. 

HELP  COMING.  You  will  be  seeing  several  prod- 
ucts built  around  the  new  Netscape  browser 
early  next  year.  They  include  the  Connected 
Touchpad  from  Gateway  and  America  Online 
(Netscape's  parent  company)  and  the  Dot.Sta- 
tion  from  Intel.  8Com  plans  use  the  automatic 
upgrade  ability  of  its  Ergo  Audrey  appliance  to 
move  from  a  Spyglass  browser  to  Netscape  once 
it  has  adapted  the  Netscape  software. 

If  the  appliance  adaptations  of  Netscape  6  can 
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retain  the  key  features  of  the  desktop  versioi 
can  make  an  important  difference.  On  PCs,  \ 
sion  6  is  the  first  highly  customizable  Netsc 
offering.  For  example,  its  standard  look 
metallic  blue  trim  and  modernized  buttons 
for  those  like  me  who  prefer  it,  there's  an  op 
to  make  it  look  just  like  previous  version; 
the  browser.  An  optional  customizable  pj 
down  the  left  side  of  the  browser  window  sh 
stock  tips,  favorite  Net  destinations,  an  aol  I 
dy  list,  or  assorted  other  goodies.  (Or  rrn 
them  disappear.)  This  flexibility  runs  much  d 
er  and  will  let  appliance  makers  shape  the 
gram  to  their  needs. 

Other  important  changes  are  invisible  to 
The  past  couple  versions  of  Internet  Expl 
have  supported  new  Web  technologies  suc^ 
dynamic  html  that  give  increased  flexibilit| 
designers.  For  one  thing,  they  make  it  relati 
easy  to  update  elements  on  a  page  withou' 
loading  the  entire  page — and  thus,  they 
complicated  screens  display  very  quickly.  T 
technologies  are  especially  important  for 
based  apphcations  such  as  Intuit's  Quick 
online  database  (www.quickbase.com).  Nets] 
has  finally  caught  up,  but  it  may  be  too  lal 
stem  the  defections  to  IE.  The  ability  to  h 
these  complex  pages  properly  would  be  a 
breakthrough  for  appliances. 
COMMUNICATION  BREAKDOWN.  On  the  deslj 
however,  the  new  Netscape  version  actuall 
gresses  in  some  way 
portant     to     corpc 
users.    All    version 
Netscape's      integr 
mail    program    for 
past  couple  of  years 
let  users  type  in  a 
that  was  then  ma 
to  an  e-mail  addre: 
ing  a  corporate  di 
ry.  This  feature  has 
left  out  of  Netsca 
Also  lost  is  any  c 
nient  way  to  dow 
whole    folders    of 
sages  for  work  ofl 
say,  while  on  an  ai 
Netscape  says  tha 
sion  6  is  intended 
consumer   produc 
that  corporate  fe 
such  as  directory  t 
and  secure  mail 
restored  in  the  next  version.  Meanwhile 
corporate  users  are  stuck  with  older,  bugj 
tions.  Or  they  can  join  the  migration  to  i! 
the  Outlook  Express  mail  program. 

It's  very  unlikely  that  Netscape  can  e 
capture  the  ground  it  lost  to  Microsoft 
desktop.  Fortunately  for  Netscape,  howev- 
new  browser  is  well-positioned  to  be  a  hoi 
uct  in  what  could  become  the  fastest 
market.  Internet  appliances  have  been  h 
for  lack  of  a  good  browser,  and  now  thi 
may  have  one. 
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Hear  about  the  all-new  Mercury  Mountaineer. 
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ernet-based  technology  and  gives  your  people  the  reliability,  speed, 
ty  required  to  do  their  jobs.  Microsoft  Windows  2000  Professional. 
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THE  WAR  FOR  RETTER  QUALITY 
IS  FAR  FROM  WON 


TOO  BUSY? 

Execs  today 
are  obsessed 
with  short- 
term  share 
prices  and 
reaching  new 
markets  at 
warp  speed. 
Quality  is  no 
longer  a  top 
priority,  but 
it  should  be 
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Whatever  happened  to  the  hoopla  sur- 
rounding quality  control  in  Corporate 
America?  Has  the  issue  slipped  from 
the  front  page  because  the  war  against  big-time 
defects  has  been  won?  Or  could  Corporate  Amer- 
ica be  deluding  itself  into  thinking  that  quality  no 
longer  is  the  huge  problem  it  once  was? 

It  was  only  a  decade  ago  that  CEOs  from  Mo- 
torola, Ford,  Xerox,  and  other  U.S.  companies 
undertook  a  herculean  effort  to  improve  their 
products  in  the  face  of  such  formidable  Japanese 
competitors  as  Toyota,  Canon,  and  NEC.  They 
embraced  such  concepts  as  Total  Quality  Control, 
quality-focused  teams,  and  new  ways  to  find 
and  fix  problems  on  assembly  lines.  Quality  gu- 
rus such  as  W.  Edwards  Deming  achieved  star 
status.  New  research  centers  sprang  up,  and 
with  great  fanfare  the  Commerce  Dept.  estab- 
lished the  prestigious  Malcolm  Baldrige  Nation- 
al Quality  Award. 

Little  of  this  excitement  remains.  John  Yochel- 
son,  president  of  the  CEO-laden  Council  on  Com- 
petitiveness, explains  why.  He  says  his  mem- 
bers no  longer  look  at  quality  as  a  competitive 
differentiator  because  they  now  understand  it 
is  merely  the  price  of  entry.  Roger  G.  Acker- 
man,  chairman  and  CEO  of  Coming  Inc.,  believes 
that  we  hear  less  now  about  quality  because  it 
has  become  deeply  embedded  in  most  compa- 
nies' processes.  The  same  goes  for  Robert  A. 
Pritzker,  CEO  of  the  privately  held  Marmon 
Group,  consisting  of  more  than  100  companies  in 
businesses  ranging  from  railway  equipment  to 
medical  devices. 

Ray  Stata,  chairman  of  Analog  Devices  Inc. 
and  a  founder  of  the  Center  for  Quality  of  Man- 
agement in  Cambridge,  Mass.,  provides  another 
perspective.  He  says  that  since  most  of  the  tech- 
nical problems  of  manufacturing  have  been 
solved,  the  emphasis  has  shifted  to  the  quality  of 
management  and  organization.  Harry  S.  Hertz, 
who  administers  the  Baldrige  Award,  agrees. 
TIRE  FIASCO.  There  has  been  other  progress  too. 
Robotics  have  reduced  manufacturing  flaws,  and 
certain  microchips  can  spot  problems  before  con- 
sumers do.  International  certification  of  mini- 
mum quality  standards  is  also  on  the  rise. 

But  surely  it's  too  soon  to  say  that  the  manu- 
facturing sector  is  in  great  shape.  Just  think 
about  recent  events:  the  Firestone  tire  fiasco, 
new  investigations  into  Goodyear,  crashing 
servers  at  Sun  Microsystems,  recalls  of  circuit 
boards  by  Intel.  Consider  Federal  Aviation  Ad- 
ministration charges  of  systemic  manufacturing 
control  problems  at  Boeing  Co.,  or  the  nearly 


10%  of  cars  on  the  road  regularly  being  recall 

But  even  if  these  don't  represent  widespre 
manufacturing  shortcomings,  America  is  pi 
dominantly  a  service  economy,  and  as  a  BU; 
NESS  WEEK  cover  story  revealed  ("Why  Servi 
Stinks,"  Oct.  23),  surveys  show  that  an  increasi 
number  of  customers  feel  poorly  treated 
banks,  airlines,  hotels,  and  retailers.  Other  kin 
of  quality  problems  in  services  include  lapses 
compliance  and  monitoring  of  illegal  deposits 
such  institutions  as  Citigroup,  or  the  number 
poorly  managed  audits. 

As  we  enter  the  Internet  Age,  moreov( 
there  is  as  yet  no  rigorous  analytical  framewo 
for  the  new  range  of  quality  problems  relating 
e-business.  What  are  we  to  make  of  the  hi] 
rate  of  product-delivery  failures  from  e-taile 
last  Christmas  (16%  by  some  accounts)?  When 
comes  to  new  business-to-business  auction  ma 
kets  for  supplies,  how  will  buyers  ensure  ti 
highest  quality  when  the  products  they  purcha 
are  often  designed  and  made  by  companies  th 
do  not  have  established  track  records  and  wi 
whom  they  have  never  dealt? 

Finally,  there  is  a  need  for  higher  quali 
standards  for  the  biotechnology  revolution.  Ca 
in  point:  the  genetically  modified  animal  fei 
that  has  mysteriously  found  its  way  into  foi 
sold  by  Taco  Bell,  Wendy's  International,  Saf 
way,  Kraft,  and  others. 

In  fact,  key  aspects  of  the  New  Economy  ci 
ture  may  be  antithetical  to  a  fundamental  foe 
on  quality.  As  Laurance  A.  Bossidy,  former  chai 
man  of  Honeywell  International  Inc.,  recent 
said  about  an  oft-used  quality-control  techniqi 
called  Six  Sigma:  "If  a  ceo  doesn't  speak  about 
all  the  time,  then  it  wanes."  But  chief  exec 
fives  are  hard-pressed  to  sustain  a  continuoi 
emphasis  on  quality  today,  because  they  are  pr 
occupied  with  other  challenges  more  crucial 
their  perceived  success — or  survival. 

Among  the  40  top  business  leaders  I  inte 
viewed  for  an  upcoming  book,  the  word  "quality 
wasn't  mentioned  once  as  a  major  strategic  chj . 
lenge.  No  wonder;  they  are  obsessed  with  boos 
ing  short-term  share  prices,  reaching  new  ma 
kets  at  warp  speed,  and  ramping  up  sea 
through  mergers  or  alliances.  There  also  is 
limit  to  how  much  they  can  press  a  woi'kfor 
that  is  stretched,  stressed,  lacking  in  corpora 
loyalty,  and  highly  mobile.  No  one  would  SJ 
(U'los  don't  care  deeply  about  quality.  But  b 
twixt  what  they  would  like  to  do  and  wiiat  th< 
can  actually  deliver,  given  the  othei-  jn-essures  ( 
them,  could  the  gap  be  actually  widening? 
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Virtually  impervious 

to  dust,  dirt  and  water,  not  to  mention 

the  shifting  winds  of  fashion. 


itches  are  generally 
ist  vulnerable  where 
•  stem  enters  the  case, 
t  with  patented  "Twinlock" 
iding  crowns  that  screw 
\vn  into  the  Oyster  case 
securely  as  the  hatch 


of  a  submarine,  these  elegant 
Rolex  timepieces  are  all 
but  impregnable  to 
the  elements.  And  with 
their  classic  design, 
they  are  in  no  danger 
of  ever  going  out  of  style. 
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t  Oyster  Perpetual  Day-Date  and  Lady-Datejust  both  in  18kt  gold.  Forthenameandlocationof  an  Official  Rolex  Jeweler  near  you.      -n  /^t    T71  "V" 
:call  1-800-36ROLEX.  Rolex,*,  Twinlock,  Oyster,  Oyster  Perpetual,  Day-Dateand  Lady-Datejust  are  trademarks,  www.roiex.com      ±\  \J  Ju  iij  A. 
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UPS  NOW  HELPS  YOU  HANDLE  E-H 


Anno  iincing  point -and- click 
returns.  UPS  now  offers  the 
quickest,  simplest  way  to  handle 
your  e-retums.  A  new,  customizable 
solution  that  allows  your  customers 
to  print  return  labels  directly  from 
their  PC-shrinking  the  process  from 
five  days  to  five  minutes.  In  addition, 
you'll  be  able  to  route  your  returns  to 
the  right  vendor  and  rapidly  restock 
your  inventory,  with  full  visibility 
tracking  throughout.  It  all  adds  up 
to  fewer  customer  inquiries,  lower 
operating  costs  and  much  happier 
returns.  How  cool  is  that?  To  find 
out  more,  visit  us  at  ec.ups.com 
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Economic  Trends 


BY  GENE  KORETZ 

BAD-NEWS  BEARS 
GET  VOCAL 

More  economists  use  the  "R"  word 

Most  economy-watchers  regard  the 
recent  spate  of  downbeat  economic 
news  as  a  cloud  with  a  bright  silver  lin- 
ing. It  indicates  that  the  Federal  Re- 
serve is  finally  getting  the  soft  landing 
it  has  been  seeking.  A  small  but  grow- 
ing group  of  economists,  however,  have 
begun  to  use  the  dreaded  "R"  word 
with  increasing  frequency. 

In  their  view,  the  odds  have  now 
shifted  in  favor  of  an  outright  reces- 

WHAT  ARE  THE  LEADING 
INDICATORS  SAYING? 
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sion  in  the  next  year.  "We  will  need  a 
lot  of  luck  to  avoid  a  downturn  in  2001," 
says  David  Levy  of  the  Jerome  Levy 
Economics  Institute  of  Bard  College. 

Other  outspoken  economic  bears  in- 
clude Lacy  H.  Hunt  of  Hoisington  In- 
vestment Management  in  Austin,  Tex., 
and  economic  consultant  A.  Gary  Shilling. 
While  all  three  economists  have  often 
been  more  pessimistic  than  the  consensus 
in  the  past,  their  views  have  darkened 
considerably  in  the  past  month. 

In  general,  they  sketch  a  similar  re- 
cessionary scenario,  but  differ  somewhat 
in  their  arguments.  Hunt,  for  example, 
notes  that  the  leading  indicators  have 
now  been  trending  down  for  nine 
months — the  longest  such  decline  since 
the  last  recession.  And  both  Hunt  and 
Shilling  stress  that  the  lagged  effects 
of  monetary  restraint,  which  can  take 
as  much  as  a  year  to  appear,  are  finally 
starting  to  really  bite. 

All  three  bears  agree  that  the  sharp 
plunge  in  technology  stocks  and  the 
widening  market  decline  now  threaten 
the  expansion.  Whereas  the  huge 
wealth  increases  generated  by  rising 
stock  prices  led  households  to  stop  sav- 
ing and  take  on  debt,  the  absence  of 


those  increases  already  is  hurting  sales 
of  cars  and  other  durable  items.  "As 
people  realize  they  need  to  resume  sav- 
ing out  of  their  paychecks,  debt  loads 
will  feel  heavier,  and  the  sales  picture 
will  get  uglier,"  says  Levy. 

The  market  decline  is  also  curbing  in- 
vestment spending  by  high-tech  compa- 
nies that  find  venture  capitalists  more 
wary  and  by  Old  Economy  companies 
whose  lenders  are  spooked  by  the  im- 
pending slowdown.  At  the  same  time, 
notes  Hunt,  the  huge  buying  binge  by 
both  businesses  and  households  of 
durable  goods  and  capital  equipment 
during  the  long  expansion  implies  that 
pent-up  demand  has  been  satisfied. 

"With  private  borrowing  now  total- 
ing a  record  130%  of  gross  domestic 
product,"  he  says,  "many  will  decide  it's 
time  to  pay  off  debt  and  digest  those  ac- 
quisitions." Since  business  investment, 
especially  of  high-tech  items,  has  fueled 
half  of  recent  growth,  the  expansion  may 
lose  one  of  its  major  engines. 

Two  other  developments  that  have 
increased  the  downside  risk  for  the  U.  S. 
economy  are  the  runup  in  energy  prices, 
which  has  drained  purchasing  power 
from  households  and  businesses  the 
world  over,  and  widespread  signs  of 
slowing  growth  overseas.  Where  econ- 
omists once  assumed  that  pickups 
abroad  would  offset  sluggishness  in  the 
U.  S.,  the  new  threat,  says  Levy,  is  that 
"each  slowdown  will  reinforce  the  other." 

Can  a  recession  be  avoided?  Shilling 
is  dubious,  but  the  others  think  it's  still 
possible  if  the  Fed  moves  soon  to  low- 
er interest  rates.  "From  a  policy  stand- 
point," says  Hunt,  "the  window  of  op- 
portunity is  rapidly  closing." 


WHEN  DIRECTORS 
HAVE  A  BIG  STAKE 

Shareholders  benefit  big,  too 

Lately,  more  and  more  companies  have 
been  giving  stock  to  outside  direc- 
tors as  part  of  their  compensation.  But 
does  this  really  improve  corporate  per- 
formance? The  answer — according  to  a 
study  by  Donald  C.  Hambrick  and  Eric 
M.  Jackson  of  the  Columbia  Business 
School — is  yes,  but  only  if  the  directors 
acquire  significant  equity  stakes. 

Using  data  collected  by  McKinsey  & 
Co.  on  40  sectors  of  the  economy  from 
198{)  to  1997,  the  researchers  identified 
two  companies  from  each  sector  whose 
stock  market  performance  was  similar 
in  1987  but  then  diverged  sharply  over 
the  next  decade.  One  member  of  each 


pair  was  a  "star,"  whose  stock  ret 
far  exceeded  its  sector's  average, 
the  other  was  a  "laggard." 

Hambrick  and  Jackson  report 
pair  members  were  similar  in  board 
number  of  outsiders,  ages,  dire 
tenures,  and  even  the  size  of  equity  hi 
ings  by  insider  directors.  But  they 
fered  markedly  in  the  amount  of  sh 
held  by  outside  directors. 

Among  the  stars,  the  outsiders' 
dian  holdings  in  1987  came  to  1.3 
company  stock.  Among  the  laggard 
was  0.1%.  Some  45%  of  the  stars  ha| 
least  two  outside  directors  who  o 
$500,000  or  more  worth  of  stock, 
pared  with  only  16%  of  the  laggarc 

The  authors  conclude  that  the 
siders'  large  initial  stakes  in  the  s 
had  a  major  impact  on  their  subseqi 
superior  performance,  and  they  ad 
companies  to  structure  compensatio 
that  new  outside  directors  can  qui^ 
acquire  meaningful  stakes.  As  on 
rector  put  it:  "I'm  in  for  half  a  mi 
dollars,  and  I  can  tell  you  I'm  a  he 
a  lot  more  attentive  to  this  com 
than  I  have  been  to  the  others." 


CHANGING  JOBS 
DURING  A  BOOMI 

In  the  '90s,  did  the  desire  wan^ 

You  might  think  more  workers  wi 
start  looking  for  a  better  job  a 
economy  expands  and  unemploy 
falls.  But  in  the  second  half  of  the  1 
the  share  of  employed  workers  ac 
ly  searching  for  a  new  job  slipped 
5.6%  to  4.5%,  notes  the  Labor  De 

The  drop  occurred  among  worke 
all  ages,  but  was  more  pronounced  ai 
those  under  25.  Job-search  activitie: 
always  highest  for  workers  in  their 
20s  and  decline  as  people  age.  Simi 
highly  educated  workers  are  more 
than  the  less-edu-    ^i«i^^"««" 
cated  to  be  looking 
for  a  different  job. 

Workers  who 
lack  health  cover- 
age or  an  employ- 
er-provided retire- 
ment  plan  are 
twice  as  likely  to 
be  seeking  a  new 
job  as  those  who 
enjoy  such  bene- 
fits. And  the  most 
likely  by  far  are 
those  who  arc 
working  i)art-tim(' 
involuntarily. 
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greenspan  to  the  markets: 
;top  worrying  so  much 

redit  is  tightening.  But  that's  a  "by-product"  of  a  soft  landing 


us.  ECONOMY 


Relax,  Chicken  Little:  No  less 
than  Federal  Reserve  Chair- 
in  Alan  Greenspan  says  the  sky  is  not  falling.  For  a 
rvous  Wall  Street,  all  but  frozen  by  its  fears  that  the 
onomy  was  headed  to  hell  in  a  handbasket, 
•eenspan's  unusually  clear  assessment  of  business 
aditions  on  Dec.  5  was  a  welcome  dose  of  reality. 
The  Fed  chiefs  analysis  mirrored  the  pattern  of  the 
:ent  data:  They  show  that  less-accommodative  finan- 
1  conditions,  the  result  of  past  Fed  tightening,  are  re- 
gaining, not  bludgeoning,  the  interest-sensitive  sec- 
's  of  the  economy.  Demand  for  cars,  computers,  and 
ler  durable  consumer  goods  is  growing  more  slowly, 
ders  and  output  in  key  technology  industries  are 
0  slowing.  As  a  result,  the  manufacturing  sector  is 
tting  hit  disproportionately  hard  (chart),  as  it  usual- 
does  when  the  Fed  raises  short-term  interest  rates. 
)tably,  housing  has  fared  relatively  well,  supported  by 
V  mortgage  rates  and  healthy  consumer  fundamentals. 
Nevertheless,  Greenspan 
strongly  implied  a  shift  in  the 
Fed's  thinking:  It  is  becoming 
less  concerned  about  inflation 
and  more  about  the  extent  of 
the  slowdown.  His  remarks  in- 
crease the  chances  of  a  rate 
cut  next  year,  but  they  don't 
guarantee  it.  A  possible  cut  is 
a  key  reason  for  the  market's 
warm  reaction  to  his  words. 
The  Dow  Jones  industrial  av- 
ige  rocketed  up  339  points  on  Dec.  5,  and  the  Nasdaq 
^•ged  274  points,  the  biggest  one-day  gain  ever,  al- 
)ugh  it  remains  43%  below  its  March  peak. 
The  chairman,  however,  made  it  clear  that  the  econ- 
i/s  current  circumstances  are  "in  no  way  comparable 
those  of  1998."  Yes,  credit  conditions  are  tighter, 
investors  reevaluate  the  risks  associated  with  hand- 
'■  over  their  money.  But  unlike  the  systemic  risks 
sed  by  1998's  financial  near-meltdown,  Greenspan 
d  today's  credit-tightening  is  "the  expected  by-prod- 
;"  of  the  economy's  transition  to  a  more  sustainable 
:e  of  growth,  compared  to  the  previous  boom. 

NILE  THIS  IS  NOT  1998,  the  economy  is  starting 
look  a  lot  like  1994.  That  was  the  last  time  the  Fed 
!ceeded  in  bringing  a  fast-growing  and  potentially  in- 
:ionary  economy  down  for  a  soft  landing.  For  exam- 


lANUFACTURING  ENTERS 
HE  SOFT  LANDING  ZONE 

NAPM  OVERALL  INDEX 


JAN  '94  NOV  '00 

I  PERCENT  REPORTING  IMPROVING 
ACTIVITY 
DATA:  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 


WHERE  CONSUMERS  ARE 
PULLING  BACK 


pie,  the  recent  softness  in  manufacturing,  the  slower 
trend  in  consumer  goods  outlays  (chart),  the  rise  in  ini- 
tial claims  for  unemployment  benefits,  and  the  fall  in 
the  index  of  leading  indicators,  are  all — so  far — follow- 
ing patterns  similar  to  those  in  1994-95. 

The  deja  vu  is  particularly  striking  in  the  purchasing 
managers'  index,  a  composite  of  industrial  activity  that 
measures  output,  orders,  employment,  inventories,  and 
delivery  speeds.  The  index  fell  to  47.7%  in  November, 
and  it  has  plumbed  that  level  only  twice  since  the  1990- 
91  recession:  in  1998,  following  the  Asian  crisis  and  its 
sharp  drag  on  exports,  and  again  in  1994,  as  the  Fed  was 
lifting  rates.  Both  times  manufacturing  was  essentially  in 
its  own  recession,  but  the  broader  economy  held  up. 

Also,  the  factory  weakness 
is  showing  up  in  other  data. 
The  increase  in  jobless  claims 
reflects  factory  layoffs,  espe- 
cially in  the  auto  industry,  as 
Detroit  cuts  output  to  pare  in- 
ventories that  have  gotten  out 
of  line  with  sales.  Also,  five  of 
the  ten  components  of  the  in- 
dex of  leading  indicators  di- 
rectly reflect  the  ups  and 
downs  in  the  manufacturing 
sector.  The  index  fell  0.2%  in  October,  and  it  has  been 
in  a  downtrend  since  March. 

EVEN  WITHIN  MANUFACTURING,  the  pain  of  Fed 

tightening  does  not  fall  evenly.  While  activity  in  the 
technology  industries  has  slowed  somewhat,  nontech  is 
really  struggling.  Through  October,  orders  in  the  89%  of 
manufacturing  that  excludes  computers,  peripherals, 
communications  equipment,  and  electronic  components 
have  not  grown  since  the  start  of  the  year. 

Meanwhile,  the  composite  trend  of  tech  orders,  the 
remaining  11%,  shows  only  a  little  easing,  but  no  sud- 
den or  severe  weakness.  As  Greenspan  noted,  some 
slowdown  in  tech  orders  is  to  be  expected.  "The  orders 
and  output  surge  this  past  year  in  a  number  of  high- 
technology  industries,  amounting  in  some  cases  to  50% 
or  more,"  he  said,  "was  not  sustainable,  even  in  the 
more  optimistic  new  economy  scenarios." 

A  replay  of  1994  is  also  evident  between  manufac- 
turing and  the  rest  of  the  economy.  That  is,  the  huge 
service  sector,  about  half  of  gross  domestic  product,  con- 
tinues to  plow  ahead.  The  divide  is  especially  clear  in 
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consumer  spending.  Outlays  for  services  over  the  past 
year  are  growing  slightly  faster  than  they  vi^ere  this 
time  in  1999,  while  goods  purchases  have  slowed 
sharply,  led  by  durables. 

ONE  SECTOR  STANDS  as  an  anomaly  in  the  Fed's  ef- 
fort to  cool  this  economy.  Housing,  usually  the  central 
bank's  other  victim,  has  remained  quite  solid  in  the 
face  of  tighter  monetary  policy.  In  his  speech, 
Greenspan  pointed  out  that  although  homebuilding  has 
declined  thi'ough  much  of  the  year,  "more  recently,  de- 
mand appears  to  have  largely  stabilized"  in  response  to 
a  drop  in  mortgage  rates  since  the  spring. 

True,  new  home  sales  fell  by  2.6%  in  October,  to  an 
annual  rate  of  928,000.  But  that  slip  followed  an  11.9% 
surge,  and  October  sales  are  above  their  year-ago  pace. 
Other  data  suggest  that  housing  should  end  the  year  on 
an  upbeat  note.  The  Housing  Market  Index  from  the 
National  Association  of  Home  Builders  has  been  creep- 
ing higher  since  June.  And  new-home  mortgage  ap- 
plications were  still  high  in  early  December  (chart). 

Why  hasn't  Fed  policy  pummeled  housing  yet?  One 
reason  is  that  credit  conditions  for  consumers  have 
not  tightened  all  that  much.  The  average  rate  for  a  30- 
year  fixed  mortgage  is  about  where  it  was  when  the 
Fed  began  lifting  short-term  rates  in  June,  1999,  and  at 
7.65%,  the  rate  is  a  percentage  point  below  where  it 
stood  last  May.  The  Fed's  own  survey  of  senior  loan  of- 
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ficers  shows  that  banks  have  not  tightened  their  ere 
it  standards  on  mortgages  one  iota,  even  as  they  ha 
raised  the  bar  for  business  borrowers. 

Equally  important,  con- 
sumer fundamentals  still 
haven't  fallen  to  the  levels  as- 
sociated with  a  soft  landing. 
The  dov^Titum  in  job  growth  is 
nowhere  near  as  severe  as  it 
was  from  1994  to  1995.  Real 
incomes  are  currently  rising 
at  a  yearly  rate  of  3%.  They 
grew  at  about  2.4%  during 
that  soft  landing.  And  con- 
sumer confidence,  though 
down  from  its  recent  peak,  is  much  higher  than  it  w 
six  years  ago. 

That's  not  to  say  that  the  housing  market  is  tota 
insulated  from  risk  in  2001.  Jitters  in  the  bond  marl- 
could  boost  mortgage  rates.  A  renewed  uptrend  in 
prices  could  cut  into  real  income  growth.  And  a  sha 
sell-off  in  the  stock  market  could  further  squeeze  be 
consumer  confidence  and  the  wealth  effect. 

Greenspan  recognized  that  an  economy  shifting 
slower  groMTth  is  at  risk  for  unanticipated  events.  I 
his  speech  made  it  clear  that  a  batch  of  soft  numb< 
does  not  mean  a  recession  is  around  the  corner.  A 
fears  of  economic  collapse  are  overblown. 
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TIGHTENING  BEGINS  TO  BITE 


After  experiencing  a  lift  to 
their  economy  from  the  Sum- 
mer Olympics,  Australians  should 
prepare  for  less  than  a  gold-medal 
performance  in  coming  months. 

The  economy  is  slovdng  around 
the  edges,  although 
not  to  any  worrisome 
degree.  Consumers  are 
cooling  off,  and  hous- 
ing remains  weak  com- 
pared with  a  year  ago. 
The  economy's  biggest 
engine  is  exports,  and 
that  should  continue 
into  2001.  But  after 
real  gross  domestic 
product  soared  at  a 
4.7%  average  annual  rate  for  the 
past  three  years,  gi'owth  is  likely 
to  slow  to  4%  for  the  year  ending 
June,  2001. 

That  at  least  was  the  word 
from  Reserve  Bank  of  Australia 


THE  RESERVE  BANK 
STAYS  ON  HOLD 
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Governor  Ian  Macfarlane  when  he 
testified  before  Parliament  on 
Nov.  30.  He  said  domestic  demand 
would  have  a  "substantial  slow- 
down," gi'ovdng  by  about  3%  in- 
stead of  the  current  6%  pace.  But 
a  weak  Aussie  dollar 
would  bolster  exports. 

A  softer  economy 
worries  Australia's 
executives.  Business 
confidence  plunged  in 
the  fourth  quarter. 
And  the  profit  outlook 
is  the  lowest  in  10 
years. 

With  signs  of  a 
slowdown  increasing, 
RBA  policymakei's  kept  r-ates  un- 
changed at  its  Dec.  5  meeting. 
The  RBA  had  raised  its  overnight 
cash  rate  by  a  total  of  1.5  per- 
centage points  from  November, 
1999,  to  August,  2000,  but  now 


policy  bias  is  in  neutral  (chart) 
The  RBA's  tightening  moves 
were  aimed  at  keeping  inflation  i 
check.  Although  a  25%  jump  in  o 
prices  has  boosted  total  consume 
prices,  inflation  was  rising  even 
before  fuel  costs  spiked.  In  the 
third  quarter,  consumer  prices 
were  up  6.1%  from  a  year  ago, 
but  the  rate  was  skewed  by  the 
introduction  of  a  10%  sales  tax. 

Macfarlane  said  the  RBA  expec 
inflation  to  settle  down  to  3%)  by 
mid-2002.  That  rate  would  be  at 
the  upper  limit  of  the  rba's  infla 
tion  target.  The  high  inflation  ral 
is  partly  the  result  of  the  weak 
Aussie  dollar,  which  will  lift  im- 
port prices.  Indeed,  the  RBA  coul 
face  a  tough  challenge  next  year. 
It  may  have  to  strike  a  balance 
between  the  weak  Aussie's  bene 
fits  to  exporters  and  its  cost  in 
the  form  of  higher  inflation. 
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He'd  face  a  slowing  economy,  divided 
Congress,  and  uneasy  nation.  But 
don't  judge  George  W.  yet 


Right  about  now,  a  slightly 
shell-shocked  George  W.  Bush 
may  be  wondering  just  what 
it  was,  besides  an  urge  to  up- 
hold the  family  honor,  that 
drove  him  to  launch  his  White 
House  bid  in  the  first  place.  For  weeks, 
the  Texan  has  been  fretting  and  fidget- 
ing, struggling  uncomfortably  to  shape  a 
Virtual  Presidency  while  Democrats 
launched  legal  challenges  to  Florida's 
(electoral  votes.  Now,  with  rival  Al  Gore 
just  about  out  of  time  and  legal  options 
to  overturn  the  election.  Bush  can  fi- 
nally close  his  eyes  and  entertain  vi- 
sions of  black-tie  soirees  and  Inaugural 
parades.  Bye-bye,  "Governor."  Hello, 
"Mr.  President." 

But  will  it  be  a  dream  fulfilled — or 
the  beginning  of  a  four-year  night- 
mare? No  U.  S.  leader  in  more  than 
100  years  would  take  office  under  more 
divisive  circumstances.  Not  only  did 
Bush  lose  the  popular  vote  and  see 
GOP  congressional  allies  punished  at 
the  polls,  but  his 
ascension  will  have 
been  rendered  an 
anticlimax  because 
of  legal  wrangling. 
The  result:  Inaugu- 
ration Day  will  be 
more  a  moment  of 
national  relief  than 
of  celebration. 

If  George  Walker 
Bush  takes  the  oath 
of  office  on  Jan.  20, 
he  will  lay  claim  to 
a  bitter  prize:  a  di- 
vided nation,  a  ham- 
strung Congress, 
and  a  weakening  economy  that  might 
demand  quick  reflexes  in  a  capital  lit- 
tered vdth  land  mines.  "It  looks  like  a 
rocky  road,"  says  pollster  John  Zogby, 
expressing  the  prevailing  view  in  the 
political  community.  Even  before  Bush 
sets  foot  in  the  Oval  Office,  Zogby  fears 
he  is  typecast  as  a  pol  "without  much 


political  savvy  and  with  no  clear  direc- 
tion from  the  public." 

It  seems  like  a  formula  for  frustration. 
But  you  might  want  to  hold  off  a  bit 
on  the  requiems  for  a  failed  Presidency. 
Although  his  public  career  has  been 
brief.  Bush  has  acquired  a  reputation  as 
one  of  the  most  underrated  politicians  in 
the  country.  Partly,  this  is  due  to  a 
clenched,  taciturn  speaking  style  that 
owes  more  to  Midland,  Tex.,  than  New 
Haven,  where  Bush  navigated  Yale  Uni- 
versity without  much  pause  for  reflec- 
tion. Partly,  it's  attributable  to  Bush's 
fondness  for  delegation  of  authority,  a 
trait  foes  mistake  for  laziness. 
BATTLE-TESTED  TEAM.  In  reality,  Dubya 
has  proven  to  be  a  savvy  negotiator,  a 
tough  campaigner,  an  artless  but  effec- 
tive debater,  and  most  of  all,  a  man  with 
the  discipline  to  win.  With  his  early  per- 
sonnel picks  of  Washington  veterans 
such  as  running  mate  Richard  B.  Ch- 
eney, Chief  of  Staff-designate  Andrew 
H.  Card  Jr.,  and  Secretary  of  State-in- 
waiting  Colin  L. 
Powell,  he  is  build- 
ing a  battle-tested 
l<'am  for  a  tough 
log  (page  44). 

If  Bush  actually 
listens  to  the  peo- 
ple he's  hiring  and 
adopts  the  public 
mood  of  cautious  in- 
crementalism,  he 
could  skirt  the 
abyss.  Far  from  a 
preordained  cata- 
strophe, a  new 
Bush  Administra- 
tion could  achieve  a 
modicum  of  success  in  the  face  of  long 
odds. 

For  business  executives,  the  imme- 
diate concern  is  pragmatic:  Can  Bush, 
whose  communication  skills  during  the 
post-Nov.  7  interregnum  struck  many 
as  uninspiring  at  best,  rally  the  country? 
Can  he  resist  the  tendency  to  equate 
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victoiy  with  validation  and  condense  an 
ambitious  conservative  platform  into  a 
sparer,  more  centrist  agenda?  Most  im- 
l)ortant,  can  he  turn  those  paeans  to 
bipartisanship  into  reality,  overcoming 
resistance  from  ooP  hard-liners  by 
bringing  Democrats  into  his  coalition? 
Foi-  the  moment,  business  leaders  are 


Government 


bucking  themselves  up  by  insisting  Bush 
will  grow  in  office,  but  their  fingers  are 
crossed.  "Bush  will  have  an  easier  time 
moving  forward  than  Gore  would  have," 
says  Matthew  E.  Massengill,  CEO  of 
Western  Digital  Corp.  "The  guy  can't 
communicate,  but  he'll  get  better  at 
that.  His  father  wasn't  exactly  a  world- 
class  orator  either.  But  he'll  be  able  to 
say  what  he  needs  to  say.  The  meaning 
is  there."  Adds  Jeffrey  T.  Leeds,  prin- 
cipal of  Leeds  Equity  Partners,  a  New 
York  buyout  firm:  "I  think  Bush  will 
reach  out  and  [build]  bridges  to  Demo- 
crats and  independents." 

For  dejected  Democratic  par- 
tisans, the  only  bridges 
Bush     will     be 


building  will  be  in  preparation  for  an 
ignominious  retreat  from  Washington. 
Bush,  the  Sequel,  strikes  them  as  a  dis- 
aster epic  on  the  scale  of  Titanic.  Many 
believe  the  Texan  takes  office  as  a  hob- 
bled leader,  with  his  party's  grip  on 
Congress  too  weak  to  offer  much  sup- 
port. "Never  has  a  President  started 
with  a  harder  job,"  says  Andrew  L. 
Stern,  president  of  the  Service  Em- 
ployees International  Union. 
CAMPAIGN  RELICS.  True  enough.  But  as 
partisan  passions  over  the  close  elec- 
tion cool.  Bush's  road  ahead  will  come 
into  sharper  focus  and  his  chances  will 
begin  to  look  better.  How?  For  starters, 
no  matter  how  polarized  Americans  are 
now,  there  is  a  tendency  to  coalesce 
around  a  new  President  in  his  first  year. 
"j'he  f)eriod  of  goodwill  may  be  fleeting 


SLIM  MANDATE. 
BIG  HEADACHES: 
WHAT  W  WODLD 
HAVE  TO  DO      f 

The  Battle  of  Florida  will 
dramatically  downsize 
any  grandiose  goals 
of  a  Bush  Presidency 


DELAY  AND  ARMEY:  They'U.  be,  tough  to  r( 


BUILD  CONSENSUS  As  President, 
Bush  would  have  to  work  on  his  back- 
room bonhomie  with  legislators  when 
he  was  not  barnstorming  the  nation  as 
part  of  an  Endless  Campaign.  The  goal: 
overcoming  deep  public  divisions  over 
the  shape  and  role  of  government  to 
build  consensus  for  centrist  policies. 

RETHINK  THE  AGENDA  Once,  Bush 
thought  the  election  would  provide  the 
backing  for  his  dream  of  a  conservative 
society  built  upon  self-reliance  and 
sharply  limited  government.  But  that 


in  2001, 

but    it    still 

represents  an  opportunity  if 

Bush  governs  from  the  center.  "Bush 

is  a  pragmatist,"  says  Card.  "Despite 

all  these  expectations  of  gridlock,  he 

will  try  to  bridge  the  |)artisan  gap." 

Another  huge  concern  is  the  darken- 
ing economic  climate — an  environment 
Cheney  likens  to  "the  front  edge  of  a 
recession."  Yet  it  is  by  no  means  certain 
that  a  downturn — if  one  materializes 
next  year — would  be  Bush's  undoing. 
Typically,  a  slump  that  hits  early  in  a 
new  Administration  is  blamed  on  the 
preceding  Wliite  House  crew — or  on  the 
overexertions  of  inflation-phobes  at  the 
Federal  Resc>rve.  A  stimulus  package 
and  a  coordinated  show  of  resolve  could 
permit  the  new  Prez  to  weather  even  a 


vision,  and  grandiose  thoughts  ( 
$1.6  trillion  tax  cut  and  partial 
zation  of  Social  Security,  would 
ferred.  Instead,  Bush  would  try 
lawmakers  around  popular  ideas 
as  school  reform,  new  drug  ben( 
seniors,  modest  defense  spendii 
hikes,  and  limited  tax  relief  for 
and  married  couples. 

ACT  BIPARTISAN   The  new  Pr 

would  pick  respected  Democra 
ures  for  his  staff  and  Cabinet 
lapsing  into  tokenism.  And  he' 
to  make  good  on  his  promise  t 
political  credit  for  legislativ 

complishments  with  the  o 

tion  party. 


dreary  year  marked  by  corpo  [vdur. 
restructuring  and  layoffs,  tmi: 
Another  reason   \sim.: 
new     Presid  ^i,,, 
might  skirt  un,! 
mediate  d  Itdi, 
ter     is     1  t,;,, 
Bush's   in  r, 
pragmal 
could  lea  L;.j' 
some  pre  li,  j  „,,, 
five  dow   ljit>,, 
ing.  That 
whittling  bad 
Big  Promises  agenda  in  1 
of  a  more  modest  program  that 
sions  passage  of  only  a  handful  of 
islative  measures  blessed  by  bipar 
support.  Take  that  $1.(5  trillion  ta: 
built  around  slashing  marginal  rates 
ter  a  token  fight,  it  could  become  a 
of  the  campaign.  According  to  a 
adviser,  a  consensus  tax  package  cot 
constructed  around  relii'f  for  estate 
married  couples,  reducing  the  WYi  t 
tom  bracket  to  \()%,  and  a  smatteri  ■ 
Gore-style  targeted  incentives.   I  > 
this  scenario,  plans  for  collapsin)  ( 
H9%  and  m%  tax  brackets  into  ;i  il 
'.V,\%  top  tier  could  be  slielved — bui  [ 
over  Hush's  ritual  protests.  Read  hi  i 
Things  have  changed. 
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HE  RIGHT  IN  CHECK  Nomi- 
jpublicans  would  seem  to  con- 
I  sides  of  Pennsylvania  Avenue 

Democratic  Huns  at  the  gate 
or  a  congressional  takeover  in 
hat  could  lead  arch-conserva- 
call  for  immediate  action  on 
;h  list  while  the  getting  was 
j.  Bush,  at  a  minimum,  would 
tell  hard-liners  that  his  com- 

to  national  unity  precluded 
n  some  of  these  pet  items. 
J  have  to  struggle  to  keep  un- 
conservative  leaders  such  as 
/hip  Tom  Delay  and  his  Texas 
,  Majority  Leader  Dick  Armey, 


PREPARE  FOR  THAT  RAINY  DAY 

The  economy's  rapid  deterioration  has 
raised  recession  fears.  The  bond  market 
and  the  Fed  would  be  watching  closely 
to  see  if  Bush  would  keep  fiscal  policy 
from  spinning  out  of  control,  thus  mak- 
ing future  Fed  monetary  easing  more 
difficult.  Bush  claims  he  would  disci- 
pline GOP  lawmakers  and  halt  yearend 
spending  binges.  But  if  he  were  to  keep 
calling  for  his  giant  tax  cut,  his  credibil- 
ity would  be  under- 
mined. 


tliere  has  been  prior  [bipartisan]  spade- 
w'ork.  This  could  be  a  disaster  for  Re- 
publicans, because  we  seem  to  have  con- 
trol but  can't  make  much  happen." 

Although  Bush's  path  is  strewn  with 
challenges,  even  some  Democrats  con- 
cede that  he  can  still  prevail.  Says  a 
Democratic  lobbyist  who  served  in  the 
Clinton  White  House:  "Things  were 
pretty  dark  for  our  side  back  in  '95-'96, 
yet  we  survived  five  government  shut- 
downs and  passed  a  minimum-wage  bill, 
welfare  reform,  and  a  health-care  bill.  A 
clever  President  willing  to  push  against 
his  base  can  succeed." 

If  Bush  can  create  the  climate  for  a 
partisan  thaw,  a  trickle  of  meaningful 
legislation  might  find  its  way  to  enact- 
ment— to  the  benefit  of  both  sides.  It 
will  take  finesse.  It  will  take  a  mastery 
of  the  bully  pulpit — and  the  Presidential 
TelePrompTer — that  Bush  hasn't  shown 
since  his  dead-on  acceptance  speech  at 
the  GOP  convention  in  Philadelphia.  And 
yes,  it  will  take  BOl  Clinton's  surpassing 
skill  at  triangulation — the  art  of  playing 
the  political  fringes  off  against  each  oth- 
er while  defending  the  vital  center. 

Skeptics  who  insist  that  the  Bush 
who  pandered  at  Bob  Jones  University 
doesn't  have  the  right  stuff  should 
recall  a  less  noted  episode 
in  the  primary 


ifiij  f  your  goal  is 
timulate 


economy, 

should 
■ably  do  a 
die-class 
nit,"  says 
resenta- 
Robert 
tiatsui   (D- 
L),  a  member  of 

House  Ways  & 
ns  Committee.  The  key 
emocrats'  hearts:  a  thresh- 
that  prevents  the  well-to-do 
I  reaping  a  windfall.  Similarly,  the 
for  partial  privatization  of  Social 
rity  is  likely  to  fade  from  a  high 
•ity  to  a  study  topic. 
F  CHEERLEADER.  Other  divisive  is- 
,  from  school  vouchers  to  billions 
I  Star  Wars  antimissile  system,  all 
1  slide  off  the  agenda  in  a  Congress 
"e  delicate  coalition-crafting  is  the 
i  of  the  game  (page  48).  "It's  going 
e  tough  to  get  massive  packages 
agh,"  says  a  Bush  pohcy  adviser, 
/be  half  a  loaf  is  pretty  good." 
:tually,  the  downbeat  mood  may 
3nt  an  opportunity.  "Public  expec- 
ns  are  as  low  as  they've  been  for 
ne  since  Harry  S  Truman,  the  failed 


haberdasher  who  dared  to  be 
President,"  says  American  University 
historian  Allan  J.  Lichtman.  "Bush  is 
seen  as  a  weak  leader  coming  in  under 
impossible  circumstances.  Any  accom- 
plishments will  exceed  expectations." 

Bush  could  react  by  carving  out  a  new 
role  in  stark  contrast  to  the  one  Bill 
Clinton  pursued  as  Strategist-in-Chief. 
Meet  Just  Plain  George,  Cheerleader-in- 
Chief.  Forced  to  promote  national  har- 
mony. Bush  could  be  less  concerned 
about  lighting  up  the  legislative  score- 
board. "He  will  call,  he  will  visit,  he  will 
do  all  the  right  things  to  be  seen  as  flex- 
ible," says  one  corporate  rep  who  served 
in  previous  GOP  Administrations.  "But 
ultimately,  very  little  gets  done  unless 


campaign,  when  right-wingers  in  Con- 
gress pushed  a  plan  to  make  up  a  bud- 
get shortfall  by  crunching  such  popular 
antipoverty  programs  as  the  Earned  In- 
come Tax  Credit.  Bush's  response  to 
Capitol  Hill  RepubHcans  was  blunt:  "I 
don't  believe  you  should  balance  the 
budget  on  the  backs  of  the  poor."  That 
was  enough  to  kill  the  plan  in  its  tracks 
and  lend  credence  to  the  notion  that 
Bush  might  actually  be  a  different  kind 
of  conservative:  one  with  a  heart  and  a 
brain.  Now,  all  he  has  to  do  is  prove 
it — on  a  vastly  larger  and  more  de- 
manding stage. 

By  Lee  Waiczak,  with  Richard  S. 
Dunham,  Amy  Bornia,  and  Rich  Miller, 
in  Washington,  and  with  bureau  reports 
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THE  STEWARDS  OF 
A  BUSH  ECONOMY? 

Needed:  Strong  ties  to  the  Street — and  Greenspan 


ELECTION 


TEAM     BUSH 


The  familiar  faces 
of  a  George  W. 
Bush  Administration 
would  bring  back 
memories  of  Wash- 
ington past — espe- 
cially when  it  comes 
to  defense  and  foreign  affairs.  But  eco- 
nomics, Dubya-style  would  be  different 
from  the  last  Bush  Administration.  The 
making  of  economic  policy  is  likely  to  re- 
semble the  model  employed  by  the  man 
who  ousted  Bush's  father:  Bill  Clinton. 
Facing  shaky  markets,  antsy  con- 
sumers, and  political  turmoil,  Bush  is 


Government 


shopping  for  a  powerhouse  Treasury 
Secretary  who  projects  wisdom  and 
calm — and  understands  global  markets. 
In  short,  confesses  one  Bushie,  "we  need 
someone  like  Bob  Rubin,"  the  ultra- 
smooth  Wall  Street  veteran  who  was 
Clinton's  Treasury  Secretary  before 
Lawrence  H.  Summers. 

But  whom  to  pick?  Transition  scouts 
are  said  to  be  eyeing  heavyweights  such 
as  retired  Chase  Manhattan  Chairman 
Walter  V.  Shipley  and  businessmen  like 
Enron  CEO  Kenneth  Lay. 

Lawrence  B.  Lindsey,  Bush's  most 
trusted  economic  adviser,  was  once  a 
favorite  for  the  top  Treasury  job.  Now, 
he  would  likely  end  up  at  the  White 
House.  He  would  coordinate  policy  un- 
der a  system  that  closely  resembles  the 
National  Economic  Council  that  Clinton 
created  in  1993.  But  since  Lindsey 
thinks  the  NEC  was  too  high-profile,  he 
might  prefer  that  his  policy  shop  re- 
vert to  its  Republican  moniker,  the  Eco- 
nomic Policy  Council. 
TWOFER?  Such  behind-the-scenes  work 
is  actually  a  better  fit  for  Lindsey,  a 
former  Harvard  University  economist 
and  Federal  Reserve  governor.  But 
Lindsey's  role  as  Bush's  consigLwre  may 
make  it  harder  to  recruit  a  corporate 
star  for  Treasury.  For  Bush,  "loyalty 
and  chemistry  are  most  important,"  says 
one  adviser.  An  outsider  "^lYeasury  chief 
trying  to  maneuver  through  the  cam- 
paign veterans  could  face  a  tough  slog. 

Bogged  down  in  Florida's  electoral 
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swamps,  the  Bush  camp  hasn't  yet  had 
to  fit  together  the  pieces  of  the  econom- 
ic team.  Shipley  appears  to  head  the  list 
for  Treasury  Secretary,  but  other  names 
keep  surfacing.  One  twofer  notion:  Tap 
New  York  Federal  Reserve  Bank  Presi- 
dent William  J.  McDonough  for  Treasury 
chief,  to  score  both  a  Democrat  and 
someone  close  to  Fed  Chairman  Alan 
Greenspan.  Other  candidates  include 
Donald  B.  Marron,  ceo  of  Paine  Webber; 
John  M.  Hennessy,  head  of  Credit  Suisse 
First  Boston's  equity  division;  Gerald  L. 
Parsky,  chairman  of  Aurora  Capital 
Group  in  Los  Angeles  and  a  major  Bush 
fund-raiser;  and  leveraged  buyout  fi- 
nancier Theodore  J.  Forstmann. 

To  head  the  Office  of  Management  & 
Budget,  Bush  may  try  to  enlist  John  F. 
Cogan,  a  Stanford  University  economist 
and  veteran  of  the  Reagan  and  Bush 
0MB  teams.  Cogan,  however,  doesn't 
seem  anxious  to  return  to  Washington. 
The  job  could  instead  go  to  former 
House  Budget  Committee  Chairman 
John  R.  Kasich  (R-Ohio),  though  some 
Bush  advisers  regard  Kasich  as  too 


much  of  a  loose  cannon.  Another 


Republican,  Representative  Rob  ]  ^^n 
man,  is  on  the  short  list,  along  ^i,,,, 
Timothy  J.  Muris,  a  regulatory  spec  [],\^j, 
at  George  Mason  University. 

Filling  other  economic  jobs  wou 
complicated  by  the  situation  at  the 
Bush  would  need  candidates  imrftff.|,i 
ately  for  three  of  the  seven  seal 
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THE  CABINET:  HOW  BUSH  MIGHT  REACH  OUT  s 


George  W.'s  economic  team  hardly 
reflects  his  promises  to  makepeace 
with  the  Democrats  and  form  a 
Cabinet  that  reflects  the  country's 
diversity.  But  should  he  eke  out  a 
victory,  Bush's  noneconomic 
Cabinet  nominees  will  have  to  in- 
clude Democrats — and  not  just  in 
token  positions — if  his  pledges  of 
bipartisanship  are  to  be  believed. 
In  addition,  Bush  must  make  good 
on  promises  to  name  women  and 
minorities  to  significant 
positions — beyond  his  expected 
appointments  of  General  Colin  L. 
Powell  as  Secretary  of  State  and 
Condoleezza  Rice  as  National 
Security  Adviser  Among  the 
possibilities: 


AFRICAI 
AMERIC/I 

Warner  P 
Richard 
who  is  si 
Co-Chief 
Officer  o 
Warner  o 
two  com 
merge,  n^j 
candidatf 
merce  Secretary.  This  well-r( 
African  American  lawyer/ma 
be  ready  to  jump  ship  now  t 
Warner  CEO  Gerald  M.  Levir 
overseeing  the  film  and  mus  | 
ties  of  AOL  Time  Warner— r( 
could  be  overshadowed  by  c  (, 
Robert  W.  Pittman.  Parsons 
t6g6  of  Nelson  Rockefeller  < 
as  an  adviser  to  President  C 


Ped  board.  Lindsey  works  well  with 
inspan.  But  Bush's  nominees  would 
,he  tone  for  dealings  with  the  Fed 
',  blamed  by  many  Bush  loyalists 
the  recession  that  cost  President 
■ge  Bush  reelection  in  1992.  "If  they 
:  a  happy  relationship,  they  should 
town  with  Alan  and  discuss  these 
"  says  a  former  central  banker. 


One  conciliatory  move  under  consid- 
eration is  renominating  Clinton  ap- 
pointee Roger  W.  Ferguson  Jr.,  a  bank- 
ing expert  who  is  the  only  African 
American  on  the  Fed  board.  Trouble  is, 
if  Ferguson  got  a  new  term,  he  would 
have  a  lock  on  the  Fed's  vice-chairman- 
ship until  2003 — robbing  Bush  of  a  plum 
that  he  would  need  to  attract  top  GOP 


talent.  Bush  adviser  John  B.  Taylor,  an 
influential  monetary  economist  from 
Stanford  University,  would  be  more  like- 
ly to  join  the  Fed  as  the  No.  2  than  to 
accept  a  governor's  seat. 
FREE-TRADERS.  If  he  doesn't  go  to  the 
Fed,  Taylor  is  the  favorite  to  chair  the 
White  House  Council  of  Economic  Ad- 
visers. Taylor  doesn't  share  Lindsey's 
strong  supply-side  leanings,  but  both 
men  agree  that  in  a  slowing  economy,  a 
case  can  be  made  for  accelerating  Bush's 
tax  cuts. 

A  host  of  lesser  economic  jobs  await 
the  filling  of  the  top  slots.  Don  Evans,  a 
Texas  oilman  and  Bush's  genial  cam- 
paign chairman,  is  one  possibility  for 
Commerce  Secretary  (table).  Another 
candidate  for  Commerce  is  Represen- 
tative Jennifer  B.  Dunn  (R-Wash.).  The 
U.  S.  Trade  Representative  job  could  go 
to  Treasury  veteran  Robert  B.  Zoellick 
or  campaign  issues  director  Joshua 
Bolten.  Both  are  savvy  free-traders  with 
loads  of  international  experience. 

As  the  electoral  murk  clears,  mar- 
kets will  soon  be  asking  what  remedies 
the  President  has  in  mind  for  a  slow- 
ing economy.  The  Texan's  advisers  insist 
they're  not  worried  because  they'll  have 
a  stimulative  jolt  waiting  in  that  big 
Bush  tax  program.  "The  tax  cut  was 
designed  as  good  policy  for  the  long 
run,  not  as  fine-tuning,"  says  one  Bush 
economist.  "But  a  slowing  economy  cer- 
tainly adds  to  the  arguments  in  its  fa- 
vor." It  also  adds  to  the  urgency  to  get 
a  top  economic  team  together — ASAP. 

By  Mike  McNamee,  with  Dan  Carney 
and  La2ira  Cohn,  in  Washingtoji 


DEMOCRATS  Rep- 
resentative Charles 
W.  Stenholm,  a 
conservative  "Blue 
Dog"  Democrat 
from  Texas,  is  a 
leading  candidate 
to  run  the  sprawl- 
ing Agriculture 
Dept.  Stenholm's 
fortunes  would  rise 
16  stayed  in  the  House,  be- 
i  would  be  a  key  player  under 
Administration.  And  his  West 
at  could  well  be  captured  by 
in  a  special  election  at  a  time 
3  Dems  are  hoping  to  win  a 
lajority  in  two  more  years, 
'.nholm  is  telling  friends  he's 
mpted  to  take  the  post  to  cap 
areer  in  public  service. 


RELIGIOUS 
RIGHT  Lynne 
Cheney,  wife  of 
possible  Vice-Presi- 
dent Dick  Cheney 
and  former 
Chairman  of  the 
National  Endow- 
ment for  the 
Humanities,  is  on 
the  short  list  for 
Education  Secretary.  Cheney  is  a  fa- 
vorite of  religious  conservatives  who 
want  one  of  their  own  in  a  Bush  Cabi- 
net. Cheney  knows  education  issues 
and  could  be  relied  on  to  pacify  the 
Right.  But  some  Bush  advisers  fear 
Cheney,  who  was  a  polarizing  figure 
during  the  culture  wars  of  the  Reagan 
Administration,  would  alienate  Hill 
moderates. 


HISPANICS 

Texas  Railroad 
Commission 
member  Tony 
Garza,  a  Mexican 
American,  is  a 
leading  Energy 
Secretary  con- 
tender. He  now 
helps  oversee  the 
oil  and  gas  in- 
dustry in  Texas  and  also  co-chaired 
Bush's  2000  National  Latino  Coali- 
tion, an  effort  to  drum  up  Hispanic 
votes  for  the  GOP.  Garza  acted  as 
Bush's  liaison  to  Mexico  on  border 
issues.  In  1988,  he  was  the  first  Re- 
publican elected  to  countywide  of- 
fice in  south  Texas.  And  as  W's  for- 
mer secretary  of  state,  he  became 
an  expert  on  state  election  law. 
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COMMENTARY 

By  Richard  S.  Dunham 

THE  SEARCH  BECrNS  FOR  A  DEMOCRATIC  SAVIOR 
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mm 

THE  DEMOCRATS 


If  Al  Gore  is  a 
goner,  will  he  be 
a  goner  for  good? 
While  the  Veep's 
popular-vote  vic- 
tory makes  him 
hard  to  dismiss 
as  a  future  contender,  the  impression 
that  George  W.  Bush  is  destined  to 
be  a  one-termer  already  has  plenty 
of  other  Dems  jostling  to  get  in  line 
for  2004.  At  the  same  time,  the  party 
faces  some  serious  soul-searching. 

As  Democrats  enter  the  post-Chn- 
ton  era,  they  are  looking  for  a  leader 
who  can  quell  the  infighting  between 
centrist  New  Democrats  and  the 
much  larger  coalition  of  hber- 
als,  union  members,  and  mi- 
norities. More  important,  they 
must  find  a  way  to  reach  out  to 
the  independents,  suburbanites, 
and  New  Economy  swing  voters 
who  switched  from  Clinton  in 
'96  to  Bush  in  2000.  And  as 
the  candidacy  of  Ralph  Nad- 
er taught  Dems,  they  ignore 
disgruntled  Greens,  anti- 
globalists,  and  other  lefties 
at  their  peril. 

"THIS  IS  IT."  Without  anoth- 
er Clinton,  uniting  a  party 
going  in  so  many  direc- 
tions would  seem  to     

be  a  mission  impossi- 
ble. But  for  a  brief 
moment  after  the  De- 
mocratic Convention  in  Los 
Angeles,  Gore  seemed  to  have  the 
right  stuff.  Now  a  Gore  loss  would 
leave  him  without  elective  office,  re- 
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jected  in  his  home  state,  and  defeated 
in  a  campaign  many  Democrats  con- 
sidered easily  winnable.  All  that  adds 
up  to  a  daunting  comeback.  "Most 
likely,  this  is  it  for  Gore,"  says  one 
top  Democrat.  "It's  hard  to  imagine 
having  better  wind  at  your  back — and 
he  still  managed  to  blow  it." 

Still,  Gore's  late  campaign  surge 
leading  to  his  popular-vote  win  "total- 
ly changes  the  calculation  that  was 
widely  circulated  that  if  Gore  lost, 
he's  finished,"  says  Representative 
David  Price  (D-N.C),  a  prominent 
moderate.  But  a  Gore-free  contest 
would  draw  out  some  Democratic 
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heavyweights.  Among  the  most 
prominent:  Gore  running  mate  Sena- 
tor Joseph  I.  Lieberman  of  Connecti- 
cut, California  Governor  Gray  Davis, 
Massachusetts  Senator  John  F.  Kerry, 
retiring  Nebraska  Senator  Bob  Ker- 
rey, and  possibly  House  Minority 
Leader  Richard  A.  Gephardt  (D-Mo.). 

Lieberman  got  the  biggest  push 
out  of  Campaign  2000.  Little  known 
before,  he  emerged  with  a  positive 
image  and  earned  politi- 
cal chits  through  his 
prolific  fund-rais- 
ing. A  pro-busi- 
ness pol  with 
a  morally 


yond  the  Beltway,  the  top  contender 
is  Davis,  California's  popular  first- 
term  governor.  He's  clearly  interest- 
ed: Davis  has  amassed  a  $21  million 
war  chest.  Considered  a  liberal  be- 
fore assuming  office,  he  has  govemec 
as  a  consensus-building  moderate.  He 
has  rebuilt  the  state's  school  system 
after  years  of  gop  budget  cuts.  That': 
one  reason  he's  popular  with  Califor- 
nia business — particularly  Silicon  Val 
ley.  But  they  don't  call  him  Gray  for 
nothing:  He's  a  lackluster  campaignei 
Massachusetts'  Kerry  and  Nebras 
ka's  Kerrey  are  both  decorated  Viet- 
nam vets,  but  the  resemblances  end 
there.  The  Midwestemer  is  a  maver 
ick  who  was  trounced  by  Clinton  in 
the  '92  primaries,  while  the  New 
Englander  is  a  wealthy  patrician 
with  a  Hberal  voting  record.  After 
two  Senate  terms,  Kerrey  is  quittin 
Washington  to  head  Manhattan's 
New  School  University.  But  he  may 
be  keeping  an  iron  in  the  fire:  This 
year,  he  contributed  to  numerous     | 
pols  in  New  Hampshire  and  Iowa 
The  Massachusetts  Kerry  has  be- 
come a  leading  voice  on  tech  is 
sues,  working  with  the 
centrist  Democratic 


conservative  streak,  Lieberman  ran 
comfortably  on  Gore's  populist  plat- 
form— and  helped  Gore  come  within 
a  butterfly  ballot  or  two  of  snaring 
Florida  for  the  ticket.  "Lieberman 
came  out  of  this  a  real  winner,"  says 
ex-Oklahoma  congressman  Dave  Mc- 
Curdy,  president  of  the  Electronic 
Industries  Alliance. 

If  Democrats  seek  salvation  be- 
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Possible  Presidential 
candidates:  Lieber- 
man, Davis,  Gephardt, 
Kerry,  and  Kerrey 


>cenLnsL  uemocrauc 
Leadership  Counc 
on  bridging  the 


digital  divide. 
If  he  runs, 
though.  Republi- 
cans will  paint  him  as  a 
Ted  Kennedy  clone. 

If  Dems  want  a  fresh  face,  they 
have  a  few  ambitious  fortysomethii 
moderates  to  choose  from:  Senator 
Evan  Bayh  of  Indiana  and  John  S. 
Edwards  of  North  Carolina.  Amon 
the  dark-horse  contenders:  Senatoj 
elect  Hillary  Rodham  Clinton  of  N 
York,  who  has  promised  to  serve  c 
her  six-year  term  but  will  be  unde 
pressure  from  the  left  to  reconsidt 

Gephardt  remains  the  wild  card 
As  leader  of  the  House  Democrats 
he  has  won  raves  for  uniting  the  {  ' 
ty's  rowdy  factions.  He  is  unlikely 
run  for  President  if 
Speaker  after  2002. 
ground  on  Capitol  Hill, 
Ge|)hardt  might  decide  to  give  th« 
White  House  a  shot.  This  son  of  a  1 
Louis  milkman  has  strong  ties  to  1 


)r  uriiLing  tne  [ 
He  is  unlikely  i 
he  becomes     I 
If  Dems  lose  ["-^^ 

iill,  however,    I 


bor  and  minority  elected  officials.  U|||.  J" 
philos()i)hy  has  evolved  over  tiie  [  "'M/ 
years  from  tax-relbnning,  Di'inoci  i^ 
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Leadership  Council  centrist  to 
pi-o-union  protectionist  to  coali- 
tion-building tech  booster.  To  ap- 
pease corporate  types,  he  has 
embraced  fiscal  responsibility,  in- 
creased international  trade,  and 
Presidential  fast-track  trade  ne- 
gotiating rights.  If  Gephardt  tries 
a  second  run  at  the  White  House 
in  2004,  he  would  most  likely  run 
a  Gore-type  fusion  campaign. 
THE  FORMULA.  As  the  Presidential 
jockeying  gets  started,  the  ideo- 
logical warfare  will  accelerate. 
Some  liberals  want  to  curtail  the 
power  of  the  New  Democrats,  ar- 
guing that  Goi-e's  failure  was 
caused  by  his  ties  to  the  centrists, 
not  populist  rhetoric.  "The  De- 
mocrats will  be  tempted  to  lurch 
to  the  left  to  satisfy  Nader,"  ar- 
gues Republican  consultant  Scott 
W.  Reed.  And  moderates  say  they 
will  seize  the  offensive  against  the 
Old  Guard.  "There  will  be  a 
bloody  period  of  battle  and  finger- 
pointing,"  says  Progressive  Policy 
Institute  President  WOl  Marshall, 
a  leading  centrist.  "Gore  squan- 
dered a  winning  hand  [by  veering 
left].  Democrats  are  only  going  to 
recapture  the  White  House  by 
getting  back  to  the  proven  [Clin- 
ton] formula  for  success." 

But  what's  the  formula?  Gore 
learned  on  Nov.  7  that  even  an 
enthusiastic  turnout  among  union 
members  and  minority  voters 
can't  guarantee  a  Democratic  vic- 
tory in  the  Electoral  College. 
The  challenge  for  the  2004  nomi- 
nee is  to  maintain  the  party's 
base  while  making  inroads 
among  the  ever-increasing  num- 
ber of  New  Economy  voters — 
particularly  the  economically  con- 
servative, socially  liberal,  and 
politically  independent  brand  of 
affluent  young  worker. 

Still,  despite  semi-apocalyptic 


Government 


predictions,  the  Democrats  of 
2000  seem  far  less  dejected  than 
after  other  recent  defeats.  The 
reason:  They  see  Bush  as  a  weak 
President-elect  without  a  man- 
date, who  faces  a  slowing  econo- 
my. That  could  help  them  retake 
Capitol  Hill  in  2002  and  go  for  a 
clean  sweep  in  2004.  As  we  know, 
stranger  things  have  happened. 

Correspondent  Dunham  cov- 
ered the  Presidential  campaigns. 


POCKETS  OF  POWER 
IN  THE  SENATE 

A  50-50  split  could  give  rise  to  agenda-driven  coalitions 
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THE    SENATE 


In  more  than  200 
years,  only  once  has 
the  Senate  found  it- 
self evenly  divided 
along  party  lines.  It 
was  1881,  and  for 
nine     months,     the 


Senate  was  rocked  by  resignations,  party- 
switchers,  and  accusations  of  bribery  as 
Democrats  and  Republicans  sought  to  in- 
crease their  numbers  and  gain  the 
upper  hand. 

With  Senate  Republicans  and  Democ- 
rats likely  to  be  evenly  spUt  again,  the 
hunt  for  power  is  on.  And  considering 
the  messy  end  to  the  Presidential  race, 
the  odds  of  a  bipartisan  truce  among  par- 
ty leaders  seem  long.  But  many  Sena- 
tors, either  out  of  frustration  with  yeai-s  of 
partisan  gridlock  or  in  recognition  of  the 
public's  divided  will  and  distaste  for  bick- 
ering, are  considering  a  different  path. 
They're  looking  to  form  alliances  on  issues 
ranging  from  protecting  the  budget  sur- 
plus to  expanding  health  care  and  re- 
forming public  education.  These  mini-cau- 
cuses are  likely  to  form  among  Senators 
because  of  shared  experiences  and  policy 
interests.  No  matter  who  is  the  Presi- 
dent, "these  coalitions  are  life  and  death 
for  any  legislation,"  says  Marshall 
Wittman,  a  [xjlitical  analyst  with  the  Hud- 
son Institute,  a  conservative  think  tank. 


In  sheer  numbers,  RepubUcans 
continue  to  hold  a  slight  edge,  thouf 
George  W  Bush  is  in  the  Oval  Of 
that  majority  would  vest  solely  in  "\ 
President  Dick  Cheney's  tie-breaking 
And  while  Trent  Lott  (R-Miss.)  wHl 
tinue  as  Majority  Leader,  his  poll 
clout  has  shrunk.  The  Senate,  unlike 
House,  operates  on  the  basis  of  consei 
Senate  rules,  for  example,  require  a  si 
majority  of  60  votes  to  bring  almost 
measure  to  a  floor  vote.  The  result? 
and  Minority  Leader  Thomas  A.  D; 
(D-S.  D.)  both  need  to  borrow  at  leas 
votes  from  one  another  to  accomj 
much  of  anything. 

If  there's  one  thing  that  can  be  aci 
plished  with  50  votes,  it's  gridlock, 
many  Republicans  leiUTietl  from  their 
seat  loss  on  Nov.  7  that  inaction  and 
tisan  sniping  don't  {)lay  well  back  hi 
As  the  majority,  they  feai'  another  be; 
in  upcoming  mid-term  elections  if 
don't  {lass  long-|)romised  measures, 
as  a  seniors'  drug  benefit  and  a  pati( 
bill  of  rights.  '^I'Tie  (ior  also  must  defen] 
Seniite  .seats  to  the  Democrats'  14  in  :| 
"The  alternative  Ito  bip;ulis;u^s|iip|  is 
lock,"  says  Senator  John  Md'ain  {K-j 
"It  puts  every  incumbent  at  risk." 

For  the  Democi-ats,  swelling  r 
bring  a  different  set  of  challenges, 
pjuty's  Senat(>  ireshmi'n  aif  spix'ad  ai 


ai   ^ 


48  BUSINFSS  WFFK  /  f)f  CUVIBFR   18,  ?000 


PP.OJEC 


brightest  projectors 
processor  is  unleashing  a 
new  category  of  ultralight,  microportable 
projectors  that  ore  half  the  weight  of  your  notebook 
computer.  So  now  you  can  deliver  the  impact 
and  crisp  clarity  of  digital  quality,  wherever  your  travel 
takes  you.  From  microportable  and  large-screen 
projectors  to  high-definition  home  entertainment  and  digital 
cinema,  Tl  provides  the  premier  digital  solution  for 
all  of  your  projection  needs.  To  find  out  more  about  DLP'" 
technology  and  the  products  it  enables,  visit  our 
Web  site  or  call  1-888-DLP-BY-TI. 


WWW 


dip. 


com 


Texas 
Instruments 


the  political  spectrum,  from  Mark  Dayton 
of  Minnesota  on  the  left  to  Delaware's 
Thomas  R.  C'arper  on  the  right.  "The 
l)r-oblem  will  be  keeping  all  your  frogs  in 
the  wheelbaiTow,"  says  one  Senate  De- 
mocratic aide.  Lott  and  Daschle  have 
i-isen  above  the  partisan  fray  before,  but 
despite  talk  of  a  new  spirit  of  cooperation, 
"it  doesn't  look  promising,"  Daschle  con- 
cedes. Instead,  watch  for  a  handful  of 
small  power  centei-s  to  emerge: 
■  The  Mavericks:  McCain  will  lead  this 
populist  team,  which  is  gaining  in  political 
clout  as  his  status  grows.  A  year  ago,  Mc- 
Cain was  one  of  his  party's  least-popular 
members.  But  after  losing  the  gop  nomi- 
nation to  Bush,  he  spent  the  rest  of  2000 
stumping  and  raising  money  for  fellow 
Republicans.  Now  McCain  has 
a  national  constituency,  and  the 
party  owes  him  a  huge  debt. 

Already,  as  Commerce  Com- 
mittee Chairman,  McCain  is 
pledging  to  accept  an  equal 
number  of  Dems  on  his  panel 
and  to  evenly  spKt  the  commit- 
tee's budget  and  staff.  Expect 
the  mavericks  to  be  among  the 
first  to  buck  the  party  leader- 
ship by  trying  again  to  ban  un- 
limited soft-money  contributions, 
which  Lott  and  Senator  Mitch  McConnell 
(R-Ky.)  kept  bottled  up  this  year.  Mc- 
Cain's chances  are  greatly  improved  with 
the  addition  of  four  Democrats.  He  and 
fellow  reformers  Russell  D.  Feingold  (D- 
Wis.)  and  Fred  Thompson  (R-Tenn.)  also 
wiU  move  to  cut  pork-barrel  spending  and 


Government 


reduce  corporate  welfare.  And  this  group 
could  be  a  key  ally  to  Bush  if  he  pushes  a 
military  reform  agenda. 
■  The  Go-Go  Governors:  While  they  num- 
ber only  eight,  these  ex-state  chief  exec- 
utives already  are  mulling  how  they 
might  influence  the  agenda.  Party  affilia- 
tion aside,  they  have  much  in  common. 
The  guvs  tend  to  be  fiscally  conservative 
and  fiercely  protective  of  the  surplus. 
They  are  more  likely  to  lean  toward  a 
states'  rights  point  of  view  on  issues  such 
as  welfare  reform  and  education. 

Because  this  group  is  accus- 
tomed to  working  vdth  sharply 
divided  state  legislatures,  it  is 
more  likely  to  agitate  for  re- 
sults rather  than  political  point- 
scoring.  Expect  ex-guvs  like 
newcomer  George  Allen  (R.- 
Va.)  and  Zell  Miller  (D-Ga.)  to 
try  to  broker  a  deal  on  educa- 
tion that  blends  Democratic  de- 
mands for  more  school  con- 
struction and  teacher  hiring 
with  the  (MP's  insistence  on  teacher  test- 
ing and  more  local  control  over  spending. 
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CENTERS  OF  INFLUENCE 


THE  GOVERNORS 

These  eight  ex- 
executives  will  take 
cues  from  Democrat  Zell 
Miller  of  Georgia  and 
GOPer  George  Volnovich 
of  Ohio.  With  an  eye  to 
federalism,  they  could 
broker  deals  on  educa- 
tion spending,  welfare 
reform,  and  protecting 
the  surplus. 


THE  MAVERICKS  No.  1 

maverick  John  McCain 
will  be  the  star  of  this 
unpredictable  but  pop- 
ulist-leaning bunch.  He 
likely  will  hook  up  with 
Robert  Torricelli  (D-N.J.) 
and  others  on  campaign- 
finance  reform,  pork- 
barrel  spending,  and  cor- 
porate welfare. 


THE  TECH  TEAM  Freshman 
Democrat  Maria  Cantwell  just  bare- 
ly eked  out  a  win  in  Washington 
State,  but  she  will  have  instant 
credibility  with  this  coalition, 
thanks  to  her  experience  as  a  dot- 
com exec.  Among  GOPers,  McCain 
and  Robert  Bennett  of  Utah  will  be 
influential.  This  troop  will  be  active 
on  intellectual  property  issues  and 
trade. 


THE  CENTRISTS 

Southern  Democrat  John 
Breaux  (D-La.)  and 
Olympia  Snowe  (R-Me.) 
already  have  a  long- 
standing foundation 
from  which  to  work. 
This  coalition  will 
counter  any  extremists 
on  fiscal  matters. 


THE  LADIES'  LEAGUE 

Snowe  and  Barbara 
Mikulski  (D-Md.)  are  the 
deans  of  this  baker's 
dozen.  The  women  will 
meet  monthly  and  could 
change  the  tenor  of 
debate  on  health  care, 
education,  and  social 
security. 

DATA:  BUSINESS  WEEK 


DM 


'h 


■  The  Tech  Team:  The  tech  industry 
leading  advocate,  Michigan  Republica 
Spencer  Abraham,  suffered  a  narrow  los 
to  Representative  Debbie  Stabenow.  Bi; 
former  RealNetworks  Inc.  exec  Mari 

Cantwell  (D-Wash.)  will  be  quic 
to  step  into  Abraham's  shoe; 
even  as  a  first-year  Senato 
Other  allies,  such  as  Senate 
Robert  F.  Bennett  (R-Utah 
who  played  a  lead  role  on  legi 
lation  to  protect  tech  compani 
from  Y2K  liability  lawsuits,  co^ 
gain  in  influence.  Tech  leade 
say  theyTl  look  to  Senators  Jol 
B.  Breaux  (D-La.)  and  Chuc 
Hagel  (R-Neb.)  to  carry  the: 
water  on  trade  liberalizatiof 
And  McCain  vdll  lead  the  charge  to  ej 
tend  the  moratorium  on  Internet  tax; 
tion,  which  expires  next  October. 

■  The  Ladies'  League:  Women  viill  nun 
ber  an  unprecedented  baker's  dozen  ne: 
year,  with  the  arrival  of  four  new  Sen; 
tors,  including  Hillary  Rodham  Clinto 
(D-N.Y.).  Barbara  A.  Mikulski  (D-Md. 
the  group's  senior  member,  hosted  a  coV    . 
fee  for  the  13  women  Senators  on  Dec.  t 
the  first  of  many  informal  meetings  tb 
expect  to  hold.  These  powerful  voic 
will  ensure  that  a  host  of  measures 
help  working  families  finally  starts  mo 
ing  through  the  Senate,  especially  vd 
Diarme  Feinstein  (D-Calif.)  expected 
land  a  coveted  Finance  panel  seat.  B 
they'll  also  bear  down  on  such  issues 
private  Social  Security  accounts  and 
itary  spending,  where  debate  is  no' 
male-dominated.  "None  of  us  will  b 
back-benchers,"  vows  Mikulski. 

■  The  Centrists:  Also  known  as  th 
Snowe-Breaux  caucus,  this  group  ( 
some  20  fiscal  and  social  moderates  cou] 

be  the  Senate's  best  chance  t 
avoid  gridlock.  Already,  Bus 
has  contacted  Breaux  for  ides 
on  how  to  pull  the  parties  h 
gether.  The  centrists  vdll  be 
lloating  coalition  that  will  woi 
together  on  issues  such  as  vi 
tate-tax  repeal  and  militai 
readiness.  The  group  will 
pose  broad,  across-the-boai 
tax  cuts  and  big  spendir 
increases. 
Breaux  will  lead  the  search  for  a  mi 
die  ground  on  Medicare  reform  and  hel 
buiki  a  consensus  on  education  spendin 
But  the  centrists'  success  will  depend  o 
lawmakers'  willingness  to  turn  again^ 
their  |)arty  leaders, 

In  1S81,  it  took  the  assassination  ( 
President  James  Garfield  to  shake  th 
Senate  out  of  its  back-biting  gridlock.  A 
national  crises  go,  the  Florida  luror  palt 
in  comparison.  This  time,  it's  going  t 
take  the  deter-mined,  independent-minde 
Senators  to  break  the  logjam, 
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COMMENTARY 

By  Stan  Crock 

WHAT  A  BUSH  FOREIGN  POLICY  WOULD  LOOK  LIKE 


ELEOTION 


WE 

FOREIGN  POLICY 


George  W.  Bush 

doesn't  have  any- 
where near  the 
foreign-policy 
pedigree  his  dad 
had.  So  if  he  takes 
the  reins  of  gov- 
ernment, he's  not  expected  to  be  the 
driving  force  behind  his  Administra- 
tion's national-security  policy.  Instead, 
the  only  mba  ever  to  be  President  is 
likely  to  act  like  a  chief  executive  offi- 
cer, presiding  over  a  strong  cadre  of 
veterans  from  the  first  Bush  Adminis- 
tration, such  as 
General  Colin  L. 
Powell  and  former 
Pentagon  official 
Paul  D.  Wolfowitz. 

These  experi- 
enced hands  helped 
bring  the  Western 
alliance  through  the 
fall  of  the  Berlin 
Wall,  Operation 


Government 


Desert  Storm,  and 
the  collapse  of  the 
Soviet  Union.  But 
today's  challenges — 
regional  brushflres 
and  weak  or  failing 
states — are  far  dif- 
ferent from  the 
geopolitical  issues 
involving  major  mil- 
itary powers  that 
they  faced  when 
last  in  office.  And 
while  all  are  internationalists,  sharp  di 
visions  within  the  team  remain  over 
how  assertive  to  be  on  issues  such  as 
human  rights  and  when  to  deploy 
troops  abroad.  Bringing  these  ap- 
proaches into  the  21st  century  and 
reconciling  internal  conflicts  will  pre- 
sent Bush  fits  with  a  daunting  task. 
"Bush  will  have  to  create  coherence 
because  [the  team]  doesn't  necessarily 
have  it,"  says  Chester  A.  Crocker,  a 
professor  of  diplomacy  at  Georgetown 
University. 

The  fissures  could  widen  swiftly  if 
Saddam  Hussein  moves  to  test  the 
new  President's  resolve  and  tries  to 
end  the  sanctions  imposed  on  his 
regime.  One  faction,  led  by  possible 
Defense  Secretary  or  ciA  chief  Wol- 


fowitz, is  likely  to  advocate  tough  mea- 
sures to  destabilize  the  Iraqi  strong- 
man. Wolfowitz  has  backed  setting  up 
an  enclave  for  Iraqi  dissidents,  possi- 
bly under  the  protective  cover  of  U.  S. 
troops.  More  broadly,  he  believes  that 
internal  matters  in  other  countries 
such  as  human  rights,  free  markets, 
and  democracy  should  be  of  concern  to 
Washington  because  they  affect  how  a 
nation  conducts  its  external  relations. 
This  "values"  school  would  be  as- 
sertive in  sending  troops  abroad  to 
promote  democracy  and  free  markets. 


BOSNIA  Bush  would  push  fornew         ^    §  m 
peacekeeping  rules  in  the  Balkans        \  m  m  m 


But  Bush  also  has  more  pragmatic 
advisers,  including  the  presumptive 
Vice-President,  Dick  Cheney,  and 
Powell,  the  likely  Secretary  of  State. 
In  the  past,  they  have  insisted  troops 
be  deployed  only  when  there  are 
clear,  achievable  military  goals  and  an 
obvious  national  interest.  If  the  pur- 
pose is  waiting  until  the  feckless  Iraqi 
opposition  storms  Baghdad,  troop  de- 
ployment might  not  meet  their  stan- 
dard. They  also  may  care  less  about 
the  internal  workings  of  countries  and 
more  about  their  external  behavior. 
After  all,  they  left  Saddam  in  power  a 
decade  ago  after  they  crushed  his 
ability  to  invade  neighbors. 

Divisions  could  also  surface  over 
China.  Wolfowitz  and  Richard  L.  Ar- 


"ELL:  As 

Secretary  of 
State,  he 
would  be  a 
cautious 
pragmatist 


mitage,  a  senior  diplomat  in  the  first 
Bush  Administration  who  may  get  a 
top  Pentagon  post,  have  backed  an  ex- 
plicit statement  that  the  U.  S.  would 
come  to  Taiwan's  defense  in  a  conflict 
with  China.  But  Bush  and  Condoleeza 
Rice,  his  National  Security  Adviser-in- 
waiting,  lean  more  toward  the  strate- 
gic ambiguity  of  the  Clinton  Adminis- 
tration. The  Clintonites  avoided  an 
explicit  pledge  for  fear  it  would  spur    ' 
Taiwan  to  provoke  China. 
DUSTVPS.  Bush's  management  prob- 
lems will  go  beyond  these  divisions. 
The  foreign  policy 
crises  he  is  likely  to 
face,  such  as  region- 
al or  ethnic  dustups, 
are  the  kinds  of 
things  he  has  said 
he  wants  to  avoid. 
He  will  also  have  to 
comfort  European 
aDies  concerned  that 
he  wants  to  pull  out 
of  peacekeeping  ef- 
forts in  hot  spots 
such  as  the  Balkans. 
Indeed,  in  future  ef- 
forts. Bush  would 
like  the  Euros  to  do 
the  peacekeeping  on 
the  ground  while 
the  U.S.  handles 
the  combat — usually 
from  50,000  feet  in 
the  air.  "There  is  a 
seed  there  that  wor- 
ries Europeans," 
says  Terence  T. 
Taylor,  assistant  di- 
rector of  the  Inter- 
national Institute  for  Strategic  Studies 
in  London.  Rice  has  tried  to  calm  fears 
by  saying  that  Bush  won't  pull  out 
troops  from  current  efforts  until  civil- 
ian police  can  take  over. 

It  would  all  be  a  tall  order  for 
George  W.  No  doubt  he  would  get 
plenty  of  friendly  advice  behind-the- 
scenes  from  George  pere.  And  he 
would  have  help  from  the  Bush  I 
team  that  performed  so  admirably  as 
the  cold  war  ended.  But  the  world 
they  could  confront  now  is  far  differ- 
ent from  the  glory  days  of  the  Per- 
sian Gulf  War,  and  it  will  test  all  their 
vaunted  skills. 

Crock  covers  foreign  policy  from. 
Washington. 
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smooth  over 
Europeans' 
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we  increase 
our  productivity^j^p  ^^^ 

your  printing  costs? 

^  Sure,  we  pioneered  digital  copiers. 

And  yes,  we're  the  fastest  growing  maker  of 

I  I-  network  printers  in  key  markets. 

But  what  keeps  our  customers  coming  back 
in  more  than  120  countries  is  our  uncompromising 
dedication  to  individual  output  needs. 
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THE  TECH 
SLUMP 

Slowing  growth,  not  negative  growth,  is 
what's  in  store.  But  that's  bad  enough 
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^  H  ot  long  ago,  it  was  easy  to  dismiss  worries 
^H  about  an  impending  technology  slump.  Sure, 
MH  PC  sales  growth  was  slowing — but  industry 
^H  bellwethers  such  as  Gateway  Inc.  and 
^1  Hewlett-Packard  Co.  were  still  expanding 
irtly.  Yes,  chip  giant  Intel  Corp.  reported  that 
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wth  would  ease,  but  only  because  of  the 
ik  euro.  Granted,  telecommunications  com- 
ies  were  slowing  purchases  of  new  equip- 
it,  but  hey,  look  at  networking-gear  supplier 
:o  Systems  Inc.'s  66%  growth  rate.  Tech 
)gy  is  way  too  strategic  an 
investment  to  cut,  right? 

Wrong.    Suddenly,    not 
even  an  imminent  end  to 

the  Presidential  fight,  a  strong  hint  from  Federal 
Reserve  Chairman  Alan  Greenspan  that  he  may 
be  close  to  lowering  interest  rates,  and  the  con- 
sequent 10%  rise  in  the  Nasdaq  on  Dec.  5  can  ban- 
ish the  awful  truth  about  tech  spending:  Instead  of 
big  across-the-board  hikes — a  trend  that  has  been 
going  on  for  years  now — countless  corporate  info- 
tech  officers  are  scrutinizing  every  penny.  Some 
ire  even  talking  about  cutting  back  the  budgets 
they  pour  into  tech.  Clearly,  tech  spending  is  no 
longer  the  magical  elixir  that  helped  supercharge 
the  economy  for  a  record  37  straight  quarters. 

For  now,  no  one  is  talking  about  an  actual 
downturn  in  overall  tech  spending.  Slowing 
growth,  not  negative  grovrth,  are  in  store.  But  af- 
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ter  the  phenomenal  performance  the  sector  has  boast- 
ed in  recent  years,  that  will  be  plenty  painful.  And 
every  week,  new  evidence  that  growth  is  slowing 
mounts.  In  recent  days,  networking-gear  maker  3Com, 
PC  maker  Gateway,  and  chipmakers  LSI  Logic  and 
Xilinx,  and  electronics  retailer  Circuit  City  all 
warned  that  earnings  will  fall  short  of  expecta- 
tions, knocking  their  stocks  down  as  much  as 
36%.  Then,  on  Dec.  5,  Apple  Computer  Inc. 
dropped  a  bomb,  saying  that  slower-than-ex- 
pected  PC  sales  will  vaporize  $600  million  in 
fourth-quarter  revenues  from 
its  original  estimate  of  $1.6  bil- 
lion. As  a  result,  Apple  will 
post  its  first  loss  in  three  years, 
sending  its  stock  down  16%  on  Dec.  6,  to  14,  the  lowest 
level  since  March,  1999.  Says  Apple  CEO  Steve  Jobs:  "It 
looks  like  we're  facing  a  broad  economic  slowdown 
that  vdll  affect  many  segments." 

Moreover,  the  unexpected  turn  for  the  worse  seems 
certain  to  reverberate  throughout  techdom — forcing 
consolidation  that  will  extend  far  beyond  the  tiny 
dot-coms  that  have  been  the  victims  so  far  this  year. 
Unable  to  survive  past  the  easy-money  days,  a  lot  of 
companies,  from  niche  e-tailers  to  the  umpteenth  op- 
tical-networking upstart,  will  simply  vanish.  "A  gi- 
gantic scrubbing  is  going  to  happen,"  says  Joel  Ron- 
ning,  CEO  of  Digital  River,  which  runs  Web  sites  for 
3M,  Novell,  and  others. 

All  this  has  Wall  Street  analysts  backpedaling 
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faster  than  they  can  say  "Oops."  On  Oct.  1,  according  to 
earnings-estimate  tracker  First  Call  Corp.,  analysts  pre- 
dicted that  tech-sector  earnings  would  rise  29%  in  the 
fourth  quarter.  Now,  they've  slashed  that  estimate  to  15%. 
Expectations  for  communications-gear  companies  are  sliding 
even  faster.  From  a  4%  earnings  decline  expected  on  Oct.  1, 
analysts  now  foresee  a  45%  plunge.  And  for  2001,  they've 
cut  overall  tech  earnings  projections  from  24%  to  17%. 
That's  bad  news — and  not  just  for  the  tech  sector.  A 
tech  slump  would  have  an  outsized  impact  on  the  overall 
economy.  Tech  spending  and  the  huge  productivity  gains  it 
has  made  possible  have  been  the  main  engines  of  the  record- 
breaking  economic  boom  (page  62).  But  now,  that  tech  en- 
gine appears  to  be  sputtering.  According  to  recent  Com- 
merce Dept.  figures, 
the  annualized  grov\i:h 
in  new  orders  for  in- 
formation-technology 
equipment  fell  to  a  measly  1.2%  in  the  third  quarter  from 
34%  just  a  quarter  before.  And  scaled-back  spending  by 
both  consumers  and  businesses  is  putting  an  ever-tightening 
squeeze  on  tech  players.  The  growth  in  consumer  spending 
on  telephone  services,  for  instance,  fell  to  3.1%,  a  third  of 
the  rate  a  year  ago.  Meanwhile,  business  purchases  of  com- 
munications gear  actually  fell  2%,  down  from  a  growth  rate 
of  65%  in  the  first  quarter.  All  of  this  has  contributed  to  a 
sharp  slowdown  in  gross  domestic  product.  On  Nov.  29,  the 
Commerce  Dept.  reduced  its  gdp  growth  estimate  for  the 
third  quarter  from  2.7%  to  2.4%,  the  slowest  rate  in  four 
years. 

BOTTLED  UP.  No  one  knows  for  sure  how  far  tech  will  fall — 
or  how  much  it  will  drag  down  the  rest  of  the  economy.  If 
Federal  Reserve  Chairman  Alan  Greenspan  moves  to  lower 
interest  rates,  that  could  free  up  billions  of  dollars  in  capital 
that  had  been  sidelined,  easing  the  credit  squeeze  in  key 
tech  sectors,  such  as  telecommunications  (page  64).  But  for 
now,  the  underlying  problem  persists:  The  great  pools  of 
money  that  fueled  the  tech-buying  binge — the  market  for  ini- 
tial public  offerings,  the  debt  market,  and  corporate  earn- 
ings— are  starting  to  dry  up. 

The  financial  cracks  in  the  tech  juggernaut  are  plain  to 
see.  Venture  capital  is  on  the  wane:  Third-quarter  venture 
investments  totaled  $25.9  billion,  down  6.8%  from  the  second 
quarter,  according  to  fund  watcher  Venture  Economics — the 
first  drop  since  1996.  Crosspoint  Venture  Partners,  for  one, 
even  dumped  plans  for  a  new  $1  billion  fund,  partly  because 
they  can't  get  returns  from  IPOs,  which  have  slowed  to  a 
trickle.  And  debt  markets,  which  drove  furious  investments 
in  telecommunications  equipment,  have  been  bottled  up  as 
companies  have  struggled  to  make  adequate  returns  on  the 
huge  investments  already  made  on  high-speed  networks. 
Overall,  telecom  companies  had  been  raising  a  total  of  $8.3 
billion  a  month  in  debt  and  equity.  Now,  that  spending  has 
dwindled  to  a  trickle,  to  just  $1.3  billion  in  November. 
Most  damaging  of  all,  however,  is  the  extent  to  which  the 


world's  lai'gest  purchasers  uf  technology,  from  General  M 
tors  to  Nestle  to  First  Union,  are  casting  a  cold  eye  on  all 
their  spending.  In  dozens  of  interviews  with  top  technolof  pi 
purchasers,  BUSINESS  WEEK  found  that  many  companies  a:  ta 
cutting  back  or  rethinking  big  spending.  Especially  hard-h  S| 
in  these  purchasing  trims:  Pes  and  older  telecommunic 
tions  gear  that  don't  provide  much  profit  bang  for  the  buc  j 
"We  will  spend  significantly  less  for  the  next  couple 
years,"  says  John  HoUenbeck,  executive  vice-president  f  ^ 
technology  at  title  insurer  First  American  Financial  Cor  j' 
"I'd  say  tech  spending  will  be  flat  to  down." 

Even  those  companies  that  are  holding  the  line  or  raisiAf 
tech  spending  are  focusing  strictly  on  technologies  with  ^ 
clear  payoff.  That  includes  more  efficient  computer  servei  [| 
fast  networking  gear  to  speed  their  operations,  and  Ni  a, 
software  that  cuts  costs  or  forges  stronger  links  with  cu|  ea 
tomers  and  suppliers.  |  !a 

So  far,  the  cuts  are  acute  in  a  few  big  industries.  Telecol 
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)anies,  banks,  brokerages,  and  retailers  are  reducing 
spending  tiie  most,  according  to  Andrew  Bartels,  a 
president  at  tech  consultant  Giga  Information  Group, 
tal  spending  at  U.S.  telecom  companies  such  as  AT&T 
Sprint  Corp.,  for  instance,  has  been  soaring  by  40%  an- 
y  for  the  past  two  years,  but  that  is  expected  to  fall  to 
3%  next  year  as  they  face  financial  pressures  and  con- 
ition.  Ditto  for  banks  and  brokerages.  And  retailers  are 
g  up  on  tech  spending  as  the  the  fear  of  being  "Ama- 
i"  by  e-tailers  diminishes  by  the  day. 
it  with  GDP  slowing,  nobody  thinks  those  industries 
)e  the  only  tech  penny-pinchers.  For  tech  suppliers,  that 
IS  the  worst  may  be  yet  to  come.  The  tech  sector,  al- 
r  taking  on  water  from  wave  after  wave  of  profit  warn- 
and  market  volatility,  could  get  further  swamped  if 
cal  wild  cards  such  as  an  escalation  of  strife  in  the  Mid- 
]ast  and  a  new  U.S.  president  with  a  weak  mandate 
er  burden  the  economy.  "When  there's  a  slowing  of 
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the  economy,  it  doesn't  take  long  for  CEOs 
to  say:  'Hey,  wait  a  minute,  what  does 
this  spending  do  for  the  bottom  line?'" 
says  Ralph  Szygenda,  gm's  chief  informa- 
tion officer.  "We're  just  going  to  become 
more  frugal." 

The  slowing  economy  isn't  the  only 
problem.  Making  matters  worse,  for  the 
first  time  in  20  years,  technology  may  be 
suffering  from  far  more  than  its  usual  pe- 
riodic bouts  of  overproduction  that  follow 
boom  times.  Now,  it's  on  the  verge  of 
plunging  into  a  bona  fide  slowdown. 

PLUNGING  RETURNS.  It's  all  a  far  cry  from  the  boom  times  of 
just  a  few  months  ago.  What  went  wrong?  For  starters,  flag- 
ging consumer  demand.  Some  60%  of  American  households 
now  own  at  least  one  PC,  according  to  market  researcher 
IDC.  The  PC  slump  is  also  putting  the  brakes  on  chipmakers. 
They're  being  forced  to  cut  prices,  leading  First  Call  to 
reduce  its  estimate  of  96%  profit  growth  this  year  to  just 
18%  next  year. 

Businesses  are  feeling  the  cold  chill  of  winter,  too,  and 
they  account  for  most  technology  spending.  Take  telecom- 
munications companies.  Hoping  to  tap  into  new  markets 
such  as  wireless  and  the  Internet,  they've  been  jacking  up 
capital  expenditures  by  30%  a  year  for  the  past  two  years. 
The  glut  of  would-be  players,  cou- 
pled with  revenues  that  have  risen 
only  11%  a  year,  means  returns 
plunged — and  now,  so  is  spending. 
Merrill,  Lynch  &  Co.  predicts  that 
telecommunications  spending  will 
actually  decline  1%  next  year,  to 
$238  biUion,  and  fall  5%  more  in 
2002.  That  huge  shift  seems  cer- 
tain to  wreak  havoc  with  telecom- 
gear  suppliers.  Especially  vulner- 
able are  those  focused  on  older  technologies,  such  as  Lucent 
Technologies.  Telecom  suppliers  had  been  counting  on  15%  to 
30%  hikes  for  years  to  come. 

The  falloff  in  corporate  IT  spending  has  spread  world- 
vdde,  too,  coming  home  to  roost  among  American  suppliers. 
In  Europe,  slow  adoption  of  Microsoft  Corp.'s  new  Win- 
dows 2000  software  has  pulled  down  corporate  PC  sales  by 
over  20%  this  year,  according  to  Context  Research  Inter- 
national Ltd.  in  London.  That  slammed  the  earnings  of  tech 
powerhouses  Intel  and  Dell  Computer  Corp.,  which  had 
counted  on  the  European  market  for  a  sales  boost.  "We 
used  to  renew  our  PCs  every  three  years,"  says  Jean-Claude 
Dispaux,  IT  director  at  Nestle.  "Now,  we  may  keep  our 
older  Pentium  II  machines  longer." 

Moreover,  as  the  dust  settles  on  the  dot-com  shakeout,  it  is 
becoming  clear  that  the  frenzied  tech  spending  they  un- 
leashed in  recent  years  was  like  a  snowball,  gathering  up 
everything  in  its  path.  Up  to  now,  even  big  companies  chose 
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to  spend  huge  sums  just  to  keep  pace  with  the  dot-com  up- 
staits  that  seemed  poised  to  eat  their  lunch.  With  that  threat 
starting  to  melt,  "there's  less  pressure  on  brick-and-mortar 
companies  to  spend  a  lot,"  says  Tom  Kucharvy,  president  of  e- 
business  consultant  Summit  Strategies  Inc.  "The  days  of  the 
Gold  Rush  of  the  Internet  generation  are  over,"  agrees  gm's 
Szygenda.  "Now,  it's  'Show  me  the  real  benefits.'" 

Compounding  that  caution  is  yet  another  hangover  from 
the  '90s  high-tech-spending  party:  slowing  investment  in 
some  back-office  software  and  hardware  upgrades.  Even 
before  the  Internet  and  Y2K,  corporations  through  most  of 
the  decade  were  frantically  upgrading  their  back-room  sys- 
tems with  new  software,  such  as  database  programs  from 
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Oracle  Corp.  and  enterprise-planning  software  from  sap. 
Now,  for  most  large  companies,  that's  done,  so  growth  is 
slowing.  "The  internal  stuff,  reengineering  stuff,  has  been 
winding  down,"  says  David  Drew,  chief  information  officer 
for  3M.  "Our  information-technology  costs  will  rise  slowly, 
but  less  than  sales  growth." 

ABSOLUTE  CONCERN.  As  the  tech-spending  boom  unwinds, 
the  problems  could  accelerate  for  a  little-known  reason: 
Many  technology  suppliers  essentially  have  been  paying  for 
their  own  sales  with  aggressive  financing  of  their  customers' 
purchases.  Analysts  think  that's  especially  a  problem  in 
fast-growing  areas  such  as  networking  gear,  where  startup 
customers  such  as  dot-coms  suddenly  go  under  and  can't  pay 
their  bills.  That  creates  a  double  whammy,  because  equip- 
ment suppliers  are  not  only  looking  at  reduced  sales  going 
forward  but  also  at  a  loss  of  sales  already  booked. 

Lucent,  for  instance,  extended  more  than  $7  billion  in 
financing  to  customers,  many  of  them  struggling  young  tele- 


com-service providers.  In  November,  Lu- 
cent said  it  is  lowering  estimates  partly 
because  it  might  not  collect  on  some  of 
that  revenue.  "It's  absolutely  a  concern," 
even  for  still-booming  companies  such  as 
Cisco,  says  Jim  Cottle,  a  technology  ana- 
lyst at  the  University  of  California  En- 
dowment &  Employee  Pension  Fund, 
which  owns  shares  of  Lucent,  Cisco,  and 
Nortel  Networks. 

To  put  all  this  in  perspective,  however, 
even  with  the  relentless  doom-and-gloom 
announcements,  no  one  yet  believes  that  technology-spen 
ing  growth  overall  is  going  to  turn  negati\ 
Indeed,  despite  the  increasing  signs  of  troub 
market-research  consultant  GartnerGroup 
still  sticking  with  estimates  it  compiled  sev( 
al  weeks  ago  that  overall  spending  on  in! 
tech  hardware,  software,  services,  and  telecoi 
munications  as  a  whole  could  rise  n.6%  ne 
year — ^just  a  hair  under  the  12%  expected  tl 
year.  Moreover,  not  every  company  is  cutti 
spending.  "We're  running  at  full  bore,"  sa 
Jim  Yost,  vice-president  for  corporate  strate 
at  Ford  Motor  Co.,  which  is  one  of  sevei 
large  corporations  with  no  plans  to  trim  infc 
mation-technology  budgets.  "The  need  to  spe: 
IT  dollars  has  never  been  higher." 

Maybe.  But  it's  hard  to  see  what  hot  n( 
products  or  services  might  turn  the  situati 
around  in  the  short  term.  In  previous  te 
downturns,  new  products  and  lower  prices  ( 
ten  provided  the  spark  for  a  rebound.  In  19J 
the  arrival  of  Microsoft's  Windows  3.0  and 
advent  of  low-cost  PCs  from  Apple  and  othe 
sparked  new  demand  for  pes. 

This  time  around,  Windows  2000  doesn't 
pear  to  be  a  barnburner  with  corporations 
consumers,  who  find  little  reason  to  upgra< 
Some  devices  and  services,  including  high-spe 
data  services  such 
STRICT  STANDARD      dsl,  handheld  co< 
puters,  interactive 
units,  and  Dvn  pla 
ers  are  selling  wt 
But  together,  the 
newfangled    devic 
and    services   arei 
much    more    than 
rounding  error  coi 
pared  with  the  vc 
dustry.  "There's  just  not  many  products  that  cost  $1,000  a 
sell  130  million  a  year,"  notes  SoundView  Financial  Group  i 
alyst  Mark  Specker. 

That's  why  investors  will  be  watching  tech  like  haw 
from  here  on  out.  Michael  Kwatinetz,  a  managing  partner 
Azure  Capital  Partners,  a  San  P'rancisco  venture-capil 
firm,  for  one,  expects  the  dot-com  meltdown  to  hit  ev 
server  sales,  which  have  been  booming.  If  so,  look  out  bclo 
says  William  T.  Coleman  III,  cioo  of  software  maker  ni 
Systems  Inc.:  "If  Cisco  and  Sun  Microsystems  start  losii 
sales,  then  there's  real  trouble.  There's  a  recession  going  oi 
That  hasn't  happened  yet.  But  until  the  spending  swo 
abates,  neither  the  tech  industry — nor  the  U.S.  economy 
will  be  out  of  the  woods. 

By  Robert  D.  Hof  hi  San  Mateo,  with  Peter  KIstro 
Steve  Hamm,  and  Marcia  Stepanek  in  New  York,  Willi 
EcfdkN07i  in  Brussels,  Peter  Burroivs  in  San  Mateo,  ami  /) 
reau  reports 
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WHO  MAY  PROSPER  DESPITE  THE  FALL 


Despite  the  gloom  gathering  over 
high-tech,  ('ommerce  One  Inc. 
(Ko  Mark  B.  Hoffman  isn't  losing 
sleep.  Why  should  he?  In  1990,  the 
last  time  the  technology  industry 
cratered,  Hoffman  was  running  fast — 
building  database-software  maker 
Sybase  Inc.  While  the  rest  of  the  sec- 
tor saw  timid  10%  growth  for  two 
straight  years,  revenues  at  Sybase 
jumped  160%.  Now,  he's  counting  on 
the  same  boost  for  Commerce  One,  an 
e-business  software  maker 

Little  wonder.  When  corporate 
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profits  get  squeezed,  high-end  soft- 
ware that  can  automate  complex 
processes  heats  up.  In  fact,  any 
spending  on  tech  equipment  or  ser- 
vices that  cut  costs  and  improve  effi- 
ciency can  rapidly  change  from  being 
a  pesky  expense  item  to  a  downright 
necessity.  Consider  it  the  silver  lin- 
ing in  the  tech-spending  cloud: 
From  contract  manufacturers 
and  software  makers  to  pur- 
veyors of  used  computer  equip- 
ment, some  sectors  flourish 
when  the  rest  of  the  info-tech 
industry  turns  down. 
GATHERING  STEAM.  That  shift 
has  already  begun.  On  Dec.  6, 
wireless  giant  Motorola  Inc.  an- 
nounced that  to  cut  costs,  it 
will  outsource  the  manufactur- 
ing of  more  than  $1  billion 
worth  of  communications  gear, 
such  as  handsets.  That  trend 
is  likely  to  gather  steam.  In- 
deed, while  PC  makers,  chip- 
makers,  and  telecom-equipment 
manufacturers  have  announced 
disappointing  quarters,  few 
high-end  software  companies, 
contract  manufacturers,  or  the 
analysts  who  follow  them  have 
expressed  earnings  concerns. 

They  won't,  if  past  downturns 
are  any  guide.  Back  in  1985,  the 
nascent  days  of  the  PC  business, 
dozens  of  PC  manufacturers  ex- 
isted. Two  years  later,  many  of 
them  were  gone.  Despite  the 
contraction,  bargain  hunters 
kept  technology  auction  houses 
such  as  DoveBid  Inc.  going  like 
gangbusters.  In  1984  and  1985, 
it  sold  at  least  50,{X)0  computers 
made  by  now-defunct  companies. 
These  days,  the  fire  sales  are 
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picking  up  again,  says  ceo 
Ross  Dove.  He  just  banked 
$750,000  by  selling  off  the  PCs, 
furniture,  and  other  assets  of 
now-defunct  Petstore.com  and 
Productopia.com. 

If  anything,  high-end  soft- 
ware makers  look  even  better 
positioned  to  flourish.  In  1990 
and  1991,  while  the  national 
economy  bottomed  out,  the 
three  biggest  independent  makers  of 
databases  saw,  on  average,  30%  an- 
nual growth.  Customers  believed 
they  could  save  money  by  taking  in- 
formation off  old,  expensive  main- 
frames and  moving  it  onto  the  more 
flexible  software  sold  by  the  young 
database  companies. 

Will  the  same  thing  happen  for 
new  e-business  software  makers? 
Ariba  Inc.  CEO  Keith  J.  Krach  hopes 
so.  Ariba  makes  software  for  busi- 
ness-to-business marketplaces  and 
online-procurement  systems  that  can 
save  a  customer  up  to  20%  a  year  on 
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HIGH-END  SOFTWARE  It  can  quickly  improve 


purchases  of  necessities  such 
as  office  supplies.  Says  Kim- 
berly  Knickle,  an  analyst  at 
Advanced  Manufacturing  Re- 
search Inc.  in  Boston:  "it  pro- 
ject managers  are  going  to 
have  to  produce  a  cost-benefit 
report  to  demonstrate  that 
they  need  the  technology," 
and  e-biz  software  is  a  proven 
way  to  do  so. 
That's  why  most  Wall  Street  ana- 
lysts expect  the  market  for  customer- 
management  software,  dominated  by 
Siebel  Systems  Inc.,  to  continue  to 
grow  at  a  70%  clip  next  year.  The  mar- 
ket for  software  that  automates  supply 
chains  should  boast  gains  of  about  50%. 
OUTSOURCER  BOOST.  Llkevdse,  re- 
searcher Technology  Forecasters  ex- 
pects the  market  for  contract  manu- 
facturers to  keep  growing  at  this 
year's  28%  clip.  And  despite  its  oth- 
erwise bearish  outlook  on  the  tech 
sector,  Merrill  Lynch  &  Co.  thinks 
outsourcers  such  as  Solectron  Corp. 
in  Milpitas,  Calif.,  which  makes 
everything  from  cell  phones  to 
computer  networking  equip- 
ment, vrill  still  prosper.  "When 
things  slow  down,  the  first 
thing  people  look  to  do  is  cut 
costs — and  getting  rid  of  facto- 
ries is  a  great  way  to  do  it," 
says  Michael  E.  Marks,  CEO  of 
contract  manufacturer  Flextron- 
ics International. 

Even  these  downturn-resihent 
categories  aren't  immune.  "I 
don't  see  any  sign  that  [soft- 
ware sales]  will  slow  down.  If 
anything,  they  are  accelerat- 
ing," says  analyst  Knickle.  "But 
people  are  kidding  themselves  if 
they  think  they're  recession- 
proof."  A  backlash  against  free 
trade,  for  example,  could  cripple 
contract  manufacturers,  who  of- 
ten rely  on  cheap  foreign  labor. 
Hoffman  concurs:  "I  worry,  still, 
that  anything  from  the  election 
to  the  oil  situation  to  any  num- 
ber of  things  globally  could 
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CONTRACT  MANUFACTURERS  Hardware  makers 
turn  to  contractors  that  can  build  their 
systems  more  cost-effectively. 

USED-eSmEn't'sELLERS  Old' PC^^^ 

to  be  replaced.  Buying  hand-me-downs  is 
cheapest,  particularly  when  new  models 
don't  offer  much  more  processing  power. 


to  a  downturn."  And  if  that 
should  turn  into  a  recession,  the 
troubles  that  are  plagxiing  the 
rest  of  the  industry  won't  leave 
even  the  most  defensive  players 
unscathed 

By  Jim  Kerstettcr,  with  Peter 
Biirmiva,  in  San  Mateo,  Calif., 
and  trure.aii  reports 


PSA  Peugeot  Citroen 

car  industry 

Pescanova 

frozen  foods 


Inditex 

textiles  &  clothing 

Zeltia 

biotechnology 


and  10000  other  companies 


...are  doing  business  in  GALICIA  (Spain) 

Come  and  join  them  in  the  region  with  the  greatest  facilities 
and  the  best  investment  profitability  rate  in  Europe. 


^ 


UNTA 

DE  GALICIA  W 


Galiclan  Governmeni  Ministry 
of  Economy  and  Finance 


For  further  information: 

HQ:  Santiago  de  Compostela  •  Ph:  +34  981  541  143  •  promocion@igape.es 

Offices: 

Dusseldorf  •  Ph:  0211  935  0141  •  IGAPE-Dusseldorf-U.Schneider@t-online.de 

New  York  •  Ph:  212  832  3942  •  igape@idt.net 

Tokyo  •  Ph:  03  3584  1861  •  igapejap@gol.com 

www.igaP8.8S 


A 
U 


GAUCIAN  INSTITUTE  FDR  ECONOMIC  PAOMOTION 


TECH  LEADS 
-BOTH  UP 
AND  DOWN 

Historically,  if  the  tech  of  the  era  dives,  so 
does  the  economy.  But  they  always  rebound 

COMMENTARY  By  Michael  Mandel 


Considered  by  size,  the  tech  sector  seems  like  the  runt  of 
the  economy.  Business  and  consumer  spending  on  such 
items  as  computers,  communications  equipment,  and 
home-telephone  services  totals  only  7%  of  gross  do- 
mestic product.  Tech  leaders  such  as  Cisco  Systems  and  Mi- 
crosoft, employing  about  40,000  workers  apiece,  are  dwarfed 
by  industrial  giants  such  as  General  Motors  and  General 
Electric.  Even  those  widely  publicized  dot-com  layoffs  are 
smaller  than  the  statistical  error  in  the  monthly  unemploy- 
ment numbers  from  the  Labor  Dept. 

But  size  doesn't  always  matter.  Today,  more  than  ever 
before,  the  U.  S.  economy  marches  to  the  beat  of  the  tech 
drummer.  In  the  second  half  of  the  1990s,  tech  spending  ac- 
counted for  a  quarter  to  a  third  of  growth — and  with  many 

nontech  companies  al- 
ready slowing  and 
seeing  weak  earnings, 
tech  spending  is  even 
more  important.  Indeed,  in  the  third  quarter  of  2000,  con- 
sumer and  business  spending  on  technology  was  responsible 
for  40%  of  economic  growth.  Without  tech,  the  rate  of  eco- 
nomic growth  in  the  third  quarter  would  have  been  a  mi- 
nuscule 1.5% — not  recession  level,  but  close.  As  a  result,  any 
further  tech  slowdown  could  cause  outsized  problems  for  the 
economy.  And  given  the  relatively  fragile  state  of  the 
economies  of  Asia  and  slowing  growth  in  Europe,  a  downturn 
in  the  U.  S.  could  spread  to  the  rest  of  the  world  as  well. 

Equally  important,  the  tech  boom  has  been  the  major  driver 
of  the  productivity  boom  of 
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the  past  five  years  that  has 
made  it  possible  for  the 
U.  S.  to  boast  faster  growth 
and  lower  unemployment 
without  triggering  an  infla- 
tionary spiral.  A  sustained 
slowing  of  tech  spending,  if 
it  happens,  would  undermine 
those  gains.  That  could 
mean  a  return  to  the  slow- 
ftTowth,  high-inflation  days 
()(  the  1980s. 
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How  serious  is  the  danger?  The  U.  S.  has  seen  tech  slo\  ir^ 
downs  before,  most  recently  in  1985-86  and  1989-91.  Bi  mar-i 
those  fluctuations  in  the  tech  sector  did  not  have  much  of  orsf  t 
macro  impact  since  the  information-technology  industry  w<  m„ 
much  smaller  relative  to  the  U.  S.  economy  as  a  whole.  Th  (d  >f! 
time,  things  are  different.  A  more  revealing  historical  prec|[|,fi, 
dent  requires  looking  back  to  the  railroads  in  the  late  180  ^  ht  i, 
and  the  automobile  industry  in  the  1920s.  Like  the  tech  se  jtji  r 
tor  today,  these  were  technologically  innovative  industries  th  s^  \i\ 
were  so  important  in  their  heydays  that  their  ups  and  dow  ^f  |, 
produced  booms  and  busts  in  the  larger  economy.  ^^^^,^^, 


To  be  sure,  an  interest-rate  cut  from  the  Federal  Reser 
now  would  go  a  long  way  toward  blunting  the  impact  of  t. 
current  tech  slowdown.  Telecom  and  other  companies  tryii 
to  raise  funds  to  continue  capital  spending  would  find  the 
ing  much  easier.  At  the  same  time,  lower  rates  could  put 
floor  under  stocks  and  ease  the  capital  squeeze  on  youi  [, 
tech  companies. 

In  a  Dec.  5  speech — exactly  four  years  to  the  day  after  '. 
made  his  famous  "irrational  exuberance"  speech — Fed  Chairm  ^ 
Alan  Greenspan  made  it  clear  that  he  is  aware  of  the  dang  m 
that  "weakening  asset  values  in  financial  markets  could  sigr  p  ,i 
or  precipitate  an  excessive  softening  in  household  and  busine 


RAILROADS 


The  railroad  boom  of  the 
1800s  was  punctuated  by 
several  sharp  downturns, 
including  a  near-depression 
in  the  mid-1890s.  But  after 
each  wave  of  consolidation 
and  bankruptcies,  strong  rail- 
road growth  resumed. 
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ding."  The  financial  markets,  which  assumed 
meant  a  likely  rate  cut  in  January,  jumped  in 
onse  to  his  words.  Yet  in  the  past,  such  mar- 
responses  to  Greenspan's  jawboning  have 
ed  temporary.  His  "irrational  exuberance"  re- 
i  held  the  market  down  for  only  a  couple  of 
<s  before  it  started  climbing  again, 
ntil  Greenspan  makes  real  moves  to  cut 
5,  it's  likely  that  the  economy  will  remain 
age  to  the  specter  of  a  tech  downturn.  Take 
afacturing.  Over  the  past  year,  factory  output 
expanded  by  a  healthy  5.6%.  But  all  of  that  has  come 
the  increased  output  of  high-tech  equipment,  whOe  non- 
manufacturing  showed  virtually  no  growth  at  all. 
qually  important,  a  sustained  tech  slowdown  could  erode 
pace  of  productivity  gains.  In  recent  years,  rising  pro- 
ivity  has  been  fueled  by  a  rapid  expansion  of  the  stock  of 
uctive  gear  and  software,  which  has  grown  at  an  annual 
of  6.5%  since  1995.  Any  trimming  of  tech  spending 
d  pare  those  hikes  in  capital  stock,  with  negative  effects 
roductivity.  Forecasts  of  a  4%  sustainable  growth  rate  as- 
;  the  continued  high  investment  level  of  recent  years, 
oreover,  any  tech  slowdown  would  likely  have  other  in- 


HOW  TO  REBOOT 


A  rate  cut  would 
help  companies 
continue  capital 
spending  and  ease 
the  capital  squeeze 
on  fledgling  players 


direct  effects  on  the  economy.  One  possible 
casualty:  the  consulting  industry,  which  has 
piggybacked  the  tech  boom  by  providing 
assistance  to  companies  implementing  the 
latest  technology.  After  years  of  rapid 
gi'owth,  the  market  for  consultants  is  show- 
ing signs  of  weakening.  Web  consulting 
firms  such  as  Xpedior  Inc.  and  Marchfirst 
Inc.  are  cutting  jobs,  and  the  damage  could 
spread  to  the  larger  consultancies  as  well. 
Historical  analogies  to  railroads  and  cars 
also  suggest  that  a  technology-led  down- 
turn could  be  quite  bad.  Consider  railroads,  which  dominated 
the  economy  in  the  second  half  of  the  1800s,  much  as  tech 
does  today.  During  this  period,  any  time  railroad  expansion 
paused,  the  economy  and  the  markets  suffered.  A  slowdown 
in  railroad  construction  helped  trigger  the  panic  of  1873  and 
an  economic  contraction  that  lasted  until  1879.  The  failure  of 
railroads,  such  as  Philadelphia  &  Reading  Railroad  Co.  in  1893 
and  the  resulting  financial  panic,  helped  cause  the  near-de- 
pression and  widespread  layoffs  of  the  1890s. 

In  a  similar  fashion,  the  expansion  of  the  auto  industry  was 
the  driving  force  of  the  1920s  boom.  Car  ownership  tripled  in 
that  decade,  creating  an  overpowering  demand  for  steel, 
rubber,  and  petroleum  for  roads  and  new  homes.  But  auto  de- 
mand peaked  in  April,  1929,  because  the  Fed  lifted  interest 
rates  and  because  the  car-buying  needs  of  Americans  were 
temporarily  sated  after  a  decade-long  binge.  At  first,  the 
rest  of  the  economy  seemed  to  get  along  just  fine.  But  with- 
out impetus  from  the  auto  sector,  the  boom  could  not  con- 
tinue. The  result:  the  October,  1929,  crash  and  ensuing  down- 
turn, which  hit  the  auto  industry  and  its  suppliers  first  and 
hardest.  It  wasn't  until  the  Fed  started  easing 
monetary  policy  years  later  that  the  auto  in- 
dustry began  to  recover. 

Still,  the  past  offers  some  good  news  for  the 
present.  Despite  the  viciousness  of  the  railroad 
and  auto-led  downturns,  the  industry  always 
came  back  stronger  than  ever.  The  1890s  slump 
was  followed  by  a  resumption  of  railroad  ex- 
pansion. From  1895  to  1915,  the  number  of  pas- 
senger miles  traveled  by  rail  nearly  tripled  as 
Americans  took  advantage  of  fast,  cheap  travel. 
Meanwhile,  cheap  shipping  costs  contributed  to 
the  rapid  productivity  growth  of  the  early  20th  century. 

Moreover,  like  today,  the  railroad  and  auto  booms  led  to  the 
creation  of  too  many  competitors,  many  of  whom  went  under 
when  the  economy  slowed.  But  these  shakeouts  did  not  affect 
the  long-term  health  of  the  industry.  The  coUapse  of  auto  sales 
in  the  early  1930s  brought  massive  consolidation  as  well- 
known  carmakers  such  as  Pierce-Arrow  went  under  or  were 
greatly  weakened.  But  overall,  the  auto  industry  emerged 
from  the  Great  Depression  with  its  position  at  the  core  of  the 
economy  more  solid  than  ever.  Sales  rebounded  in  1936  and 
1937,  and  big  carmakers  became  the  major  powerhouses  of 
the  economy,  a  role  they  maintained  well  into  the  postwar  era. 

The  implication  is  clear: 
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)s  boom  was  largely 
by  a  tripling  of  auto 

1  the  Depression  was 

ed  in  part  by  a 
car  buying.  But  that 

bounded  by  the  late 
the  industry  domi- 
postwar  economy. 
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With  a  few  exceptions,  such 
as  the  mid-1980s  and  early 
1990s,  info-tech  industries 
have  known  mainly  strong 
growth.  Even  with  today's 
tech  slowdown,  the  long- 
term  trends  driving  tech 
spending  are  still  in  place. 


No  matter  how  long  the 
tech  slowdown  lasts,  Amer- 
ica will  have  an  informa- 
tion-led economy.  But  the 
long-term  trend  won't  stop 
a  technology  slowdown 
from  doing  great  damage 
today. 

Economics  Editor 

Mandel  covers  the  New 

Economy. 
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COMMENTARY 

By  Rich  Miller  and  Laura  Cohn 


THIS  IS  YOUR  CAPTAIN  SPEAKING... 


On  Dec.  5,  four  years 
to  the  day  after  warn- 
ing stock  investors 
about  irrational  exu- 
\  ^«r-^J    berance,  Federal  Re- 
M  ^n.i^l    serve  Chairman  Alan 
Greenspan  took  to  the 
bully  pulpit  again.  But 
this  time  the  an- 
nouncement from  the 
economic  oracle  had  an  entirely  dif- 
ferent ring:  Bev^^are  of  irrational  pes- 
simism, he  as  much  as  warned.  In  a 
stunningly  direct  speech — the  equiva- 
lent of  shouting  from  the  mountain- 
top  for  a  Fed  chairman  best  known 
for  his  opacity — Greenspan  declared 
that  the  economy  is  not  collapsing. 


TECH 
SLUMP 
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The  sigh  of  relief  was  audible. 
While  the  presidential  election  mess 
has  left  Washington  seemingly  lead- 
erless,  Greenspan  reassured  the  mar- 
kets that  the  Fed  is  on  the  job.  Wall 
Street  liked  what  it  heard,  at  least 
initially.  The  Nasdaq  experienced  its 
biggest  rise  in  its  29  years,  while 
Treasury  bond  prices  totted  up  their 
best  gain  in  almost  four  months.  So 
did  Corporate  America.  "Bush.  Gore. 
Either  one,  we  can  work  vdth  [him]," 
says  Ford  CEO  Jacques  A.  Nasser. 
"Just  keep  Alan  Greenspan  doing 
what  he's  doing." 

DECELERATION  BY  DESIGN.  Using  the 
venue  of  a  speech  to  community 
bankers,  the  Fed  maestro  took  on  the 
growing  chorus  of  critics  who  worry 
that  the  country  may  be  headed  for  a 
recession.  He  laid  out  his  case  that  the 
economy  is  decelerating  by  design,  not 
spiraling  into  an  uncontrolled  nosedive. 
While  tacitly  acknowledging  that  the 
soft  landing  he's  engineered  for  the 
economy  may  end  up  bumpier  than 
planned,  he  argued  that  things  just 
aren't  as  bleak  as  the 
pessimists  on  Wall 
Street — and  on  the 
Bush  team — would 
have  it.  Behind  the 
extraordinary  round 
of  jawboning:  fear 
that  excessive  pes- 
.simism  on  the  part  of 
investors,  consumers, 
companies,  and  lenders  could 
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turn  a  much  desired  slowdown  into  an 
unwanted  slump. 

Greenspan  also  made  it  as  clear 
as  a  central  banker  can  that 
the  Fed  stands  ready  to  cut 
interest  rates.  If  consumers 
and  companies  become  too 
cautious  about  spending, 
or  if  the  stock  market 
falls  too  far,  the  Fed 
will  be  there  virith  easi- 
er credit  to  cushion 
the  fall. 

His  message  was 
meant  not  only  to 
reassure  financial 
markets  but  also  to 
signal  some  of  his 
more  hawkish  fel- 
low policymakers  at 
the  regional  Fed  banks 
that  it's  time  for  them  to 
fall  in  line  behind  their 
leader.  After  six  rate  in- 
creases over  the  past 
year  and  a  half,  a  rate 
cut  could  come  as  soon 
as  the  Fed's  next  policymak 
ing  meeting  on  Dec.  19,  experts  say. 
Still,  it's  more  likely  to  occur  in  Jan- 
uary, after  the  Fed  has  had  a 
chance  to  assess  the  holiday  shop- 
ping season. 

But  critics  charge  that  it's  already 
too  late  for  a  rate  cut  to  be  of  signif- 
icant help.  "The  odds  of  a  recession 
are  about  60%,"  says  Brian  Wesbury, 
chief  economist  at  Griffin,  Kubik, 
Stephens  &  Thompson  in  Chicago. 
"Even  if  the  Fed  were  to  cut  rates 
today,  they  could  not  stop  [the  down- 
turn] from  happening  because  it 
takes  time  for  monetary  policy  to 
affect  the  economy." 

Other  Wall  Street  worrywarts  are 
gloomy  for  different  reasons.  "It's 
not  just  a  monetary  policy-induced 
slowdown,"  says  James  W  Paulsen, 
chief  investment  officer  at  Wells 
Capital  Management.  "It's  coupled 
wnth  a  new-era  economic  slowdown 
in  tech."  And  while 
higher  rates  and 
tighter  financing 
conditions  have 
played  a  role  in  the 
high-tech  shakeout, 
deeper  demand 
problems  will  continue 
to  restrain  spending 


JUST  HANG  ON 


Investors  are  gloomy  despite 
Greenspan's  reassurance  that  a 
(bumpy)  soft  landing  is  ahead 

on  telecoms  and  PCs  regardless  of 
the  level  of  interest  rates. 

Fed  officials  admit  that  the  satin- 
smooth  landing  they  had  planned  for 
the  economy — with  growd^h  slowing  t( 
3/^%  next  year  from  more  than  4% 
this  year — now  looks  unlikely.  Oil 
prices,  though  down,  remain  stub- 
bornly high.  Corporate  profit  esti- 
mates have  been  slashed.  Inventories 
of  everything  from  cars  to  microchips' 
are  piling  up.  And  labor  costs  have 
been  rising. 

The  result:  growth  next  year  coul 
come  in  closer  to  2'A%.  While  that's 
not  bad  by  historical  standards,  it's 
well  below  the  heady  growth  the 
U.  S.  has  gotten  used  to.  For  many 
consumers  and  companies,  it  will  feel 
like  a  recession.  And  if  they  cut  back 
spending  accordingly,  it  could  turn 
into  one. 


Miller  and  Cohn  cover  the  Federal 
Reserve  from.  Washington. 
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MORE  BAD  NEWS 
FOR  THE  NAZ 

A  comeback  could  be  months  away 

Less  than  a  year  ago,  the  Nasdaq  Composite  Index  was 
heralded  as  the  new,  true  benchmark  for  the  stock  market. 
Hedge-fund  manager  James  Cramer  proclaimed  that  mon- 
ey managers  who  couldn't  beat  the  Nasdaq  "would  get  the 
money  taken  away."  Investors  poured  cash  into  "cubes" — 

Nasdaq  100  shares — 
striving  to  match  last 
year's  86%  gain.  The 
glitzy  Nasdaq  Market- 
site  opened  on  Times  Square,  sporting  a  13,000-foot  video 
screen  and  ticker.  The  Dow  Jones  industrial  average  and  the 
s&p  500  looked  nerdy  next  to  the  "Naz." 

Is  it  revenge  of  the  nerds?  The  Dow  and  s&P  500  are 
both  down  only  about  8%  year  to  date.  But  despite  the  Nas- 
daq's 274-point  spurt  on  Dec.  5,  the  highest  one-day  per- 
centage and  point  gains  ever,  so 
far  this  year  the  index  is  down 
31%.  Suddenly  value  investing 
is  hot,  growth  is  not.  And  even 
if  the  Nasdaq,  where  tech  ac- 
counts for  70%  of  the  index,  con- 
tinues to  gain  lost  ground,  many 
investors  are  wondering  when 
and  if  it  will  ever  stage  a  sus- 
tainable comeback.  Short  an- 
swer: A  bottom  in  the  Nasdaq 
could  be  near,  but  it  could  take 
months,  and  some  say  a  couple 
of  years,  for  a  full  recovery. 

The  culprits  are  the  "three 
E's" — the  election,  the  economy, 
and  earnings.  An  election  result 
may  be  near,  but  the  two  other 
E's  linger.  Despite  the  possibih- 
ty  of  lower  interest  rates,  tech 
earnings  expectations,  especially 
for  big  companies,  are  being  re- 
vised downward  in  light  of  a  slowing  economy.  Earnings  for 
the  tech  sector  of  the  s&P  500  are  expected  to  grow  17%  in 
2001,  according  to  First  Call  Corp.,  the  earnings  research  firm. 
That's  down  from  an  estimated  24%  in  early  October. 
NOT  SUSTAINABLE.  According  to  Ronald  Hill,  equities  strate- 
gist at  Brown  Bi'others  Harriman  &  Co.,  when  analysts  start 
revising  earnings  downward,  the  period  of  underperformance 
is  generally  halfway  through.  Since  downward  revisions  in  the 
Nasdaq  began  in  October,  and  the  index  began  to  fall  last 
March,  seven  months  before,  the  Nasdaq  will  probably  un- 
derperform  until  May,  according  to  Hill's  analysis. 
"Tech  revenues  and  profits  will  continue  to  slow,  and  it 
will  be  dilScult  for  these  stocks  to  be  the  leaders  until 
you  see  a  real  upturn  in  the  economy,"  says  Hill. 

Even  now  that  Federal  Reserve  Chairman  Alan 
Gre(;nspan  has  raised  prospects  of  a  rate  cut — or  at 
least  a  shift  to  a  "neutral"  bias — as  early  as  Dec.  19, 
it's  unlikely  that  tech  stocks  will  suddenly  come  bound- 
ing back.  "It  will  be  6  to  12  months  before  lower 
rates  turn  into  faster  earnings  growth,"  says  Hill. 
That's  because  fundamental  problems  remain  in  tech: 
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Chip  shipments  have  slowed  from  60%  growi;h  to  40%,  cell 
phone  sales  have  dropped  15%,  and  PC  sales  have  gone  fronr" 
20%  annually  to  12%.  And  next  year,  telecoms  are  expected  t ; 
buy  13%  less  from  equipment  makers  than  they  did  in  200(  { 

Meanwhile,  investors  are  less  willing  than  ever  to  pa;  '■ 
dearly  for  erstwhile  tech  darlings.  "Perception  that  growth  i 
slowing  is  really  changing  investor  sentiment  regarding  price 
earnings  ratios,"  says  Art  Russell,  senior  technology  analys 
at  Edward  Jones  Co.  True,  price-earnings  ratios  have  com 
down  dramatically  in  tech  stocks.  But  have  they  fallen  fa 
enough?  The  Nasdaq  100  index,  which  consists  of  the  larges 
100  stocks  in  the  Nasdaq,  is  now  trading  around  120  time 
earnings  on  a  trailing  12-month  basis.  That's  well  below  th 
170  times  earnings  the  index  traded  for  when  it  hit  its  pea 
in  March.  But  on  a  historical  basis,  that  remains  high.  The  a\ 
erage  p-e  ratio  of  the  Nasdaq  over  the  past  five  years  is  91 
according  to  stock  market  newsletter  InvesTech. 

There  could  be  more  pain  in  the  Nasdaq.  Although  the  ii 
dex  lost  an  eyepopping  23%  in  November  alone — its  wors 
performance  since  October,  1987 — it  stUl  has  a  ways  to  go  b< 
fore  it  gets  back  to  its  historical  norms.  According  to  a  recer 
study  by  Salomon  Smith  Barney,  the  Nasdaq  would  have  t 
fall  all  the  way  to  2019,  some  30%  fi-om  its  current  level  in  o: 
der  to  revert  to  its  20-year  norm  of  18%  annual  gains.  Or,  pi 
another  way,  it  could  simply  post  no  gain  at  all  until  Sej 
tember,  2002.  "Five-year  annualized  gains  in  excess  of  40' 


TECH 
SLUMP 


just  aren't  sustainable,"  says  Jonathan  Lin,  a  technical  analji 
at  Salomon  Smith  Barney.  But  if  tech  earnings  pick  up  dov 
the  road,  bigger  gains  could  resume  in  the  Nasdaq. 

More  bad  news  for  investors:  This  could  be  a  market  bu 
ble  that  takes  years  to  overcome.  In  the  tech  bubble  of  t 
late  '50s  and  early  '60s,  computer  stocks  such  as  IRM  peaked 
the  fourth  quarter  of  1961,  then  plunged.  They  didn't  recov 
until  1964,  says  a  recent  study  by  Salomon  Smith  Barney.  A 
oil  stocks  still  haven't  returned  to  the  peaks  they  reached  di 
ing  the  oil  stock  bubble  of  1980.  "There's  no  reason  to  thi 
this  time  will  be  different,"  says  A.  Marshall  Acuff  J 
equities  strategist  at  Salomon  Smith  Barney. 

Despite  a  few  brief  rallies,  the  Nasdaq  may  strugf 
for  a  while.  But  strategists  say  potential  interest-rs 
cuts  ahead  could  bring  the  Dow  and  the  s&P  500  ba 
soon.  "There's  enough  momentum  on  the  upside  that  s 
and  Dow  will  make  new  highs  in  the  first  half  of  n< 
year.  But  not  the  Nasdacj — there's  just  too  much  tei 
and  it  has  such  a  long  way  to  climb  back."  says  Bro^ 
Brothers'  Hill.  Looks  like  the  nerds  have  it. 

By  Man-la  Vickcr.s  in  New  Yc 


Bibendum,  the  Michelin  Man, 
voted  best  logo  in  the  world. 

The  Financial  Times,  with  the  participation  ofR.O.B.  Magazine  (Report  on 

Business),  recently  asked  a  worlwide  jury  of  experts  from  the  world  of  art  and 

communication,  architecture  and  design  to  select  the  best  logo  of  the  century. 

Their  overwhelming  answer:  Bibendum,  or  the  Michelin  Man  as  he  is  known 

throughout  the  world.  Thanks  to  everyone  for  their  support! 
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THE  EPA  MAY  SEND 
GE  UP  THE  RIVER 

GENERAL  ELECTTRIC'S  DECADES- 
old  battle  over  PCBs  in  the 
Hudson  River  heated  up  on 
Dec.  G.  The  Environmental 
Protection  Agency  proposed 
that  GE  undertake  a  $460 
million  "targeted  dredging" 
of  500  acres  of  v^^aterway.  GE, 
which  legally  dumped  the 
carcinogen  for  30  years  until 
1977,  labeled  the  proposal 
"absurd"  and  vowed  to  con- 
tinue its  fight  against  the 
EPA.  To  be  sure,  there  w\\\ 
be  no  quick  resolution.  The 
EPA  has  floated  a  proposal — 
not  an  order — that  ge  do  a 
cleanup.  Such  an  order  is 
months  away — if  it  happens 
ever.  This  last-minute  envi- 
ronmental action  of  the  Clin- 
ton Administration  may  not 


CLOSING    BELL 


MENDED  NET 

Don't  call  it  a  comeback — 
not  yet.  On  Dec.  5,  Inktomi 
stock  jumped  57%,  to 
$34.44,  far  outpacing  the 
Nasdaq's  record  single-day 
jump  of  10.5%.  The  next 
day  it  climbed  3^/6,  to  close 
at  38.  The  reason?  The  Net 
infrastructure  sector  served 
by  Inktomi  is  on  the  rise. 
Also  helping  is  Inktomi's 
traffic-server  upgrade  with 
support  for  the  Linux  oper- 
ating system.  A  fine  perfor- 
mance, but  the  stock  is 
still  84%  below  its  52-week 
high  reached  in  March. 
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stand  or  may  be  substantial- 
ly changed  under  a  Bush 
Administration. 


A  SEA  OF  PINK  AT 
DUN&BRADSTREET 

IT    WILL     BE     A     LESS    THAN 

merry  Christmas  at  Dun  & 
Bradstreet.  On  Dec.  4,  the 
credit-service  company  an- 
nounced it  would  cut  1,000 
jobs.  That's  on  top  of  300  jobs 
the  company  already  said  it 
would  eliminate.  The  goal: 
generate  $100  million  in  cost 
savings  to  help  drive  earnings 
grov^i^h  and  fund  e-commerce 
initiatives.  An  additional  $50 
million  in  cuts  is  planned  for 
the  spring.  Prudential  Securi- 
ties analyst  James  Dougherty 
says  Net  services  have  hurt 
d&b's  higher-cost  offerings. 

FASBMAKESA 
GOODWILL  GESTURE 

JUST  IN  TIME  FOR  THE  GREAT 
tech  shakeout  come  easier  ac- 
counting rules  for  mergers. 
The  Financial  Accounting 
Standards  Board  has  decid- 
ed to  create  a  hybrid  method 
for  booking  mergers  that  lets 
an  acquiring  company  carry 
"goodwill" — the  portion  of  the 
target  company's  value  that 
doesn't  represent  tangible  as- 
sets— on  its  books  indefinitely. 
The  merged  company  must 
periodically  assess  the  items 
that  go  into  goodwill,  such  as 
brands,  customer  relation- 
ships, and  other  intangibles, 
and  take  a  woite-off  if  their 
value  falls.  FASB  is  backing 
down  from  its  earlier  plan  to 
require  a  20-year  write-off  of 
all  goodwill. 

LIFE  SUPPORT 
FOR  OXYGEN  MEDIA 

IT  TOOK  SEAITLE  BILLIONAIRE 
Paul  Allen  to  breathe  life  into 
struggling  Oxygen  Media.  On 
Dec.  4,  Allen's  Vulcan  Ven- 
tures agreed  to  pump  $100 
million  into  the  struggling 


HEADLINER:   STEVEN   REINEMUND 


PEPSrS  NEW  GENERATION 


Thanks  to  PepsiCo's  $13 
billion  deal  to  buy  Quaker 
Oats  and  its  fast-growing 
Gatorade  brand,  Steven 
Reinemund's  eleva 
tion  to  CEO  is  com- 
ing a  year  and  a 
half  ahead  of 
schedule.  Not 
only  does  he 
have  to  make 
the  biggest  deal 
in  Pepsi  history 
work,  but  when  it 
closes,  he  must  fill 
the  CEO  shoes  of  soda  leg- 
end Roger  Enrico. 

Can  Reinemund  stand 
up  to  the  comparison?  The 
52-year-old  former  Marine 
is  known  for  his  excruciat- 
ing attention  to  detail  and 
his  disciplined  runner's 
physique.  A  relentless 
worker,  he  phones  subordi- 


w 


nates  on  their  days  off  to 
tell  them  if  a  product  is 
out  of  stock  at  a  supermar 
ket.  Though  Reinemund 
is  a  veteran  of  Pep- 
si's profitable 
Frito-Lay  snack 
division,  he  does 
not  have  Enri- 
co's marketing 
flair,  beverage 
experience,  or 
love  of  dancing 
the  night  away  at  a.^  i 
good  party.  But  the 
two  executives  are  quite 
alike  in  their  demanding 
nature,  both  focusing  on 
the  bottom  line.  And  Al 
Bru,  CEO  of  Frito-Lay 
North  America,  praises  the| 
grasp  of  detail  that  makes 
Reinemund  able  "to  seize 
an  opportunity  quickly." 

Nanette  Byrne, 


women's  cable  channel  and 
Web  business,  whose  Holly- 
wood backers  include  Oprah 
Winfrey  and  TV  producer 
Marcy  Carsey.  Is  Microsoft 
co-founder  Allen,  who  invest- 
ed $100  million  in  Oxygen  a 
year  ago,  just  throvidng  good 
money  after  bad?  Not  neces- 
sarily. A  day  after  announcing 
Allen's  investment,  Oxygen 
Chairman  Geraldine  Lay- 
bourne  slashed  the  number  of 
Oxygen-run  Web  sites  from 
more  than  a  dozen  to  just 
four.  Layboume  shuttered  the 
company's  Seattle  office  and 
cut  44  full-time  and  21  part- 
time  jobs.  With  Allen's  in- 
vestment and  a  tighter  focus. 
Oxygen  may  not  have  drawn 
its  last  breath.  But  the  com- 
I)any's  looking  awfully  winded. 

KNOCKING  AT  THE 
SMOKEHOUSE  DOOR 

IF  AT  FIKST  YOU  DON'T 
succeed,  try  again.  That's  the 
message  from  poultry  king 


Tyson  Foods,  which  on  Di 
4  jumped  into  the  bidding 
for  IBP,  the  nation's  bigg( 
beef  processor  and  No.  2  po] 
producer  (page  242).  With  t 
move,    $7.16    billion    Tysc 
which  unsuccessfully  expe: 
mented  v\ath  pork  and  hd 
businesses  in  the  early  199(  f' 
is  angling  to  become  the  r 
tion's  largest  meat  compar'rj 
IBP  said  it  would  begin  tal 
on  lyson's  proposed  cash-an 
stock  offer  of  $2.8  billion  aj  lif  ■ 
the  assumption  of  $1.4  billi  liin 
of  debt.  This  puts  pressu^f 
on  Smithfield  Foods  to  rai^d 
its  $2.7  billion  offer  for  Tysc  if 


ETCETERA... 


■  Struggling  Xerox  spun  o  k 
(Jyricon  Media  from  its  Pi 
Alto  Research  ('enter. 

■  Bank  of  America  said  tb  4 
it  will  miss  eur-nings  forecaj 
for  th(>  yeiu-.  j 

■  The  FAA  cut  140  flights  1^ 
Dec.  4  lottery  to  ease  I  pi 
Ouai-ilia  Airport  congestiol  ]•: 


th4: 
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SIGN 


lORN  TO  BE 

I  LiniE  TOO  WILD 

w  "concept  drift"  changed  GM's  radical  Aztek  into  an  odd  duck 


back  its  annual  sales 
forecast  to  50,000,  from 
the  original  75,000.  Aztek 
inventories  remain  al- 
most triple  what  car- 
makers like  to  maintain. 
"We  didn't  order  any 
this  month,"  says  Frank 
St.  Tomas,  general  sales 
manager  of  Ken  Grody 
Pontiac  GMC  in  Carlsbad, 
Calif.,  which  has  50  or 
60  Azteks  on  its  lot. 

That's  a  rough  start 
for  a  vehicle  that  GM  had 
loped  would  signal  a  de- 
sign renaissance.  With 
Aztek,  GM  wanted  to 
prove  it  could  transcend 
its  engineering-dominat- 
ed culture  and  design  a 
hip,  aflfordable  vehicle  for 
young  buyers  and  move 
it  quickly  through  a  tra- 
ditionally slow-moving 
bureaucracy.  But  the  ef- 


J. 
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eneral  Motors  Corp.  has  found  out 
the  hard  way  that  it's  not  easy  to 
be  hip.  Last  summer,  the  carmak- 
Pontiac  Div.  began  rolling  out  its 
•k  sport-utility  vehicle,  the  first  of 
ral  designs  that  gm  hoped  would 
around  its  reputation  for  churning 
nondescript  cars  and  reverse  its 
■cet-share  slide.  And  the  Aztek  is 
hing  but  blah.  At  Red  McComb's 
;rior  Pontiac/GMC  in  San  Antonio, 
;dgy,  outlandishly  styled  vehicle  sits 
le  showroom  next  to  a  more  con- 
ional  Hyimdai  Santa  Fe  suv.  But  so 
;he  Korean-made  Santa  Fe  is  out- 
ig  the  Aztek  five  to  one,  says  Darin 
.  the  dealership's  sales  manager.  It's 
h  to  sell  many  Azteks,  Hair  says; 
pie  love  it  or  hate  it." 
ore  often  today,  the  Aztek  is  the 
;le  people  love  to  hate.  Many  deal- 
who  try  to  sell  it  can't  find  kind 
Is  for  the  Aztek's  aggressive  looks, 
at  $22,000  to  $27,000,  the  Aztek  is 
priced  for  its  original  twenty-  to 
ysomething  market.  Even  the  car- 


General  Motors  had  hoped  its  eye-popping  new 
SUV  would  signal  a  design  renaissance.  But 
Azteks  have  been  clogging  dealers'  lots 

AT  THE  MEDIA  LAUNCH:  DESIGNER  PETERS  WITH  HIS  STRANGE  NEW  BABY 


enthusiast  magazines,  which  typically 
review  even  the  worst  automobOes  with 
kid  gloves,  have  ripped  the  Aztek's 
styling.  Autonwbile  magazine  called  the 
SUV  "gut-wrenching  to  look  at."  Says 
James  Hall,  vice-president  at  automo- 
tive consulting  firm  AutoPacific  Inc.: 
"Functionally,  the  Aztek  is  great.  It  just 
looks  like  six-week-old  cottage  cheese." 
The  Aztek's  early  sales  performance 
has  been  just  as  ugly.  In  its  first  four 
months,  the  Aztek  has  averaged  about 
2,000  sales  a  month — compared  with, 
say,  8,000  a  month  for  Ford  Motor  Co.'s 
new  Escape  SUV.  In  November,  gm 
slapped  on  a  $500  rebate  and  scaled 


fort  foundered  when  a  zeal  for  aggres- 
sive styling  at  the  top  of  GM  clashed 
with  engineering  constraints,  creating 
some  awkward  compromises.  "My  un- 
derstanding is,  this  isn't  how  the  vehicle 
was  intended  to  look,"  says  Nextrend 
Inc.  analyst  Wes  Brown.  "But  they  had 
too  many  hands  in  the  pot." 
"CHANGE  AGENT."  GM  insists  that  the 
Aztek  is  not  a  disaster  and  that  the 
company  won't  pull  in  its  horns  and  re- 
turn to  cautious  styling.  "If  we  rely  on 
the  current  engineering-driven  rules, 
we  will  never  be  competitive,"  says 
Mark  Reuss,  vehicle  line  executive  for 
Aztek.  Still,  its  lessons  are  already  being 
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incorporated  into  forthcoming  vehi- 
cles. Says  Aztek  Chief  Designer   j 
Tom  Peters:  "The  whole  program    3^    ' 
has  been  a  change  agent  for  the 
company." 

Some  outside  observers  de- 
scribe the  Aztek  as  the  first 
awkward  step  toward  innova- 
tion by  a  company  that  has 
avoided  that  path.  They  liken 
the  debacle  to  Ford's  remodel 
ing  of  its  1996  Taurus  sedan — an 
overly  aggressive  and  costly  de- 
sign that  polarized  buyers  and  led 
to  a  sharp  sales  falloff.  In  that 
case,    though,    the    damage    was 
worse  because  the  Taurus  and  its 
sister,  the  Mercury  Sable,  were 
bread-and-butter  cars  that  had  sold 
500,000  units  in  1995.  The  Aztek 
represents  a  smaller  risk  for  Gen- 
eral Motors.  Says  John  Taylor,  a 
GM  executive  director  of  design: 
"There  are  going  to  be  some  balls 
that  don't  go  out  of  the  park.  Over- 
all, I'm  glad  we  did  it." 

The  Aztek  started  out  a  far  dif- 
ferent vehicle.  Its  inspiration  was  a 
1994  sketch  called  Project  Bear 
Claw,  drawn  in  gm's  now-shuttered 
design  studio  in  Thousand  Oaks, 
CaHf.  Bear  Claw  called  for  a  small- 
er vehicle,  more  like  a  tall  wagon 
udth  rugged  styling.  One  GM  de- 
signer describes  the  original  draw- 
ing as  "an  off-road  sports  car." 
Even  the  Aztek  show  car,  which 
debuted  in  Detroit  in  January,  1999, 
retained  some  curves  in  the  sides 
and  doors.  The  production  Aztek, 
by  contrast,  has  a  much  more 
pumped-up,  angular  body. 
HAND-ME-DOWN  PARTS.  The  first 
compromise  was  made  a  couple  of 
years  after  the  initial  drawings 
when  Detroit  designers  and  engi- 
neers dreamed  up  ways  to  get  the 
car  into  production.  Bear  Claw 
wasn't  conceived  for  an  existing 
platform  or  vehicle  frame.  But  en- 
gineers decided  to  use  gm's  minivan 
platform  to  get  to  market  quickly 
and  affordably.  Minivan  components 
were  available,  and  GM  needed  to 
sell  more  vehicles  with  those  parts 


ANATOMY  OF  A  COMPROMISE 


General  Motors'  California  design  stu- 
dio draws  a  concept  called  Bear  Claw — a  small, 
youth-oriented  sport-utility  vehicle.  The  idea  is 
to  combine  aspects  of  a  car  and  an  SUV 
targeted  at  twenty-  and  thirtysomethings. 

BkMf  Bear  Claw  becomes  the  inspiration  for 
Aztek.  Because  it  wasn't  designed  with  a 
vehicle  architecture  in  mind,  engineers  and 
designers  begin  looking  at  truck,  passenger- 
car,  and  minivan  platforms. 

BliHI^gil:!  GM  decides  the  minivan  platform 
could  accommodate  a  spacious  SUV  while 
holding  down  development  costs.  But  sides 
and  doors  must  have  flat  panels  to  avoid  pro- 
duction problems.  That  gives  the  Aztek  a  bloat- 
ed, boxy  appearance.  Aztek  is  assigned  to  Pon- 
tiac.  Designers  work  to  develop  a  vehicle  that 
has  that  brand's  sporty  look.  Top  management 
pressures  them  to  make  a  bold  styling  state- 
ment that  says  GM  is  done  with  boring  cars. 

■M.Mihi:4-^i:i:^rf  The  Aztek  concept  car 
debuts  at  the  Detroit  Auto  Show  to  mixed 
reviews.  This  version  has  more  curvaceous 
sides  that  hide  some  of  its  minivan  boxiness, 
but  those  subtleties  are  lost  by  the  time  Aztek 
reaches  the  market. 

M\\\\\mfX\\\^  Aztek  production  begins  as  the 
vehicle  debuts  with  only  two-wheel  drive  on 
the  West  Coast  and  in  the  Southwest.  All- 
wheel  drive  will  come  in  early  2001.  In  the 
midst  of  a  hot  market  for  SUVs,  GM  prices  the 
Aztek  at  $22,000  to  $27,000— too  expen- 
sive, critics  say,  for  a  youth  market. 

IMlSEIIlESSa  With  sales  lagging-only 
9,000  sold  through  November— GM  scales 
back  its  yearly  sales  estimates  and  slaps  a 
$500  rebate  on  the  Aztek. 


to  boost  returns  for  that  program.  The 
SUV  could  be  easUy  buOt  in  a  new  plant 
in  Ramos  Arizpe,  Mexico.  And  mini- 
van  architecture  gave  it  a  flat  floor 
suitable  for  cargo.  That  interior  space 
became  a  key  selling  point. 

The  trade-off:  The  Aztek  took  on  the 
large,  boxy  dimensions  of  a  minivan. 
The  angular  appearance  was  only  ac- 
centuated when  it  was  assigned  to  the 
Pontiac  division.  That  ensured  it  would 


get  a  racy  look,  with  lots  of  plastic 
molding  strapped  around  its  bottom  half. 
Pontiac  designers  were  urged  on  by  top 
executives,  who  wanted  to  make  a  state- 
ment about  breaking  from  gm's  instinct 
for  caution.  Chrysler  had  just  wowed 
buyers  with  its  macho  Dodge  Ram  pick- 
up. With  (JM  getting  hammered  for 
bland  designs  and  its  overall  share  drop- 
ping from  33%  in  1994  to  28%  currently, 
the  word  was  passed  to  get  flashy.  One 


iesigner  gripes:  "It  was 
gressive  for  the  sake  of  being 
aggressive."  Counters  Peters: 
"We  wanted  to  do  a  bold,  in- 
your-face  vehicle  that  wasn't 
for  everybody." 

During  development,  gm  - 
research  showed  that  would-i 
be  buyers  were  sharply  po 
larized     over    the     Aztek' 
styling.  But  some  of  the  young  d: 
vers  who  were  interested  may  ne' 
er  have  gotten  past  the  price  taj 
That's  one  reason  why  the  avei 
age  age  of  an  Aztek  buyer  is  41 
compared  with  Pontiac's  overall  a' 
erage  of  42.  Pontiac  officials  insii 
that  a  price  as  high  as  $27,000  isj 
fair  given  the  vehicle's  size,  18 
horsepower  engine,  and  interioi 
versatility.  But  analysts  wondei 
why  the  Aztek  is  so  expensive 
since  it  uses  many  existing  parti 
and  is  built  in  Mexico.  Says  Auto 
Pacific's  Hall:  "They  got  greedy 
Utility  vehicles  are  hot,  and  thej 
misjudged  pricing." 

Privately,  some  GM  officials  ac 
knowledge  mistakes  with  th( 
Aztek.  Executives  say  designeri 
now  create  vehicle  concepts  wit) 
a  specific  platform  in  mind  and  giv 
much  more  thought  to  getting 
market  with  fewer  compromise 
"Concept  drift — when  you  st; 
vidth  one  thing  and  do  another- 
one  concern  of  ours,"  Taylor  sa; 
Also,  several  new  vehicles  in  th 
Pontiac  pipeline  are  being  tonei 
down.  The  Buick  Rendezvous  su) 
due  out  next  year,  shares  man; 
Aztek  parts  but  will  have  men 
mainstream  styling.  The  Pontia 
Vibe,  a  small  sport  wagon  to  b| 
built  with  Toyota  Motor  Co.,  will 
stripped  of  some  molding.  A 
Pontiac's  concept  rev  sport  wa| 
on  has  a  dramatic  profile  and  hoi 
scoops  but  no  exterior  plastic 

The  Aztek's  saving  grace  m 
be  that  unlike  Ford's  gamble 
the  Taurus,  (iM  rolled  the  dice  on 
lifestyle  vehicle  that  promised  o 
modest  sales.  Still,  the  Aztek 
generating  the  wrong  kind  of  buz 
"It's  not  a  question  of  lost  sales,  it's 
question  of  lost  brand  equity,"  says  Kr 
Noble,  president  of  the  Car  Lab,  a  coi 
suiting  firm  in  Santa  Ana,  Calif.  "I 
certainly  going  to  taint  the  rest 
what's  in  Pontiac  dealers'  lots."  Thai 
the  risk  GM  took  when  it  decided 
walk  on  the  wild  side.  Now,  the  ca' 
maker  must  learn  some  sobering  lessoij 
on  the  morning  after. 

By  David  Welch  in  Det 
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A  WIDENING  GAP 
AT  THE  TOP 

Departures  make  it  harder  for  Gap  to  turn  its  numbers  around 


A  lot  of  retailers  are  struggling 
through  this  crucial  holiday  season, 
but  few  have  as  big  a  handicap  as 
Gap  Inc.  The  San  Francisco-based  outfit 
is  suffering  ft'om  serious  losses  in  its  se- 
nior management  ranks.  Four  top  Gap 
executives  have  left  since  September  as 
part  of  a  management  shakeup,  and  two 
others  exited  earlier  this  year,  including 
the  chief  operating  officer.  With  so  many 
departures,  "more  peo- 
ple are  being  pulled 
in  more  directions, 
and  it's  coming  at 
the  most  critical  pe- 
riod of  the  year  for 
Gap,"  says  Todd  D. 
Slater,  a  retail  ana- 
lyst  at  Lazard 
Freres  &  Co. 

Chief  Executive 
Millard  S.  "Mick- 


ey" Drexler  conducted  the  corporate 
housecleaning  in  September  and  Octo- 
ber in  an  effort  to  inject  new  blood  into 
the  executive  lineup  after  months  of 
poor  results.  Why  shake  up  things  just 
before  Christmas?  Slater  says  Drexler 
"had  no  choice  but  to  act  now;  busi- 
ness was  underperforming.  He's  under 
pressure."  Still,  the  exodus  has  forced 
him  to  oversee  multiple  executive 
searches  while  the  company  is  trying  to 
regain  its  balance  after  a  series  of  mis- 
steps. These  included  an  ill-conceived 
spring  advertising  cam- 
paign for  the  Gap  chain, 
too  few  grown-up  clothes 
at  its  Old  Navy  unit,  and 
oddball  purple  fashions  at 
Banana  Republic.  Drexler 
made  the  mistake  of 
skipping  television  ad- 
vertising in  the  fall,  opt- 
ing instead  for  a  special 
discount  card  that  cus- 
tomers did  not  embrace.  Now, 
Gap  is  back  on  TV  with  new 
commercials. 

The  loss  of  seasoned 
managers     may     be 


DREXLER 

AND 

OTHERS  ARE 

PULLING 

DOUBLE 

DUTY 


making  it  harder  to  turn  the  numbe: 
around.  Last  month.  Gap  reported  thirc 
quarter  earnings  of  $186  million,  dow 
41%  from  the  year  before.  Overall  sak 
rose  12%,  but  sales  at  stores  open 
least  a  year  dropped  8%  (chart,  pag 
74).  And  the  fourth  quarter,  ending  Fel 
3,  isn't  expected  to  be  much  bette 
Credit  Suisse  First  Boston  expects  t 
company  to  post  earnings  of  $295.9  m: 
Hon,  down  28%  from  the  previous  ye 
on  an  18%  sales  gain.  For  the  year,  cs: 
sees  Gap  posting  $901.6  million  in  ea: 
ings,  down  20%,  on  a  17%  sales  gain, 
$13.6  biUion.  Wall  Street  isn't  expe^ 
ing  a  turnaround  any  time  soon,  a 
investors  have  punished  Gap,  knocki 
the  stock  down  to  around  $26  a  sha: 
from  over  $50  in  July. 
OPEN  SLOTS.  Gap  isn't  saying  mu 
about  the  departures.  Drexler  declin 
to  be  interviewed,  and  the  former  ex^ 
utives  either  won't  comment  or  could 
be  contacted.  Gap  calls  the  four  dep; 
tures  that  were  part  of  the  shake 
"resignations"  or  "mutual  decisions." 
an   October   press   release,    howev 
Drexler  said  he  was  "making  approp 
ate  management  changes  to  ensure 


Executive  Exodus 

Gap  CEO  Mickey  Drexler  has  seen  six  of  his  top  executives 
depart  this  year 


^B 

TITLE 

DATE  ANNOUNCE 

^H    LISA  A.  SCHULTZ 

Executive  vice-president  for  product 
design  and  development,  Gap  unit 

October 

^P  scon  OLIVET 

Senior  vice-president  for  real  estate 

October 

^B  JAMES  A.  NEVINS 

Executive  vice-president  for 
marketing,  Gap  unit 

September 

K    CHARLES  FERER 

Vice-president  for  finance,  Old  Navy 

September 

W        JOHN  B.  WILSON 

Executive  vice-president  and  chief 
operating  officer 

April 

JEANNE  JACKSON 

Chief  executive  officer,  Banana 
Republic  and  Gap  Direct 

March 

DATA  CAP 
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In  Pueblo,  the  free  information 
is  also  hot.  You  can  get  it  by 
dipping  into  the  Consumer 
Information  Center  web  site, 
www.pueblo.gsa.gov.  Or  calling 
toll-free  1  -888-8  PUEBLO 
(1-888-878-3256)  to  order 
the  Catalog.  Spice  up  your  life 
with  ready-to-use  government 
information  on  topics  like 
investing  for  retirement,  getting 
federal  benefits,  raising  healthy 
children  and  buying  surplus 
government  property.  Sorry, 
salsa  not  available  through  our 
web  site  or  Catalog. 
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have  the  best  talent  to  lead  our  business 
forward,"  implying  that  the  executives 
were  asked  to  leave.  As  for  the  two 
execs  who  quit  earlier  this  year,  former 
coo  John  B.  Wilson  is  now  a  private 
investor,  and  Jeanne  Jackson,  who  ran 
Banana  Republic  before  leaving  in 
March,  is  now  chief  of  Wal-Mart  Stores 
Inc.'s  online  business.  Some  of  the  most 
recent  vacancies  have  been  filled  by  cur- 
rent Gap  managers,  but  some  key  posi- 
tions remain  open,  including  the  mar- 
keting head  for  the  Gap  unit. 
MANAGEMENT  CRUNCH.  The  situation 
has  Drexler  and  other  key  officials 
pulling  double  duty.  For  example.  Ba- 
nana Republic  marketing  chief  Amy 
Schoening  is  splitting  her  time  to  over- 
see the  Gap  division's  marketing,  and 
Mitch  Rhodes,  who  runs  the  online 
unit's  marketing,  is  helping  to  head  up 
marketing  at  Old  Navy  until  replace- 
ments can  be  found.  This  management 
crunch  comes  on  top 
of  the  usual  Christ- 
mastime operational 
headaches.  Gap  typi- 
cally collects  a  third  of 
its  revenue  and  35% 
to  40%  of  its  net  prof- 
it during  the  fourth 
quarter.  Stores  load  up 
on  temporary  employ- 
ees and  extend  shop- 
ping hours — some  lo- 
cations open  two  hours 
early,  at  8  a.m. 

Drexler,  meantime, 
has  taken  on  some  of 
the  duties  of  ex-coo 
Wilson,  who  left  in 
April  viithout  a  reason 
being  given.  Analysts 
regarded  Wilson  as  the 
company's  disciplinari- 
an in  important  mat- 
ters such  as  distribu- 
tion— and  over  the 
summer,  logistics  at 
Old  Navy  began  to  fal- 
ter. The  channel  for 
merchandise  from  fac- 
tory to  distribution 
centers  to  stores  got 
clogged,  resulting  in 
thinly  stocked  shelves 
and  double-digit  de- 
clines in  same-store 
sales. 

Gap  eliminated  Wil- 
son's position,  and  that 
worries  some  investors. 
Steven  Dray,  portfolio 
manager  at  Strong 
Capital  Management 
Inc.,  says  going  with- 
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out  a  coo  is  "not  ideally  suited  to  Micl(j 
ey  Drexler,"  whose  greatest  strength 
lie  in  merchandising,  not  operatic 
Dray  also  wonders  whether  Drexler 
overextending  himself  by  not  delegate 
some  responsibilities  to  less-experience 
people  who  were  recently  promoted 
Since  April,  when  he  moved  up  Ker 
neth  S.  Pilot  from  heading  Gap's  tiny 
temational  division  to  leading  the  fij 
ship  Gap  brand,  Drexler  has  oversee! 
the  brand's  marketing  and  product  d^^ 
velopment.  These  are  areas  that  he  ha 
previously  left  to  Pilot's  more-seasone 
predecessor,   Robert  J.    Fisher, 
stepped  down  late  last  year.  To  lessej 
the  burden  on  himself,  Drexler  m; 
"need  a  coo,  or  more  senior  people 
each  division,"  says  Dray. 

Gap  says  it  is  searching  both  insidj 
and  outside  the  company  to  fill  the  em^ 
ty  slots,  but  that's  bound  to  take  timi 
That  might  hurt  morale,  which  cot 
lead    to    more    c 
tions.  Any  manageme^ 
outflow  creates  an 
mosphere  of  uncertai 
ty,  making  manage^ 
more  open  to  seekin 
jobs   elsewhere,   saj 
Kirk   Palmer,   a 
York  retail  headhunte 
"If  it  were  24  montH 
ago,   I'd   have   had 
hard  time  taking  pi 
pie  out  of  Gap.  But 
day  you'll  find  more  e^ 
ecutives     willing 
listen  about  other  on 
portunities,"    he  sayi 
"That's  not  good   fo 
Gap." 

What  may  be  goo 
for  Gap  is  that  Drexl^ 
already  has  take 
steps  to  get  the  cor 
pany  back  on  traci 
He's  stocking  moij 
clothes  at  Old  Na\ 
for  Mom  and  D^ 
rather  than  just  tl 
kids  and  opening  fewJ 
stores  at  all  thri 
chains     next     yes 
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STOCK  a  similar  rough  pat 

'".I'?!...  once  before,  shortly 
ter  he  took  over  a 
chief  executive  in  199(p 
Investors  will  b 
watching  to  se 
whether  he  can  fill  th 
gaps  in  his  lineup  an 
pull  off  an  enct)rt'. 

By  Louise  /. 
in  San  Mateo,  C(il 
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MEMO 


TO:       All  Employees 
FR:       Jack  Graves,  CEO 
RE:       Health  Care  Costs 

This  year  the  compar^y's  cost  ^o^^jf^^^^.^  "to  our' 

rS2%.  in  o^^^^^^l'^^TT.T...  company  polices: 
bottom  line  we  are  going  to  aaop 

.  .       iuuons  will  be  insteUed.  and  sneezing 
"hey."  "hi"  or  "whafs  up? 


Q^ 


Mf;mM< 


:hing  for  more  practical  health  benefit  solutions?  Hewitt  can  help  you  find  quality 
h  care  options  that  reduce  costs  and  improve  employee  satisfaction.  As  the  largest 
fits  consulting  firm  in  the  U.S.,  we're  using  the  power  of  the  internet  and  unparalleled 
resources  to  create  a  more  efficient  health  care  marketplace,  as  well  as  bring  back 
malized  employee  choices  and  service.  So,  if  you'd  like  to  avoid  the  cost  of  desktop 
zing  stations  and,  at  the  same  time,  keep  health  care  costs  under  control,  simply  contact  us. 


Hewitt 


www.hewitt.com 


Improving  Business  Results  Through  People 


GREEN  MACHINE 


Special  Report 


THE 

BEST 

PRODUCTS 
ofZOO 

By  Roy  Furchgott 

This  year's  best  products  may  have  comput- 
er chips  inside,  but  they  often  have  a  nos- 
talgic look.  Convergence  is  under  w^ay:  We 
saw  small  computers  that  wirelessly  Web 
surf  and  a  touch-screen,  information-manager 
phone.  Home  entertainment  has  converged, 
too.  Popular  short  films  are  online,  and  soon 
we'll  upload  live  home  movies.  Some  products 
took  on  Brancusi-like  curves  with  frosted  translu 
cent  finishes,  others  harkened  back  to  the  '40s.  We 
even  found  a  new  and  improved  pencil. 


At  last — an  enviro-chic 
car.  Honda's  ,$20,000 
two-seat  Insight  runs 
on  a  gasoline  engine/ 
electric  motor  combo 
and  gets  up  to  70  mpg. 
Honda  will  build  6,000 
cars  next  year.  Rivals 
have  come  up  with 
hybrids  or  plan  to  do 
soon. 
(honda20001.com) 
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NO  STRINGS 


Metricom's  Ricochet 
modem  ($99  to  $300, 
plus  $70  to  $80 
monthly)  hooks  into 
your  laptop  and 
lets  you  surf  the 
Web  wirelessly  at 
128  kbps — twice  the 
speed  of  dial-up 
modems.  The  service  is 
in  only  a  dozen  or  so  U.S. 
cities,  but  next  year  it 
should  be  in  46  markets. 
(www.metricom.com) 


MEET  THE  SIMS 


Get  a  life — or  sever- 
al— from  Electronic 
Arts'  The  Sims,  a  $40 
game  in  which  players 
create  neighborhoods, 
right  down  to  the 
quirky  personalities  of 
the  inhabitants.  Enthusi- 
asts post  free  homemade 
enhancements  on  the 
Web — download  Elvis 
Presley  and  introduce 
him  to  your  'hood. 
(www.ea.com) 
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The  hippest  way  to  go  this  ye 
was  the  Razor  ($99,  $129,  $14 
Nasty  spills  led  the  Consume 
Products  Safety  Commissio 
to  recommend  that 
users  wear  helmets  and 
pads,  but  Razors  still 
race  off  shelves. 
(razorusa.com) 


PAY  IT  FORWARD 


Paytrust  goes  online  bill-paying  one  better 
by  also  receiving  bills  electronically — all 
for  $8.95  a  month.  It'll  even  nag  you  by 
e-mail  when  payments  are  due. 
(www.paytrust.com) 
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SHARP  FOCUS 


Who  would  have  guessed  this  replace- 
ment for  the  banal  Ford  Escort  would  hit 
it  big  with  trend-setting  youth?  But  Ford 
promoted  the  $13,000  Focus  to  aftermar- 
ket  parts  shops  that  milled  cool  add-ons. 
(www.fordvehicles.com/cars/focus/) 


l-CANDY 


CUBICLE  CUISINE 


Scott  Adams,  the  famed  Dilbert  cartoonist, 
pined  for  a  convenient  vegetarian  meal. 
The  result:  the  Dilberito,  a  tasty  $2.70 
meatless  burrito  fortified  with  23  vitamins 
and  minerals,  (www.dilberito.com) 


Video-compression  technol- 
ogy has  made  a  festival  of 
short  films  available  online, 
free.  Ifilm.com  offers  fare 
rated  G  to  X.  (Check  out  the 
action  movie  1^05.) 
Icebox.com  has  provocative 
cartoons,  and  Heavy.com 
specializes  in  parodies. 


101 


NEW  DIRECTIONS 

The  Alpine  Power  NAV, 
coupled  with  a  multi- 
media station,  puts  an 
electronic  map  on  your 
dashboard.  The  gps- 
guided  navigator  has 
voice  prompts  at  turns 
and  exits  and  can  route 
you  around  jams.  The 
DVD  unit  and  screen 
cost  about  $3,300. 
(www.alpinel.com) 
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THE  BEST  PRODUCTS  OF  2000 


BURNING  UP  THE  AUTOBAHN 

The  BMW  Z8  can  really  haul.  The 
$130,000  roadster's  394-hp,  V-8  engine 
powers  a  lightweight,  all-aluminum 
body.  And  it  goes  from  zero  to  60  mph 
in  about  4.7  seconds.  The  only  trouble: 
BMW  plans  to  sell  only  400  in  the  U.S. 
In  fact,  dealers  have  auctioned  the  car 
off  for  as  much  as  $250,000.  That  lends 
new  meaning  to  the  phrase  "it's  going 
fast."  (www.bmw.com) 


PRETTY  BABY 


BCom's  snazzy  Net     r 

appliance,  Audrey, 

simplifies  Web  access. 

Plug  it  into  an  electrical 

outlet  and  a  phone  jack, 

tap  on  the  screen,  and  you 

can  send  e-mail,  view  Web 

pages,  even  coordinate  with  a 

handheld  computer's  calendar  and  address  book.  It's  a 

pricey  $499.  (www.3com.com) 


;// 


PUTTING  HACKERS  ON  ICE 

Twenty-four-hour  Internet  connections  such  as  DSL  and 
cable  modems  give  computer  hackers  constant  access  to 
your  machine — even  when  the  browser  is  turned  off.  A 
$40  software  program,  BlacklCE  Defender,  creates  a  barri- 
.    ^puni  .    er  for  unwanted  visitors.  Installation 
"^      couo    "^^^  requires  just  one  set-up  screen  to 
whPf-^  put  protection  in  place  on  most  Win- 

dows machines,  (www.networkice.com) 


THE  BEAT  GOES  ON 


>% 


Polar  Electro's  newest  heart-rate  monitor, 
the  S210,  records  performance  based  on 
heartbeats,  not  on  time  spent  exercising.  It 
estimates  oxygen  uptake — crucial  tu 
jocks — but  even  a  flabby  novice 
can  use  the  $180  device.  Sit  for 
five  minutes;  it  calibrates  your 
training  range,  (www.polar.fi) 
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WORKERS  COMP 


Well,  you  knowwhat  we  mean:  teamwork.  The  real  kind.  Ask  our  customers 
about  the  impact  of  our  teamwork.  Last  year,  we  helped  them  save  nearly  700,000 
disability  days,  reduce  claims  by  20%  and  lower  their  cost  of  claims  by  10%.  Results 
like  these  come  from  partnering  with  our  customers  on  every  angle  of  insurance, 
through  our  unique  team  process  called  LibertyWorks™.  It's  how  we  evaluate  their 
business  from  top  to  bottom,  helping  them  uncover  safety  and  savings  opportunities. 
It's  how  we  customize  the  best  insurance  for  each  individual  business.  And  ultimately, 
teamwork  is  how  we  make  your  insurance  more  effective  and  easier  to  manage. 


r^^  Liberty 
\^  Mutual.- 

\ 

INSURANCtxi^A 

•§,             To  learn  about  case  histories  in  your  industry, 

or  for  more  information,  c 

all  1-800-4-LIBERTYorgo  to  www.libertymutualgroup.com 

'flHI                  Wt 

ZoZa.com  offers  a 
unique  line  of  high-fash- 
ion apparel  made  exclu- 
sively of  fabrics  found  in 
outdoor  wear.  They're 
comfortable,  wrinkle- 
free,  machine-washable, 
and,  yes,  even  attrac- 
tive. Among  the  of- 
V      ferings  are  a  $250 
\     evening  dress 
»/     that  rolls  up  into 
a  bag  and  a  $245 
fleece  blazer 
suitable  for  of- 
fice wear  or 
hiking.  For  the 
gadgeteers, 
there  are  even 
shirts  and  jackets  with 
hidden  pockets  for  cell 
phones. 


FUMNY  NOISES 


.*^ 


The  $50  Intel  Sound 
Morpher  can  help  your 
kids  make  fun  of  you.  The  device  records  sounds  that  can 
be  altered  by,  say,  adding  an  echo  or  changing  pitch.  Your 
darling  children  can  load  your  nagging  voice  onto  their 
computer  and  then  edit  the  words,  so  that  "Didn't  I  tell 
you  to  clean  your  room,"  comes  out  "I  didn't  tell  you  to 
clean  your  room."  (www.intelplay.com) 


THIS  PENCIL  IS  MIGHTIER  THAN. ..THE  PENCIL 

Germany's  Faber-Castell  has  succeeded  in  improving  the  lowly  pencil.  The 
$1  Grip  2001,  in  cool  silver  and  black  instead  of  mustard  yellow,  sports  an 
ergonomically  designed  triangular  cross-section.  Raised  dots  give  the  j)en- 
cil  a  nonslip  surface  that's  easy  on  the  fingers,  (www.faber-castell.com) 


82  BUSINESS  WEEK  /  DECEMBER   18,  ?000 


M  afternoon  sail. 


A  dinner  party  at  sunset. 
Digging  for  the  first  course.  |  Define  luxury  for  yourseff.^ 


■fWnH«M«HM 


•on  LS  I  Luxury  ,s  more  than  a  hood  ornament.  It's  a  feeling  you  get  when  you're  living  by  yo, 
rules.  It  s  knowing  that  sometimes  the  best  thing  about  a  3,9  litre  32-valve  V8  is  that  it  gets  yc 
place  where  you  can  slow  down  faster.  Visit  lincolnvehicles.com,  or  coll  800-688-889 


A    M    E    P    i    C    A 


^  Special  Report 


THE  BEST  PRODUCTS  OF  2000 


LIHLE  BLUE 


The  T21  is  IBM's  thinnest,  lightest 
laptop  yet.  At  5  pounds,  the  $2,649 
ThinkPad  offers  up  to  a 
14-inch  display,  a  Pentium  proces- 
sor up  to  850  MHz,  and  a  run- 
ning time  of  about  three  hours 
on  a  charge.  Cool  feature:  a 
little  light  that  illuminates 
the  keyboard. 


CULTMOBILE 


(www.ibm.com) 


Before  most  consumers  saw  the  retro-styled  PT  Cruiser  in 
person,  the  waiting  list  was  300,000  long.  The  car  has 
achieved  cult  status,  with  owners  who  prize  its  raffish 
looks.  Chrysler  put  off  thousands  of  orders  until  2001  be- 
cause it  can't  keep  up  with  demand,  (www.chrysler.com) 


OUR  FAVORITE  CLICKS 


In  2000,  Web  sites  disappeared  as  quickly  as  they 
cropped  up  in  1999.  Even  a  few  favorites  of  the 
Clicks  &  Misses  section  of  business  week  e.biz 
and  e.biz  Online  (www.ebiz.businessweek.com)  are  no 
more.  So  this  year,  we  tended  toward  well-planned, 
well-developed  sites,  although  a  handful  of  shoe- 
string operations  still  charmed  us.  A  sampler: 

■  NAPSTER.  It  was  founded  by  a 
19-year-old  kid,  but  Napster  has  won 
up  to  40  million  users  the  old-fash- 
ioned way:  by  delivering  the  best  ex- 
perience of  the  many  online  music  sites  in  this 
year's  news.  Users  share  a  huge  trove  of  songs, 
and  the  site  is  far  easier  to  use  than  rival  ap- 
proaches such  as  Gnutella's  and  Freenet's.  If  only  it 
were  legal A  settlement  with  the  music  indus- 
try, beginning  with  a  deal  in  which  Napster  accepts 
an  investment  from  Bertelsmann  in  exchange  for 
enforcing  copyrights,  will  change  Napster,  but  it's  a 
lot  of  fun  as  it  is. 

■  AMERICA  ONLINE.  Web  hipsters  derided  it  as  the 
Internet  on  training  wheels,  but  AOL  didn't  become 
the  Web's  behemoth  by  accident.  In  areas  from 
health  and  personal  finance  to  news,  we  thought  AOL 
more  than  held  its  own  with  the  Web's  best,  aol's 
edge:  carefully  thinking  through  what  its  broad  audi- 
ence wants.  Excellent  design  helps,  too. 

■  VOTER.COM.  Before  we  all  were  thoroughly  sick 
of  the  Presidential  election,  this  site  served  up  news, 
commentary,  and  services  such  as  issue  question- 
naires and  campaign-finance  records  that  let  smart 

voters  eval- 
uate their 
candidates 
in  ways  TV 
or  maga- 
zines can't.  Legendary  Watergate  reporter  Carl 
Bernstein  is  its  executive  editor. 

■  ZOOMCULTURE.COM.  This  youth-activism-orient- 
ed site  gives  a  (Jen-Y  take  on  everything  from  inter- 


Igl  wiapster 


New  Satire  for  the  New  Economy 


national  trade  protests  to  extreme  biking.  Do  the 
kids  befuddle  you?  Look  here  to  watch  a  generation 
explain  itself. 

■  ZAGAT.COM.  A  new  upgrade  earns  this  restau- 
rant-review site  the  only  repeat  mention  from  last 
year's  list.  The  new  version  is  easier  to  search  and 
lets  people  organize  their  sociahzing  with  online  invi- 
tations to  friends  and  the  abihty  to 
make  table  reservations.  The  old 
virtues  remain:  It's  still  as  comprehen- 
sive as  Zagat's  regional  dining  guides 

and  easy  for  users  to  submit  restaurant  ratings  and 
become  part  of  the  fun. 

■  EXP.COM  AND  KEEN.COM.  Venture  capitalists 
have  bet  big  on  these  two  sites,  marketplaces  at 
which  experts  in  different  fields  can  sell  their  ser- 
vices. We  found  both  to  be  useful  channels  to  find 
help  with  problems  as  varied  as  training  dogs  and  fi- 
nancial planning.  As  is  often  the  case  vvdth  communi- 
ty-oriented Web  sites,  some  blowhards  are  mas- 
querading as  experts. 
But  user  ratings  and 
other  tools  help 
surfers  find  people  who  know  what  they're  doing. 

■  TELLME  NETWORKS.  Tellme  is  the  best  known— 
and,  so  far,  the  best — of  the  "voice  portal"  services 
that  deliver  Web-like  content  over  the  telephone. 
Tellme  lets  travelers  and  local  revelers  find  restau- 
rants, movie  times,  and  other  information  wherever 
they  happen  to  be  with  a  call  to  a  single  800  num- 
ber, using  voice-recognition  software  rather  than 
operators  to  deliver  the  information. 

■  SATIREWIRE.  Web  denizens  need  to  take  a  mo- 
ment to  laugh  at  their  own  antics.  And  not  much  is 
funnier  than  SatireWire.com.  From  j)leas  written  in 
Sally  Struthers'  name  to  send  79«?  a  month  to  "Save 
the  Dot-Coms"  to  deadpan  wire-service  rejjorting  on 
the  152U  (that's  Business-to-Unemployment)  Internet 
marketplace,  it's  not  to  be  missed. 

Btf  Tiniothij  J.  MuUaney  in  New  York 


zagat.com^ 
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RUNNING  WITH  THE  BULLS  IN  PAMP 

KAYAKING  CLASS  V  RAPID 

1 
CROSS-POLLINATING  TRADING  AND  WEB  EXPERTI! 

TO  FACILITATE  AN  ONLINE  PORTAL  ] 

ENABLING  CUSTOMERS  TO  MAKE  REAL-TIME  ENERGY  TRANSACTIONS   , 

IN  RESPONSE  TO  MARKET  CONDITION 

I  hey,  whatever  turns  you  on  f 


Dynegy,  what  gets  us  going  is  turning  the  complexities  of  the  energy  marketplace  into  upside  for  our  clients.  In  fact, 
re  now  online  with  Dynegydirect,  an  invaluable  e-tool  for  just  that  purpose,  enabling  clients  to  monitor  and  act 
;antaneously  on  market  activity,  potentially  saving  them  millions  in  energy  costs.  Our  business  is  delivering  energy 

broadband  opportunities  to  our  clients.  We  do  it  with  unmatched  market  savvy.  A  work  ethic  second  to  none.  A  passion 
original  thinking.  And  we  do  it  well.  In  just  15  years,  Dynegy  (NYSE:  DYN)  has  become  a  company  with  revenues  topping 

billion  and  we're  now  included  on  the  S&P  500.  If  that's  enough  to  get  your  adrenaline  going,  visit  us  at  www.dynegy.com. 
I  come  run  with  the  bulls. 


m 


v.dynegy.com     877-4-DYNEGY 

jy  and  the  tangram  are  trademarks  of  Dynegy  Inc 


Dynegy 
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OPEN  WIDE 


GAME  ON 


The  Sony  PlayStation  2  not  only 
plays  rip-roaring  games,  but  the 
$299  console  includes  an  expansion 
bay  for  a  hard  drive,  will  eventually 
link  online  with  other  gamers,  and 
will  have  a  browser  for  limited  Web 
surfing,  (www.playstation2.com) 


Stents,  those  small  coils 
that  prop  open  arteries 
after  angioplasty,  are 
lifesavers.  But  for  one 
out  of  every  six  U.  S.  pa 
tients— 100,000  yearly— 
the  stents  become 
clogged  with  scar  tissue 
Both  Johnson  &  John 
son  and  Novoste 
have  a  solution:  a 
process  to  apply 
radiation 
around  the 
stent  to  impair 
tissue  growth 
and  prevent 
those  clogs. 


SNAP-ON  INTERNET 


How  to  out-Palm  VII  the  Palm 
VII?  OmniSky  provides  loads  of 
wireless  functions  for  the  Palm 
V  and  the  Handspring  Visor, 
including  all  the  special 
wireless  applications  devel- 
oped for  the  Palm  VII. 
Plus,  it  lets  you  fetch 
mail  from  any  standard 
Internet  service  and 
browse  the  Web. 
The  wireless  mo- 
dem costs  $99  with 
a  $200  rebate 
(through  Jan.  31). 
Unlimited  service 
is  $39.99  a  month. 
(omnisky.com) 


GIVE  US  AN  HOUR  AND  SEE  HOW  OUR 
EWP  WILL  CHANGE  YOUR  COMPANY'S  FUTURE. 

Day  wants  to  show  you  something  you've  to  market,  reduced  cost  of  owner^jgln^^^^ 


Day  wants  to  show  you  something  you've  to  market,  reduced  cost  of  owner^ 

probably  never  seen  before.  A  comprehensive,  sistent  worldwide  brand  protection 

illobal-ready  Enterprise  Web  Platform  that  We've  done  it  for  ISIovartis,  Ro 

doesn't  fall  short  on  its  protnises.  One  that  and  Zurich  Financial  Services.  Nov 


of  your  Internet         for  you. 


strategy     from  Websites  to  corporate  portals 


Give  us  an  hour  and  we'll  give  you  the 


to  digital  exchanges.  One  that  already  includes        future.  And  for  once,  that's  no  empty  promise. 


multi-langiiage/rmilti -currency  capabilities. 
Our  integrated  suite  of  products  offers 
our  custottiers  dramatically  accelerated  time 


Call  1-866-644-2557  for  a  demonstration. 
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DELIVERING     ON    THE     PROMISE     OF 


Day 
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Special  Report 


THE  BEST 


Honda  set  hearts  racing  when  it  priced  its  RC51,  the 
street-legal  version  of  its  champion  Superbike-class  racer, 
at  $9,999.  It  practically  sold  out  before  hitting  showrooms 
in  early  2000.  The  126-hp  V-twin-powered  bike  will  reap- 
pear in  2001  for  $10,999.  (www.hondamotorcycle.com) 


SCREEN  GEM 


The  LG  Electronics  LGI-3000W  phone 
looks  ordinary  until  you  flip  the  cover 
and  see  that  it's  also  a  pocket  organiz- 
er. With  a  screen  three  times  that  of 
most  phones  with  displays,  the  $400 
LG  is  great  for  reading  e-mail.  With 
a  stylus,  you  tap  into  its  organizer 
features,  (www.lginfocom.com) 


Health  Buddy,  from  IDEO  Labs  and  Health  Hero  Net- 
work, can  help  medicos  monitor  patients.  The  device, 
which  plugs  into  a  phone  jack,  might  ask  a  question  of  a 
patient,  who  in  turn  responds  by  clicking  the  buttons, 
sending  the  doc  an  instant  update,  (www.hhn.com) 
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A  box  without  service  is  a  box. 

With  hp  people,  hp  superdome  becomes  a  solution  instead  of  a  server. 

Service  is  comprehensive  and  included.  We  handle  site  planning,  integration  services,  customized  training,  and 

monitoring.  It's  service  made  simple.  So  simple,  in  fact,  that  we  can  adjust  your  capacity  over  the  phone. 

Without,  ironically,  a  service  call,  hp.com/superdome 
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THE  BEST  PRODUCTS 


SEEING  IS  BELIEVING 


A  simple  drug  and  laser  therapy,  Visudyne,  of- 
fers the  first  treatment  to  slow  down  age-re- 
lated macular  degeneration,  a  leading  cause  of 
blindness  in  the  elderly,  (www.visudyne.com) 


APPLE  CUBED 

The  Apple  Com- 
puter G4  Cube 
(base  price, 
,799)  is  remark- 
^gagy/    able  for  its  size — 
^S/L  9.8-by-7.7-by-7.7 
^HP  inches.  Drawbacks: 
It  doesn't  allow  for 
internal  peripherals,  and 
the  reset  button  is  on  the 
bottom,  (www.apple.com) 


PRODUCTS  TO  WATCH 


■  BLUETOOTH,  a  tiny  radio  transmitter  that  can 
communicate  over  short  distances,  may  soon  allow  a 
phone  to  Hnk  to  a  PC  wirelessly  and  then  automati- 
cally enter  new  phone  numbers  in  an  address  book. 
One  of  the  first  products  to  use  the  transmitter  will 
be  Motorola's  $300  Timeport  270C:  The  add-on  Blue- 
tooth module,  not  yet  priced,  slides  onto  the  phone 
in  place  of  the  battery  cover 

■  Bom  in  the  '60s,  the  TRIUMPH  BONNEVILLE  be- 
came the  epitome  of  motorcycle  handling  and  style. 
As  of  January,  2001,  it's  back,  with  modernized  com- 
ponents, a  790cc,  68-hp  engine,  and  the  looks  and 

performance  that  made  it 
famous.  The  price  is  also 
modernized:  $6,999. 

■  It  has  been  three 
years  since  Ford  manufac- 
tured a  THUNDERBIRD,  but 
this  summer  it  will  re- 
lease a  $40,000  beauty. 
With  design  inspired  by 
the  original  1955  and  1957 
T-Birds,  the  classically  styled  two-seater  will  have 
porthole  windows  and  the  same  silhouette  as  the 
original.  But  this  sports  car  is  updated  with  a  3.9- 
liter,  V-8  power  plant,  just  like  the  Jaguar  S-type 
sedan. 

■  General  Motors  merged  a  Suburban  sport-utility 
and  a  pickup  and  came  up  with  one  cool  suv. 

The  AVALANCHE,  at  about  $32,000,  has  four 

doors,  storage  behind  the  back  seats,  and 

a  short  pickup  bed.  A  hatch  in 

the  passenger  cabin 

opens  to  the  pickup 

to  hold  cargo  such 

as  lumber  or,  say, 

surfboards. 


Motorola's 

VlOO  phone-pager-messenger 


Digital  film  that  works 
in  nondigital  cameras 


It's  a  sport  ute! 
It,'s  a  pickup!  It's 
GM'n  Avalanche 


■  Ready  for  digital 
photos,  but  not  ready 
to  give  up  your  fa- 
vorite camera?  SILI- 
CON FILM  TECHNOLO- 
GIES has  created  a 
cartridge  that  fits  in  a 
regular  camera  to 
record  digital 
images.  Later, 
slip  the  faux 
film  into  its  digital 
reader  and  your 
images  are  down- 
loaded to  your  com- 
puter. The  $699  EFS- 
1  System  will 

initially  work  with  the  Nikon  F5,  N90,  and  F3,  and 
the  Canon  EOS  IN  A2/5. 

■  Sony's  $2,750  VAIO  GT  merges  a  PC  with  a  cam- 
corder, making  it  possible  to  broadcast  live  video 
clips  over  the  Internet.  Reserve  a  time  slot  on  the 
Sony  site — at  about  $50  per  half  hour — then  relay 
live  footage  to  friends  and  relatives. 

■  Motorola  has  packaged  a  pager,  a  keyboard 
messaging  device,  and  a  phone  into  the  brightly  col- 
ored VlOO,  which  runs  about  $160.  The  phone's  head- 
set serves  to  keep  the  device  compact. 

■  A  new  lens  from  Canon  lets 
its  XL-1  digital  video  camera 
film  3-D  images.  The  add- 
on automatically  sets 
the  angle  of  con- 
vergence, which 
creates  the  3-D  ef- 
fect. It  takes  spe- 
cial ])ricey  moni- 
tors to  see  the 
cttect,  so  initial  use 
vvill  be  industrial 
only 
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If  you're  not  at  capacity,  don't  pay  for  capacity. 

With  the  new  hp  superdome,  you  can  pay  less  when  you  use  less,  or  buy  more  when  you  need  more. 

By  adjusting  capacity  with  a  simple  phone  call,  you  pay  only  for  what  you  use  — not  unlike  how  you  pay  for  electricity. 

You  can  run  IA-64,  you  can  run  multiple  operating  systems,  and  because  comprehensive  service  is  included, 

you  can  run  your  business  instead  of  your  server,  hp.com/superdome 
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Because  this 
is  no  ^ft 

for  an 
executive. 


This  Christmas  give  the  gift  every  executive  wants. 
For  $54.95  you  can  present  them  with  a  one-year 
subscription  to  both  BusinessWeek  magazine  and 
BusinessWeeii  Online.  That's  a  cool  discount  of  72% 
off  the  cover  price.  Plus,  each  additional  gift 
subscription  costs  just  $27.50.  So  don't  clutter  their 
space.  Expand  their  horizons. 

Save  on  the  present  that  promises  a  rich  future. 
To  give  the  gift  of  BusinessWeek  visit  our  Web  site  at 
www.businessweek.com/holidayoffer.htm  or  call  1-800-635-1200 
(please  reference  number  XNB0976). 
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The  Workplace 


COMMENTARY 


By  Joann  Muller 


WILL  THE  UAW  BE  CHRYSLER'S  FRIEND  IN  NEED? 


Chrysler  Group's  new  boss,  Dieter 
Zetsche,  is  warning  employees, 
unions,  and  dealers  of  "tough  de- 
cisions" ahead  as  he  searches  for 
ways  to  turn  around  Daimler- 
Chrysler's  struggling  U.  S.  unit.  Al- 
ready, he  has  ordered  the  shutdown 
of  half  of  Chrysler's  U.  S.  and  Cana- 
dian factories  for  a  week  or  two  in 
December  to  clear  excess  inventory 
off  dealer  lots.  There's  talk  of  white- 
collar  layoffs  and  other  administra- 
tive cutbacks,  too.  But  long  term, 
Zetsche's  best  hope  for  reviving  prof- 
its may  lie  in  his  ability  to  enlist  the 
help  of  the  United  Auto  Workers. 
He's  not  likely  to  get  much  of  a 
hearing  from  UAW  President  Stephen 
P.  Yokich.  After  winning  the  richest 
contract  terms  in  years  in  1999,  union 
members  have  little  reason  to  start 
giving  money  back.  That's  in  part  be- 
cause, despite  Chrysler's  deepening 
problems — it's  expected  to  lose  some 
$1  billion  in  the  fourth  quarter — the 
German  parent  remains  exceedingly 
profitable.  Even  after  Chrysler's 
woes,  earnings  in  the  fourth  quarter 
are  expected  to  top  $4  billion  and 
should  slip  only  modestly,  to  $3.5  bil- 
lion, in  2001,  analysts  say.  Chrysler  is 
hardly  on  the  verge  of  collapse,  as  it 
was  20  years  ago,  when  union  conces- 
sions and  a  government  bailout  were 
the  only  way  to  save  the  company. 
QUID  PRO  QUO?  Still,  Yokich  has  a 
golden  opportunity  to  foster  his 
union's  long-term  survival.  Rather 
than  reject  Zetsche's  plea  for  help, 
he  ought  to  offer  assistance  in  return 
for  Chrysler's  aid  in  getting  what  the 
UAW  needs  most:  more  members. 
Ever  since  the  merger  with  Daimler 
Benz  two  years  ago,  the  union  has 
tried  to  organize  two  factories  owned 
by  the  German  company — a  Mer- 
cedes-Benz plant  in  Vance,  Ala., 
and  a  Freightliner  Corp. 
truck  plant  in  Gastonia, 
N.  C.  But  the  efforts  have 
been  stymied  by  resis- 
tance from  management, 
union  leaders  charge, 
with  the  blessing  of 
company  officials 
in  Germany.  The 
tough  stance  also  led 
U)  a  rocent  organizing 
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loss  by  the  Canadian  Auto  Workers 
(caw)  at  a  Freightliner  plant  in  St. 
Thomas,  Ont. 

Yokich  would  best  serve  the  UAW's 
long-term  interests  by  opening  a  dia- 
logue with  Chrysler.  If  Daimler 
agreed  to  support  the  union's  recruit- 
ment drives,  he  could  look  the  other 
way  on  a  formula  that  requires 
Chrysler  to  replace  retirees  with  new 
hires.  Or  the  UAW  could  allow 
Chrysler  to  temporarily  skip  pay- 
ments to  its  pension  funds.  The  union 
has  taken  both  steps  in  the  past  for 
Ford  Motor  Co.  and  General  Motors 
Corp.  Indeed,  CAW  President  Cecil 
"Buzz"  Hargrove  says  cooperation  is 
a  two-way  street.  When  he  met  with 
Zetsche  on  Nov.  28.,  says  Hargrove, 
the  two  had  a  "sharp  exchange,"  and 
he  warned  the  new  boss  that  "you 
can't  have  a  good  relationship  with  us 
on  one  level  and  have  a  difficult  rela- 

CURVES  AHEAD 

Zetsche  will  probably  require 
union  concessions  from  workers 
to  turn  around  Chrysler,  but  the 
UAW's  Yokich  may  not  play  ball 


tionship  in  another  part  of  the  com- 
pany." Both  Zetsche  and  Yokich,  who 
met  in  Detroit  on  Nov.  27,  declined  to 
comment.  But  such  a  deal  makes 
good  sense  for  both  unions  and  for 
management. 

Chrysler  officials  say  privately 
that  they're  not  asking  the  UAW  or 
CAW  to  reopen  their  contracts,  which 
have  three  years  left.  Rather,  they're 
seeking  union  leaders'  input  as  they 
consider  ways  to  stanch  the  bleeding. 
But  "everything's  on  the  table,"  says 
one  DaimlerChrysler  official. 
INCENTIVES.  Support  from  Daimler- 
Chrysler  would  also  give  the  UAW  a 
crucial  edge  as  it  prepares  an  ag- 
gressive new  recruitment  drive 
among  auto-parts  plants.  Sources 
close  to  the  union  say  it's  about  to 
launch  a  national  campaign  to  orga- 
nize some  of  the  400,000  workers  at 
nonunion  outfits  that  supply  the  Big 
Three.  In  last  year's  contract,  De- 
troit auto  makers  pledged  to  tell  sup- 
phers  that  they  do  not  encourage 
them  "to  resist  organizing  efforts." 

In  recent  months,  both  GM  and 
Ford  have  reacted  favorably  to  the 
UAw's  request  to  steer  contracts  to 
unionized  suppliers.  Both  have  big 
incentives  to  do  so,  since  they  have 
spun  off  their  parts  units  into  sepa- 
rate companies — Delphi  Automotive 
Systems  Corp.  and  Visteon  Corp.,  re- 
spectively. These  companies  still  sell 
most  of  their  output  to  the  former 
parent,  and  their  workers  remain 
represented  by  the  UAW.  Chrysler, 
which  never  built  as 
many  parts  in-house, 
buys  more  of  its  parts  | 
from  nonunion  suppli- 
ers. So  it  has  been 
reluctant  to  lean  on 
suppliers. 

With  Daimler- 
Chrysler  CKO  Jtir- 
gen  E.  Schrempp 
fighting  for  his  job, 
Yokich  has  lever- 
age to  get  the 
help  his  union 
needs.  It's  a  chance 
shouldn't  pass  up. 

Muller  covers  the  auto 
hidustrif  froin  Detroit. 
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~  I  igital  technology  is  already  there  for 
'  you  at  work  and  on  the  go.  Now  see 
what  it  can  do  for  you  at  home. 

Check  out  the  new  Mitsubishi  WD-65000, 
the  world's  first  65-inch,  high-definition 
projection  television  with  Digital  Light 
Processing^".  Instead  of  conventional 
TV  tubes,  DLP™  technology  uses  nearly 
one  million  micromirrors,  mounted  on  a 
single  chip,  to  switch  red,  green  and  blue 
light.  The  resulting  image  is  so  true 
to  life  you'd  swear  you  were  looking 
through  a  squeaky-clean  window. 


And  because  we've  integrated  DLP^** 
with  Mitsubishi  know-how,  the  WD-65000 
is  able  to  share  this  eye  candy  among 
multiple  inputs:  from  video  .  — 
and  games  to  computer 
graphics  and  Internet  content. 

Our  old  friend  the  TV  just        "^ 
joined  the  21st  century.       DLp™chip. 

We  integrate.  You  communicate. 

For  further  information,  visit 

www.mitsubishi-tv.com 


MITSUBISHI 
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www.mitsubishielectric.com 


I 


Has  the 

second  generation 

of  e-business  software 

arrived  too  soon? 


Or  right  on  time?  wasn't  it  just  the  other  day 
that  we  first  began  hearing  the  countless  claims  about  e-commerce? 
Software  connpanies  everywhere  were  quick  to  cobble  together 
"neW  e<onnmence  applications  based  on  old  client/sen/er  technology 

The  result  of  these  first-generation  solutions?  Sonnething  less  than 
perfect.  While  these  early  BIB  applications  began  to  help  companies 
streamline  their  key  processes,  reduce  operating  costs,  and  eliminate 
inefficiencies,  they  failed  to  address  the  bigger  opportunity  Namely 
how  to  help  multi-site  corporations  gain  visibility  and  control  over 
their  global  spend.  And  how  to  become  part  of  a  broad,  dynamic 
network  of  global  trading  partners  across  the  Internet. 

Which  is  where  RightWorks,  and  the  second-generation  (2G)  of 
e-business  solutions,  comes  in. 

RightWorks  2G  powers  global  trading  and  true  collaboration  by 
providing  peer-to-peer  global  interoperability  So  you  can  connect  with 
partners  across  your  business  network  or  supply  chain  in  nsal-time, 
and  deploy  e-procurement  and  e-marketplaces  to  extend  your 
business  model  beyond  traditional  boundaries. 

Now  your  company  can 


address  the  entire  business 
lifecycle,  from  sourcing  to 
settlement  You  can  integrate 
with  thind-party  applications 
and  communicate  across 
language  barriers.  What's 


e-Business  Transformation  Checklist 


RightWorks    Ariba 


Commerce 
One 


100%  Internet 

• 

« 

€ 

Single  Data  Model 

• 

(5 

€ 

N-Tiered,  Multi-Site 

• 

€ 

(5 

Entire  Purchasing  Lifecycle 

« 

C 

C? 

Indirect  Procurement 

« 

« 

€ 

Direct  Procurement 

e 

(3 

3 

Project  Support 

• 

(5 

C3 

Dynamic  Multi-Lingual  Support 

• 

€ 

C 

Multi-Currency  with  Euro  Support 

• 

€ 

C 

Dynamic  Workflows 

« 

€ 

€ 

Business  Personalization 

« 

€ 

(*> 

more,  the  whole  system 
operates  on  a  single 
instance  of  RightWorks 
software.This  not  only 
speeds  up  deployment 
it  makes  our  new  2G 
even  less  expensive  to 
implement  and  maintain. 
How  did  we  do  it? 
By  creating  RightWorks 
2G  to  support  B2B 
e-commerce  from  the  ground  up.  Because  it's  1 00%  Internet-based 
and  built  on  a  single  data  model,  companies  can  tailor  their  solutions 
to  meet  changing  demands  and  analyze  key  data  -  to  roll  it  up, 
view  it  and  use  it. 

You'll  find  RightWorks  at  work  within  companies  such  as  Computer 
Sciences  Corporation,  eMerge  Interactive,  Silicon  Valley  Bank,  and 
Wells  Fargo.  We  invite  you  to  compar^e  the  RightWorks  2G  solution 
to  that  of  our  competitors.  We  think  you'll  find  ours  to  be  the  one 
complete  enough  to  transform  your  enterprise  into  a  true  e-business. 
And  isn't  it  about  time? 

To  learn  more,  and  to  download  a  Forrester  Research  whrte 
paper;  visit  www.rightworks.com/2G. 
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TALBOTS  HEATS  UP 
BY  COOLING  DOWN 

Returning  to  classic  styles,  it  goes  on  a  tear 


Although  the  holiday  season  is  in 
full  swing,  many  of  the  nation's 
department  stores  are  acting  as 
if  it's  mid-January.  In  a  desper- 
ate bid  to  lure  shoppers  spooked  by  the 
slowing  economy,  they're  staging  sales 
and  churning  out  discount  coupons.  But 
when  Barbara  Snowberger,  46,  a  home- 
maker  from  Avon,  Conn.,  set  out  to 
spruce  up  her  holiday  wardrobe,  she 
left  the  coupons  at  home.  Instead,  she 
headed  for  Talbots,  where  she  picked 
up  some  white  wool  slacks,  a  black  wool 
blazer,  and  a  blue  hohday  sweater  dec- 
orated with  snowmen — and  paid  the  full 
price,  totalling  around  $420,  for  all  three. 
Snowberger  concedes  she  might  have 
spent  less  at  a  department  store.  "But 
in  the  long  run,  it  just 
isn't  worth  it,"  she  says. 
At  department  stores,  "I 
really  have  to  search  to 
find  something  I  like.  And 
'lompared  to  Talbots,  their 


clothing  doesn't  last  as  long." 

With  customers  like  Snowberger, 
it's  little  wonder  Talbots,  based  in 
Hingham,  Mass.,  is  as  hot  as  its 
trademark  red  doors.  In  Novem- 
ber, Talbots'  sales  at  stores  open 
at  least  a  year  jumped  a  stunning 
21.9%— even  as  Wal-Mart,  Sears, 
and  Kmart  eked  out  gains 
of  less  than  5%.  That  con- 
tinues a  trend  that  has 
boosted    sales    21%,    to 
$1.1  billion,  in  the  first 
three  quarters  of  the 
current  fiscal  year, 
which  ends  in  Jan- 
uary.    Over     the 
same  period,  net  in- 


NOSUVETOYOUTH 

CEO  Zetcher  has  reversed  course  and 
dumped  flashier  lines  in  favor  of  the  more 
conservative  ones  preferred  by  older  Talbots'  loyaiisls 
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GRAND  DESIGN 

Talbots  will  open  55 ; 
new  stores  this  year  j 
and  plans  430  more 

come  skyrocketed  90^ 
to  $82.2  million,  whi^ 
the  stock  has  more  tha 
doubled,  to  $50.  "Almol 
every  other  retail  stoq 
has — as      the      Grinc 
would  say — stink,  star 
stunk,"       says 
Zschappel,  senior  pof 
folio    manager   at   Al 
Management,        whi(| 
holds  a  7.5%  stake 
Talbots.  "These  guys 
the  one  standout." 
HIGH  HURDLE.  This  pe 
formance  has  only 
the     bar    for    Talbc 
Chairman      and 
Arnold  B.  Zetcher. 
easy   money   has 
made,"  says  Zschappl 
who  warns:  "They're  coming  up  on  soif 
pretty  tough  comparisons  next  yea 
But  while  conceding  that  Talbots 
post  double-digit  same-store  sales  ga 
forever,  Zetcher  says  he  has  a  : 
that  will  nevertheless  increase  eamir 
at  a  15%  to  20%  clip  for  years  to  cor 
His  plan:  aggr-essive  expansion  that 
boost  the  number  of  stores  some  6C 
to  1,150,  by  the  end  of  2005.  Along 
way,  he  plans  to  broaden  Talbots'  rea 
most  notably  by  pushing  into  the 
derserved  market  for  larger  woml 
"Our  company  has  never  been  strongJ 
says  Zetcher,  "but  there's  plenty [ 
room  for  improvement." 

No  doubt.  But  in  the  notoriou 

fickle  fashion  business,  today's 

perstars  can  be  quickly  humbi 

Just  look  at  Gap  Inc.  Noba 

knows  that  better  than  Zetcll 

After  a  strong  inin  in  the  ea 

'90s,  Talbots'  sales  stj 

ed  slowing  in  1995J 

response,  it  triec 

win     younger 

tomers       with 

trendier  assort 

than  its  noiTnal 

of       conservall 

classics  for  ups 

women  aged  Hi 

55.  liut  the  fluol 

cent     colors 

shoi'ter  skirts 

tured   in   Talb 

1997    line    "w 

too        I'xtret 

concedes  Zet( 


We  develop  software  for  the  intelligent.  We  create  e-morketplaces  for  the  resourceful.  We  apply  our  own  ingenuity  to 
ingenious  companies  to  make  them  faster,  smarter  and  exponentially  more  valuable.  So  far,  we've  created  more  than 

^  '  $16  billion  in  value  for  over  950  companies  worldwide.  Want  some?  Contact  us  at  www.i2.com  or  1-877-926-9286. 
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Powering  the  Bottom  Line!' 


BusinessWeek 


RADIO  NETMOMO 

//(/if  your  nulio  lo 

Btf.sint'w  Week  Business  Reports, 

broiij^iu  to  you  hv 

litisiness  Week 

and  ABC  Radio  Nehvorks. 

and  ^el  up  w  sixteen 
updates  a  da\  of  the  latest 

Inisiness  news. 

Call  212-735-lUIJor  the 

station  in  xour  area. 


TIME  MANAGEMENT  DOESN'T 
HAVETOBEABIGJOB. 


USA  Credit 
card  holders  ma/  call 

TOLL-FREE 
800-553-3S75. 

Ask  for  Dept  BC3 1 . 

We  honor 
Am  Ex/Diners/Visa/ 

MasterCard 


Gold  blocking  of 

your  full  name  add  $4.75. 

Planner  size  6  '/,"  x  3 '/«"  x  /. 


Available  In  burguncJy  or  black,  the  2001 
Business  Week  Pocket  Planner  is  the  handy  way 
to  keep  on  top  of  your  schedule.  Featuring  a 
1 3-month  calendar,  week-to-view  appointment 
pages,  and  a  useful  business/travel  information 
section,  it's  perfect  for  those  who  want  to  seize 
the  week. 


To  order,  make  check  payable  to  BUSINESS 
WEEK  PLANNER  and  mail  to  Dept.  BC3 1 ,  PO. 
Box  1597.  Fort  Lee,  NJ  07024  U.S.A.  Please 
enclose  separate  sheet  with  color  choice,  per- 
sonalization requirements,  and  delivery  details. 
New  Jersey  residents  add  6%  Sales  Tax.  Full 
refund  If  not  completely  satisfied. 


t'oi  customization  options  and  special  dixounts  on  larger  quantities  call  Amanda  Kane  at  20 1 -H I  -0040,  or  fax  to  20 1  -46 1  -9608. 
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and  it  turned  off  long-loyal  customers 
like  Jane  France,  50,  of  Pittsburgh.  " 
went  into  Talbots  to  find  some  clothe 
for  a  trip  to  Europe  in  1997,"  she  re 
calls,  "and  didn't  buy  one  thing."  Same 
store  sales  slipped  1.8%  in  1997,  whiU 
profits — hurt  by  the  huge  markdowni 
Talbots  took  to  unload  the  losers- 
plunged  91%. 

To  his  credit,  Zetcher,  a  60-year-ol( 
retail  veteran  who  has  headed  Talbot! 
since  1988,  quickly  reversed  course.  "H( 
recognized  that  while  it's  very  temptinj 
to  go  after  younger  customers,  you  havi 
to  take  care  of  your  loyal  customers,' 
says  Wendy  Liebmann,  president  of  con  ' 
sultant  WSL  Strategic  Retail.  To  maki 
sure  their  voice  was  heard,  Zetche 
stepped  up  in-store  focus  groups,  n 
quired  regional  managers  to  subm 
weekly  summaries  of  customer  co 
ments,  and  involved  senior  store  mai 
agers  in  product  development  for  th 
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AHEAD  OF  THE  PACK 

Talbots  may  not  be  fashion- 
forward,  but  its  stock  is 
anything  but  stodgy 
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first  time.  The  message:  Talbots'  trif 
and  true  customers  wanted  "classic  me 
chandise  that  is  a  little  fashion-forwar 
but  not  so  much  that  it  crosses  tl 
line,"  says  Zetcher. 
MARKOING  BLITZ.  To  translate  that  in 
a  clothing  line,   Zetcher  brought   I 
James  Metscher — who  had  left  Talbo 
to  become  president  of  Liz  Claiborn( 
retail  division — back  to  the  company 
November,  1998,  as  chief  merchandi 
ing  officer.  Metscher  calls  his  cloth 
"modern  classics."  The  aim,  he  says, 
"to  move  the  customer  along  with  m 
silhouettes,  fabrics,  and  colors,  but  in 
way  that  is  evolutionary,  not  revol 
tionary."  Take  turtlenecks,  a  perenn 
favorite  at  Talbots.  This  fall,  they're  \ 
ing  offered  with  such  twists  as  a  funr 
neck  and  chunkier  ribs  and  in  new  c 
ors  like  soft  coral.  Similarly,  the  das; 
wool  flannel  jacket  is  now  also  bei 
made  with  a  newer  fabric  known 
stretch  wool. 

To    promote    his    brand,    Zetcli 
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Discover  eBcfck^ 

A  Gemstar  Technology 

Imagine 

Reading  easily  on  a  large,  clear  screen. 

Imagine 

Carrying  dozens  of  books  and  magazines  in  one  portable  device. 

Imagine 

Having  instant  access  to  your  entire  library,  without  having  to  use  a  PC. 

Imagine 

Getting  new  titles  instantly  from  any  phone  line,  with  no  delivery  charges. 

Imagine 

Being  able  to  read  the  latest  books  from  bestselling  authors  before  anyone  else*... 
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"A  classic  page  turner." 
•  Booklist 
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..  Now  you  can,  with  the  Gemstar  eBook    from  RCA. 

a  lightweight,  electronic  device  for  reading  books, 

magazines  and  newspapers. 


I  REB  1100  (B&W) 
I  REB  1200  (COLOR) 

rca.com       eBook-gemstar.com 


Read  these  other  exclusive  new  releases,  and  many  more,  on  the  Gemstar  eBook.' 
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Enjoy  Your  Reading. 


We  want  more.  We  want  things  to  be  better. 
Things  that  haven't  even  been  invented  yet,  we 
want  them  to  be  better.  And  faster.  And  cheaper 
too.  And  when  we  want  these  things  badly 
enough,  we  will  surely  have  thenn.  Progress,  it 
turns  out,  is  subject  to  the  laws  of  supply  and 
demand.  And  demand  for  progress  never  flags. 
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Marketing 


launched  T^lbots'  largest-ever  marketing 
campaign,  hiking  spending  to  $89  million 
this  year,  up  37%  since  1997.  Talbots' 
catalog,  which  will  be  mailed  to  58  mil- 
lion customers  this  year,  remains  the 
core  marketing  vehicle.  But  Zetcher  has 
also  unleashed  an  ambitious  advertis- 
ing campaign.  The  aim  of  the 
ads,  as  understated  as  Talbots' 
clothes,  "is  to  make  women  feel 
good  about  being  a  Talbots'  cus- 
tomer," says  Zetcher.  This  fall, 
for  instance,  one  featured  a 
woman  dressed  in  a  red  Talbots' 
suit  and  pearls  at  a  voting  sta- 
tion with  young  daughter  in  tow. 
"Clothes  designed  for  models," 
the  caption  read.  "Role  models." 
Meanwhile,  other  ads  have  pro- 
moted Talbots.com,  the  online 
store  launched  late  last  year  that 
is  successfully  attracting  some- 
what younger  women. 

If  the  marketing  efforts  are 
subtle,  the  results  have  been 
anything  but.  Same-store  sales 
jumped  8.7%  last  year  and  are 
up  18%  so  far  this  year,  vs.  an 
anemic  3.6%  in  1998.  And  in  a 
clear  sign  Talbots  is  winning  new 
customers,  the  number  of  sales 
transactions  is  up  16%  this  year. 
Many  of  them  are  refugees  from 
midlevel  department  stores, 
"which  have  been  uninterested 
in  the  30-,  40-,  and  50-year-old 
customer  who  hkes  to  be  well- 
dressed,"  says  Liebmann. 

There  has  been  an  equally 
dramatic  turnaround  in  the  back- 
room. After  the  1997  debacle 
forced  the  company  to  conduct 
a  fire  sale  to  unload  bulging  in- 
ventories, Chief  Financial  Offi- 
cer Edward  L.  Larsen  trimmed 
inventory  levels  10%.  And  Tal- 
bots is  no  longer  ordering  its  en- 
tire lineup  before  each  season 
begins,  giving  it  a  reserve  it  can 
pump  into  replenishing  best-sell- 
ers. That  reduces  risk  and  is  one 
reason  Talbots  is  selling  a  stag- 
gering 70%  of  its  private-label 
clothes  at  full  price  this  year.  In 
contrast,  "a  lot  of  department 
stores  would  be  happy  if  they 
sold  30%  at  full  price,"  says 
Dorothy  Lakner,  a  retail  analyst 
at  CIKC  World  Markets. 

The  bottom  line:  Talbots'  op- 
erating profit  margin  equalled 
12.4%  of  sales  in  the  first  nine 
months  of  this  fiscal  year,  vs. 
just  1.6%  in  1997.  And  analysts 
sui-veyed  by  First  Call  Corp.  ex- 
|)Cct  the  company  to  earn  $108 


million  this  year,  up  from  $58.5  million 
last  year,  and  just  $5.8  million  in  1997. 
"They're  knocking  the  cover  off  the 
ball,"  says  Harry  A.  Ikenson,  a  retail 
analyst  at  Chase  H&Q. 

Still,  even  Zetcher  concedes  those 
huge  comp-store  sales  increases  can't 
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EVERYTHING  TALBOTS 

The  chain  opened  its  first  store  in  Hingham,  Mass., 
south  of  Boston,  in  1947.  Today,  as  the  leading  re- 
tailer of  classic  women's  clothes,  it  .sells  its  wares 
through  three  different  channels. 

STORES  The  company  has  709  stores  and  plans  to 
increase  that  to  1,150  over  the  next  five  years.  Be- 
sides its  core  misses'  apparel  shops,  it  operates 
stores  for  petites,  larger-size  women,  kids,  and  ac- 
cessories &  shoes. 

WEB  SITE  Talbots.com  debuted  a  year  ago.  Unlike 
older  rivals,  it  has  been  profitable  from  Day  One. 
Talbots  says  30%  of  the  site's  customers  are  new  to 
the  brand,  including  many  who  are  younger  than  its 
35-to-55-year-old  core  customers. 

CATALOGS  The  company  will  mail  out  58  million 
catalogs  this  year.  Although  the  catalogs  are  con- 
sidered mainly  a  marketing  vehicle,  they  generated 
$191  million  in  sales  last  year.  So  far  this  year, 
catalog  sales  are  up  23%. 

DATA;  TALB01S 
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continue  much  longer.  Indeed,  his  ii 
tial  budget  for  2001  assumes  same-sto: 
sales  will  rise  just  3%  to  4%.  That's  s 
most  certainly  too  conservative,  sin 
Zetcher  relishes  setting  targets  he  Ci 
then  beat.  But  even  at  that  level,  Zetc 
er  says,  total  sales  will  grow  8%  to  9 
next  year  and  profits  15% 
20%. 

BRAKES  OFF.  That's  because  tl 
big  growth  driver  will  be  sto 
expansion.  Zetcher  put  tl 
brakes  on  expansion  during  t' 
lean  years,  opening  just  : 
stores  in  both  '98  and  '99.  B^ 
this  year,  Talbots  will  open 
new  stores,  and  78  are  on  t^ 
drawing  boards  for  2001.  By  t 
end  of  2005,  Zetcher  plans  31 
more.  Over  the  next  five  yeai 
Ihe  number  of  Misses  stores 
Talbots'  core  business — w 
grow  just  19%,  to  490.  Zetch 
plans  a  60%  increase  in  tl 
number  of  Talbots  Petit 
stores,  and  he'll  more  than  do 
ble  the  number  of  both  Talb< 
Kids  and  Talbots  Accessories 
Shoes  stores. 

The  real  explosion  vdll  con 
in  Talbots  Woman  stores,  whi 
sell  the  same  classics  found 
Misses  and  Petites,  for  womi 
size  12W  to  24W.  Talbots  h 
just  14  of  these  stores.  But  wit 
in  five  years,  Zetcher  vows 
have  160.  It's  a  compelling 
portunity.  The  average  Ame  ' 
can  woman  wears  a  size  14,  b 
few  retailers  focus  on  clotli 
that  big.  "It's  often  hard  to  fi 
clothes  [in  these  sizes],  especi; 
ly  for  professional  and  speci 
occasion  dressing,"  says  Vic 
Gray,  45,  vice-president  of  m; 
keting  for  a  health-care  compa 
in  Norfolk,  Va.,  who  now  bu| 
almost  all  her  clothes  at  Talbo 
To  be  sure,  another  fashi 
blooper,   like   the   one   Talb( 
committed  in  '97,  could  send 
sprawling.  But  if  it  continues 
pay  attention  to  its  customel 
it  may  be   able   to  dodge 
woes  plaguing  most  other  ret; 
ers.  The  middle-age  women 
buy  its  classic  clothes  are 
less  fickle  than  younger,  trend] 
women.  And  new  concepts  1: 
larger-sized  clothing  and  its  W 
site  give  it  lots  of  room  to  n 
There    are    no    sure    bets 
women's   apparel,   but  Talb 
may  be  the  next  closest  thinj. 
Bif  WiUiani  (\  Si/nionds 
llhigham,  Mann. 
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A  PROBLEM  OR  AN  OPPORTUNITY? 


#"""**"•"""■ 


-**k 


f :.   w\A/w.e)'fcsson.com 


SPECIAL  ADVERTISING  SECTION 


A  Special  Message  from  General  Colin  L  Powell,  U.S.A.  (ret.) 
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We  hear  much  today  about  the  "digital  divide"  -  the  gap  between  those  who  have  access 
to  the  wonders  of  digital  technology  and  the  Internet  and  those  who  do  not.  When  I 
address  this  issue  I  use  an  even  stronger  term:  digital  apartheid.  What  is  at  stake  is  today's 
technology  "have-nots"  -  especially  the  young  -  and  whether  they  may  find  themselves  marginalized 
for  life  because  they  lack  the  skills  and  tools  to  participate  in  our  globalized,  knowledge-based 

economy.  This  is  true  in  America  and  in 
the  rest  of  the  world. 

If  digital  apartheid  persists,  we  all  lose. 
The  digital  have-nots  will  be  poorer,  more 
resentful  of  progress  than  ever  and  will 
not  be  able  to  become  the  skilled  workers 
or  potential  customers  that  are  needed  to 
sustain  the  growth  of  the  Internet  economy. 
So  the  private  sector  is  eager  to  tear  down 
the  wall  between  the  digital  haves  and 
have-nots. 

One  reason  why  I  am  an  optimist  on 
this  issue  is  my  vantage  point  as  Chairman 
of  America's  Promise  -  The  Alliance  for 
Youth.  Our  mission  is  to  endow  young  people  with  the  character  and  competence  they  need  to 
become  successful  adults  by  promoting  Five  Promises  to  Youth:  caring  adults,  safe  places,  a  healthy 
start,  marketable  skills,  and  opportunities  to  serve. 

Marketable  skills  increasingly  mean  digital  skills,  and  high-tech  companies  have  been  among  our 
earliest  and  most  enthusiastic  allies  in  equipping  young  people  for  careers  in  the  digital  economy. 
Oracle  Corporation  created  a  $100  million  foundation  to  provide  network  computers  and  computer 
training  to  students  and  teachers  in  American  schools.  America  Online  developed  a  Web  site, 
AOL@School,  to  help  teachers  and  students  tap  the  educational  resources  of  the  Internet.  Cisco 
Systems  is  setting  up  2,000  Networking  Academies  in  high  schools  and  colleges  throughout  the 
United  States  to  train  students  to  design,  build,  and  maintain  computer  networks.  IBM  will  provide 
$10  million  in  technology  and  technical  services  as  part  of  its  Teaming  for  Technology  program. 

Another  new  initiative,  PowerUP,  is  an  alliance  of  the  Boys  &  Girls  Clubs  of  America,  the  YMCA, 
AmeriCorps*VISTA  volunteers,  and  a  number  of  high-tech  companies.  It  provides  computer  training 
to  young  people  who  otherwise  might  not  get  it. 

The  progress  America's  Promise  has  made  in  giving  disadvantaged  American  youngsters  access 
to  digital  technology  helps  to  dramatize  what  can  be  achieved  through  private  and  public/private 
initiatives.  What  has  been  done  here  can  be  done  worldwide.  The  private  sector  has  the  incentive, 
as  well  as  the  resources  and  ingenuity,  to  lead  the  world  in  realizing  this  critical  goal. 
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the  future  is  here,  and  today's  students  are  it.  that's  why  we've  created  the 
intel  innovation  in  education  program— a  global  connmitment  to  help 
prepare  today's  teachers  and  students  for  tomorrow's  demands, 
through  initiatives  like  the  Intel*  computer  clubhouse  network,  the  inter 
science  talent  search  and  the  inter  teach  to  the  future  program,  we  hope 
to  bring  students  together  to  share  ideas  and  encourage  their  spirit  of 
exploration  and  discovery,  to  learn  all  the  ways  intel  is  supporting  science 
and  the  use  of  technology  in  education,  go  to  (-» intel.com/education) 
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Highlights  of  the  Creating  Digital  Dividends  Conference 


Is  THE  GLOBAL  DIGITAL  DIVIDE  A  PROBLEM  OR  A  BUSINESS 

OPPORTUNITY?  That  is  the  question  that  brought  leading 
executives  from  digital  companies  to  a  meeting  October  16-18  in 
Seatde.  The  powerful  answer  that  emerged  from  the  conference, 
shared  by  nearly  all  participants,  was  that  the  digital  divide  is 
both  an  urgent  problem  and  a  potentially  significant  opportu- 
nity. As  Internet  founding  father  and  WorldCom  Senior  Vice 
President  Dr.  Vinton  Cerf  put  it,  "The  Internet  is  for  everyone." 
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independent  thinktanl<  that 
specializes  in  taking  ideas  into 
action  on  global  environment 
and  development  issues. 
www;  wri.org/wri/ 

Special  thanks  to  John  Bergan 


No  one  disputed  how  difficult 
it  will  be  to  provide  six  billion 
people  with  access  to  digital 
networks  and  the  opportunities, 
services,  and  social  empowerment 
they  can  provide.  But  speaker  after 
speaker  made  the  case  for  real  busi- 
ness opportunities  in  creating  a  new 
portfolio  of  digital  products  and 
services  to  meet  the  needs  of  devel- 
oping regions  and  to  address  growing- 
environmental  challenges.  These 
opportimities  for  creating  profits  and 
social  benefits  -  digital  dividends  - 
and  novel  business  approaches  to 
achieve  them  were  the  focus  of  the 
conference.  Among  the  highlights: 
^1  Hewlett-Packard  Chairman  and 
C>EO  Carly  Fiorina  not  only 
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underscored  the  importance  and 
the  historical  significance  of  the 
global  transformation  now  under  \n 
way,  describing  it  as  a  "digital 
renaissance,"  but  also  eloquently 
called  for  the  digital  industry  to 
step  up  and  play  a  crucial  role  in 
that  transformation  -  as  business  jf 
She  also  put  her  company's  mone  tli( 
behind  her  vision,  announcing  a 
new  HP  division  focused  on 
"World  e-Inclusion"  that  expects 
to  sell,  lease,  or  donate  $1  billiorffe 
in  HP  products  and  services  in 
developing  countries  next  year. 
University  of  Michigan  busines  juini 
guru  C.K.  Prahalad,  in  a  spell-     npl,, 
binding  presentation  that  receive  t 
a  standing  ovation,  shared  a 
compelling  analysis  of  the  marke  n.. 
opportunity  serving  the  "bottom  ^j^^y 
of  the  economic  pyramid"  -  the   i^un 
four  billion  people  with  incomes  |„|(|, 
less  than  $1,500  a  year  -  and  gav  jij^^ 
inspiring  examples  of  real  business  m 
already  tapping  that  opportunity  | 
Renowned  KPCB  venture  capital) ),,, 
Vinod  Khosla  argued  the  powei 
of  entrepreneurial  energy  to  dri\ 
beneficial  change,  and  pointed 
out  the  potential  for  a  historic 
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.Hie  Digital  Divide 


paitnership  between  the  increasingly 
talent-constrained  but  capital-rich 
industrial  world  and  the  capital- 
starved  developing  regions  with 
their  huge  pools  of  under-utilized 
human  talent,  from  incipient 
Drogrammers  to  entrepreneurs. 
RealNetworks  Chairman  and 
CEO  Rob  Glaser  described  how- 
digital  tools  can  become  agents  of 
social  progress.  He  cited  the 
nherent  ability  of  the  Internet  to 
'route  around"  censorship  and 
;hus  help  ensure  the  openness  of 
iociety.  He  described  the  impact 
)f  broadcasting  globally  over  the 
Vet  in  50  different  languages 
rom  90  different  countries  on 
iocial  consciousness.  He  also 
mnounced  the  creation  of  the 
RealNetworks  Foundation  where 
:he  company  will  put  five  percent 
)f  each  quarter's  profits  to  foster 
he  progressive  social  impact  of 
ligital  technologies. 
\mazon.com's  Founder  and  CEO 
I  eff  Bezos  pointed  to  the  huge 
;fficiency  gains  possible  from  dig- 
tal  technologies  and  e-commerce 
ind  their  potential  to  reduce 
invironmental  impact.  He  also 
imphasized  that  developing 
egions  could  leapfrog  traditional 
levelopment  by  skipping  entire 
ayers  of  infrastructure, 
entrepreneurs  provided  specific 
nstances  of  how  new  business 
nodels  could  transform  social 
ind  environmental  problems 
nto  profitable  opportunities. 
Martin  Varsavsky,  Founder  and 
Ilhairman  of  Jazztel,  described 
he  remarkable  public-private 
)artnership,  Educ.ar,  that  he 
aunched  with  the  government  of 
Argentina.  The  initiative  plans  to 


WorldCom's  Dr.  Vinton  Cerf,  shortly 
before  he  revealed  that  he  was  wearing 
a  T-shirt  with  the  message  "The  Internet 
is  for  Everyone,"  the  theme  of  his 
remarks  to  the  conference. 

use  private  money  and  e-commerce 
skills  to  put  10  million  Argentine 
students  online  in  four  years.  Iqbal 
Quadir,  the  entrepreneur  behind 
GrameenPhone,  described  how 
that  venture,  by  aggregating 
demand,  is  profitably  providing 
commercial  phone  service  to  poor 
rural  villages  in  Bangladesh. 
Jonathan  Campaigne  described 
the  digital  tools  he  has  developed 
to  help  expand  PRIDE  AFRICA, 
the  microfinance  entity  that 
serves  100,000  poor  clients  in 
six  East  African  countries. 
These  entrepreneurs  were  joined 
by  spokespersons  for  nearly  a 
dozen  novel  business  models  or 


untapped  new  markets  for  digital 
technologies,  including  George 
Weyerhaeuser  Jr.,  Senior  Vice 
President  for  Technology  at  the 
forest  products  giant  that  bears 
his  family  name.  (See  case  studies.) 
JB  The  former  President  of  Costa 
Rica,  the  head  of  Jordan's  brand- 
new  IT  Ministry,  and  the  Chief 
Minister  of  the  Indian  state 
of  Andhra  Pradesh  provided 
compelling  examples  of  what 
governments  in  developing 
regions  can  do  to  open  markets, 
enact  policies  to  encourage  rapid 
IT  and  telecom  development, 
and  utilize  technology  to  deliver 
improved  e-government  services. 

Huge  New  Markets? 

C.K.  Prahalad  captivated  the 
audience  by  insisting  that  com- 
panies should  think  of  the  poor  not 
as  a  problem  to  be  dealt  with  by 
government,  but  as  a  significant 
market  for  business.  He  pointed  to  the 
scale  of  the  untapped  market  -  four 
to  five  billion  people  that  in  aggre- 
gate have  huge  purchasing  power. 
This  market  is  now  totally  ignored 
by  most  global  companies.  Prahalad 
argued  that  business  executives  need 
to  rethink  business  models,  products, 
and  services  developed  for  industrial 


'We  are  now  at  the  beginning  of  a  second 
renaissance,  the  digital  renaissance.  Inven- 
tion is  once  again  the  prime  virtue.  But  this 
time  the  tools  for  invention  can  be  extended 
to  every  corner  of  the  earth." 

Carly  Fiorina 

Chairman  and  CEO 
Hewlett-Packard 


www.digitaldividend.org 
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(?)  If  in  the  next  3  years  more  people  will  access  the  Web  with  cell  phones  than  PCs,  and  if  there  are  210  million  handsets  in  Asia, 


and  if  there  are  just  105  million  in  the  USA,  is  the  digital  divide  where  you  thought  it  was.     (AA)    MOTOROLA 
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U se rs  w i  1 1  be  able  to  shop 
for  farming  needs  such  as 
seeds  and  machinery  as 
well  as  household  itenns 
such  as  bicycles  or  refriger- 
ators, and  find  buyers  for 
crops  and  handicrafts 
without  mak[rigard^^^^ 
trips  to  a  city. 


An  Internet  Portal  for  Rural  India 


India's  rural  areas  are  virtually  untouched 
by  modern  technology.  Steady,  year- 
round  jobs  are  scarce.  Information  about 
employment  opportunities,  or  crop  prices,  or 
the  availability  of  candidates  for  the  country's 
traditional  arranged  marriages  is  hard  to 

come  by.  Enter  the  Internet,  in 
the  form  of  a  start-up  known  as 
TARAhaat.com.  It  is  attempting 
to  reproduce  online  the  colorful 
"haat"  or  market  that  takes  place 
regularly  in  nearly  every  Indian 
village.  But  because  this  haat  is 
digital,  it  can  share  information, 
goods,  services,  and  even  poten- 
tial bridegrooms  across  a  whole 
region,  pooling  the  assets  and 
market  potential  of  many  villages. 

TARAhaat's  Founder, 
Ashok  Khosla,  describes  the 
new  venture  as  the  first  Internet  service 
designed  from  the  ground  up  for  the  needs  of 
rural  village  users.  Khosla,  a  well-regarded 
development  expert  who  for  years  has  headed 


non-profit  development  organizations, 
believes  the  new  venture  can  be  both  a 
successful  business  as  well  as  a  tool  to  help 
those  it  serves  lift  themselves  out  of  poverty. 
Villagers  will  access  the  portal  at  a  village 
cyberkiosk,  owned  and  operated  by  a  local 
entrepreneur,  using  a  computer  that  display: 
pictures,  diagrams,  and  simple  explanations 
in  local  languages.  The  service  plans  to 
piggyback  on  India's  extensive  rural  phone 
network,  supplemented  where  necessary  by 
satellite  links.  It  will  provide  information  o 
such  vital  matters  as  land  records,  health 
clinics,  and  jobs.  Users  will  be  able  to  shop 
for  fanning  needs  such  as  seeds  and  machine 
as  well  as  household  items  such  as  bicycles 
or  refrigerators,  and  find  buyers  for  crops 
and  handicrafts  without  making  arduous  trip^ 
to  a  city.  The  venture  will  operate  initially  in 
the  states  of  Uttar  Pradesh  and  Madhya 
Pradesh,  but  plans  to  expand  throughout 
India  within  a  few  years. 

TARAhaat  hopes  to  make  money  and  to 
create  jobs,  raise  incomes,  and  unlock  the 
purchasing  power  of  rural  communities. 
The  company  believes  that  opening  villag 
to  the  world  outside  will  widen  perspective 
enabling  India's  people  to  become  enlight 
ened  citizens  and  more  active  participants  ij 
shaping  India's  future. 
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I  WILL  NOT  DESCRIBE  MYSELF 
IN  FIVE  WORDS. 


I  AM  THE  TALENT  POOL: 


The  Internet's  a  gold  mine.  Not  enough  gold  miners.  That's  why  there's  IGeneration! 
They  create  Internet  professionals.  On  the  technical  side.  On  the  creative  side. 

They're  not' for  everyone.  If  you  have  talent,  they  build  talent.  If  you  have  goals, 
they  help  you  reach  them.  Training.  Certification.  Job  placement.  Career. 

Get  online.  Take  the  assessment  test.  See  if  you've  got  what  it  takes.  Go  to 
www.iGeneration.com  or  call  877-411-4141.  Take  the  test.  Get  it  going. 
Go. 
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Tools  to  Transform  Management 

of  the  World's  Forests 


profit  from  forest  resources  while 
reducing  environmental  impact. 

Better  digital  maps  would 
enable  foresters  to  classify  forest 
type  and  health.  Prospective  forest 
modeling  and  visualization  tools 
could  also  enable  forest  managers 
to  plan  more  carefully  and  to 
optimize  application  of  fertilizer 
or  herbicides. 

Handheld  devices    Prospective  forestjTiod_elinj 


and  laptop  computers  and  visualization  tools  coulc 

are  already  helping 


azil, 
stomi 


enable  forest  managers  to 
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Demand  for  wood  is  rising.  So  are 
pressures  to  preserve  wilderness. 
To  accommodate  both,  commercial 
forests  will  have  to  be  managed  more 
intensively,  while  protecting  conservation 
reserves  and  environmentally  sensitive  areas. 
But  forest  managers  lack  both  the  detailed 
data  on  forest  conditions  and  the  software 
tools  needed  to  coax  more  productivity  and 


to  optimize  application  of 


managers  and  log- 
ging crews  get  access    plan  more  carefully  and 
to  data  and  software 
tools  in  the  forest. 

Eventually  forest  managers  would  fertilizer  or  herbicides. 

like  to  use  the  Internet  to  access 

sophisticated  spatial  analyses  of  forests. 

Providing  the  tools  and  information  services 

for  sustainable  forestry  could  be  a  substantial 

business.  There  are  65,000  foresters  in  the 

United  States  alone,  and  they  manage  com- 
mercial and  other  privately-owned  forests  with 

a  market  value  of  $240  billion. 
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"The  Internet's  openness  to  communication  is 

^^ 

profound.  Its  benefits  as  a  global  medium, 

^M            ^H 

as  a  medium  impervious  to  censorship,  as  a 

j^E^#? 

medium  that  lets  anybody  be  a  broadcaster, 

mlmmmam,^^^K  I .                      /i'                     _ 

will  continue  to  accrue  to  everyone." 

Rob  Glaser                                                   l^P 

J^-.0 

Chairman  and  CEO                                     1^^ 

^^.A 

RealNetworks                                             -jSH 

im:^ 

countries.  Companies  should  not  tak( 
cost  structures  as  given,  he  argued, 
illustrating  the  point  by  citing  one 
new  business  that  through  use  of  a 
heat  shield  drastically  cut  the  cost 
refrigeration  and  now  profitably 
sells  ice  cream  in  tropical  India  at 
3c  a  serving.  Another  Indian  com- 
pany provides  laser  cataract  surgei") 
including  counseling  in  several  loc£ 
languages,  for  $10  per  patient.  He 
described  a  new  retail  point-of-sale 
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.The  Digital  Dhide 


item,  developed  in  India  for 
dian  conditions,  that  copes  with 
St  and  highly  variable  voltage, 
mages  stock  and  prints  invoices  in 
languages,  incorporates  a  barcode 
inner,  is  Internet  enabled  -  and 
its  less  than  $1,000  a  terminal, 
oreover,  Prahalad  pointed  out, 
^  return  on  equity  for  these  busi- 
5ses  is  higher  than  that  of  most 
iltinational  corporations:  "Selling 
the  poor  may  be  more  profitable 
in  selling  to  you  and  me." 
Prahalad  went  on  to  say  that 
Tipanies  need  to  listen  to  the  poor 
markets  like  India,  China,  and 
izil,  because  they  can  not  only  be 
itomers,  but  also  an  important 
irce  of  innovation.  As  an  example, 
told  a  story  about  illiterate  kids 
New  Delhi  given  access  to  a 
worked  computer  but  with  no 
truction  or  supervision;  within  a 
iple  of  months,  the  kids  taught 
;mselves  to  use  it  and  to  navigate 
:  Internet.  If  a  software  company 
nted  to  create  a  universal,  icon- 
;ed  language  for  the  Internet, 
ihalad  asked,  where  better  to 
)eriment  than  with  such  kids? 


5  of  C.K.  Prahalad's  examples  of  how  digital  technologies 
create  opportunities  concerns  these  women  who  bring 
ir  milk  to  this  cooperative  in  rural  India.  Then  they  log  on 
he  Internet  to  check  the  price  of  milk  in  neighboring 
ins  before  deciding  where  to  sell  their  product. 


One  of  his  key  insights  was  that 
access  to  digital  systems  is  not  the 
same  as  ownership  (the  dominant 
model  in  industrial  countries).  With 
village  phones,  cybercafes  or  other 
pay-per-use  systems,  the  entire 
community  becomes  the  customer. 
"It  is  a  huge,  counterintuitive 
opportunity,"  he  concluded.  "You 
cannot  approach  these  markets  unless 
you  have  a  fundamentally  different 
view  of  how  to  use  technology." 
Reinforcing  this  message  was 
3Com  Chairman  and  CEO  Eric 
Benhamou.  "What  has  worked  so 
well  [in  digital  technology]  for  the 
relatively  few  may  not  work  for  the 
vast  majority  with- 
out profound 
redesign,"  he  said. 
What  is  needed  is 
"complex  research 
to  create  radical 
simplicity"  in  order 
to  broaden  access 
and  make  digital 
devices  much  easier 
to  use.  A  prototype 
that  could  represent 
a  first  step  toward 
such  devices  is  the 
Simputer,  show- 
cased at  the  Digital 


Dividends  Idea  Lab  expo  associated 
with  the  conference.  Designed  by 
the  Simputer  Trust  of  India,  the 
handheld  device  is  a  powerful 
Internet  access  tool  with  a  touch 
screen,  a  voice  chip  that  can  "speak" 
different  languages,  and  a  smartcard 
reader.  It  runs  on  free  Linux  software, 
can  be  manufactured  by  anyone 
without  license,  and  is  expected  to 
cost  under  $200. 

One  major  company  that  seemed 
to  "get"  Prahalad's  message  is  HP. 
Their  new  World  e-Inclusion 
Initiative,  according  to  Debra  Dunn, 
Vice  President  for  Strategy  and 
Corporate  Operations,  will  open 
branches  of  HP  labs  in  China  and 
India  to  develop  solutions  that 
address  the  basic  needs  of  people  in 
those  countries  and  will  create  an 
"ecosystem  of  partners"  around  the 
world.  The  company  is  launching 
this  new  initiative  not  only  because 
it  thinks  it  is  a  good  business  oppor- 
tunity, but  also  because  it  believes 
that  the  "digital  renaissance"  will 
lead  to  an  explosion  in  human  and 
social  advancement.  "We  must  give 
everyone  everywhere  a  chance  to 
participate  in  the  benefits  of  this 
digital  age,"  Dunn  said.  "HP  is  pas- 
sionate about  working  to  improve 


www.digitaldividend.org 
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Fresh  from  tTie  baker, 
traight  to  the  dumpster? 


V 


One  hundred  billion  pounds  of  food  go  to  waste  every 

year  in  America,  while  31  million  people  are  hungry  or  at  risk  of  hunger. 

The  problem  is  not  lack  of  food,  but  lack  of  communication - 

how  to  get  food  where  it's  needed  most.  ResourceLink.org  is  an 

hp-designed  and  operated  e-service  portal  which  connects  food  manufacturers 

with  America's  Second  Harvest,  the  country's  largest  food  relief  organization. 

The  system  not  only  automatically  locates  surplus  food, 

but  dynamically  interacts  with  shipping  companies  to  get  that  food  to 

the  right  place.  Instead  of  days  or  weeks,  the  process  takes 

a  matter  of  minutes.  This  is  the  power  of  e-services- connecting  companies 

and  their  services  in  inventive  ways  and,  in  some  cases,  maybe 

even  making  someone's  life  a  little  better. 

www.resourcelink.hp.com 

Possibilities  made  fresh  daily,  e-services  solutions  from  hp. 
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A  conference  panel  considered  enabling  technologies  -  from  satellites  to  speech 
recognition  software  to  mobile  Internet  devices  -  that  might  be  disruptive  of  the 
digital  divide,  of  poverty,  and  of  environmental  mismanagement.  (I  to  r)  Russ  Daggatt 
of  ICO-Teledesic,  Mike  McCue  of  Tellme  Networks,  Kennet  Radne  of  Ericsson, 
Mark  Anderson  of  Strategic  News  Service,  and  Kevin  Werbach  of  Release  1.0. 


the  lives  of  the  four  billion  people  at 
the  bottom  of  the  economic  pyramid." 
William  B.  Plummer,  Nokia's 

Vice  President  for  Government  and 
Industry  Affairs,  agreed.  He  said, 
"Providing  the  technologies  to 
connect  people  everywhere  is  an 
urgent  social  mission." 

Enabling  Technologies 

One  conference  panel  considered 
emerging  technologies  that 
promise  to  enable  broader  access  and 
could  also  be  disruptive  of  poverty 
and  environmental  mismanagement. 
Vivid  examples  included: 
'^  Non-geostationary  satellite  net- 
works linking  rural  areas  directly 
to  the  Internet.  Russ  Daggatt, 
Vice-Chairman  of  ICO-Teledesic, 
pointed  out  that  such  systems  are 
inherently  egalitarian,  because 
operators  of  such  systems  would 
necessarily  have  to  provide  "the 
same  quality  and  quantity  of  capac- 
ity to  Africa  as  to  North  America." 


Third  generation  or  3G  cellular 
phones  that  will  provide  high- 
speed, mobile  access  to  the 
Internet  without  a  computer. 
Kennet  Radne,  President  of 
Ericsson  Internet  Solutions, 
pointed  out  that  mobile  phone 
networks  are  expanding  so  rapidly 
that  they  are  likely  to  become  the 
most  common  means  for  access 
to  the  Internet. 

Voice-enabled  access  to  the  Inter- 
net, based  on  voice  recognition 


software.  Mike  McCue,  CEO 
of  Tellme  Networks,  explained 
that  such  systems,  now  being 
deployed  in  the  United  States, 
could  readily  be  adapted  to 
other  languages  and  could  enable 
access  even  for  those  who 
are  illiterate. 
»  Much  cheaper,  smaller,  and  easier 
to-use  "carry-along"  computers, 
part  of  a  ladder  of  technologies 
that  will  expand  access,  accordiri 
to  Mark  Anderson,  President 
Strategic  News  Service. 
Also  coming,  said  Kevin  Werbac 
Editor  of  Release  1.0,  are  peer-to 
peer  networking  technologies  that  1 
people  swap  music  or  information 
or  transact  business  direcdy  with  ea(  f . 
other,  and  more  powerful  location 
based  computing  tools  that  could 
enhance  environmental  managemei  - 

Are  Digital  Dividend 
Opportunities  Real? 

Beyond  technology,  the  core 
questions  at  the  conference 
concerned  access,  financing,  and  tl 
readiness  of  many  developing 
countries  for  massive  private  sectc 
investments  in  digital  infrastructu 
As  Kevin  Werbach  pointed  out,  w 
the  Internet  "access  is  everything 


www.digitaldividend  org 
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Providing  Rural  Phone  Service 

Profitably  in  Poor  Countries 


1 


irameen  Bank  helps  by 
)aning  the  entrepreneurs 
loney  to  buy  the  phone  and 
pllecting  payments  from 


lem  for  phone  usage  on 


ehalf  of  GrameenPhone 


n  poor  countries,  most  people  -  in  all, 
half  the  world's  population  -  still  live  in 
rural  areas.  Village  phone  service  is  rare, 
Internet  service  non-existent,  and  poverty 
widespread.  In  Bangladesh,  for  example,  90 
percent  of  the  country's  68,000  villages  have 
no  phone  service  of  any  kind  and  average 
annual  income  is  less  than  $200  per  person. 
It  might  not  sound  like  a  promising  com- 
mercial telecom  market,  but  appearances  can 
be  deceiving. 

Since  1997,  GrameenPhone  has  provided 
commercial  cellular  services  in  Bangladesh, 
operating  primarily  in  urban  areas.  A  subsidiary, 
working  with  the  microfinance  organization 
Grameen  Bank,  provides  service 
in  rural  areas  via  local  entrepre- 
neurs, usually  women.  Each  local 
entrepreneur  owns  and  operates 
a  cellular  phone  that  typically 
serves  an  entire  village.  Villagers 
pay  for  phone  calls  in  cash,  by 
the  minute.  Grameen  Bank  helps 
by  loaning  the  entrepreneurs 
money  to  buy  the  phone  and 
collecting  payments  from  them  for  phone 
usage  on  behalf  of  GrameenPhone. 

These  shared-access  village  phones  are 
very  profitable,  generating 
revenues  that  now  average 
$1,200  per  year  per 
phone,  more  than  three 
times  as  much  as  the 
company's  urban  phones. 
Each  phone  serves  an 
average  of  nearly  70 
customers  -  in  effect, 
tapping  the  buying  power 
of  a  whole  village.  Per 


phone  revenues  have  more  than  doubled  in 
two  years  of  service,  and  some  phones  in 
larger  villages  generate  revenues  in  excess  of 
$12,000  per  year,  in  one  of  the  world's 
poorest  countries.  A  study  by  the  Canadian 
International  Development  Agency  shows 
that  the  village  phones  also  have  a  big  social 
impact.  For  villagers,  access  to  phones  often 
substitutes  for  a  trip  to  Bangladesh's  capital, 
Dhaka,  that  could  take  days  and  cost  many 
times  as  much  as  the  call.  Villagers  also  use 
phones  to  find  out  current  market  prices  for 
their  crops,  arrange  remittances  from  family 
members  working  abroad,  and  obtain  urgent 
medical  help. 

If  it  works  in  Bangladesh,  how  about  in 
rural  areas  elsewhere?  If  phone  and  perhaps 
Internet  services  can  be  provided  profitably 
to  rural  communities  through  shared  access, 
then  opening  up  such  regions  to  commercial 
telecom  competition  may  be  an  effective  way 
of  stimulating  rural  development  and  providing 
significant  social  and  economic  benefits  to 
impoverished  areas.  The  business  opportunity 
also  seems  large  enough  to  stimulate  private 
investment:  becoming  the  phone  company 
and  the  Internet  service  provider  for  nearly 
half  of  humanity. 
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because  once  people  have  access, 
they  can  get  everything  else  virtually 
free. And  because  of  shared-access 
systems,  universal  global  access  may 
come  more  rapidly  than  is  generally 
expected.  "My  estimate,"  predicted 
Internet  architect  Dr.  Vinton  Cerf, 
"is  that  half  the  world's  population 
will  be  online  by  the  year  2010  - 
about  the  same  fraction  that  have 
access  to  the  phone  network  today." 

Venture  capital  financing,  the 
fuel  for  rapid  innovation  in  technol- 
ogy, is  not  yet  widespread  outside 
the  United  States.  It  is  mostly 
unavailable  in  developing  regions. 


Microsoft  Chairman  Bill  Gates  argued 
for  the  overriding  importance  of  meeting 
basic  needs,  such  as  health,  in  poor 
communities. 


"The  Internet  is  the  best  tool  we  have  had 
for  creating  wealth  and  for  redistributing  the 
opportunities  to  create  it  since  the  steam 
engine  -  wealth  created  not  from  our  dimin- 
ishing supplies  of  raw  materials  and  natural 
resources  but  from  our  limitless  reserves  of 
creativity,  intelligence,  and  information." 

Stephen  Schmidheiny 

Founder  and  President,  Avina 
Chairman,  Grupo  NUEVA 


except  to  enable  a  few  "foreign 
entrepreneurs  to  come  to  the 
United  States  and  sell  their  products 
here,"  as  Dan  Rosen  of  Frazier 
Technology  Ventures  put  it.  "We 
need  to  find  a  way  so  that  the  next 
wave  of  venture  investment  outside 
the  United  States  leads  to  creation 
of  new  markets  in  the  developing 
countries  themselves."  Tom 
Alberg,  Managing  Director  of  the 
Madrona  Venture  Fund,  proposed 
a  possible  mechanism  to  do  that  - 
a  new  kind  of  venture  fund  with 
lower  rate  of  return  expectations 
targeted  direcdy  at  such  markets. 

The  digital  opportunity  task  force, 
launched  at  the  G-8  economic 


Are  We  Ready  for  Universal  Connectivity? 

Stephan  Schmidheiny,  Founder  of  the  World  Business  Council  for 
Sustainable  Development,  described  obstacles  in  business  and  in  gov- 
ernment to  creating  digital  dividends  and  called  for  a  rethinking  of 
roles  and  for  new  partnerships  among  business,  government,  and  civil 
society.  He  emphasized  that  education  is  now  utterly  critical  to  enable 
individuals  and  countries  to  participate  in  the  digital  economy,  and 
urged  business  to  accept  education  as  a  strategic  corporate  issue  as 
well  as  a  social  issue.  Schmidheiny  also  described  how  the  growing  use 
of  digital  networks  by  civil  society  is  likely  to  bring  almost  complete 
transparency  for  large  businesses  and  for  government.  "Are  we  ready 
for  this?  I'm  not  quite  sure." 


summit  in  July  2000,  intends  to  help 
close  the  global  digital  divide.  What 
will  it  do?  The  details  are  still  bein 
worked  out,  but  the  hopes  are  clear. 
As  Markle  Foundation  President 
Zoe  Baird  described  them:  create 
strategies  to  help  government,  busi 
ness,  international  organizations,  an 
non-governmental  organizations 
(NGOs)  work  together;  develop 
country-specific  strategies  with  and 
for  developing  country  governments! 
and  support  specific  projects. 
Kathy  Bushkin,  AOL's  Chief 
Communications  Officer,  said  that 
the  key  for  the  task  force  and  for 
closing  the  digital  divide  will  be 
"collaboration  between  companies 
and  NGOs,  between  companies  an 
goveminents,  and  between  coimtries 
Will  such  efforts  be  enough?  Ca 
private  sector  investments  to  close 
the  digital  divide,  even  if  supporte 
by  governments,  international 
agencies  and  non-governmental 
groups,  really  help  alleviate  pover 
improve  human  welfare,  and  creat 
new  tools  to  reduce  environmental 
harm?  Possibly,  but  calling  attenti 
to  the  health  needs  of  the  world's 
poor  was  Microsoft  Chairman  Bi 
Gates.  He  argued  that  poor  peopl 
need  more  basic  things  than  accesJ 
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CHNOLOGY  SHOULD  NEVER  GET  IN  THE  WAY  OF  A  BIG  IDEA 

Sometimes,  before  you  can  think  big 

you  have  to  think  small. 

Small,  like  the  Compaq 

ProLiant  DL360  Server  With  a 

1.75-inch  profile  that  fits  everywhere, 

you  can  have  your 

big  start-up  idea  anywhere. 

Even  in  the  bock  of  a  van. 

Welcome  to  the  new  IT. 

Inspiration  Technology 

from  Compaq. 


COMPAa 

Inspiration  Teciinoiogy 

com 

',M  S  2000  Compaq  Computer  Corporation  COMPAQ  ond  the  Compaq  logo  Registered  in  U.S.  Patent  and  Trademarl<  Office.  ProLiant  and  Inspiration  Technoloey  are  trademarks  of  Compaq  Information 
-,  Group, LP  in  the  LI  S, and  other  countnes. 
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Can  Digital  Community  Centers 

Save  Remote  Communities? 


In  most  developing  regions,  governments 
are  hard-pressed  to  provide  the  services 
needed  to  keep  civic  and  cultural 
life  functioning.  Schools  often  lack  suppHes, 
health  care  may  not  be  available  in  the 
community,  and  isolation  is  the  rule. 

One  bold  attempt  to  change  this  pattern 
is  underway  in  Costa  Rica.  A  local  founda- 
tion and  the  MIT  Media  Lab  are  recycling 
old  shipping  crates  into  newly-wired  digital 
community  centers.  The  goal  of  these  Little 
Intelligent  Communities  (LINCOS)  is  to 
give  rural  villages  access  to  a  post  office,  a 
school  computer  lab,  a  small  medical  center 
(hnked  to  specialists  by  telemedicine),  a  large 
screen  for  videos,  as  well  as  e-mail,  fax,  and 
Internet  services  -  tools  that  villagers  can 


use  to  improve  their  quality  of  life.  The 
effort  plans  to  expand  from  today's  seven 
units  to  sites  throughout  Central 
America,  Asia,  and  Africa.  At  the 
same  time,  the  Media  Lab  will  use 
the  LINCOS  units  as  testbeds  for 
businesses  that  could  power  economic 
and  community  development. 
Successful  models  will  be  franchised. 
The  LINCOS  strategy,  still  being 
refined,  is  to  offer  governments  more 
cost-effective  service  delivery,  com- 
munity residents  new  economic 
opportunities,  and  online  vendors 
potential  new  markets.  If  it  succeeds, 
remote  might  no  longer  have  to 
mean  isolated. 


mum 


entebbe 


to  technology  and  doubted  the 
business  opportunities  in  indigent 
communities.  Vinod  Khosla  also 
expressed  caution  about  the  goal  of 
universal  access,  arguing  that  con- 
nectivity is  most  important  for  the 
perhaps  10  percent  of  a  population 
who  can  be  entrepreneurially  active 


and  create  wealth.  Nonetheless,  the 
new  initiatives  and  prototype  ven- 
tures considered  at  the  conference 
generated  tangible  enthusiasm,  and 
the  consensus  of  those  attending 
was  optimistic  about  the  prospects 
for  creating  digital  dividends.  Most 
attendees  seemed  to  agree  that 


A 

"The  biggest  obstacle  standing  between 

\ 

PI 

technology  and  its  benefit  is  not  cost,  is  not 
performance.  Technology  must  become           j 
radically  simple."                                                1 

"  ■ 
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Eric  Benhamou                       ^R^^^^*^ 

i  -^^^^ 

Chairman  and  CEO         i^^ji^^^ti^isk 
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Fiorina's  vision  of  a  digital  renaissanc 
and  Prahalad's  business  strategies 
for  tapping  the  market  at  the  botto; 
of  the  pyramid  were  on  target. 
As  World  Resources  Institute 
President  Jonathan  Lash  put  it, 
"We  should  not  minimize  the 
obstacles  -  they  are  real.  But  if 
the  opportunity  is  also  real,  then 
it  is  too  important  to  ignore." 
Mark  Malloch  Brown,  head  of  tl 
UN's  Development  Programme 
summed  up  the  conference  this 
way:  "If  we  can  make  this  a 
technology  for  all  rather  than  for 
the  few,  then  we  arc  seeding  an 
extraordinaiy  revolution  in  the 
affairs  of  our  world." 
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THE  SKEPTICS  WERE  RIGHT  WHEN  THEY  SAID  CRAIG  VENTER 
OULD  NEVER  CRACK  THE  HUMAN  GENETIC  CODE  ON  SCHEDULE. 

HE  WAS  TWO  YEARS   EARLY. 


1^^ 


When  you're  trying  to  decipher 
something  as  complex  as  the  human 
genetic  code.  And  when  the  consequences 
of  success  are  so  important  to  the  health 
and  well  being  of  everyone  on  the  planet. 
Time  matters. 

So  as  Venter  and  his  team  from 
Celera  Genomics  began  evaluating  their 
technology  needs  they  realized  there 
were  only  two  systems  even  capable  of 
taking  on  a  task  of  this  magnitude.  They 
suggested  a  benchmark  test.  One  system 
ran  the  test  in  87  hours.  The  Compaq 
Tru64  UNIX  AlphaServer  with  Compaq 
StorageWorks  solutions  did  it  in  7. 

The  superior  processing  power 
that  delivered  this  performance  is  the 
same  technology  that  enabled  Compaq 
to  win  four  recent  supercomputing 
projects  around  the  world.  And  it's  just 
one  example  of  how  Compaq  Tru64 
UNIX  AlphaServers  help  people  in  all 
kinds  of  settings  realize  their  inspiration. 

That's  what  happens  when 
you  move  beyond  the  limitations  of 
Information  Technology  to  something 
more  inspiring.  Welcome  to  the  new  IT. 
Inspiration  Technology  from  Compaq. 

COMPAa 

Inspiration  Technology 


Case 
Studv 
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Expanding  Microfinance 

With  Digital  Technologies 


Today  more  than  1,000 

microfinance  institutions 

offer  micro-loans  of       

between  $150  and  $500  to 
five  million  clients  in  poor 
rural  communities  or  urban 
slums  spread  across  Africa. 
Asia,  and  Latin  America. 


Micro-loans  in  their  modern  form 
were  pioneered  by  the  Grameen 
Bank  to  provide  a  source  of  credit 
for  poor  people  in  Bangladesh.  Today  more 
than  1 ,000  microfinance  institutions  offer 
micro-loans  of  between  $150  and  $500  to 
five  million  clients  in  poor  rural  communities 
or  urban  slums  spread  across  Africa,  Asia, 
and  Latin  America.  Most  such  loans  go  to 
women  to  enable  them  to  expand  small 
businesses.  A  track  record  of  remarkable 
repayment  rates  and  success  in  helping 

recipients  climb  out  of  poverty 
have  made  micro-loans  a  favorite 
of  development  agencies. 

Yet  relatively  few  poor  people 
have  access  to  micro-loans  - 
about  five  percent  of  an  estimated 
500  million  potential  borrowers 
worldwide.  Major  reasons  are 
inefficient  practices  and  the 
resulting  high  costs  of  processing 
loans  and  keeping  records.  Few 
if  any  microfinance  institutions 
are  profitable,  so  they  cannot  tap  banks 
or  capital. 

What  may  change  this  picture  is  the  advent 
of  digital  tools  to  automate  transactions  and 
increase  efficiencies.  Imagine  a  loan  officer 


travelling  from  village  to  village,  equipped 
with  a  mobile  data  entry  device  similar  to 
that  used  by  FedEx  delivery  personnel  and 
transmitting  loan  data  over  wireless  links  to 
a  central  computer.  Microfinance  institutions' 
operating  in  Mexico  are  now  testing  the  use 
of  Palm  Pilots  equipped  with  simple 
accounting  software  for  their  loan  officers, 
and  many  such  groups  are  introducing 
computerized  accounting  systems. 

PRIDE  AFRICA  operates  in  six  East 
African  countries  where  half  the  population 
subsists  on  less  than  $1  a  day.  PRIDE  finks  its 
base  of  100,000  cHents  to  financial  services, 
information,  and  markets.  It  has  developed  its 
own  banking  software  to  manage  micro-loans 
and  small  savings  accounts  and  to  automate 
administrative  tasks.  The  group  is  now 
experimenting  with  magnetic  cards  and 
information  kiosks  that  allow  even  illiterate 
clients  to  access  their  accounts  and  check 
loan  balances,  while  cutting  costs.  PRIDE  is 
developing  software  that  will  enable  it  to 
bundle  together  loans  ft-om  tens  of  thousands 
of  its  clients  and  resell  them  to  commercial 
banks,  opening  up  capital  markets  to 
finance  expansion. 

PRIDE  Founder  Jonathan  Campaigne 
points  out  that  microfinance  can  benefit 
from  the  same  emerging  Internet-based 
technologies  that  are  forcing  retail  bankers 
everywhere  to  rethink  their  business  models 
These  include  tools  like  data  mining, 
customer  service  and  support  software,  and 
customer  relationship  management  applica- 
tions. PRIDFl,  for  example,  hopes  to  work 
with  partners  to  build  an  Internet-based 
virtual  "back-office"  and  provide  tools  that 
are  easier  for  poor  clients  to  use  -  all  with  the 
intent  of  making  access  to  financial  services  a 
widespread  as  the  traditional  African  drum 
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WorldCom: 
Investing  in  the  Future 
of  a  Digital  Generation 


As  the  preeminent  global  communications  company 
for  the  digital  generation,  WorldCom'  is  taking  a  leader- 
ship role  sculpting  the  next  generation  of  digital 
communications,  including  IP  Virtual  Private  Networks 
(VPNs),  Web  Hosting  and  Web  Centers.  While  delivering 
the  essential  services  to  fuel  the  success  of  its 
customers,  WorldCom  is  helping  to  bridge  the  digital 
divide  and  develop  a  fertile  environment  for  innovation. 

E-business  is  "business  as  usual"  in  the  digital  age. 
Therefore,  the  e-business  communications  infrastructure 
of  WorldCom's  customers  is  becoming  synonymous 
with  their  business  communications  infrastructure. 
WorldCom's  global  IP  service  capabilities  are  unmatched 
in  the  industry,  enabling  the  Company  to  deliver  superior 
products  and  services  to  customers.  WorldCom's  global 
network  wilt  continue  to  be  the  foundation  for  its  success 


MMDS  is  a  great  "leveler"  of  the  playing  field,  because 
it  bypasses  the  bottleneck  of  monopoly  incumbents  to 
deliver  quicK  efficient  and  cost  effective  broadband 
services  to  customers.  WorldCom  has  been  built  around 
digital  initiatives  that  will  deliver  the  next  generation  of 
services  and  enable  a  world  of  new  applications. 


M 


-and  distinguish  it  from  new  and  established 
competitors  around  the  world.  Services  like  hosting, 
content  distribution  and  security  will  be  integrated 
with  the  traditional  network  components,  such  as 
transmission  speeds,  pipes,  and  PoPs. 

Additionally,  WorldCom  has  begun  offering  high- 
speed broadband  Internet  access  using  MMDS  fixed 
wireless  technology-a  technology  that  will  enable  the 
Company  to  reach  beyond  traditional  markets  and 
provide  businesses  with  the  speedy,  reliable  Internet 
connection  that  today's  economy  demands. 

WorldCom's  business  and  societal  perspectives  on 
bridging  the  digital  divide  are  inextricably  linked.  As  a 
world  leader  in  Internet  technology,  WorldCom  has  a 
unique  opportunity  to  ensure  that  educators  harness 
the  enormous  educational  power  of  the  Internet. 

To  this  end,  the  Worldcom  Foundation,  which  is  the 
principal  instrument  for  WorldCom  corporate  giving  in 
the  U.S.  and  throughout  the  world,  established  the 
MarcoPolo  Internet  Content  for  the  Classroom  initiative 
in  1998. 

Recognized  by  President  Bill  Clinton  and  Secretary 
of  Education  Richard  Riley  in  1999,  MarcoPolo  is  an 


unprecedented  public/private  partnership  project 
designed  to  explore  the  frontiers  of  Internet-based 
education.  Through  the  MarcoPolo  gateway 
(www.wcom.com/marcopolo),  teachers  can  quickly 
find  high-quality  Web  sites  in  almost  every  subject  area, 
all  with  content  thoroughly  reviewed  by  scholars  and 
approved  by  educators.  Teachers  will  be  able  to 
overcome  barriers  in  the  use  of  technology  with  content 
that  enhances  their  classroom  plans.  The  MarcoPolo 
partners  include:  the  American  Association  for  the 
Advancement  of  Science;  Council  of  the  Great  City 
Schools;  Kennedy  Center  for  Performing  Arts;  National 
Council  of  Teachers  of  Mathematics;  National  Council 
on  Economic  Education;  National  Endowment  for  the 
Humanities;  and  National  Geographic  Society. 

In  addition,  31  state  partnerships  have  been  set  up, 
so  far,  in  which  MarcoPolo  certified  instructors  will 
provide  professional  development  to  thousands  of  state 
teacher  trainers  who  in  turn  will  provide  training  on 
MarcoPolo  to  every  teacher  in  their  state.  Almost  400 
days  of  training  will  be  completed  in  2000,  with  over 
8000  teacher  trainers  trained,  all  at  no  charge.  Next  year 
the  goal  is  to  involve  every  state  and  ensure  that  every 
school  with  Internet  access,  no  matter  how  rural  or  how 
poor,  has  the  benefit  of  using  the  MarcoPolo  program. 

Other  initiatives  supported  by  WorldCom  include 
Making  a  Civic  Investment,  a  five-year,  $5-million 
program  involving  a  partnership  with  Brown  University 
to  link  schools  and  community  organizations  around  the 
country  with  local  colleges  or  universities  to  develop 
educational  technology  projects  for  youth  in  underserved 
communities.  Additionally,  WorldCom  has  earmarked 
$10  million  for  a  scholarship  program  through  the 
National  Action  Council  for  Minorities  in  Engineering 
(NACME),  a  not-for-profit  corporation  committed  to 
bringing  the  talents  of  African  Americans,  Hispanics  and 
American  Indians  to  the  nation's  engineering  workforce. 

WorldCom's  focus  on  educational  giving  is  an 
investment  in  the  future  of  a  digital  generation.  Today, 
WorldCom's  workforce  is  made  up  of  information 
architects  and  service  specialists,  dedicated  to  engineer- 
ing solutions  for  its  customers.  The  success  of  WorldCom 
and  society  at  large  is  dependent  on  technology 
education  for  teachers,  parents  and  the  students  who 
one  day  will  lead  the  next  wave  of  the  digital  revolution. 


FOR  MORE  INFORMATION  ON  WORLDCOM  TECHNOLOGY 


visit  www.wcom.com/generationd 
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The  business  magazines  say  good  web  hosting  people  ar 
Internet  executives  are  scouring  the  entire  country  looking  for  tl 

So  where  are  all  the  good  people? 

Well,  a  lot  of  them  are  at  WorldCom. 

And  who  can  blame  them?  By  teaming  up  '^'9^*M^^^P^^'^  ^'''^'  we're  able  to 
offer  our  clients  a  comprehensive  e-business  solution;*^^^fflrone  of  the  most  reliable  IP 
networks  in  the  industry.  Not  just  data  centers  all  over  the  world.  But  the  far  more  critical, 
human  element:  an  all-star  team  of  web  hosting  experts  that  blue  chip  companies  trust 
with  their  mission-critical  applications. 

Which  should  leave  you  with  one  question.  If  we  have  the  cream  of  the  crop,  who  do  you 
want  hosting  your  website:  the  people  we  did  hire  or  the  people  we  didn't?  ^  -^ 

For  more  information,  visit  us  at  www.wcom.com/generationd. 
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The  fSBrMtsa  gold  mine.  Not  enough  gold  minef 

They  create  Internet  professionals.  On  the  technical  side.  On  the  creative  side. 

They're  not  for  everyone.  If  you  have  talent,  they  build  talent.  If  you  have  goals, 
they  help  you  reach  them.  Training.  Certification.  Job  placement.  Career. 

Get  online.  Take  the  assessment  test.  See  if  you've  got  what  it  takes.  Go  to 
www.igeneration.com  or  call  877-41 14141.  Take  the  test.  Get  it  going. 
Go. 
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ne  direct  way  to  close  the 
digital  divide  is  simply  to 
provide  the  technology 
resources  to  get  the  job  done. 
\y  digital  companies  and  their 
loyees  are  doing  just  that, 
le  of  these  efforts  are  focused 
ids  and  schools.  Others  focus 
mder-served  communities,  from 
ited  Native  American  reserva- 
s  to  inner-city  neighborhoods  to 
munity  groups  or  non-profit 
inizations  serving  communities 
ind  the  world.  A  few  efforts  seek 
ngender  a  global  community  or 
se  the  Internet  as  a  means  of 
ing  global  problems.  Still  others 


focus  on  connecting  their  own 
workers  in  the  United  States  and 
abroad.  By  any  measure,  the 
outpouring  of  philanthropic  and 
charitable  efforts  intended  to  pro- 
vide access  and  skills  to  the  digitally 
disconnected  is  remarkable. 

Kids  and  Schools 

Sean  aspires  to  go  to  college  and 
become  a  graphics  animator.  Latoya 
is  directing  a  movie  and  has  used 
the  Web  to  research  colleges  where 
she  can  pursue  her  newfound  inter- 
est in  science.  Both  credit  the 
Computer  Clubhouse  at  Boston's 
Museum  of  Science  with  giving 


Computer  Clubhouse  at  Boston's  Museum  of  Science  gives  kids  from  8  to  18 
toring  as  well  as  access  to  technology. 


their  lives  direction.  More  than  a 
cool  place  to  hang  out  after  school, 
the  Clubhouse  offers  youths  from 
age  8  to  1 8  mentors,  access  to  tech- 
nology, and  the  chance  to  develop 
their  own  projects,  together  with 
skills  and  self-confidence. 

Now  Intel  and  the  MIT  Media 
Lab  are  working  with  the  Museum 
to  spread  the  widely-acclaimed 
model.  The  Intel  Computer 
Clubhouse  Network  plans  to  create 
100  clubhouses  around  the  world  by 
2005.  In  addition  to  financial  and 
technical  support,  Intel  will  provide 
clubhouse  mentors  from  its  employee 
volunteer  program.  Hewlett- 
Packard  is  providing  computers, 
printers,  and  digital  cameras,  while 
Covad  Communications  is  provid- 
ing high-speed  Internet  links.  The 
Network  makes  a  special  effort  to 
attract  young  women,  setting  aside 
Mondays  as  Girls  Day,  a  feature 
that  attracted  15  year-old  Latoya. 
The  project  expects  to  open  20 
additional  Computer  Clubhouses 
this  year  and  100  worldwide  over 
the  next  several  years. 

Taking  a  similar  approach, 
PowerUP  aims  to  help  under-served 
youth  succeed  in  the  digital  age  by 
providing  access  to  the  Internet, 
mentoring,  and  a  safe  learning 
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"We  have  to  move  at  a  tremendously  fast 

r|«»--     -  "  ■  ^^^ 

pace,  but  at  the  same  time  we  have  to  make 

Ji*^ 

—   m 

investments  to  address  infrastructure,  to 
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address  education.  And  we  have  to  not  be 
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afraid  to  apply  new  business  models." 

1 
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Samme  Thompson 
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Senior  Vice  President  and  Director 
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Strategy  and  Corporate  Development 
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environment.  The  initiative  brings 
together  major  corporations,  federal 
agencies,  and  non-profit  organizations 
to  create  or  enhance  technology 
centers  in  U.S.  schools  and  commu- 
nities. PowerUP  will  provide  tech- 
nology centers  with  50,000  Gateway 
computers  from  the  Waitt  Family 
Foundation,  100,000  Internet 
accounts  from  AOL,  and  400 
AmeriCorps*VISTA  members  to 
serve  as  fall-time  mentors.  AOL 
has  also  developed  an  online, 
interactive  system  for  PowerUP 
that  helps  kids  find  information 
and  develop  useful  skills. 

Taking  aim  directly  at  schools, 
Sun  Microsystems'  Open  Gatew^ays 
Program  enables  expanded  access 
to  curricula  and  reference  materials 
for  students  and  teachers  alike  by 
integrating  network  computing  into 
primary  and  secondary  schools.  The 
program  also  helps  teachers  share 
lesson  plans  and  lets  school  districts 
become  more  efficient  by  linking  all 
their  schools  together.  Sun  forms 
partnerships  with  schools  interested 
in  adopting  network  computing, 
concentrating  especially  on  assisting 
those  in  economically  disadvantaged 
communities.  Sun  and  its  employees 
are  also  assisting  America's  Promise, 
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contributing  20,000  hours  of  service 
in  schools  and  $5  million  in  equip- 
ment and  teacher  training  to  help 
prepare  youth  for  lifelong  learning  in 
the  21st  century. 

Another  school-oriented  effort  is 
Compaq's  techs4schooIs  Program, 
a  Web-based  "virtual  volunteer"  or 
mentoring  effort  that  the  company 
helped  to  develop  and  launch  in 
April  2000.  The  program  establishes 
a  technology  coordinator  for  each 
school  or  school  district,  then  links 
coordinators  over  the  Web  with  a 
team  of  volunteer  mentors  who 
have  specialized  skills  in  areas  such 


as  computers,  networking,  softwa: 
or  Internet  technologies.  The 
mentors  answer  questions  channel 
to  them  by  the  coordinator  via  the 
techs4schools  Web  site,  so  that  U 
schools  can  get  the  help  they  nee< 
quickly  and  easily,  regardless  of 
their  geographical  location.  The 
techs4schools  effort  is  part  of 
TECH  CORPS,  a  national  non- 
profit organization  dedicated  to 
improving  K-12  education  throuj 
effective  use  of  technology,  which 
Compaq  also  sponsors. 

Even  where  classrooms  have 
computers,  effective  integration  c 
these  tools  and  the  Internet  into 
education  remains  a  challenge. 
WorldCom  and  a  number  of  lead 
educational  organizations  have 
developed  dynamic  lesson  plans, 
links  to  approved  educational  We 
sites,  and  educational  materials  fo 
many  curricula  and  grade  levels 
a  complete  set  of  Internet  conten 
for  the  classroom.  These  tools  an 
available  to  teachers  on  WorldCoi 
MarcoPolo  Web  site  and  the  sites 
its  partners,  and  cover  six  disciplii 
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The  MarcoPolo  program  provides  no-cost,  standards-based  Internet 
content  for  the  K-12  teacher  and  classroom,  developed  by  the  nation's 
content  experts.  Online  resources  include  panel-reviewed  links  to  top 
sites  in  many  disciplines,  professionally  developed  lesson  plans, 
classroom  activities,  matenais  to  help  with  daily  classroom  planning, 
and  powerful  search  engines, 
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MarcoPolo  Offers  New  Guide  to  Help  Elementary 
S-diQfiLIfiachfifA  tiitroduce  tntenKt-eaiitftaiLiiLtb,^ 
Classrsojrj;  The  MarcoPolo  partnership  has  produced 
a  new  resource  for  elementary  school  teachers 
"MarcoPolo:  Internet  Content  for  Your  Classroom 
Elementary  Guide;  A  Teacher's  Guide  to  Finding  and 
Using  the  Best  of  the  Net"  is  the  latest  MarcoPolo 
publication,  specifically  designed  to  address  the  needs 
of  K-6  classroom  educators.  The  Guide,  like  the  Teacher's  Guide 
produced  for  secondary  school  teachers  earlier  this  year,  offers  a 
step-by-step  tour  of  the  MarcoPolo  Partner  web  sites.  Please  Lcfluait 
y.Qixi:£6-£fiP-y..ulihe..auLdfi-li5r£,  or  tkimiaii<i.sij^a..\aPJiE  ft'om  this 
web  site.  If  you  have  already  seen  the  new  Guide,  please  (ill  out  the 
Teacher's  Guide  Survey  and  receive  a  free  MarcoPolo  poster. 


Visitors  to  www.wcom.com/marcopolo  will  see  teacher  materials  in  six  subjects  for 
all  grade  levels,  the  results  of  a  partnership  between  the  WorldCom  Foundation  ar 
seven  leading  educational  organizations. 
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I       Putting  10  Million  Students 

)n line  in  Argentina 


I 


Fewer  than  200,000  of  Argentina's  10 
million  students  now  have  Internet 
access.  This  digital  divide  is  common 
to  most  developing  countries.  But  in 
Argentina,  it  will  rapidly  disappear  if  an 
innovative  public-private  partnership  is 
successful.  Initiated  by  Martin  Varsavsky, 
an  Argentine  who  has  become  a  successful 
Internet  and  telecommunications  entrepre- 
neur in  Europe,  the  partnership  launched 
a  national  student  Internet  portal, 
www.educ.ar,  in  September  2000. 

The  content  of  the  portal  will  be  under 
the  control  of  the  Ministry  of  Education. 


5  [Educ.ar]  initiative  is 
)3ected  to  increase  the 

mber  of  Argentines  with 
»ernet  access  from  about 

ee  percent  of  the  popu- 
f  on  to  25  percent  or  more. 


The  Ministry  will  use  the  site  to 
connect  Argentina's  teachers  and 
students  and  provide  class  listings, 
online  registration,  homework 
assignments,  course  materials, 
and  readings.  Every  student  in 
Argentina  will  receive  an  e-mail 
address  and  server  space  to 
create  his  or  her  own  Web  page. 


than  10  million  potential  users  and  bring  in 
substantial  amounts  of  private  capital,  the 
company  plans  to  sell  shares  through  an  initial 
public  offering.  The  funds  raised  will  be  used 
to  provide  access  to  students  and  schools 
throughout  the  country.  The  goal  is  to  have  all 
Argentine  students  online  within  four  years. 
The  initiative  is  expected  to  increase  the 
number  of  Argentines  with  Internet  access 
from  about  three  percent  of  the  population 
to  25  percent  or  more.  This  huge  jump  in 
connectivity  among  young  people  is  expected 


Both  students  and  teachers  will  have  access 
to  the  broader  Internet  through  the  portal; 
they  will  be  able  to  link  to  thousands  of  Web 
sites,  but  firewalls  will  prevent  access  to 
undesirable  content. 

The  Ministry's  partner  in  the  portal  is  a 
newly-formed  private  company,  educ.ar  S.A. 
The  company  will  manage  day-to-day 
operations  of  the  portal  and  will  have  exclu- 
sive rights  to  the  portal's  advertising  and 
e-commerce  potential.  The  income  from 
banner  ads  on  the  Web  site,  for  example,  will 
help  to  pay  for  operation  of  the  portal.  To  tap 
the  commercial  value  of  a  portal  with  more 


to  give  a  big  boost  to  e-commerce  in 
Argentina.  By  ensuring  that  students  graduate 
well-trained  in  Internet  skills,  the  initiative 
will  help  create  the  talent  pool  necessary  to 
enable  growth  of  the  e-economy  in  that 
country.  In  long  run,  Varsavsky  hopes, 
widespread  skills  and  rapid  creation  of  new 
jobs  will  lead  to  more  equitable  income 
distribution  in  Argentina  and  elsewhere.  A 
number  of  other  countries  are  already  study- 
ing the  portal  to  see  whether  they,  like 
Argentina,  can  turn  their  connectivity  gap 
into  an  opportunity.  Equipment  suppliers 
and  e-commerce  marketers  take  note. 
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He  just  shared  his 
innermost  feelings  with 
the  rest  of  the  world. 


3Com 


Simple  sets  you  free. 


From  Novemb^rf^RIPDecember  7th,  3Com  enabled  millions  of  people  worldwide  to  share  and  comp 
their  opinions  on  a  wide  range  of  social  topics  in  the  first  global  survey  of  its  l(ind  ever  attempted 
The  Planet  Project™  poll.  This  extraordinary  event  extended  technology  to  the  far  corners  of  the  earth  to  capture  the 
feelings  of  people  who  had  never  come  in  contact  with  a  PC  or  even  made  a  phone  call.  And  3Com,  a  leader  in  networking 
technology,  made  it  possible.  Leveraging  information  technology  to  gain  a  better  understanding  of  who  we  all  are  and 
what  we  think  is  just  the  start  of  3Com's  effort  to  help  bridge  the  digital  divide.  Visit  us  at  3Com.com  to  find  out  more 
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from  geography  to  humanities  to 
mathematics.  The  WorldCom 
Foundation  also  assists  in  teacher 
training  in  all  U.S.  school  districts. 

One  of  the  more  remarkable 
efforts  to  close  the  digital  divide 
through  education  started  in  a  Rio  de 
Janeiro  slum.  Rodrigo  Baggio  was  a 
middle  class  schoolteacher  when  he 
decided  to  start  a  school  for  poor  kids 
to  teach  them  both  computer  skills 
and  citizenship  skills.  He  got  corpo- 
rations to  donate  old  computers,  and 
trained  his  best  pupils  to  become 
teachers  themselves.  The  result  is  the 
Committee  for  the  Democratization 
of  Information  Technology  (CDI), 
which  has  grown  into  a  network  of 
self-supporting  schools  in  slums  and 
disadvantaged  communities  across 


Brazil.  Providing  equipment  for  diese 
schools  are  major  digital  companies 
including  IBM.  CDI  has  attracted 
interest  and  imitation  in  a  number  of 
other  countries. 

One  novel  computer-equipped 
classroom  is  located  at  Myeka 
High  School  in  rural  South  Africa. 
Solar  panels  power  the  computers, 
a  television,  and  a  satellite-linked 
connection  to  the  Internet.  According 
to  its  principal,  the  new  equipment 
has  transformed  the  school,  which 
previously  had  no  electricity,  few 
books,  and  fading  morale;  now 
enrollments  have  risen,  new  educa- 
tional materials  can  be  downloaded, 
and  neighboring  communities  are 
clamoring  for  access.  The  school  is 
a  project  of  the  U.S. -based  Solar 


Electric  Light  Fund,  which  plan: 
to  work  with  companies  and  foun 
dations  to  create  similar  schools  ii 
other  rural  areas. 

Instead  of  assisting  schools,  soi 
companies  start  their  own.  Cisco 
Systems  now  has  Network  Acadei 
in  83  countries  around  the  world.l 
The  program  is  aimed  at  creating 
talent  pool  and  helping  to  solve  d 
skills  shortage  that  plagues  the  . 
industry.  The  academies  offer  a  to 
semester  course  that  trains  studenu 
design,  build,  and  maintain  ner\\ o 
through  both  formal  instruction 
hands-on,  practical  training.  Stuik 
learn  skills  needed  to  qualify  as 
Cisco  Certified  Network  Assocuit 
positioning  themselves  for  jobs  •  n 
engineering  studies  at  a  college  le^ 


Started  by  Rodrigo  Baggio  in  a  Rio  de  Janeiro  slum,  CDI  now  runs  more  than  160  schools  in  Brazil  and  neighboring  countries  t 
teach  computer  skills  to  disadvantaged  children. 


www.digitaldividend.org 
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ERICSSON 


70%  unemployment,  grow 


MICROSOFT*  BELIEVES  IF  YOU  PROVIDE  PEOPLE  WITH  THE  RESOURCES  THEY  NEED,  THEY 
CAN  ACCOMPLISH  GREAT  THINGS.  In  a  small  rural  school  anywhere  in  the  world,  a  little  girl 
looks  forward  to  computer  class.  She  gets  to  write  and  draw  and  read  and  experience  things  she's 
never  even  dreamed  of  before.  And  on  the  way,  she  learns.  She  learns  to  like  school.  She  learns 
basic  skills  that  may  open  her  eyes  to  a  world  of  possibilities.  And  that's  an  option  Microsoft 
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es  she  should  have.  Through  partnerships  with  New  Perspectives 
ation  and  other  local  nonprofit  organizations,  grants  of  money,  software, 
I'jchnical  expertise  are  helping  bring  new  opportunities  to  people  in  67 
ries  who  may  have  never  otherwise  been  given  the  chance.  If  you'd  like 
■rn  more  about  these  programs,  visit  www.microsoft.com/giving 
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Communities  and 
Civil  Society 

In  rhe  economically  depressed 
town  of  East  Palo  Alto,  Hewlett- 
Packard  is  piloting  its  Digital 
Village  Program,  aimed  at  making 
information  and  skills  broadly 
accessible  in  under-served  commu- 
nities. The  company  will  develop 
programs  for  K-12  education,  help 
adults  and  kids  in  after  school 
settings  learn  how  to  explore  and 
communicate  via  the  Net,  and  help 
families  with  home-based  Internet 
tools  and  information.  These 
components  -  HP@School,  HP® 
Neighborhood,  and  HP@Home  - 
will  be  developed  in  a  three-year 
partnership  with  East  Pafo  Alto  and 
other  communities  so  that  they 
serve  the  community's  real  needs. 


The  company  will  contribute  up  to 
$15  million  in  cash  and  equipment 
to  three  pilot  communities. 

A  different  but  similarly-named 
Digital  Villages  project  takes  place 
in  South  Africa.  Managed  by  Africare 
with  support  and  technical  help 
from  Eastman  Kodak,  Microsoft, 
Intel  and  other  companies,  it  creates 
computer  education  and  resource 
centers  that  provide  training  and 
access  to  information  technology 
for  children  in  disadvantaged  com- 
munities throughout  the  country. 
Volunteers  from  Lucent  Technologies 
and  eBay  are  providing  computers 
and  Internet  access  for  a  school 
and  an  entire  community  in  rural 
Guatemala. 

To  build  ties  between  non- 
governmental organizations 


and  business  and  foster  innovative 
uses  of  technology  within  civil 
society,  Ericsson's  Internet 
Community  Awards  (ERICA) 
Program  runs  a  worldwide  comp 
tition  to  select  the  best  ideas  for 
Web  sites  designed  to  serve  socia! 
purposes.  Winners  each  receive 
$100,000  in  Web  development 
services.  The  ERICA  2000  winne 
were  announced  at  the  Creating  ' 
Digital  Dividends  conference  in 
Seattle  and  included  the  Fiji  Sch< 
of  Medicine,  which  will  build  a 
Web-based  telehealth  network;  ai 
Atlanta-based  group,  Pathways 
Community  Network,  that  assis 
the  homeless  and  will  equip  its 


In  rural  South  Africa,  the  Solar  Electric  Light  Fund  has  provided  Myeka  High  School  with  solar  panels  that  power  not  only  a 
computer  classroom,  but  also  satellite-based  Internet  links. 
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Making  Farming  More  ProduCtiVG 


^  ecord  harvests  in  the  United  States 
"are  lowering  the  prices  farmers  get 
>V.for  their  crops.  At  the  same  time, 
lers  are  under  pressure  to  lessen  their 
ronmental  impact,  because  agriculture  is 
najor  source  of  U.S.  water  pollution, 
way  to  cope  with  both  these  problems 
reduce  the  use  of  expensive  fertilizers 
pesticides  by  using  computers,  digital 
rollers  on  tractors  and  harvesters,  and 
1  satellite  links  that  enable  a  new  level  of 
ision  for  farming.  These  technologies, 
ictively  known  as  precision  agriculture, 
lutomatically  match  inputs  to  variable 
conditions  within  a  field.  The  benefits 
ide  higher  yields,  cost  savings,  higher 
ity  produce,  and  less  off-farm  pollution, 
lost  of  these  benefits  still  lie  ahead. 


benefits  include  higher 
yields  and  less  off-farm 


because  less  than  four  percent  of  U.S.  farms 
now  use  these  new  techniques.  According  to 
Francis  Pierce,  Director  of  Washington  State 
University's  Center  for  Precision  Agriculture, 

the  technology  itself  also  needs       Precision  agriculture's 
improvement.  Today's  commer- 
cial agriculture  depends  on  close 
integration  among  farmers,  sup- 
pliers, and  food  companies  and 
needs  an  Internet-based  technology    P°"^^'°Q^ 
that  can  accommodate  far  more  data  than  the 
stand-alone  PC-based  tools  available  now. 

The  potential  market  for  precision 
agriculture  tools  is  growing  rapidly.  In  the 
next  few  years  an  estimated  80,000  commer- 
cial farms  in  the  United  States  and  another 
60,000  elsewhere  could  adopt  advanced  digital 
tools  and  services. 


;  2ach  teams  with  mobile  access 
I  lelter  information;  and  the 
ii  Id  League,  an  Australian 
ervation  group  that  plans  an 
le  learning  simulation  to  pro- 
:  citizen  education.  Additional 
lers  were  a  project  to  link  up 
help  math  teachers  in  rural 
h  Africa,  and  the  U.S.  National 
Ti  Syndrome  Society.  An 
nonal  prize,  chosen  by  the 
ic  through  online  voting,  was 
ded  to  Alley  Cat  Allies,  which 
:s  to  reduce  the  estimated  60 
on  stray  and  wild  cat  population 
agh  sterilization  programs. 
3  help  minorities  and  low  income 
lies  gain  access  to  the  Internet, 
im's  Urban  Challenge  Program 
ides  networking  equipment  and 
ulting  services  to  10  U.S.  cities, 
'  iding  Baltimore,  Maryland,  and 


Glasgow,  Kentucky.  Grants  to  10 
additional  cities  will  be  announced 
in  January  2001.  Glasgow,  for 
example,  is  building  a  citywide  net- 
work to  link  all  residents  to  public 
schools  and  city  services.  In  New 
Orleans,  3Com  is  helping  install 
computer  kiosks  throughout  the  city 
that  will  link  students  who  have 


dropped  out  of  school  to  training 
and  employment  opportunities.  The 
Urban  Challenge  program  builds  on 
successful  earlier  efforts  in  Boston 
and  San  Jose. 

Helping  minority  groups  to 
build  Internet-based  "tech  centers" 
in  cities  is  the  goal  of  an  AT&T 
effort.  Working  with  the  National 


"We  need  to  find  a  way  so  that  the  next 

,''-  ^^jj^^- 

wave  of  successful  venture  investment 

irS^^S^m 

outside  the  United  States  leads  to  creation 
of  new  markets  in  the  developing 

countries  themselves."  f^^^^H^^B 

Dan  Rosen     ^^^^^^^HH^^B 

^F^^l 

Managing  Partner         9BH||^^^| 

B  ]  7 

Frazier  Technology  Ventures         |^y|^ 
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With  the  Optical  Internet  Lucent 
is  creating,  a  business  knows  no 
boundaries.  We're  building  all-optical 
networks  that  are  four  times  faster 
than  today's-with  the  speed  and 
capacity  to  connect  local  markets  to 
global  markets.  So  businesses  large 
and  small  can  serve  new  customers 
anywhere  in  the  world.  Change  the 
way  people  communicate,  and  you 
change  the  way  they  do  business. 
Lucent  Technologies.  We  make  the 
Internet  move  at  light-speed. 

Expect  great  things: 
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Urban  LeagTie  and  the  NAACP, 
the  company  is  supporting  neigh- 
borhood centers  in  seven  cities  with 
high  minority  populations.  The 
centers  provide  onhne  training  for 
children,  parents,  and  guardians  as 
well  as  a  place  for  children  to  go 
after  school. 

A  similar  effort  by  SBC 
Communications  will  help  the 
NAACP  upgrade  its  own  national 
information  network  that  links  its 
headquarters  and  seven  regional 
offices.  The  organization  hopes  to 
offer  online  services  to  its  more 
than  half-million  members,  helping 
to  close  the  gap  in  the  availability 
of  such  services  to  minorities. 

A  Global  Reach 

Could  the  Internet  someday  link 
all  of  humanity  into  a  global 
family?  Something  like  that  vision 
underlies  the  Planet  Project,  an 
Internet-based  poll  of  millions  of 
people  from  all  over  the  world. 
Launched  by  3Com  in  November 
2000,  with  the  help  of  many  other 
companies,  the  project  combined 
technologies  in  novel  ways  to 
capture  a  portrait  of  the  human 
condition  across  geographic  and 
cultural  differences.  The  project 


Chiapas  Media  Project  camera  workshop  in  the  region  of  Altamirano,  Chiapas. 
Women  who  attended  this  worl<shop  spoke  very  little  Spanish;  their  native  dialed 
are  Tzeltal  and  Tojolabal.  A  couple  of  months  later,  two  of  the  attendees  helped 
shoot  a  video,  Women  United,  about  women's  collective  work  in  this  region. 


also  sent  thousands  of  volunteers 
to  remote  locations  to  include 
people  who  are  not  yet  linked  to  the 
Internet.  The  results  of  the  poll 
are  available  in  eight  languages  at 
www.planetproject.com. 

The  Netaid  project  takes  a  simi- 
lar global  stance,  using  the  power 
of  the  Internet  to  tackle  global 
poverty.  Based  on  an  unprecedented 
partnership  between  the  United 
Nations  and  Cisco  Systems,  it 


enables  Internet  users  to  become 
directly  involved  in  causes  they  c 
about,  track  donations  to  specific 
projects,  and  see  the  difference  tl 
make.  The  project  guarantees  th; 
every  dollar  donated  reaches  the 
intended  recipients.  Visitors  to 
www.Netaid.org  can  give  moncA 
volunteer  a  few  hours  of  their  tin , 
or  help  enlist  others. 

Launched  with  rock  concerts 
broadcast  over  the  Net,  Netaid  n 
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Netaid  seeks  to  use  the  power  of  the  Internet  to  combat  poverty,  by  linking  individual  donors  to  specific  projects  through 
www.Netaid.org. 
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Closing  the  Internet  Skills  Gap 


P 


here  simply  aren't  enough  Web  site 
designers  and  programmers  to 
tL.     power  the  new  economy.  As  many 
00,000  such  U.S.  jobs  remain  unfilled.  At 
jame  time,  social  concern  is  rising  over 
nany  young  people,  often  from  minority 
ips,  who  lack  access  to  computers  and 
jkills  to  use  them. 

.  start-up,  iGeneration,  proposes  a  way 
)lve  both  problems  at  the  same  time  - 
itably.  The  company  has  developed  a 
;m  to  assess  skills,  provide  a  personalized 
1  ling  course  that  teaches  the  skills  needed 
icceed  in  the  current  job  market,  and 
ify  the  competence  of  its  trainees  to 
:ntial  employers.  iGeneration  says  it  can 
1  a  motivated  young  person  with  virtual- 
D  computer  background  to  be  a  Web 
gner  in  as  little  as  six  months.  Moreover, 


the  company  will  loan  trainees  the  money  to 

pay  for  the  training,  guarantee  placement  in  a 

job  for  those  who  successfully  complete  the 

program,  and  even  forgive  the  loan  for  those 

who  stay  in  that  job  at  least  a  iGeneration  says  it  can 

year.  The  company  expects  to 

make  money  by  charging  the 

employers  who  hire  its  graduates    person  with  virtually  no 

about  $67,000  per  trainee,  well 

below  typical  hiring  costs  for 

Internet  talent  today.  be  a  Web  designer  in  as 

iGeneration  CEO  Toby  Corey 
points  out  that  an  estimated  10 


train  a  motivated  young 


cornputer  backc[round  to 


little  as  six  months. 


million  young  people  in  the  United  States  are 
interested  in  an  Internet  career,  but  many  of 
them  don't  know  where  to  begin.  He  believes 
his  new  company  can  give  them  a  hand  up, 
while  also  helping  to  relieve  the  industry's 
critical  labor  shortages. 


)orts  youth  projects,  provides 
trials  needed  for  children  to 
:lop  basic  learning  skills,  and 
s  expectant  mothers  safer  birthing 
1  In  Peru,  for  example,  where 
the  population  lives  in  poverty 
nearly  one  in  four  children 
es  school  before  the  fifth  grade, 
.aid  is  channeling  support  to 
I  reduce  the  dropout  rate.  The 
YD  for  One"  project  is  coordi- 
:d  through  the  Peruvian  Ministry 
:ducation  and  UNICEF.  The 
ect  selects  children  at  the  bottom 
leir  class,  typically  from  families 
loor  communities  that  have  little 
lO  education.  These  children 
in  have  no  exposure  to  reading 
erials,  so  the  project  helps  these 
and  second  graders  develop  the 
c  skills  needed  to  read  and  write 


"In  China,  the  Internet  is  not  an  optior^^           i 

r 

L.  ..^ 

is  the  place  where  people  will  get  their                   1 

m* 

news,  their  education,  everything.  For                  .']? 

1.2  billion  people,  it's  going  to  be  their                 | 

im§ 

primary  means  for  accessing  the  world,                  \ 

i    k 

[so]  it's  important  that  it  happen  quickly." 

k.J 

Micah  Truman                                                      v^ 

v'JWi 

Co-Founder  and  CEO                                      'm^\ 

«^1 

madeforchina.com                                            ■iJfi 

,   '  JP^.^jjgSiHl 

by  teaming  at-risk  children  with 
high  school  teens  who  give  them 
individualized  attention  and  encour- 
agement. The  children  gain  skills 
and  self-confidence,  while  the 
teenage  mentors  develop  leadership 
skills  -  hence  the  "Two  for  One" 
name.  Groups  of  eight  children  and 


three  teen  mentors  meet  weekly 
for  two  months  to  play  educational 
games  and  research  topics  of  com- 
mon interest.  The  results  include 
higher  scores  in  standardized  tests 
and  lower  dropout  rates.  Netaid 
support,  provided  by  thousands  of 
individual  donors,  gives  critically 
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Life  has  pressures. 
We  offer  some  relief 


1.  One-touch  message  retrieval 

2.  Easy-to-read  graphics,  built-in  user's  guide 

3.  Caller  ID 

4.  Four  entertaining  games 

5.  35  distinctive  ringing  tones 

6.  Alphanumeric  and  numeric  paging 

7.  Permanent  signal  and  battery  strength  indicators 

8.  Versatile  range  of  Nokia  Original 
Accessories  for  home,  office  and  auto 

9.  Weighs  under  six  ounces  with  standard  battery 

10.  Up  to  199-name  phone  directory 

7  7.  Remembers  last  10  numbers  dialed 

12.  Calculator  with  currency  converter 

13.  Clock  and  appointment  calendar 

14.  Up  to  eight  hours  of  talk  time 

15.  Up  to  14  days  of  standby  time 

16.  Profile  settings  that  control  how  you  receive 
calls  in  meetings,  outdoors,  etc. 


IMOKIA 

Connecting  People 

www.NokiaU5A.com 


•2000  Nokia  Mobile  Phon«,  Inc.  Nokia,  tht  Connecting  People  logo  and  the  Nok.a  6100  Series  tireless  phones  ate  either  registered  trademarks  or  trademarks  of  Nokia  Corporation  and/or  its  affiliates.  Nokia  is  listed  on  the  NYSE  I 
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Can  Digital  Tools  Help 

Manage  the  World's  Watersheds? 


Watershed  management  is  a  political 
hot  potato  virtually  everywhere. 
The  Pacific  Northwest,  for 
example,  is  under  court-ordered 
mandate  to  protect  and  re-introduce 
salmon  into  watersheds  stressed 
by  sprawling  subdivisions, 
logging,  and  dams. 

New  software  tools  being 
developed  by  the  University  of 
Washington  and  Battelle  Pacific 
NW  National  Laboratories  can  let 
community  and  tribal  leaders  as  well  as  policy- 
makers "see"  the  whole  Puget  Sound  water- 
shed, analyze  human  impacts,  and  explore 
alternatives.  The  software  simplifies  results 
from  sophisticated  models  of  rainfall,  water 
runoff,  and  estuarine  conditions  and  displays 
these  \'irtual  watersheds  over  the  Internet. 


Faced  with  the  complexity  of  an  entire 
watershed,  the  normal  human  response  is 
political  paralysis,  so  there  seems  little  question 
that  better  tools  are  needed. 
If  commercial  versions  of 
today's  limited  proto- 
types became  available, 
their  providers  might 
find  a  ready  market 
for  the  software  as 
well  as  for  the  e-services 
to  deploy  and  support  such 
tools.  More  than  1,000  major 
watersheds  throughout  the  world 
face  challenges  similar  to  Puget  Sound.  So  if 
Seattle's  software  mavens  are  again  to  dine  on 
Duwamish  River  salmon,  their  professional 
talents  may  be  needed  both  in  their  own 
backyards  and  around  the  globe. 


The  Pacific  Northwest  is 
under  court-ordered 


mandate  to  protect  and 
re-introduce  sa|mon  intc 
watersheds  stressed  by 
sprawling  subdivisions, 
1 09  9 '  "^  9^r  AG  d__da  rn  s^ 


needed  supplies  and  training  for 
the  project,  which  hopes  to  reach 
16,000  children  by  the  end  of 
December  2000. 

Microsoft's  International 
Community  Affairs  Program  also 
has  a  global  reach,  providing  $21 
million  in  support  in  67  countries 
over  the  past  year.  To  support  learn- 
ing through  technology,  the  company 
has  opened  500  new  computer 
centers  over  the  past  year  in  schools, 
orphanages,  community  centers 
and  libraries,  in  partnership  with 
local  organizations  in  dozens  of 
countries  from  Malaysia  to  Ecuador. 
Additionally,  the  company  helps 
train  laid-off  workers  in  China, 
inmates  of  juvenile  reformatories  in 
South  Korea,  and  disabled  people  in 


www.digitaldividend.org 


the  Czech  Republic  in  IT  skills  that 
can  create  employment  opportunities. 
Microsoft  also  supports  disaster 
relief  efforts  through  refugee 
registration  kits  and  databases  to 
help  reunite  families. 

To  help  field  test  new  IT-based 
development  ideas,  the  World 
Bank's  Information  for  Develop- 
ment Program  manages  a  global 
effort  to  pool  public  and  private 
sector  resources  in  support  of 
innovative  projects.  Working  with 
Motorola  and  other  companies,  the 
program  has  provided  grants  to 
more  than  90  projects  in  all  regions 
of  the  world.  Projects  have  ranged 
from  a  computerized  mobile  bank 
in  Ghana  to  computer  training 
for  poor  women  in  India  to  creating 


an  information  network  linking 
women's  groups  across  Africa. 
Motorola  also  fosters  digital  enti 
preneurship  among  Latin  Ameri 
business  students  in  partnership 
with  over  60  universities,  througl 
its  Mission  XXI  program. 

Empowering  Employe( 

Some  of  Corporate  America's 
most  imaginative  efforts  to 
bridge  the  digital  divide  have  coi 
from  main-line  manufacturing  o: 
transportation  companies.  Ford 
Delta  Air  Lines  generated  heatil 
and  delighted  their  employees  w 
they  announced  commitments  tc 
provide  their  workers  with  perso 
computers  and  low-cost  access  tc 
the  Internet.  Ford,  for  example, 
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give  every  one  of  its  350,000 
ployees  worldwide  a  home  com- 
er, color  printer,  and  unlimited 
;met  access  for  $5  per  month. 
£  monthly  fee  will  be  lower  in 
eloping  parts  of  the  world, 
^'ord  hopes  to  boost  the  computer 
racy  of  its  workforce,  help 
"kers  become  sawier  about  the 
ds  of  their  customers,  and  accel- 
X  the  company's  push  to  use 
Dmmerce  in  every  aspect  of  its 
iness.  It  also  expects  to  improve 

company's  abiUty  to  communi- 
;  with  its  workers  and  save 
ney  in  the  process;  an  e-mail 
•ut  a  new  benefits  package  with 
ok  to  the  company's  Web  site  is 
cheaper  than  mailing  a  bulky 
kage  of  documents.  Ford 
O  Jacques  Nasser  already  sends 
eekly  e-mail  to  many  of  the 
npany's  workers. 


"Now  for  the  first  time  we  may  have 

^^^^ 

tools  that  could  empower  people  -  tO^:.^j^ 

m 

ife 

that  could  raise  productivity,  incom(i^^^| 

Ws^ — 

n 

and  human  welfare,  and  reinforce  'iiPMl 

R 

trend  toward  more  transparent  and 

l/il. 

B 

democratic  governments." 

W'^ 

William  D.  Ruckelshaus 

i 

Chairman,  World  Resources  Institute 

1 

Delta's  Wired  Workforce  Pro- 
gram will  do  much  the  same  for  its 
7,2,000  employees,  offering  unlimit- 
ed Internet  access  costing  $12  per 
month.  Besides  home  computers, 
the  company  will  offer  laptops  to 
employees  who  travel,  so  they  can 
log  on  from  Rome,  Rio  de  Janeiro, 
or  almost  anywhere  to  schedule 
flights,  check  benefits,  and  commu- 
nicate with  their  families.  As  Delta 


kir  Mack,  a  seventh  grader  from  the  South  Bronx,  and  his  father,  Eddie  Mack, 
■n  word  processing  together  at  a  Computers  for  Youth  (www.cfy.org)  Saturday 
ning  session.  At  its  completion,  the  Macks  are  free  to  take  the  computer  home. 


points  out,  even  its  baggage  handlers 
now  use  digital  tools,  so  the  company 
expects  to  gain  from  the  increased 
computer  skills  of  its  workers. 
Enron,  Avon,  American  Airlines, 
and  The  New  York  Times  have 
begun  similar  programs. 

ADVERTISER/CONFERENCE 
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Linking  Village  Artisans 

to  Global  Markets 


S 


ome  of  the  most  talented  artisans  in 
the  world  come  from  developing  com- 
munities where  unique  skills  in  making 
tapestries,  pottery,  jewelry,  rugs  and  many 
other  traditional  crafts  have  been  passed  down 
for  generations.  But  many  such  artisans  lack 
access  to  markets;  buyers  for  major  retailers 
don't  visit  Tansen,  Nepal  or  Cochaquinray, 
Peru.  For  all  too  many  artisans,  making 
an  adequate  income  means  forsaking  their 

The_result  is  unique,  hand-     '^'"^^  ^^^  ^°^^^  ^«  ^^  ^^'^^^y 

congested  city. 

crafted  products  prod uced  Can  Internet  commerce  help 

preserve  the  artisan  tradition  and 
the  culture  it  embodies?  A  start- 
up called  Viatru  thinks  it  has  a 
workable  business  model  to  do 
just  that.  It  is  building  an  unusual 
infrastructure  to  link  artisans  with 
major  retailers  over  the  Internet. 
Large  mainstream  retailers 
interested  in  the  traditional  metal-working 
skills  found  in  Tansen,  Nepal  or  regions  of 
Chile,  can  work  with  the  artisans  over  the 
Net  to  create  a  design  for  a  vase  or  bowl  that 
would  sell  well  in  their  stores.  A  buyer  inter- 
ested in  hand-painted  ceramics  from  Peru, 
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in  a  sustainable,  socially 

responsible  manner,  as 

well  as  access  to  remote 
markets  and  more  reliable 
incomes  for  artisans. 


but  only  if  they  were  precisely  this  season's 
colors,  can  use  new  technologies  for  color 
matching  that  ensure  the  artisan  can  delivc 
just  what  is  needed.  Design,  ordering,  and 
purchasing  can  happen  in  real  time,  with  Viai 
ensuring  on-time  dehvery  of  the  products, 
and  a  transparent  window  into  the  source.  , 
The  result?  The  retailer  can  offer  their 
customers  unique  high  quality  products  pr 
duced  in  a  sustainable,  socially  responsible 
manner,  and  a  connection  to  the  creator. 
Artisans  get  access  to  remote  markets,  reli- 
able incomes,  and  a  way  to  differentiate  th 
special  nature  of  their  work.  Viatru  Found 
Alichelle  Long  points  out  that  as  informati< 
technologies  shrink  the  distances  between 
rural  villages  and  developed  cities,  they  are 
opening  communication  links 
with  nearly  three  bUhon  people 
living  in  previously  isolated 
communities  -  a  huge  poten- 
tial human  resource.  She 
believes  that  consumers 
increasingly  want  information 
about  the  impact  their  purchases  have 
on  people  and  planet  and  will  welcome  a 
meaningful  connection  to  other  cultures.  T 
company  hopes  not  just  to  profitably  link 
large  retailers  and  small  artisan  businesses, 
but  also  to  help  sustain  rural  communities  a 
the  traditional  skills  that  are  part  of  their 
and  now  the  world's  -  culture. 


\ 


Listen  carefully,  and  you'll  hear 

the  wind.  The  water  And  what 

people  are  thinking. 


■i 


t  Weyerhaeuser,  we've  discovered  what  we 
believe  to  be  one  of  the  most  important  break- 
throughs in  forestry  since  we  began,  nearly 
100  years  ago.  It's  called,  listening.  And  it's 
something  we  decided  to  do  more  of 

One  of  the  ways  we  started  was  by  holding  "town 
hall  meetings "  and  open  houses.  The  thought  was  to 
get  out  into  the  community  and  give  people  a  chance 
to  voice  their  concerns.  And  they  gave  us  an  earful. 

We've  responded  by  changing. 

We  harvest  smaller  areas,  and  partner  with 
environmental  and  community  groups  to  protect 
unique  habitats.  Of  course,  we  don't  always  change 
everybody's  mind  about  Weyerhaeuser  But  at  least 
we're  getting  people  to  tell  us  how  we  can  do  better 

And  we're  learning  something  else  about  forestry 
after  all  these  years.  We  can't  grow  without  you. 
www.weyerhaeusercom 

/\  Weyerhaeuser 

The  future  is  growing" 
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Fabric  merchants  in  Sa'dan  Village,  Sulawesi,  Indonesia 


igital  technologies  can  increase  productivity  even  in  poor 
communities.  More  productivity  brings  higher  incomes  and  a 
greater  ability  for  people  to  meet  their  basic  needs.  Herein  lies 


a  wonderful  opportunity  for  business  to  link  the  creation  of  new  digital 
markets  to  the  advancement  of  humankind  and  to  help  people  everywhere 
participate  in  the  social  and  economic  possibilities  of  the  digital  age. 
These  are  lofty  goals.  But  the  challenge,  as  Professor  C.K.  Prahalad  of  the 
University  of  Michigan  reminds  us,  "is  not  about  lack  of  opportunity; 
it  is  about  lack  of  imagination." 


Clearly,  corporations  must  lead  the  way  in  creating  digital  dividends 
for  all  humanity.  We  thank  the  distinguished  companies  who  sponsored 
the  Creating  Digital  Dividends  Conference  and  participated  in  this 
special  section  for  their  imagination  and  leadership  in  supporting 
this  important  initiative. 
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aTH  CARE 


EniNG  TANGLED 
N  HEALTH  CARE'S  WEB 

spitals  say  new  laws  to  simplify  electronic  health  transactions  are  a  nightmare 

tobert  Frieden,  chief  information 
officer  at  Michael  Reese  Hospital 
in  Chicago,  looks  around  the  Ad- 
ministrative Service  Center  and 
es  his  head.  The  hospital's  data- 
ige  system  is  a  ticking  time  bomb, 
ane  strolling  past  the  center  might 
i  look  at  the  scads  of  paper  folders 
ing  patient  records  or  peruse  sensi- 
medical  data  on  a  dozen  different 
juter  monitors.  That's  particularly 
itening  because  within  just  two 
s,  Frieden  will  have  to  ensure  that 
rganization  meets  tough  regulations 
ned  by  the  Health  Insurance  Porta- 
y  &  Accountability  Act  of  1996 
U). 

rieden  is  not  alone.  Over  the  next 
ral  years,  every  health-care  organi- 
n  in  the  country  that  uses  comput- 
vill  have  to  comply  with  these  rules. 
r  were  drawn  up  by  the  Health  & 
lan  Services  Dept.  (hhs)  to  help 
ical  institutions  adopt  new  technol- 
while  protecting  patients  Irom  pos- 
abuses.  But  right  from  the  start, 
A  has  been  mired  in  controversy, 
reeling  from  heavy  technology 
ding  to  ward  off 
f2K  bug,  hospitals 
je  at  the  thought 
•esh  tech-related 
lys.  Health-care 
Janies  also  worry 
they    will    be 
thered     by     the 
rules,  which  die- 
how  digital  pa- 
t  records  are  to 

tandardized  and  kept  secure  from 
ag  eyes.  Consumer  groups,  at  the 
isite  extreme,  say  the  rules  don't 
ir  enough  to  protect  patient  privacy. 
[PAA  was  born  out  of  a  political 
ement  to  reform  health  insurance 
le  mid-1990s.  It  began  as  a  small 
i  of  legislation  designed  to  make  it 
ir  for  Americans  to  maintain  their 
:h  insurance  when  they  sviatch  jobs, 
aim  was  to  restrict  insurers'  ability 
sject  job-hoppers  based  on  preex- 
g  conditions  such  as  cancer  or  heart 


IN  HIS  UP 

Hospital  CIOs 
such  as 
Frieden  have 
only  two  years 
to  meet  the 
new  standards 


disease.  The  issue  of  insurance  portabil- 
ity "was  really  heating  up  with  the 
emergence  of  the  New  Economy,"  says 
M.  Peter  Adler,  national  hipaa  team 
leader  for  law  firm  Foley  &  Lardner 

But  riding  along  vrith  the  new  insur- 
ance-reform rules  was  a  set  of  provi- 
sions cryptically  labeled  "administrative 
simplifications."  At  the  time,  hospitals 
and  insurers  used  more  than  400  dif- 
ferent software  formats  to  transmit 
health-care  data  back  and  forth.  These 
covered  everything  from  the  headers 


on  insurance  forms  to  the  codes  de- 
scribing diseases  and  medications.  The 
government  hoped  to  standardize  and 
simplify  electronic  claims  and  thus  speed 
up  the  entire  claims-and-payment-pro- 
cessing  system  for  the  health-care  in- 
dustry. In  addition,  the  new  standards 
spelled  out  procedures  to  protect  health 
information  that  is  digitally  transmit- 
ted and  stored. 

But  HIPAA  rules  quickly  mushroomed 
into  an  unruly  garden  of  laws  that  near- 
ly everyone  finds  disturbing.  Doctors 
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and  hospital  administrators  complain 
that  the  laws  are  too  vague  and  could 
limit  the  care  they're  able  to  provide 
to  their  patients.  They  also  worry  that 
the  two-year  deadline  is  too  tight  and 
that  the  penalties — including  possible 
jail  sentences  for  noncompliance — are 
too  severe. 

Consider,  for  example,  the  proposed 
standards  for  electronic  transactions. 
Many  common  medical  and  administra- 
tive procedures,  such  as  billing  for  a 
routine  doctor's  checkup,  are  adequately 
spelled  out.  But  there  are  glaring  ex- 
ceptions. Because  psychologists  haven't 
been  very  active  in  the  hipaa  process, 
for  instance,  codes  for  treating  some  as- 
pects of  mental  health  still  haven't  been 
hammered  out.  What's  more,  for  hipaa 
to  work  as  planned,  every  hospital, 
pharmacy,  insurance  company,  and 
health-information  clearinghouse  that 
routinely  sends  information  to  other 
health-care  organizations  must  switch 
over  to  the  new  formats  at  the  same 
time.  Today,  such  cooperation  is  the 
exception,  not  the  rule,  says  Shannah 
R.  Koss,  the  top  hipaa  expert  at  IBM. 

Some  of  the  deepest  disagreements 
over  HIPAA  concern  costs.  The  hhs 
claims  that  the  health-care  industry 
should  be  able  to  comply 
with  the  new  laws  at  a 
modest  cost  of  about  $3.8 
billion  over  the  next  five 
years.  Health-care  play- 
ers are  more  pessimistic. 
Blue  Cross  &  Blue  Shield 
Assn.  says  the  industry 
may  have  to  spend  $40 
billion  just  to  put  privacy 
standards  in  place.  Mean- 
while, Medicare-reim- 
bursement laws  are 
squeezing  dollars  from 
many  health  providers' 
coffers.  "These  regula- 
tions  come   at   a  tough 


The  law  is  on  track  with 
its  initial  goal:  Making 
it  easier  to  change 
plans  and  providers 

patients  and  protect  those  records  from 
other  people.  Judging  from  the  scores  of 
outraged  responses  HHS  received  after 
releasing  their  proposed  regulations, 
however,  many  people  believe  the  gov- 
ernment missed  on  both  counts.  "Pa- 
tients want  maximum  privacy — damn 
the  costs,"  says  William  Braithwaite, 
senior  adviser  on  Health  Information 
Policy  for  hhs.  Organizations,  on  the 
other  hand,  don't  want  to  spend  money 
on  costly  privacy-related  audit  trails  and 
other  software-based  protec- 
tions. "They  say:  'To  hell  with 
privacy,  we  won't  spend  any 
money  on  it,'"  he  says. 

With  a  few  exceptions,  HIPAA 
proposes  that  access  to  medical 
records  be  restricted.  Visibili- 
ty should  be  limited  to  the 
"minimum  necessary"  data  for 


IS  HIPAA'S  CURE 

WORSE  THAN  THE  DISEASE? 

The  Health  Information  Portability  &  Accountability 
Act  (HIPAA)  is  a  law  designed  to  bring  health  care 
into  the  Internet  era.  But  doctors  and  hospitals  worry 
that  the  expensive  new  guidelines  may  impede  delivery 
of  care.  Here  are  some  of  their  concerns: 


ELECTRON  C  TRANSACTIONS 


time,"  says  Elliot  M. 
Stone,  CEO  of  Massachu- 
setts Health  Data  Con- 
sortium, a  nonprofit  that 
tracks  health-care  trends 
in  New  England. 

Easily  the  most  con- 
tentious of  the  HIPAA  reg- 
ulations are  the  privacy 
proposals.  In  theory, 
these  rules  will  limit 
third  parties  from  view- 
ing or  transmitting  any- 
one else's  medical  data. 
The  government's  stated 
goal  is  to  help  doctors 
exchange  private  medical 
records  for  the  benefit  of 


New  standards  that 
outline  how  medical  information  is  to  be  transmitted  elec- 
tronically don't  yet  describe  how  to  deal  with  some  sensi- 
tive health  information,  including  mental-health  claims. 

■  ;J:]L7:I»>'1  jq  reduce  risk  of  patient  data  falling  into  the 


wrong  hands,  HIPAA  requires  that  physicians  and  insurers 
transmit  only  minimal  amounts  of  medically  relevant  data. 
But  doctors  fear  that  such  things  as  possible  drug  interac- 
tions will  be  missed  if  restraints  are  too  severe. 

EBSnniAjl  The  new  proposals  mandate  individual  pass- 
words, audit  trails,  and  secure  workstations.  Those  are  key 
security  measures,  but  they  may  not  be  practical  in  a 
doctor's  office,  where  physicians  rely  on  nurses  to  pull  up 
information  for  them.  Dealing  with  e-mail  is  another  issue 
that  troubles  doctors. 

^*i'^-^ ■  HIPAA  is  expected  to  cost  at  least  $3.8  billion  over 
the  next  five  years — and  it  could  be  10  times  that.  The 
money  will  come  out  of  hospital  revenues  and  physician  in- 
comes. That's  a  huge  outlay  for  cash-strapped  hospitals  at  a 
time  when  Medicare  reimbursements  are  declining. 


each  situation.  For  example,  if  a  p;ii 
is  taking  the  antidepressant  Prozai , 
fact  could  be  withheld  from  doctcji 
are  not  mental-health  specialists,  > 
though  the  medicine  can  interact 
certain  heart  and  sleeping  medicalK 
Such  stringent  rules  have  doctors 
health-care  administrators  shaking  Llw 
heads  in  consternation.  Patient  care  jfl 
suffer,  says  Alissa  Fox,  executive  dif 
tor  for  legislative  policy  at  Blue  ( 'r 
"We  already  know  that  to  get  the  } 
health  care  and  avoid  errors,  we  n 
complete  and  timely  access  to  inf(ji 
tion,"  she  says. 

LAYERS  OF  RED  TAPE.  Another  sticl 
point  involves  patient  authorization 
the  release  of  data.  One  privacy  ] 
posal  would  require  patients  to  sign 
on  the  release  of  medical  records 
purposes  other  than  treatment  and  ] 
ment.  But  that  could  add  layers  of 
tape  to  resea 
efforts  and  ut 
legitimate  cau 
that  rely  on 
tient  data. 

The     propo 

security  rules 

also  causing  nii 

mares.  In  addi 

to   physically 

curing  comput 

and  printers,  m 

nizations  will  li 

to  safeguard   i 

confidentiality 

integrity  of  dii 

medical     reci 

through  the  us 

password-pr(  it 

ed  software,  i 

tronic  audit  1 1 ; 

to  track  who  has  accessed  d 

and  encryption  for  the  traii 

of  files.  That  may  sound  di 

to  patients.  But  it  creates 

jor  administrative  hassles 

doctors. 

HHS  downplays  the  burdii 
rules  will  place  on  heallli  i 
companies,  claiming  that 
best-run  medical  facilities  aln 
have  a  lot  of  these  measuiv 
place.  And  despite  the  . 
ienges,  HIPAA  is  on  track  \ 
its  initial  goal:  making  it  v.t 
for  consumers  to  change  lu  : 
care  providers  and  health  pi 
But  as  regulators  begin  In 
force  the  new  regulations,  lli 
have  to  be  careful  in  manai 
the  fresh  burdens  that 
placed  on  an  already  stiai 
health-care  system. 
By  Darnell  Little  in 


PILEUP: 

For  the  law 
to  work,  all 
players 
must  switch 
in  tandem 
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We  manage  Web  servers. 

They  manage  to  improve  your  game. 

Together,  we  do  e-Business. 


Spalding  has  been  a  leader  In  golf  ball 
manufacturing  for  over  100  years  - 
that's  their  business.  Through 
Spalding.com,  they  offer  only  the 
BEST  products  -  Ben  Hogan,  Etonic, 
Strata  and  Top-Flite.  At  Digex,  we  may 
not  know  much  about  sporting  goods 
but  we  do  know  what  it  takes  to  run  a 
successful  e-Business. 


We  supply  the  hardware,  software  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your 
site  up  and  running  -  fast  and  reliably. 
Our  world-class  data  centers  and 
networks  are  optimized  for 
performance  and  availability,  so  your 
site  is  online  24x7x365.  We  provide  the 
administration,  monitoring  and  security 
services  necessary  to  make  sure  your 
site  remains  secure. 


Spalding  is  a  hit  for  its  online  customers. 
Digex  is  a  hit  for  Spalding. 
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Digex      keeps  e-buslness  in  business" 


www.digex.com/spalding     1-800-4S5-2968  Ext.  501 

Where  managed  hosting  began. 
Where  managed  hosting  is  going. 
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Sometimes  THE 


WISE 


CHOICE  ISN  T  ALWAYS  THIS  OBVIOUS. 


Take  health  care,  for  example.  Say  you're  looking  for  a  way  to  offer  employees  and  retirees  quality  health  care  at  an  affordable  price.  One  person  care 
about  cost— another,  quality.  And  for  someone  else,  it  could  be  a  preferred  doctor.  Knter  Sageo,''^  a  new  alternative  that  can  take  on  your  adminisi 
and  provide  your  employees  and  retirees  access  to  a  broad  array  of  health  plans,  guidance  on  how  to  use  their  health  benefits,  and  a 
library  of  interactive  health  and  medical  educational  resources  from  Mayo  Clinic.  If  your  company  is  looking  for  a  cost-effective  way  lo  S  d\^ 
deliver  health  care  to  employees  and  retirees,  isn't  it  obvious  what  to  do?  Contact  us  at  l-H77-465-7()()()  or  visit  www.sageo.coni. 


developments  to  Watch 


FED  BY  OTIS  PORT 


.Ithebeher 
i  hear  you 
:ith,mydear 

ARIN(;  AIDS  AND 
)ustic  sensors  modeled 

biological  ears — com- 
ite  with  artificial  ear 
irs,  or  stereocilia — 
ly  be  within  reach, 
anks  to  nanotechnolo- 

manmade  devices 
lid  soon  match — then 
•pass — the  sensitivity 
Nature's  keenest  ears. 
On  Dec.  5,  at  the  an- 
al meeting  of  the 
oustical  Society  of 
nerica  in  Newport 
ach,  Calif.,  an  intema- 
nal  team  led  by  re- 
irchers  at  NASA's  Jet 
opulsion  Laboratory 
l)  was  scheduled  to 
)ort  that  carbon  nan- 
ibes  could  be  the  key 
revolutionary  ad- 
nces  in  acoustic  tech- 
logy.  Nanotubes  are 
i-shaped  bundles  of 
"bon  atoms  only  a  few 
lionths  of  a  meter  in 
imeter — even  smaller 
in  the  tiny  hairs  in 
man  ears. 

Smallness  is  critical  to 
isitivity,  notes  jpl  re- 
ircher  Flavio  Noca. 
e  gentle  sound  waves 

say,  rustling  leaves 
ise  the  ear's  stereocilia 
sway  back  and  forth 

less  than  a  nanometer, 
rge  rods  can't  mimic 
2h  subtle  movements. 
it  with  nanotubes,  the 
xm  envisions  a  device 
it  can  catch  sounds  of 
i  forest — and  more, 
ley  describe  a  super- 
isitive  "nanostetho- 
>pe"  that  could  pick  up 
3  metabolic  sounds  of 
iividual  cells — perhaps 
ling  healthy  cells  from 
ticerous  ones.  And  fu- 
re  robots  sent  by  NASA 
explore  distant  planets 
iiild  listen  for  signs  of 
i,  no  matter  how  tiny.  D 


BOOSTING 
THE  CASE  FOR 
BETA-BLOCKERS 

hp:art  drugs  called  beta- 
blockers  could  be  a  more  im- 
portant first  line  of  defense  in 
treating  high  blood  pressure 
and  chest  pain.  Their  effec- 
tiveness has  been  known  for 
years,  but  recent  studies  indi- 
cate they  are  prescribed  to  as 
few  as  40%  of  eligible  pa- 
tients. A  report  in  the  Dec.  6 
Journal  of  the  American 
Medical  Assn.  suggests  that 
doctors  who  avoid  these  drugs 
put  patients  at  risk — and  may 
exacerbate  health-care  costs. 
Scientists  at  the  University 
of  California  in  San  Francisco 
employed  a  sophisticated 
computer  program  to  analyze 
the  health  and  economic  ef- 
fects of  beta-blocker  use. 
Team    leader    Kathryn    A. 


Phillips  says  the  computer 
model  has  predicted  real- 
world  outcomes  within  just 
two  percentage  points.  This 
time,  it  suggests  that  beta- 
blockers  would  help  92%  of 
heart  attack  survivors,  or 
400,000  people  annually  in  the 
U.S.  And  if  beta-blockers 
were  taken  by  every  heart 
attack  survivor  over  the  next 
20  years,  there  would  be 
72,000  fewer  deaths. 

These  heart  drugs  would 
save  money  as  well.  Phillips' 
analysis  predicts  the  cost  of 
widespread  use  would  run 
about  $160  million.  However, 
this  would  be  more  than  offset 
by  lower  hospital  bills.  "This 
is  an  example  of  how  a  cheap 
intervention  can  have  a  big 
impact,"  says  Phillips,  who 
warns  against  dismissing 
tried-and-true  solutions  in  the 
quest  for  high-tech  drugs. 

Ellen  Licking 


CRAZY?  A  blood  test  may  someday  tell 


A  SIMPLER,  FASTER 
WAY  TO  TEST 
FOR  MAD  COW 

THE    PRION    PROTEINS    THAT 

cause  mad  cow  disease  and 
its  human  variant  are  pre- 
sent in  most  cells  of  the  body. 
In  their  normal  form,  they 
cause  no  harm.  But  in  prion- 
linked  diseases,  the  proteins 
change  shape  and  clump  to- 
gether to  form  corrosive 
plaques  in  the  brain. 

Until  now,  the  only  way  to 
prove  infection  was  to  send 
samples  of  tissue  to  a  lab. 


But  in  the  Nov.  23 
issue  of  Nature,  a 
team  led  by  Adri- 
ano  Aguzzi  at  the 
University  Hospi- 
tal of  Zurich  re- 
ports that  a  blood 
protein  called  plas- 
minogen binds  to 
prions  in  their  de- 
formed state — but 
not  to  normal  pri- 
ons. That  could 
open  the  door  to  a 
fairly  simple  blood 
test  to  identify 
victims  of  mad 
cow,  which  is  always  fatal  in 
humans. 

Experts,  however,  warn 
that  perfecting  such  tests 
could  take  time.  "This  is  a 
formidable  challenge  because 
the  two  [proteins]  differ  in 
shape,  but  are  identical  in  se- 
quence," explains  AIDS  pio- 
neer Robert  C.  Gallo,  director 
of  the  Institute  of  Human  Vi- 
rology in  Baltimore  and  head 
of  the  scientific  advisory 
board  of  Prion  Developmental 
Laboratories  Inc.  in  Buffalo 
Grove,  111.  The  company  is 
working  on  blood  screens  for 
prion  diseases.       Neil  Gross 


INNOVATIONS 


■  Some  bacteria  thrive  on 
really  noxious  stuff.  In  the 
flooded  depths  of  an  old  zinc 
mine,  University  of  Wisconsin 
researchers  found  microbes 
that  are  converting  sulfuric 


HELPFUL  Microbes 


acid,  which  contaminates 
many  mine  sites,  into  benign 
zinc  sulfide.  The  discovery  of 
this  new  aquatic  ecosystem 
is  reported  in  the  Dec.  1  is- 
sue of  Science.  Meanwhile,  re- 
searchers at  Germany's  Tech- 
nical University  Berlin  have 
isolated  similar  bugs  that  de- 
compose chlorobenzenes — the 
solvents  in  some  paints  and 
cleaning  fluids — and  render 
the  nasty  gunk  harmless. 
These  bugs  are  described  in 
the  Nov.  30  issue  of  Nature. 
m  Scientists  at  the  University 
of  Nebraska  are  pioneering  a 
relatively  simple  way  to  cre- 
ate quantum  dots.  These 
dots,  which  could  be  the  guts 
of  tomorrow's  ultrafast  com- 
puters, are  essentially  tiny 
metal  boxes  that  house  sin- 
gle-electron sviitches — tran- 
sistors far  smaller  than  could 
ever  be  etched  into  silicon. 
Nebraska's  technique  uses  a 
combination  of  electrical  cur- 
rents and  chemistry  to  cause 
quantum  dots  to  self-assem- 
ble and  form  neat  rows  of 
boxes.  But  the  process  is  too 
touchy  for  commercial  use. 
The  researchers  hope  to  work 
out  the  bugs  in  five  years. 
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It's  a  clean  job,  but  somebody's  got  to  do  it. 


Cars  come  and  go,  but  they  leave  behind  more  than  meets  the  eye.  Exhaust  emissions,  for  example.  That's  why  we've  developed  the  To 
Hybrid  System,  the  power  inside  our  breakthrough  gas/electric  vehicle,  the  Prius.  It  reduces  smog-forming  exhausts  by  up  to  90%,  and  i 
giant  step  forward  in  our  quest  to  eliminate  them  altogether.  When  it  comes  to  making  cleaner  cars,  we're  not  afraid  to  get  our  hands 
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Legal  Affairs 


ANTITRUST 


IS  THE  FTC 
DEFENDING  GOLIATH? 


It  is  nixing  a  merger  of 
Heinz  and  Beech-Nut, 
competitors  of  giant  Gerber 
in  the  baby-food  industry 

Gerber  Products  Co.  is  the  behe- 
moth of  baby  foods.  Enjoying 
nearly  rehgious  brand  loyalty,  its 
share  of  the  $1  billion  market  for 
mushy  fruits,  meats,  and  vegetables  has 
steadily  climbed  from  67.1%  to  72%  over 
the  past  five  years. 

Gerber's  two  chief  competitors,  mean- 
while, have  been  getting  squashed. 
Beech-Nut  Nutrition  Corp.,  which  has 
had  six  owners  over  the  past  two 
decades,  has  watched  its  share  sink  by 
nearly  two  points,  to  13.7%,  since  1995. 
No. 3  player  H.J.  Heinz  Co.  isn't  faring 
much  better.  Despite  pouring  $100  mil- 
lion into  a  new  plant,  Heinz  has  seen  its 
portion  of  the  business  dropping,  too, 
from  13.8%  to  12.3%.  Says  Heinz  Se- 
nior Vice-President  Laura  Stein:  "It's 
an  absolutely  frozen  market." 

So  perhaps  it's  not  surprising  that 
last  February  the  two  also-rans  decided 


to  join  forces  against  Gerber.  By  buying 
Beech-Nut  and  its  parent  Milnot  Hold- 
ing Corp.  for  $185  million,  Heinz  ceo 
Bill  Johnson  said  he  would  be  able  to 
slash  production  and  distribution  costs 
by  $10  million  annually  and  would  fi- 
nally have  the  critical  mass  to  go  toe-to- 
toe  with  Gerber.  The  result,  he  argued, 
would  be  more  competition,  lower 
prices,  and  greater  choice  for  consumers. 

Those  are  the  types  of  things  trust- 
busters  are  supposed  to  like.  But  in 
July,  the  Federal  Trade  Commission 
went  to  court  to  block  the  merger.  Re- 
jecting the  notion  the  deal  would  help 
consumers,  the  agency  said  that  on  the 
contrary,  the  merger  would  create  a 
dangerous  duopoly — and  that  Heinz  and 
Gerber  were  more  likely  to  collaborate 
than  compete.  Molly  Boast,  deputy  di- 
rector of  the  FTc's  competition  bureau, 
says  Heinz's  promises  of  increased  com- 
petition are  just  that:  promises.  "We're  a 
law-enforcement  agency,"  says  Boast. 
"We're  not  in  the  'trust  me'  business." 

The  baby-food  deal  raises  an  intrigu- 
ing question:  When  should  two  Davids 
be  allowed  to  merge  in  order  to  better 
compete  against  one  Goliath?  While  the 


AISLE  KING: 

Gerber  is  n 
ahead  of  if: 
vals,  with.  /' 
of  the  mark 


deal  hasn't  received 
as  much  public  atten- 
tion as  the  proposed 
America  Online-Time 
Warner  merger  or 
British  Petroleum's 
combination  with  Amoco,  it  has  pi 
to  be  more  controversial  in  the  anti 
community.  Critics  say  the  agi 
which  became  markedly  toughr 
mergers  during  the  Clinton  Acln 
tration,  has  gone  overboard.  Usinv 
dated  theories,  they  say,  the  Fii 
reverted  to  a  1960s-era,  "big-is-ba<r 
losophy  that  dogmatically  rejects 
merger  that  cuts  the  number  of  a  i 
nies  in  a  market  from  three  to  t\\  i 
DOCTRINAL  IMPACT.  In  October, 
District  Judge  James  Robertson  ;ii 
with  those  critics  and  denied 
agency's  request  to  block  the  nu 
Now,  the  FTC  has  appealed  his  r 
to  the  D.  C.  Circuit  Court  of  Apj 
which  has  temporarily  halted  the 
until  the  trial  in  February.  No  m. 
who  the  next  President  is,  the  ca. 
likely  to  play  a  big  role  in  shapin 
ture  merger  policy.  If  the  govern) 
loses,  it  could  create  a  groundbres 
precedent  allowing  mergers  in  h; 
concentrated  industries.  If  the  go 
ment  wins,  the  case  could  end  up  \ 
a  judicial  stamp  of  approval  on  sor 
the  aggressive  deal-killing  the 
championed  by  FTC  ('hairman  R( 
Pitofsky,  which  have  been  embrace 
academics,  judges,  and  state  attoi 
general.  Of  all  the  Clinton-era  m( 
cases,  "this  case  could  have  the  bi} 
doctrinal  impact  of  the  whole 
says  William  E.  Kovacic,  a  law  prof 
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For  a  kid  with  asthma, 

the  joys  of  childhood  quickly 
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Legal  Affairs 


FOOD  FIGHT 


Beech-Nut  and  Heinz  want  to  join  forces  to  take  on  Gerber,  which 

dominates  the  baby  food  market.  But  the  FTC,  in 

a  controversial  decision,  says  the  deal  is  anticompetitive. 

COMPANIES  SAY  FTC  SAYS 


CONSUMER 
IMPACT 


•  By  joining  together, 
Beech-Nut  and  Heinz  argue 
they  will  be  able  to  offer 
parents  lower  prices  and  a 
wider  range  of  products. 


ANTITRUST 
THEORY 


•  The  FTC  is  using  old- 
fashioned  analytic  tools  to 
reject  the  merger  and  is 
ignoring  powerful  evidence 
that  the  deal  would  allow 
them  to  better  compete 
against  Gerber. 


•  Rather  than  competing 
forcefully  against  Gerber, 
the  newly  merged  compan; 
would  avoid  price  wars 
and  eliminate  the  low  leve 
of  existing  competition  in 
the  baby  food  industry. 


•  Whenever  a  market  with 
three  players  shrinks  to 
two,  consumers  almost 
always  lose.  Trustbusters 
that  traditional  tools  to 
measure  market  power  are 
still  valid. 


DATA:  BUSINESS  WEEK 


at    George    Washington    University. 

The  key  issue  in  the  case  is  how 
much  weight  to  give  to  the  potential 
consumer  benefits  that  can  arise  when 
two  companies  join  forces.  In  the  hey- 
day of  aggressive  antitrust  enforcement 
during  the  1960s,  trustbusters  didn't 
care  about  these  efficiencies — which 
might  include,  say,  lower  distribution 
costs  or  increased  research-and-devel- 
opment  spending.  Instead,  government 
lawyers  simply  calculated  how  big  a 
company  would  be,  analyzed  the  number 
of  competitors,  and  made  a  decision. 
NEW  GUIDEUNES.  Because  this  mechanical 
approach  to  merger  analysis  was  rejected 
by  the  courts  in  the  1970s,  recent  an- 
titrust enforcers  have  paid  closer  atten- 
tion to  the  ways  corporate  combinations 
can  help  consumers.  In  1997,  Pitofsky 
and  then  Justice  Dept.  antitrust  chief 
Joel  I.  Klein  unveiled  a  new  set  of  merg- 
er guidehnes  that  rejected  the  assump- 
tion that  big  is  always  bad.  Recognizing 
that  efficiencies  of  scale  can  create  sav- 
ings for  consumers,  the  new  guidelines 
said  trustbusters  should  weigh  these  fac- 
tors against  the  loss  of  competition  that 
can  result  from  the  elimination  of  one 
rival.  At  the  time,  the  guidelines  were 
widely  applauded  for  marking  a  middle 
path  for  antitrust  between  the  aggressive 
enforcement  of  the  1960s  and  the  per- 
missiveness of  the  Reagan-era  1980s. 

To  many  observers,  the  Heinz  deal 
exemplifies  the  type  of  efficiencies  the 
Pitofsky-Klein  merger  guidelines  had  in 


mind.  The  companies  are  both  lar 
regional  brands  with  complemeni 
strengths.  Heinz  is  more  popular  in 
Midwest  and  Texas,  while  Beech- 
does  weU  on  the  coasts.  Together,  1 
could  attain  efficiencies  of  scale  to 
prices  and  launch  products.  "Then 
real  chance  that  this  merger  could 
ate  some  serious  competition," 
Jaine  Mehring,  a  managing  partne 
Salomon  Smith  Barney. 

So  why  isn't  the  FTC  saying 
Largely  because  of  something  called 
Hirfindahl-Hirschman  index,  a  ma 
matical  formula  designed  to  tell  rej 
tors  whether  a  market  is  too  conceni 
ed.  It  focuses  exclusively  on  the  nun 
of  companies  in  a  market  and  their 
and  is  calculated  by  adding  the  squar 
the  market  shares  of  every  company 
particular  industry.  By  this  measure, 
thing  above  1,800  is  worrisome.  With 
merger,  the  baby-food  industry  ge 
fat  5,285 — well  over  the  threshold 
used  to  be  required  to  nix  a  deal. 

Heinz  argues  that  the  Hirfindah 
dex  simply  doesn't  apply.  Of  the 
points  in  this  case,  4,225  of  them  c 
from  Gerber's  dominant  position.  Tb 
extent  trustbusters  use  this  index, 
Edward  R  Henneberry,  the  compj 
chief  lawyer,  they  won't  ever  app 
any  merger  in  a  highly  consolidate( 
dustry.  In  this  case,  that  would  be 
tamount  to  protecting  (loliath — a  str 
position  for  ti-ustbusters  to  be  in 

By  Dan  Came  if  in  Wash  in 
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Fast.  Focused.  Flexible.  Boundless. 


"In  light  of  AT&T's  recent  restructuring,  I  felt  this  would  be  a  good  time  to  update  our  valued 
customers  on  the  latest  developments  at  AT&T  Business,  and  to  restate  our  commitment  to 
keeping  five  million  business  customers  at  the  forefront  of  the  networked  world." 

"By  combining  the  most  advanced  IP,  data  and  voice  technology  with  the  expertise  of  40,000 
networking  professionals,  AT&T  Busmess  has  achieved  a  number  of  significant  milestones.  With 
an  IP  Network  presence  in  60  countries  and  850  cities,  we've  been  awarded  Network  Magazine's 
Product  of  the  Year  for  our  Global  VPN  service.  By  offering  the  security  and  reliability  of  private 
data  networks  along  with  the  ubiquity  and  reach  of  the  Internet,  we've  taken  the  lead  in  overall 
IP-VPN  market  share.  And  in  keeping  with  our  commitment  to  provide  a  range  of  access  options, 
we've  deployed  DSL  in  100  markets." 

"In  addition,  AT&T  Business  has  firmly  established  itself  in  web  hosting  for  companies  of  every 
size.  AT&T  Solutions — our  professional  services  arm  —  is  providing  custom  hosting  solutions  to 
some  of  the  world's  leading  corporations.  As  part  of  a  $2  billion  joint  effort  with  BT  and  Concert, 
we're  building  forty-four  new  Internet  Data  Centers  in  sixteen  countries.  And  PC  Magazine  gave 
our  Small  Business  Hosting  Service  its  Editor's  Choice  Award  for  ease  of  use  and  installation." 

"As  president  of  AT&T  Business,  my  goal  is  to  provide  solutions  and  support  that  can  keep  our 
customers  one  step  ahead.  And  by  moving  fast,  staying  flexible  and  maintaining  a  laser-like 
focus  on  the  areas  that  concern  you  most,  we'll  continue  to  do  just  that." 


\i6xio  \G(^C^ 


Rick  Roscitt — President,  AT&T  Business. 


ATSiT  Business 


PHILANTHROPY 


CORPORATE  CHARITY: 
WHY  IT'S  SLOWING 

This  year's  performance  will  be  the  worst  since  1991 


The  holiday  season  is  hitting  high 
gear,  with  the  usual  hectic  round 
of  guttering  charity  soirees  for 
every  good  cause  imaginable.  But 
to  many  fundraisers,  Corporate  America 
will  be  playing  the  part  of  Uncle 
Scrooge.  Corporate  charitable  contribu- 
tions are  likely  to  remain  flat  this  year, 
according  to  a  new  Conference  Board 
survey  of  209  large  companies.  If  that 
holds  true  across  the  board,  it  would 
be  the  worst  philanthropic  shovdng  since 
the  1991  recession. 

True,  business  giving  to  charities  and 
nonprofits  has  climbed  by  4.2%  a  year  in 
the  past  decade,  after  adjusting  for  in- 
flation, hitting  $11  billion  last  year  That's 


according  to  the  aafrc  Trust  for  Phil- 
anthropy, a  nonprofit  group  in  Indi- 
anapolis associated  with  the  American 
Association  of  Fundraising  Counsel, 
which  promotes  professional  standards  in 
philanthropy.  At  the  same  time,  though, 
pretax     corporate 

profits  jumped   by  

5.6%  a  year  since 
1989,  to  $836  billion. 
So  as  a  percentage 
of  pretax  income, 
companies'  charita- 
ble contributions  re- 
main stuck  at  nearly 
half  the  2%  peak  of 
1986  (chart).  "Phil- 


"Philanthropy  is  in  a 

catch-up  mode  with 

earnings,"  says  one 

fundraiser 


anthropy  is  in  a  catch-up  mode 
earnings,"  says  Paul  M.  Ostergard, 
ident  of  the  Committee  to  Encoi 
Corporate  Philanthropy. 
COST-CONTROL  FREAKS.  After  ye£ 
fat  bonuses  and  overflowing  coffers, 
the  Grinchlike  trend?  For  one 
many  companies  that  cut  back  on 
ity  in  the  last  recession  never  got 
in  the  giving  habit.  The  merger  wa 
recent  years  has  hurt  as  well,  as  hi 
growth  of  cause  marketing,  by 
companies  link  up  with  a  do-good 
to  improve  their  image.  Indeed,  de 
the  boom  economy  of  recent 
many  executives  cast  a  sharper  e; 
charity  today.  Most  companies  pi 
expenditures  under  the  mici'osco] 
the  1990-91  slump.  But  even  after 
turned  good,  fierce  competition  an 
inability    to 

prices  kept  ma 

ment  focused 
laser  on  cost 
trol.  "It's  al 
nice  to  say 
when  times 
good,  you  shou 
giving  more," 
John  Rintama' 
Ford     Motor 
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Innovation  in  the 
Customer  Economy 

The  future  of  E-business  is  all  about  the  value 

TO  THE  BUSINESS.  Discover  today's  E-business  best 

practices  for  enhancing  your  customer  relationships, 

increasing  your  efficiency  and  supercharging  your  productivity. 

Lead  it.  Shane  it.  Drive  it. 
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Jacob  K.  Javits  Convention  Center,  NYC 
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Social  Issues 


Companies  now  see  giving  as  a 
chance  to  advance  their  interests 


A  BILLIONS  OF  DOLLARS 


group  vice-president  who  oversees  the 
company's  giving.  But  "you've  got  to 
manage  it  so  that  what  you  commit  to, 
you  can  sustain." 

Corporate  giving  has  also  been  set 
back  by  the  economy's  shift  from  man- 
ufacturing to  services.  Because  manu- 
facturers make  tangible  products  hke 
medicine,  chemicals,  and  computers,  it's 
easier  for  them  to  donate  to  a  good 
cause.  Cincinnati-based  LensCrafters 
expects  to  give  away  more  than  92,000 
pairs  of  glasses  this 
year.  And  Hewlett- 
Packard  Co.  last  year 
contributed  $58  million, 
with  about  half  the  total 
in  computers  and  other 
high-tech  equipment. 
Overall,  some  28%  of 
corporate  charity  comes 
not  in  cash  but  in  other 
forms,  primarily  goods, 
according  to  the  Confer- 
ence Board  survey. 

Point  the  finger,  too, 
at  the  cost-cutting  men- 
tality after  a  corporate 
acquisition  or  merger.  In 
Denver,  for  instance, 
Qwest  Communications 
International  Inc.  is  al- 
ready curtailing  its  giv- 
ing following  its  take- 
over last  summer  of 
regional  Bell  company 
us  West  Inc.,  whose 
foundation  had  been  dol- 
ing out  about  $25  mil- 
lion a  year.  Qwest  has 
stopped  matching  em- 
ployee gifts  to  nonprofits — worth  an  es- 
timated $5  million  annually — and  told 
beneficiaries  to  expect  more  changes. 
With  Qwest's  Internet  focus,  it's  now 
"a  very  different  company,"  explains 
spokesman  David  Goldberg.  "We  have 
to  be  careful  how  we  spend  those  dol- 
lars." Before  the  takeover,  Qwest  had  no 
giving  program  at  all;  Goldberg  says  its 
priority  now  is  shoring  up  poor  service. 

Indeed,  among  124  corporations  sur- 
veyed recently  by  the  National  Com- 
mittee for  Responsive  Philanthropy  in 
Washington,  D.C.,  46  had  been  involved 
in  a  big  merger  since  1996;  of  those, 
only  one  said  giving  would  increase 
post-merger  (the  study  didn't  ask 
whether  giving  would  decrease). 

One  of  the  biggest  shifts  in  corpo- 
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rate  giving  involves  a  company's  c| 
to  treat  philanthropy  as  an  opport 
to  advance  their  strategic  interests 
the  end  of  the  day,  we're  all  empl 
of  the  shareholders,  and  we're  j 
away  the  shareholder's  money," 
Ford's  Rintamaki.  So,  for  example. 
Citibank  created  a  program  to 
small  loans  through  nonprofits  to 
rowers  who  wouldn't  qualify  for 
loans,  it  helped  people  who  othe 
would  turn  to  loan  sharks  and  p 
shops.  But  it  also  h 
itself  by  drawing 
people  into  the  ba 
system  and  lea: 
how  to  serve  low-ii 
customers. 
GENEROUS  LOGIC, 
bottom-line  philantl 
has  blurred  the 
between  giving 
marketing.  A  con 
might  sponsor  a 
that's  important 
customer  base,  as 
metics  retailer 
Products  Inc.  does 
its  breast  cancer 
sade.  Or  it  might 
up  with  an  orgs 
tion's  mission,  usin 
group's  name  in  its 
keting  in  return  fc 
nating  a  portion 
sales,  as  Welch  I 
Inc.  and  Johnso 
Johnson  have  done 
the  World  Wildlife 
Such  deals  make 
business  sense 
thii'ds  of  consumers  say  that  if  pric 
quality  are  equal,  they  are  like 
switch  to  a  brand  or  retailer  back 
good  cause,  according  to  a  1999 
done  for  Cone  Inc.,  a  Boston  mart 
firm.  What's  more,  cause  mark 
builds  loyalty:  Nearly  90%  of  empl 
of  companies  promoting  causes  i 
strong  sense  of  loyalty  to  the  firm, 
found,  vs.  67%  at  companies  that  c 
As  the  giving  season  hits  its 
charities  and  nonprofits  are  gi'atef 
the  corporate  support  they  get.  B 
doubt  many  lament,  as  the  econonr 
pears  to  be  softening,  that  businei 
not  open  the  spigot  more  when  the 
times  were  really  rocking. 

By  Christopher  H.  Sc 
ill  Waslii 
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THE    PERFECT 

MARRIAGE: 

DSL   AND    THE 

COBALT 

Q  U  B  E   3 


M 


The  Cobalt  Qube"3  is  the  perfect  choice 
for  turning  a  single  DSL  connection  into  a 
whole  online  business.  Just  think:  Control 
your  network  investment  by  sharing  your 
connection  with  your  entire  office  seamless- 
ly and  securely.  Control  your  productivity  by 
sharing  files  across  platforms  (Windows, 
Macintosh,  Linux,  whatever)  with  anyone, 
anywhere.  Control  your  communications  by 
setting  up  a  Web  site  for  your  own  domain 
right  In  your  office,  and  host  email  for  ev- 
eryone, whether  in  the  office  or  on  the 
road.  And  do  all  of  this  in  minutes  without 
hiring  a  network  administrator!  Sound  excit- 
ing? Wait  until  you  hear  the  price!  Starting 
at  just  $999,  you  can  turn  your  simple  DSL 
or  cable  line  into  a  high-tech  business  tool! 

Call  Cobalt  Networks  at  650-623-2500  or 
visit  our  Web  Site  at  www.cobalt.com/qube3. 

You'll  never  look  at  your  DSL  the  same  woy 
ogoin. 


Nehnwkj,  Inc.  All  ridhti  reserved.  All  olher  praducft  ore  Ircdomorki  of  Iheir  leipecDve  componln.  Qube  3  ond  Cube  ore  o  registered  Irodemorks  of  Cotxilt.  Coboll  ond  the  Coboll  logo  ore  fradeinarht  o<  Cobnll  Neluodu,  lot  8S8-702.6225 


Introducing  the  e-marketplace  alliance:  IBM,  i2  and  Ariba.  Thre^  m 
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tt  names  in  e-business  working  together  to  help  make  your  business 
ffficiently  — whether  you  buy  or  sell  ships,  sleds  or  seafood.  It's  b2bx3. 


www.ibm-i2-ariba.com  or  call  877  426  2676;  priority  code:  emarketl 


Media 


ADVERTISING 


HOW  SWEET 
IT  WAS 

After  a  gonzo  year,  forecasts  of  an  ad  slump 


Every  year  in  early  December,  ex- 
ecutives from  the  world's  leading 
media  companies  gather  in  mid- 
town  Manhattan  for  the  Paine- 
Webber  media  conference,  one  of  the 
industry's  biggest  confabs.  In  recent 
years,  it  has  been  a  particularly  bullish 
affair  as  new  mergers  and  technolo- 
gies inspired  giddy  speeches  by 
moguls   about  the   coming 
world   of  "interactivity" 
and  "convergence."  But 
at  this  year's  mediafest, 
now   called    the    UBS 
Warburg  media  con- 
ference after  Paine- 
Webber  itself  merged 
into  the  Swiss  invest- 
ment bank,  the  mood 
was    sober.    After    a 
record-breaking  year, 
ad      spending — the 
revenue  engine  for 
media  empires — is 
about  to  grind  into 
lower  gear. 

Indeed,  the  year  2000 
was  exceptionally  kind  to 
media  businesses,  from  newspa- 
pers to  television  networks  to  bill- 
board companies.  But  no  media  exec 
with  any  sense  of  history  expected  it  to 
last.  Sure  enough,  at  the  conference,  ad 
forecaster  Robert  J.  Coen  of  media  buy- 
ing outfit  Universal  McCann  made  his 
much-anticipated  prediction:  Ad  spend- 
ing will  grow  5.8%  in  2001,  down  from 
9.8%  in  2000.  Still,  "we  don't  see  things 
falling  apart  just  because  there's  some 
softness  here  and  there,"  says  Coen. 

Some  sectors  of  the  media  will  feel 
more  pain  than  others,  though.  Network 
TV  advertising  will  grow  only  1%  in 
2001,  vs.  12.5%  in  2000,  Coen  estimates. 
Besides  the  obvious  loss  of  dot-com  ad- 
vertising, consumer  companies  are  ex- 
pected to  cut  back  on  ads,  and  high- 
tech  gadgetry  businesses  might  be 
headed  for  a  shakeout.  Slower  consumer 
spending  could  pinch  retailers,  thus 
hurting  ad  revenues  at  newspapers, 
which  are  sensitive  to  swings  in  the  re- 
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V            S&P  500 
%    PROFIT  GROWTH 

....V.,^^^ i 

r% 

f   \ 

Vi^V 

_i 

AD  SPENDING^ 
GROWTH 

■^^*( 

7 

1 

1            1            1 

95      '96       '97 

'98 

'99       '00       '0 

PERCENT 

EST. 

DATA  fIRST  CALL/THOMSON  FINANCIAL, 
McCANN-ERICKSON,  BlUE  CHIP  ECONOMIC  INDICATORS 


tail  sector,  says  John  Perriss,  c: 
media  buying  firm  Zenith  Media 
Meanwhile,  advertising  on  the  Int 
will  grow  more  slowly  next  year- 
in  2001,  vs.  65%  this  year  (page  1 
The  clincher  for  U.S.  ad  spendi 
2001,  Perriss  says,  will  be  sagging 
porate  profits.  Profit-growth  estij 
for  the  Standard  &  Poor's  500  have 
lowered  in  recent  weeks  to  11.4%  in 
vs.  19%  this  year,  according  to  Firs 
Corp.  Even  so,  ad  budgets  aren' 
easy  targets  for  cutting  they  once 
says  Perriss.  "Marketing 
coming  more  of  a  fixed  co 
companies  because  of  gri 
competition,"  he  says. 
Of  course,  by  almost 
comparison,  2000  was  ( 
ordinary.  Fueled  ear 
by  heavy  dot-com  a( 
lars  and  then  by  Y. 
rated  reality  TV  show 
Survivor,  as  well  a 
Olympics  and  lucrati\ 
litical    spots,    overa 
spending  will  have  | 
this  year  by  9.8%,  tc 
billion,   according 
Universal  McCann 
mate.  That's  the  hi 
growth  rate  since 
when     spending 
16% — in  a  much  mc 
flationary  year,  on( 
marked  by  an  Oly 
and  a  Presidential  ek 
"CAPRICIOUS  GROWn 
fact,  for  some  companie 
first  half  of  2000  was 
boggling.  Ad  revenue  at  E 
<gj    Communications  Corp.,  an 
anapolis-based  TV  and  radio 
pany,  grew  an  extraordinary  2 
30%  in  the  first  and  second  qua 
That's  because  TV  and  radio,  ir 
ticular,  were  the  beneficiaries 
tional  dot-com  advertising,  which 
dried  up  by  July.  "We  knew  that  le 
capricious  growth  would  come 
end,"  says  Ralph  Guild,  chairmai 
CEO  of  Interep  National  Radio  Sale 
He  predicts  more  moderate  grov 
8%  in  2001.  Indeed,  Emmis'  ad  g 
rate  has  already  returned  to  singl 
its,  enough  for  Wall  Street  to 
Emmis  stock  is  down  60%  since 
ary,  to  the  $24  range,  from  highs  c 
"The  hard  part  with  Wall  Street  i; 
it  overreacts  one  way  or  the  o 
says  Emmis  cva)  Jeffrey  H.  Smul; 
Clearly,  the  Street  doesn't  like 
it's  hearing  about  ad  tightening.  1 
past  six  weeks,  analysts  have  n 
edly  lowered  their  ratings  on  i 
stocks.  At  Merrill  Lynch  &  Co.,  J    ^ 
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WHEN  EMPLOYEES  ARE  HAPPY  WITH  THEIR  401  (k)  PLAN,  IT  SHOWS.  They  work  harder 
and  stay  with  you  longer.  We  should  know.  As  the  nation's  401  (k)  leader,  we've  been  helping 
r  growing  businesses  and  their  employees  secure  their  financial  futures  for  over  50  years.  No  wonder  more 
companies  choose  The  Principal®  for  their  401  (k)  plans.*  Investment  options,  recordkeeping,  loan  services, 
jl  plan  member  education  and  asset  allocation-we've  got  what  you  need,  plus  personalized  service  and  local 
support  to  make  the  process  easy.  What's  not  to  love?  If  you'd  like  to  hear  what  a 
401(k)  plan  from  The  Principal  can  do  for  your  employees,  call  1-800-986-3343  (ext.  80080). 
One  of  our  representatives  will  be  happy  to  help,  no  matter  what  you're  wearing. 
We     UNDERSTAND     WHAT      YOU'RE     WORKING      FOR" 
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Media 


Keif  Cohen  downgraded  News  Corp., 
Fox  Entertainment,  and  Walt  Disney 
largely  because  of  an  ad  slowdown  she 
already  sees.  The  Bloomberg  U.  S.  Me- 
dia Index,  which  includes  43  companies 
from  Time  Warner  to  Comcast  to  The 
McGraw-Hill  Cos.  (parent  of  business 
week),  is  down  24%  year  to  date,  com- 
pared with  the  10%  drop  in  the  s&p 
500-stock  index.  "The  first  and  second 
quarters  are  going  to  be  very  difficult 
by  comparison"  for  media  companies, 
says  Cohen.  "We've  seen  the  ad  market 
turn  sour.  We  expect  single-digit  growth 
in  the  coming  quarters.  The  big  question 
is  whether  it's  low  or  high  single  digits." 
HOLD  THE  EGGNOG.  The  reality  is  start- 
ing to  sink  in.  NBC  Chief  Financial  Offi- 
cer Mark  Begor  sent  a  memo  to  the 
network's  divisions  in  October  recom- 
mending they  postpone  upcoming 
Christmas  parties  to  help  bolster  the 
bottom  line  in  light  of  the  emerging 
slowdown.  And  in  magazines,  where  the 
number  of  consumer  titles  doubled 
in  the  last  decade,  to  about  4,000, 
the  shakeout  is  coming.  "The  pos- 
itive ad  climate  of  the  last  couple 
of  years  has  covered  up  a  lot  of 
circulation  problems,"  says  Dan 
Capell,  editor  of  newsletter  Capell  Cir- 
culation Report.  "Without  those  ad  dol- 
lars, you  are  going  to  see  a  lot  of  titles 
disappear.  After  all,  who  can  support 
27  motorcycle  magazines?"  The  squeeze 
is  already  on  at  some  publications.  In- 
ternet magazine.  Tlie  hidustry  Standard 
will  fold  its  special  Grok  edition,  which 
focuses  on  specific  Internet-economy  top- 
ics, into  the  regular  magazine  because  it 
couldn't  attract  enough  advertising.  And 
The  Wall  Street  Jourtial  is  ceasing  pub- 
hcation  of  its  six  weekly  regional  publi- 
cations, which  were  barely  profitable, 
so  it  can  redirect  resources  into  its  na- 
tional edition. 

One  executive  who  says  he  isn't  fret- 
ting is  Sumner  Redstone,  chairman  and 
CEO  of  Viacom  Inc.,  whose  media  prop- 
erties now  include  the  CBS  and  UPN  TV 
networks.  Paramount  Communications, 
cable  channels  MTV  and  Nickelodeon, 
and  radio  giant  Infinity  Broadcasting. 
"Ninety-five  percent  of  our  prime-time 
ads  are  sold  for  the  first  quarter,"  boasts 
Redstone.  And  Viacom's  third-quarter 
ad  growth  was  up  13%,  vs.  7%  for  the 
industry.  That's  not  to  mention  looking 
ahead  to  big-ratings  events  at  his  com- 
pany like  the  Super  Bowl  and  Survivor 
II,  both  airing  Jan.  28.  But  with  a  rocky 
stock  market  and  an  economy  that  ap- 
pears to  be  tapping  the  brakes,  not 
every  media  executive  sleeps  as  easy 
as  Redstone  these  days. 

By  Tom  Lowry  in  New  York 


WHAT'S  A  DOT-COM  TO  DO 
AFTER  THE  ADVERTISERS  BOLT? 


The  Internet  was  supposed  to  be 
a  way  to  deliver  a  powerful  ad- 
vertising punch.  But  these  days, 
online  advertising  is  looking  more 
like  a  punching  bag.  With  the  col- 
lapse of  dot-coms  and  with  disap- 
pointment over  the  effectiveness  of 
Web  ads,  expectations  are  being 
downsized  fast.  Ad  agency  McCann- 
Erickson  Worldwide  Inc.,  which  pre- 
dicted in  June  that  ads  on  the  Inter- 
net would  grow  75%  in  2000,  to  $3.2 
billion,  slashed  that  outlook  on  Dec. 
4  to  65%.  That's  just  the  prelude  to 
what  looks  like  a  gruesome 
start  to  2001:  Merrill  Lynch 


the  free  Net  environment,  few  comf 
nies  have  been  able  to  sell  enough 
subscriptions  to  reach  profitability. 
Worse,  70%  of  Netizens  say  they 
won't  pay  for  subscriptions  on  the 
Web,  according  to  a  Jupiter  Media 
Metrix  study.  "People  are  creatures 
habit.  They  don't  want  to  pay  for    . 
something  they're  used  to  getting  fc 
free,"  says  Thomas  J.  Clarke,  ceo  o: 
TheStreet.com,  which  splits  its  rev- 
enues evenly  between  Net  ads  and 


&  Co.  estimates  that  online  adver- 
tising growth  will  sputter  to  just  8% 
in  the  first  quarter  of  next  year 
Says  Doug  McCormick,  chief  execu- 
tive of  women's  portal 
iVillage.com:  "The 
Internet  ad 
business  is  being 
treated  like  the  fire  hydrant  at  the 
dog  show." 

PAY  AS  YOU  GO.  Suddenly,  Web-site 
operators  that  depend  on  ads  are 
rushing  to  create  new  revenue 
streams.  High  on  the  list:  subscrip- 
tions— a  business  model  once  left 
for  dead  after  it  failed  as  a  primary 
revenue  engine  for  sites  such  as 
Slate.com.  Today  it's  on  the  rebound: 
Jupiter  Media  Metrix  says  that  11 
of  the  100  most  frequently  visited 
Web  sites  charge  for  at  least  some 
premium  content,  up  from  just  six 
sites  last  year.  And  that  number  ap- 
pears poised  to  grow.  iVillage.com 
has  plans  to  launch  a  swath  of  pre- 
mium content  early  next  year,  while 
media  sites  such  as  Terra  Lycos  and 
PlanetOut  Corj).  are  planning  to  bol- 
ster offerings  to  paid  subscribers. 
"I'm  particularly  bullish  on  the  sub- 
scription model,"  says  Ron  Sege, 
president  of  U.  S.  operations  at  Ter- 
ra Lycos. 

He  has  his  work  cut  out  for  him.  In 


subscriptions — after  starting  as  a  si 
scription-only  site.  Still,  the  revenue 
mix  hasn't  reversed  the  site's  for- 
tunes: Third-quarter  revenues 
dropped  11%,  to  $6.2  million,  from  i 
second-quarter  revenues.  Even  The 
Wall  Street  Journal  online  (wsj.com 
with  more  than  500,000  subscribers, 
continues  to  lose  money,  according 
Neil  Budde,  the  site's  editor 

Despite  the  long  odds,  many  on^ 
line  media  companies  are  confident 
that  Web  subscriptions  will  pay  of 
PlanetOut,  a  gay-lifestyle  portal,  i^ 
beginning  to  charge  for  its  Out  & 
About  travel  newsletter  and  plans| 
to  introduce  a  personals  service  fo 
a  $5  monthly  fee  next  year.  Terra  1 
Lycos  will  soon  start  charging  fori 
music  catalogs.  And  iVillage.com  iij 
launching  a  premium  health-advice 
service  next  year.  Whether  these 
will  offset  the  drop  in  Net  ads  re-j 
mains  to  be  seen. 

Bi/  Ben  EUl 
in  San  Mateo,  Ca\ 
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800-OK-CANON, 
www.imagerunner.com 


Make  room. 

The  new  imageRUNNER 

is  coming. 


staple 
Saddle  Stitch 


Out  with  tlie  old,  and  in  witli  the  new  digital 


■iiiiililSitii      imageRUNNER  5000  and  all  it  has  to  offer. 

Like  the  ability  to  seamlessly  connect  to  any  network.  To  output 

ocuments  at  50  ppm  and  deliver  full-finishing  capabilities-- right  from 

the  desktop.  Plus,  it's  built  on  the  highly  acclaimed  imageRUNNER 

product  platform.  So,  put  a  fresh  coat  of  paint  on  the  walls, 

jomething  new  is  headed  your  way.  At  Canon,  we're  giving  people  the 

know-how  to  realize  the  full  power  of  the  digital  office. 
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SO  OBVIOUS,  it's  easy  to  missiBeyond  the  hype  atK)ut  eyeballs 
and  page  hits  are  real  customers  with  unique  needs  and 
piefercnces  -  customers  that  demand  an  improved  online  experience. 

To  gain  market  leadership,  you  must  serve  up  unprecedented 
convenience.  Personalization.  Know  customers  one-on-one.  Create 
Web  intcnictions  tailored  to  each  -  their  wants  and  needs, 
perceptions  and  personal  histories. 

And  do  it  dynamically.  In  real  time. 

The  prize?  CJear  competitive  differentiation.  Solid  brand  loyalt} . 

^Stonebridge  solutions  make  it  possible  with  compelling  Web 
^vices,  integrating  b.ic  k  c  ikI  systems  and  processes  with 
rcc|iiircd  up  ironi  to  enhance  Web  experiences  and 
istonuT  n  laii«)Mships. 

Act  now.  Before  \()ur  customers  click  with  someone  else. 

1 7s//  tvww.sbti.com  or  en//  800.  776.9755 /o  /earn  more 
about  e/i'c/rofi/c  re/ations/j/p  management  and  other 
Wel)-c  entr/c  so/ut/ons. 
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THE  GREAT  Ml 


BY  DEXTER  ROBERTS 

When  I  first  met  Mo  Mei- 
quan,  in  August  of  this 
year,  she  looked  small  and 
very  young  in  her  light- 
blue  work  smock.  Just  18, 
she  was  clearly  nervous  about  talking 
to  a  foreign  reporter,  maybe  because 
we  were  sitting  in  a  restaurant  just 
across  from  the  gates  of  Triton  Media 
Co.,  where  she  worked  checking  video 
and  audiocassettes  for  flaws.  Winning 
her  trust  was  crucial,  because  I  hoped 
to  understand  what  had  prompted  her 
to  forsake  her  village  in  China's  South- 
west for  the  grinding  life  of  an  assem- 
bly-line worker  in  the  nation's  export 
belt.  Meiquan  avoided  my  gaze  as  she 


Special  Report 


described  the  long  hours  and  repetitive 
work  that  dominated  her  life. 

The  next  time  I  saw  Meiquan,  she 
was  a  woman  transformed:  smiling, 
confident,  and  only  too  happy  to  talk. 
It  was  eight  weeks  later,  and  she  was 
back  in  her  ancestral  village  of 
Binghuacun.  Meiquan's  hometown  is 
many  miles — and  centuries  of  culture — 
away  from  the  city  where  she  had 
been  working.  Getting  there  from 
Dongguan  involves  a  29-hour  train 
journey,  two  hours  in  a  bus,  and  a  one- 
hour  ride  through  mountainous  terrain 
in  a  pony  cart.  Finally,  Binghuacun  ap- 
pears over  the  brow  of  a  hill,  a  cluster 
of  50  or  so  ramshackle  wooden  houses 

HOME  ON  A  VISIT  Mo  Meiquan  and 
Mo  Yukai  work  in  far-off  Dongguan 
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Chinese  peasants  are 
fleeing  their  villages 
to  chase  big-city  dreams 
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SHANGHAI  ARRIVAL  100  million  are  on  the  move 


her  friends  in  Dongguan.  There  are  no  bustling  street 
markets  to  shop  for  new  clothes  or  the  latest  pop  music. 
And  she  frets  about  not  making  cash  at  home.  Soon, 
Meiquan  is  spending  much  of  her  time  commiserating 
with  her  distant  cousin  Mo  Yukai,  also  home  temporarily 
from  Dongguan.  But  to  return  to  the  southern  Pearl 
River  Delta  city,  Meiquan  needs  a  new  identity  card  to 
replace  one  that  has  expired.  Without  it,  she  risks  being 
picked  up  in  a  police  sweep.  As  she  awaits  official  ap- 
proval, she  dreams  of  her  new  life  in  Dongguan. 
UPSURGE.  Meiquan  is  part  of  an  unprecedented  exodus  of 

peasants.  In  their  tens  of  millions,  

they  are  leaving  impoverished  vil-  _ 

lages  in  search  of  the  Chinese 
Dream:  a  decent  job  that  will  buy 
them  the  trappings  of  modem  life. 
Over  the  past  dozen  years,  60  of 
the  300  people  in  Meiquan's  village 
have  left.  A  similar  shift  is  under 
way  in  villages  all  across  China, 
and  nowhere  more  so  than  in  the 
economically  backward  western 
hinterland. 

As  growth  in  the  countryside 
stagnates,  these  young  people  are 
leaving  the  fields  forever,  breaking 
with  a  centuries-old  way  of  life. 


CHINA 


They  become  the  work- 
ers who  toil  in  China's 
factories,  keeping  the 
nation's  crucial  export 
machine  humming.  Th^ 
build  the  roads,  bridg 
and  office  towers  of  the 
country's  great  cities. 
They  make  the  Nikes, 
Barbies,  and  CD  players 
that  end  up  on  shelves 
in  the  U.  S.  and  Europe, 
This  floating  labor  pool 
easily  rates  as  one  of 
the  greatest  migrations 
in  history.  As  many  as 
100  million  Chinese  are 
on  the  move. 

Today,  migrants  such 
as  Meiquan  are  Beijing's 
top  preoccupation.  They 
are  capable  of  bringing 
China  either  economic 
salvation  or  violent  rev- 
olution. For  much  of  the 
1990s,  officials  fretted 
about  the  ailing  state 
owned  sector,  because 
they  feared  laid-off 
workers  would  foment 
unrest.  Now,  Beijing  is 
focusing  on  the  coun 
tryside,  where  tensions 
are  rising  as  the  income 
gap  between  city  and 
village  yawns  ever 
wider  (table,  page  178), 
China's  leaders  know 
______  that  keeping  these  peo- 

ple on  the  farm  is  to 
risk  a  social  convulsion.  But  they  fear  removing  restric- 
tions on  internal  travel,  lest  peasants  descend  on  the 
cities  en  masse  and  spark  instability. 

Already,  strikes  and  protests  against  rapacious  officials, 
factory  abuses,  and  taxes  are  a  daily  event  across  the  na- 
tion. Many  of  the  demos  are  breaking  out  in  the  cities, 
where  angry,  laid-off  state-enterprise  workers  and  mis- 
treated rural  migrants  make  for  a  volatile  mix.  The  rise 
of  such  unrest  in  what  is  still  technically  a  socialist 
workers'  state  is  disturbing  indeed.  China's  cmrent  lead- 
ers "came  to  power  on  the  back  of  a  peasant  revolution," 
notes  Thomas  Bernstein,  a  profes- 
sor of  political  science  at  Colum- 
bia University.  "To  think  that  the 
peasants  might  riot  against  them  is 
very  shocking." 

As  the  pressure  builds,  it's  clear 
that  the  world's  most  populous  na- 
tion is  in  the  midst  of  a  grassroots, 
revolution.  China  is  being  trans- 
formed from  a  rural,  agricultural 
nation  to  an  industrialized,  urban 
one,  and  millions  of  [)easants  such 
as  the  Mos  of  Binghuacun  are  be- 
ing squeezed  by  the  change.  Be- 
cause China  is  so  large,  and  be- 
cause it  is  ruled  by  a  Communist 


178  BUSINESS  WEEK  /  DECEMBER  18,  2000 


Deutsche  Banc  Alex  Brown  identifies  the  US  investment  bankhg  activities  of  DB  Alex,  Brown  LLC  (formerly  BTAIex.  Brown  Incorporated)  and  Deutsche  Bank 
Securities  Inc.,  which  are  indirect  subsidianes  of  Deutsche  Bank  AG.   t  Trademark  application  pending. 


Deutsche  Banc  Alex.  Brown 


Your  company  can  go  even  further 
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Today,  a  Company's  balance  sheet  impacts  its 
income  statement  more  than  ever  -  large 
non-strategic  holdings,  a  sub-optimal  capital 
structure,  growing  stock  option  programs  and  more. 
But  your  financial  strategy  can  be  managed, 
exposures  controlled,  earnings  smoothed  and 
shareholder  value  created.  Sometimes  it's  just  a 
matter  of  knowing  what  to  look  for. 

Having  tackled  some  of  the  most  complex  financial 
issues  facing  today's  top  companies,  we  have  the 
depth  of  thinking  and  expenence  to  help  you  reduce 
your  risk  and  create  value.  And  as  one  of  the  largest 
banks  in  the  world,  with  assets  totaling  over  $800 
billion,  no  problem  is  too  big  or  too  complex  for  us. 
So  put  our  talented  experts  to  work  for  you. 

Let  our  experience  unleash  the 
value  of  your  Company. 
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LURE  OF  THE  LURID  Night  life  is  only  one  of  many  urban  enticements 
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THE   GREAT   MIGRATION 


Party  that  values  stability,  order,  and  control  above  all, 
those  pressures  are  seldom  visible  to  outsiders.  But 
Beijing's  leaders  are  only  too  aware  of  them,  and  so,  af- 
ter years  of  tacitly  accepting  the  floating  population  of 

migrant  workers,  they 
are  finally  getting  se- 
rious. In  a  potentially 
major  development,  of- 
ficials are  now  debat- 
ing whether  to  begin  relaxing  half-century-old  rules 
that  officially  confine  rural  citizens  to  their  villages. 
Such  rules  have  been  flouted  for  years,  but  the  new  poli- 
cies being  considered  would  allow  migrants  more  free- 
dom to  legally  move  to  the  cities  on  a  permanent  basis. 
Beijing  has  two  main  goals:  One  is  keeping  track  of  all 
these  people.  When  officials  conducted  a  census  in  No- 
vember, they  found  migrants  living  in  the  cities  ex- 
tremely leery  of  divulging  personal  information,  for  fear 
of  being  sent  home.  The  


European  agribusiness.  And  if  these  newly  minted  ur- 
banites  become  sufficiently  prosperous,  they  could  unleash 
a  new  surge  in  domestic  consumption  that  could  fuel 
growth  for  decades. 

MAKE  OR  BREAK.  The  danger  is  that  if  the  govern- 
ment does  not  damp  dovra  the  migrant  problem  before 
the  protests  worsen,  hard-liners  could  seize  their  chance 
to  reverse  reform.  A  conservative,  antimarket  back- 
lash would  undoubtedly  scare  off  foreign  investors.  In 
the  most  extreme  scenario,  farmers,  workers,  and  stu- 
dents might  band  together  to  challenge  the  leader- 
ship's hold  on  power.  "China's  farm  workers  have  been 
marginalized  and  discriminated  against,"  says  Hu  An- 
gang,  a  senior  researcher  at  the  Chinese  Academy  of 
Sciences.  He  reckons  the  migrant  population  will  double 
in  the  next  few  years.  What  happens  next  is  uncertain. 
But  it's  clear  that  Beijing's  leaders  are  turning  their  full 
attention  to  the  people  who  could  make  or  break  China. 
It  is  easy  to  see  what 


second  goal  is  economic:  motivates    people    like 

Beijing   knows    it    must  PIIIMA'Q  lAflllC  nilflllli  Meiquan  to  leave  places 

close  the  income  gap  be-  UIIIIlM  w   wVIIIC  IllwlUC  such     as     Binghuacun, 
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do  that  is  to  encourage  Workers  employed:  Workers  employed:  pie    cook    over    open 

the  flow  of  villagers  to  the  495  million                           210  million  hearths  in  simple,  wood- 
urban  centers,  so  they  can  \ui''"'^f"^"i:"['^""^ \/„V..7«f  ^i^^MV-^V,+MrV«-v en  houses.  They  use  out- 
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Integration  problem?  What  integration  problem? 
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three  independent  systems  integrators.  So  we're  pretty  sure  that  whatever  your  problem,  it'll  be 
no  problem  for  us.  Call  1-877-676-2877,  or  go  to  seebeyond.com.  NASDAQ:SBYN 
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With  National  Discount  Brokers'  new  StreamMachine,  you  can  watch  a  stock's  every  move.  It's  simple 
Just  select  the  stocks  you  want  to  monitor  and  then,  in  real  time,  watch  the  information  pour  in. 
Everything  from  best  bid  and  ask  prices,  to  last  trade  prices  and  volume,  to  day's  highs  and  lows.  It's  all 
there,  changing  at  market  speed.  You  can  even  set  the  StreamMachine  to  give  you  visual  and  audible 
alerts.  Until  now,  this  kind  of  tool  was  only  available  to  professional  traders.  But  now  it's  available,  free 
of  charge,  to  all  NDB  customers.  For  more  information,  visit  ndb.com  or  call  1-800-4-1 -PRICE.  And  find 
out  what  brokers  have  been  hoarding  all  these  years. 
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FACTORY  COOKING  Mo  Wenzhi's  daily  grind 
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A^orks  as  a  factory  cook 
n  Dongguan.  He  frets 
:onstantly  about  his  ail- 
ng  mother,  his  wife,  and 
1  4-year-old  daughter  he 
eft  behind.  "It's  so  hard 
X)  make  money  from  the 
and,"  he  says. 

Throughout  its  histo- 
•y,  China  has  struggled 

0  keep  peasants  such  as 
iVenzhi  under  control.  In 

I  ,he  1940s,  Mao  Zedong 
lamessed  their  pent-up 

I  -esentment  to  pave  his 

1  )ath  to  power.  But  then 

[  le  chained  the  farmers 

i  x>  the  land,  withholding 

j  jrivileges  enjoyed  by  the  

I  irban  elite.  In  the  late 

j  1970s,  Deng  Xiaoping's  economic  reforms  sparked  un- 
jrecedented  development  along  China's  coast — but  left 

I  ;he  hinterland  largely  untouched. 

Since  Deng  unleashed  those  revolutionary  economic 
brces  22  years  ago,  tales  of  unfathomable  riches  have 
raveled  inexorably  inland — even  as  far  as  Binghuacun. 
ii'or  Meiquan,  they  arrived  courtesy  of  her  adventurous 

older  relative.  Mo 
Rubo,  who  had  left  in 
1993  and  today  earns 
$120  a  month  working 
as  a  welder  at  the  Tai- 
van-owned  Shiqing  Machinery  factory  in  Dongguan. 
UJEN  PLANET.  With  mixed  emotions,  Meiquan,  who  left 
fchool  at  15,  boarded  her  first-ever  bus  in  June,  1998. 
rhirty  hours  later,  she  arrived  in  Dongguan,  a  chaotic  city 
vhere  Hong  Kong  and  Taiwanese  businessmen  live  in 
uxurious  villas  and  their  workers  inhabit  shabby  dormi- 
X)ries.  For  Meiquan,  it  was  like  landing  on  an  alien  plan- 
;t.  Her  first  job  was  making  belt  buckles  at  a  Hong 
•Cong-owned  factory  in  the  industrial  suburb  of  Humen. 
Vleiquan's  task  involved  polishing  metal  molds  for  12 
lours  a  day.  For  this  finger-numbing  labor,  she  earned  $30 

1  month — ndepending  on  how  many  molds  she  finished. 

Conditions  got  

lecidedly  worse 
when  the  facto- 
y  got  an  unusu- 
dly  large  or- 
ier— $340,000 
A'orth  of  belt 
Duckies  that  had 
;o  be  finished 
ivithin  a  few 
lays.  Her  Hong 
Kong  boss  told 
Meiquan  and  her 
;o-workers  that 
10  breaks  would 
36  allowed  until 
^he  order  was 
Mmpleted.  After 
ivorking  48 
flours  straight 
ivith  almost  no 
rest,  Meiquan 
'decided  she  had 


MO  MEIQUAN'S  FAMILY  BALANCE  SHEET 

Assets  of  7 family  members:  4-room  house,  0.64-acre  field  for  growing 

rice,  0.59-acre  slope  for  growing 

other  crops;  4  pigs,  1  horse,  20  ducks 

2000  INCOME 

EXPENDITURES 

•$12  from  sale  of  100  kg  rice 

•$217  food 

•  $54forl00kgchilies 

•$95  transportation 

•$25forl50kgrapeseed 

•$72  fertilizer  and  pesticide 

•$163  from  selling  pigs 

•$48  medicine,  medical  services 

•  $34  sale  of  20  ducks 

•$36  local  taxes 

•$145  from  father's 

•$7  road  building  &  improvements 

construction  work 

•$4  power  station  maintenance 

•  $241  remittance  from  Meiquan's 

•$6  education  &  culture 

factory  wages 

•$60  cloth  and  clothes 

TOTAL:  $674 

TOTAL:  $546 

had  enough.  Along  vdth 
some  100  of  the  factory's 
400  workers,  she  quit  on 
the  spot.  "We  were  so 
angry,"  says  Meiquan.  "I 
decided  that  even  money 
wasn't  that  important." 

The  tyranny  of  bosses 
is  far  from  the  only  hard- 
ship migrants  endure.  In 
one  of  his  first  trips  out- 
side the  village,  Rubo  had 
no  sooner  alighted  from 
the  train  in  Ningbo,  a 
wealthy  coastal  city  near 
Shanghai,  before  knife- 
wdelding   thugs   robbed 
him  of  $20,  all  the  money 
he  had  brought  along.  In  a 
common    scam,    migrant 
workers  find  themselves  victims  of  phony  job-search 
companies.  They  pay  a  variety  of  fees,  but  the  promised 
work  never  materializes. 

Working  conditions  can  be  brutal  and  unsafe  (page 
188).  And  prejudice  is  rife.  Migrant  workers  are  blamed 
for  the  crime  afflicting  China's  cities.  Moreover,  migrants 
increasingly  find  themselves  subject  to  local  restrictions 
that  seem  to  change  by  the  day.  They  are  forced  to  pay 
a  series  of  fees  ranging  anywhere  from  a  day's  to  a  cou- 
ple of  week's  pay:  $3  for  a  work  permit,  $7  for  a  health 
permit,  and  $15  for  a  temporary  residency  permit.  And 
cities  such  as  Beijing,  Shanghai,  and  Tianjin  ban  them 
from  working  their  way  up  to  better  jobs.  They  want  to 
keep  those  for  local  citizens  laid  off  by  state  enterprises. 
Without  the  correct  paperwork,  migrants  can  find 
themselves  tossed  in  grim  detention  centers  and  held  un- 
til friends  or  relatives  can  bail  them  out.  These  centers 
are  infamous  for  their  poor  food  and  inadequate  sanita- 
tion as  well  as  beatings  and  forced  labor.  And  migrants 
often  are  returned  to  the  coimtryside.  Wenzhi,  the  cook, 
was  picked  up  twice  but  luckily  had  the  $12  to  make  bail. 
Another  man  from  Binghuacun  wasn't  so  lucky.  He 
was  incarcerated  for  three  months  in  a  detention  center 
in  Huizhou,  Guangdong.  Wenzhi  says  the  ordeal  so  fright- 

ened    the    man 

that  he  returned 
home  and  may 
never  set  foot  in 
a  city  again.  Pre- 
cisely such  wor- 
ries sent  Mei- 
quan packing  for 
Binghuacun, 
where  she  is 
stuck  waiting  the 
three  months  re- 
quired to  get  a 
new  identity 
card.  It  wall  give 
her  some  securi- 
ty in  the  big  city, 
and  it  allows  her 
to  apply  for  a 
temporary  resi- 
dency card  and 
work  permit. 
"Without    doing 
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AND  THE  IT.  GUY  CAN'T  MAKE 
HEADS  OR  TAILS  OUT  OF 
THE  LOW-RES  X-RAY. 


By  the  look  of  things,  the  patient  has  either  a 
crushed  sternum  or  a  shattered  spine.  It's  hard  to  tell. 
"Your  guess  is  as  good  as  mine;'  says  the  doctor. 
The  I.T.  guy  thinks  it's  a  problem  with  the  backbone. . . 
of  the  information  system.  He  thinks  it'll  take  another 
twenty  minutes  to  download  a  high-res  X-ray. 
The  system  is  already  choking  on  insurance  forms. 
Meanwhile,  the  patient  in  the  Softball  uniform 
wonders  when  they  will  set  his  broken  finger. 
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THAT'S  WHEN  IT  HITS  YOU.  YOU  ARE  SO  READY  FOR     =    ==  =^r= 
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Data-rich  image  files  put  up  to  1,000  times  more  load  on  a  network  than  traditional  data.  An  IBM 
Storage  Area  Network,  Enterprise  Storage  Server™and  file-sharing  solution  allows  your  network  to 
freely  distribute  content  everywhere.  Learn  more  by  calling  1  800  426  7777  and  ask  for  Storage  Solutions. 

Storage  Solutions  from  IBM       \     ibm.com/storage/solutions70     |      (©business  infrastructure 


IBM,  Enterprise  Storage  Server,  the  e-business  logo  and  That's  when  it  hits  you.  You  are  so  ready  lor  IBM  are  registered  trademarks,  trademarks  or 
service  marks  of  International  Business  Machines  Corporation.  Figures  based  on  the  average  size  of  text  and  digital  files.  ©2000  IBM  Corporation 


HARRIED  Mo  Wenzhi  was  twice  picked  up  for  permit  irregularities  but  bailed  himself  out 
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all  of  this,"  she  says,  "I  could  risk  getting  picked  up." 
Nonetheless,  Beijing  seems  increasingly  prepared  to  al- 
low migrants  to  move  more  freely  about  the  country.  Be- 
hind closed  doors,  analysts  say,  top  officials,  including 
President  Jiang  Zemin  and  Premier  Zhu  Rongji,  are  re- 
viewing ways  to  gradually  loosen  controls  over  migration. 
Among  the  changes  being  considered  are  those  that 
would  make  it  easier  to  change  residency  permanently 
and  doing  away  with  hiring  practices  that  discriminate 
against  migrants.  But  real  change  may  have  to  wait  un- 
til the  16th  Party  Congress  in  2002. 

Ultimately,  of  course,  Beijing's  leaders  hope  most 
migrants  such  as  Meiquan  return  to  their  villages  on  a 

permanent  basis.  The 
idea  is  that  these  rur- 
al folk,  many  of  them 
illiterate,  will  take 
back  skills  picked  up 
in  the  cities.  In  the  meantime,  the  government  hopes 
that  money  the  migrants  send  home — already  as  much 
as  $14  billion  a  year — will  help  boost  rural  economies. 
BIG  PLANS.  In  the  villages,  a  little  seed  capital  goes  a 
long  way.  So  far,  Meiquan  has  sent  $241  to  her  father.  He 
used  it  to  buy  an  $85  threshing  machine,  fertilizer,  and 
four  piglets.  Before  buying  the  thresher,  he  had  spent 
$72  a  year  renting  one  from  his  neighbor.  Altogether, 
such  remittances  have  helped  buy  10  such  machines  in 
the  village.  Meiquan's  father  plans  to  sell  his  pigs  during 
Chinese  New  Year  and  make  a  profit  of  $163. 

Binghuacun's  party  secretary.  Mo  Wenke,  frets  that 
local  farmers  won't  be  able  to  compete  once  China 
joins  the  WTO.  He  proposes  opening  a  processing  facto- 
ry for  red  chili  peppers  or  potatoes,  cash  crops  that  lo- 
cals have  taken  to  planting  in  recent  years.  "Of  course, 
they  should  come  back  to  invest,"  he  says  of  the  young 
villagers  who  have  left  for  the  city.  "If  they  start  a 
business,  they  can  help  us  sell  our  products.  If  they 
open  a  factory,  we  can  process  our  local  products." 


Beijing  has  even  bigger  plans,  such  as  helping  creat( 
more  companies  Kke  Chaoda  Modem  Agricultural  Hold 
ings.  From  its  base  in  Fuzhou,  Fujian,  Chaoda  alreadj 
has  21  farms  growing  35  tj^es  of  vegetables  and  eigh 
varieties  of  rice  on  7,000  acres,  scattered  across  severa 
provinces.  Now,  Beijing  has  given  Chaoda  the  greer 
light  to  list  its  shares  in  Hong  Kong  and  so  raise  monej 
for  future  expansion  across  China.  This  is  all  part  o 
government  policy  to  consolidate  the  nation's  fragmented 
small-scale  agricultural  sector  in  preparation  for  interna 
tional  competition. 

Remote  villages  such  as  Binghuacun  are  unlikely  to  se( 
any  investment  from  companies  such  as  Chaoda,  howev 
er.  Even  a  plan  to  widen  the  village's  main  road  is  goinj 
nowhere.  After  two  years  of  wranghng  between  twc 
nearby  township  governments,  most  villagers  still  trave 
by  foot  or  pony  cart.  "Without  a  new  road,"  says  partj 
secretary  Mo  Wenke,  "our  village  will  never  develop.' 

Across  China,  anger  is  mounting  as  local  govern 
ments  levy  ever  heavier  taxes  as  they  lose  funding 
from  Beijing.  "We  don't  want  to  pay  these  taxes,"  says 
Wenzhi.  "The  local  cadres  don't  do  much  to  help  us.  Bui 
we  have  no  choice."  The  tension  between  rural  farmers 
and  local  officials  is  likely  to  worsen  in  coming  months 
as  Beijing  continues  to  cut  funding  to  the  townships 
Binghuacun's  farmers  have  yet  to  rise  up  in  anger,  bul 
resentment  over  high  taxation  has  prompted  thousands 
of  protests  in  other  rural  provinces. 

In  August,  more  than  10,000  farmers  in  Jiangxi  toofe 
to  the  streets  for  several  days,  burning  police  cars  anc 
besieging  government  offices.  Local  officials  had  tried  t( 
quash  an  official  pamphlet  that  outlined  which  taxes 
were  acceptable  and  which  were  not.  Vice-Premier  Wer 
Jiabao,  who  is  widely  tipped  to  be  China's  next  Premier 
in  2003,  has  repeatedly  spoken  out  opposing  high  taxes 
on  farmers  and  highlighting  the  need  to  reduce  the  sizt 
of  township  governments. 

While  Beijing  is  counting  on  migrant  workers  even- 
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tually  to  take  their  business  skills  back  to  the  country- 
side, it  is  equally  likely  that  the  migrants  will  be  bearers 
of  unwelcome  new  ideas. 

Indeed,  migi'ants  are  becoming  more  aware  of  labor 
rights  as  they  come  into  contact  with  other  workers 
across  China  and  read  about  labor  abuses  in  such  news- 
papers as  Southern  Weekend,  which  is  published  in 
Guangdong  province.  Migrants  are  beginning  to  under- 
stand what  is  guaranteed  them  by  China's  strongly 
worded  but  little-enforced  labor  laws.  "Usually,  the  law 

doesn't  work,"  says 
Rubo.  "But  if  I  have  a 
problem,  I  will  check 
out  what  my  rights 
are."  As  a  result,  more 
migrants  are  organizing  to  protect  their  interests. 

They  also  are  aware  that  government  pledges  of  aid 
have  not  been  fulfilled.  For  example,  a  job-training  pro- 
gi'am  is  aimed  almost  exclusively  at  laid-off  employees  of 
urban  state-owned  enterprises — despite  pledges  to  include 
migrant  workers.  Similarly,  plans  to  institute  a  nationwide 
social  security  network  within  three  years  in  reality  will 
cover  only  urban  residents. 

Faced  with  Beijing's  unwillingness  to  extend  them 
such  benefits  as  health  care,  education,  and  pensions,  mi- 
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grants  are  taking  matters  into  their  own  hands.  Migran 
communities  in  cities  ranging  from  Beijing  to  Shangha 
to  Guangzhou  have  created  their  own  schools  and  clin- 
ics. "As  long  as  one  has  the  money,"  says  Rubo,  "we  cai 
take  care  of  everything."  Moves  such  as  this  are  jusi 
one  more  way  that  the  massive  migration  is  looseninj 
the  Communist  Party's  control  over  not  only  the  coun 
tryside  but  the  entire  nation. 

The  reality  is  that  more  and  more  migrants  will  be 
come  like  Mo  Rubo.  Despite  a  robbery  and  tough  livinj 
in  the  big  cities,  he  has  no  intention  of  returning  to  th( 
village.  In  his  search  for  a  better  life,  Rubo  has  worke< 
in  four  provinces  and  a  score  of  menial  jobs.  He  is  con 
fident  that  his  future  will  improve,  and  that  he,  rathe: 
than  Beijing,  will  be  responsible  for  that.  Someday,  Rub( 
wants  to  start  his  own  business  selling  machinery  parts 
rather  than  making  them,  as  he  now  does  in  Dongguan 

As  millions  more  Chinese  peasants  follow  his  patH 
moving  their  jobs  and  lives  beyond  the  familiar  orbit  o 
party  control,  China  is  entering  uncharted  territory 
Whether  or  not  the  government  manages  to  handle  the 
unfolding  economic  and  social  revolution  is  impossible  U 
predict.  But  one  thing  is  clear:  Men  and  women  lik( 
Rubo  and  Meiquan  will  play  a  major  role  in  forginj 
China's  destiny — ^just  as  Mao  originally  intended. 


A  CRUSADER  FOR  IHDUSTRY'S  CASUALTIES 


Visitors  to  Zhou  Litai's  Shenzhen 
apartment  had  better  be  ready 
for  the  sight  of  industrial  car- 
nage. Flinging  open  bedroom  doors 
and  marching  in,  the  43-year-old 
lawyer  grabs  a  man's  sleeve  and 
yanks  it  up  to  show  the 
stub  of  what  was  an  arm. 
Pulling  the  covers  off  a 
young  woman  resting  on  a 
bed,  Zhou  angrily  points  to 
where  her  leg  once  was.  In 
the  living  room,  four  people 
are  playing  cards — a  real 
feat,  since  all  of  them  are 
missing  hands  or  arms.  At 
any  one  time,  as  many  as 
30  men  and  women  are 
camped  out  at  Zhou's  flat, 
all  victims  of  industrial  ac- 
cidents, all  out  of  work, 
and  most  with  no  home  of 
their  own. 

DEADLY.  As  Zhou  graphi- 
cally illustrates,  the  safety 
record  for  migrant  work- 
ers in  China's  export-ori- 
ented factories  is  among  the  worst 
in  the  world.  Last  year,  in  Shenzhen 
alone,  Zhou  estimates,  20,000  work- 
ers were  seriously  injured  on  the 
job.  Across  the  country,  tens  of 
thousands  die  working  at  factories, 
coal  mines,  and  construction  sites 
each  year,  according  to  Chinese 
press  reports.  Zhou,  one  of  the  few 


lawyers  in  China  who  represent  mi- 
grant workers,  is  devoted  to  making 
the  workplace  safer. 

Bom  to  a  farming  family  in  nzral 
Sichuan,  Zhou  could  find  work  only 
in  a  brick-and-tile  factory,  a  dead- 


TOUGH  BREAK  Playing  cards  is  no  picnic  for 
those  injured  in  accidents 

end  job  where  he  worked  long 
hours  for  low  pay.  Determined  to 
better  himself,  he  studied  on  his 
own  to  become  a  lawyer,  and  not 
long  after  passing  national  law 
exams,  in  1986,  he  began  taking  on 
the  cases  of  migrant  workers.  As  a 
former  factory  hand,  he  says,  "I 
understand  how  a  worker  feels 


when  his  rights  are  violated." 

Zhou  blames  China's  safety  reco 
on  poor  training,  excessive  overtin 
and  outdated  equipment,  brought  i 
mainly  by  Taiwanese  and  Hong 
Kong  factory  owners.  Add  to  that 
the  dismissive  attitude 
of  officials  and  a  lax  a 
titude  toward  China's 
labor  law.  "There  is 
very  weak  supervision 
by  the  government," 
says  Zhou.  "The  law 
isn't  enforced." 

Since  he  moved  to 
Shenzhen  in  1997,  Zhc 
has  successfully  broug 
50  eases,  winning  as 
much  as  $36,000  in  coi 
pensation  for  his  clien 
In  one  case,  he  forced 
an  employer  to  replac< 
his  client's  prosthetic 
arm  every  four  years 
It  hasn't  been  eas] 
Factory  owners  and 
local  officials  have 
tried  to  thwart  him  every  step  of 
the  way.  Zhou  argues  that  he's  ac 
ing  not  only  for  the  injured  but 
also  for  his  country.  "If  we  don't 
protect  workers'  rights,"  he  says, 
"it  will  result  in  social  instability.' 
Given  China's  growing  labor 
protests,  it's  hard  to  disagree. 

By  Dexter  Roberts  in  Slienzh 
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■  COMMENTARY 

K  By  Lewis  Braham 

i      MSCI  INDEXES:  IT'S  TIME  TO  REDO  THE  MATH 

|B  road  for  international  index    SH^"^V      A    K         jm^hmmmh  an  upheaval  in  the  popular  MSCi 
Wnds  is  about  to  get  bumpier,     j^^  fl^      ^^H^      ^^^^^^^^H  ^^^P^'  Australasia,  Far  East  in- 
"We  have  clients  calling  us           ^K  W       ^^^*         fl^lHi^H  ^^^  (eafe).  Britain's  weighting  will 
ing:  'What  do  we  do,  what  do       ^Kj^B       ^"VP         P^IF^^^H  "^^  ^^-4%  (table),  for  instance, 
do!'"  says  Vinu  George,  inter-      ^^^^H       ^L^K         ^^^^  *^     "WM  while  Japan's  vdll  fall  6.6%  because 
onal  equity  strategist  of  Bar-       ^B|^^,„^K^B^^|^H|l||^^Ufl  ^^  massive  cross-ownership  in  its 
'8  Global  Investors.  Barclays'        ■J^^HHBjjHHMIilfPlilHp  companies, 
its  have  reason  to  be  worried,     ^^^^^^^^^^^^fe' jjilljiiii^  ^"^:^       The  opportunities  for  active 
the  world's  largest  index  fund                     ^^^^^^^^ji^^^S^^      J  managers  to  profit  will  only  make 
lager,  Barclays  has  the  most  to  ^^^^^      ^^HMH|M|H^Mfl|k^||  jj.  tougher  on  index  fund  managers, 
from  changes  planned  by  Mor-  ^^^Hjl^           t^^^^^^^^^HB  ""^^^^^^  money  managers  will 
Stanley  Capital  International,  ^^^^E-             V^vVi^^H^l  "^"^^^  against  any 
lit  of  Morgan  Stanley  Dean  ^^^^Kk^„^,^^,^K^T^^^M          'J*  ^^*^^^  '         change  announce- 
ter,  in  the  way  it  compiles  its  ^^^^P^^^^ttt/tfmJt' *  '  J^l^^***l  Japans  share   ^ents  immediate- 
)al  indexes  by  region,  country,  ^^^^^      ^^^B  JL.                            way  shrink       jy "  g^yg  Theresa 
sector.  Barclays  has  $75  billion  ^^^^B  ^Wgn  ^^K^^^^^y  Gusman,  an  inter- 
isci-based  funds.  ^^^^^|  ^P^I  ^^H^^HMf                national  money  manager  at  Scud- 
isci's  proposal — expected  to  be  ^^^^^^^^H  HliV''^''^^Wp                 ^^^  Kemper  Investment  Inc.  "But 
roved  Dec.  10 — would  alter  the  ^^^^^^^MB  ^P^                   jMpr       passive  index  managers  will  have 
'  the  firm  calculates  its  index  ^^^^^^^^^K  <  S^                     """**"         to  wait  until  the  date  of  the  actual 
ghtings.  The  result  would  be  ^^^^^Kfl^    ■&     S                     J  changes  to  buy  or  sell."  That 
le  dramatic  shifts  in  the  hold-  ^^^^^B^^v     ^^Bt^          '"&^^m  ^^^^^  Barclays'  funds  will  be  buy- 
!  of  money  managers  whose  pimH^fe    Jfe    „^^          AJgUmK  ^^^  some  stocks  after  money  man- 
is  track  the  indexes.  Ireland's  ^^^^^S||JHHHH|b|^^                         agers  have  already  run  up  their 
ghting,  for  instance,  is  expect-  HHHHIlI^^MHHHIHI^^HB  prices  and  selling  others  after 
;o  increase  some  72% — meaning  example,  Japan's  Ministry  of  Finance      they've  fallen.  In  other  words,  they'll 
;  international  equity  index  funds  owns  53.1%  of  Nippon  Telegraph  &         be  forced  to  buy  high  and  sell  low. 
have  to  boost  their  share  of  that  Telephone  Corp.  Under  the  new  sys-          Sector  fund  investors  may  also  be 
(itry's  stock  by  a  like  amount.  tern,  ntt's  weighting  will  drop.                struck  by  Msci's  sword.  Because 
it  of  the  shifts  won't  be  so  sharp,           While  it's  normal  for  stocks  to  get      many  telecom  companies  such  as  NTT 
the  notion  of  having  to  rebalance  a  performance  boost  or  drop  when          and  Deutsche  Telekom  are  partly 
tfolios  across  the  board  is  giving  they're  added  or  deleted  from  the           government  owned,  Salomon  expects 
ly  index-fund  managers  fits.  Standard  &  Poor's  500-stock  index,         the  sector's  eafe  index  weighting  to 
lie  money  involved  is  huge:  Some  those  will  look  like  tweaks  compared      drop  9.7%.  "With  the  telecom  sector, 
D  billion  is  invested  in  Msci-based  to  this.  According  to  Salomon  Smith       there  are  some  fairly  obvious  stocks 
;x  funds  worldwide.  Active  man-  Barney,  the  reweighting  will  cause          you  want  to  be  underweight  in  right 
rs,  who  pick  stocks  rather  than  HHIVVIPPIIIEIPRIPRRII^^^H     now,"  says  Gusman. 
ply  track  indexes,  are  rubbing  ^^^^^^^UMH^JUJJ^^a^u^^^H         While  Barclays'  George  says  many 
ir  hands  in  anticipation,  since                                                              wfibhtiiic        managers  are  "salivating"  at  the 
nges  in  MSCi  weightings  will  be                                                       chmi6ES(EST)        chance  to  front-run  MSCi,  he  doesn't 

ounced  in  advance,  giving  them think  the  damage  will  be  all  that 

Dpportunity  to  front-run — trade  J.I!.^..?.!.?.?§?I..!:.?.?M?.:..:.:. great.  Although  there  is  some  talk 

ad  of  time — those  stocks  whose  AUSTRIA  -27.3%       that  MSCi  may  try  to  make  its  index 

;es  will  benefit  or  suffer.  PORTUGAL -25  1  changes  all  at  once  in  a  "Big  Bang," 

roRTIONS.  Despite  the  anxiety,  unup  ifnup 9/i  i ^^  beUeves  the  changes  vdll  be 

;n  the  reshuffling  is  all  over,  in-  ".".''''.."".".'' :.^l} spread  out  over  years.  That  could 

tors  viill  benefit.  MSCi  is  proposing       SINGAPORE  -23.2  dampen  the  front-running  effect.  "If 

ettison  a  system  of  compiling  in-  DENMARK  -18.5  you're  buying  U.  K.  stocks,  you'll  be 

es  that  had  built-in  distortions.  ,„n  Tur  D,rc"''  »"'""'^°^ exposed  to  everything  else  that  hap- 

present,  weightings  are  calculated       .•..:,.:.r.".^...!..V.f:..?.l^r.^r.!....™  pens  in  the  U.  K.  before  the  next  se- 

multiplying  a  stock's  price  by  the         IRELAND  +72.2%       ries  of  changes  occurs,"  he  says.  And 

U  shares  outstanding.  In  the  fii-  BRITAIN +13  4 though  some  short-term  investors 

e,  MSCI  would  multiply  price  by  uFTHFRi*iinQ o  c "^^^  ^et  walloped,  when  all  is  done, 

number  of  shares  the  public  can         ."M''^''H*.'"'.r. +";.? the  MSCi  moves  will  likely  create  a 

ie.  That  makes  sense  because  in  FINLAND  +9.3  fairer  investing  universe. 

ay  countries  big  blocks  of  shares  BELGIUM +93 ~" 

held  by  governments  or  other  oau:salomc».sm,th barney ' .    ^^^ ^'^^^  ^^^^  ^^'  ^^^ 

ipames  and  are  never  traded.  For  investing  in  New  York. 
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MICROSOFT 
MISFIRES 


Its  Web  appliance, 
Venus,  was  going  to 
rule  China.  What 
happened? 

One  box  that  solves  two  problems 
and  offers  three  functions.  That 
was  Microsoft  Corp.'s  hope  for 
Venus,  a  $240-$360  gadget  run- 
ning Windows  CE  software  that  turns 
Chinese  TV  sets  into  Internet  appliances. 
Venus  would  solve  two  problems  by 
making  it  both  easier  and  cheaper  for 
Chinese  consumers  to  access  the  Web. 
The  three  functions:  education,  enter- 
tainment, and  Web  surfing.  For  Micro- 
soft, Venus  was  the  key  to  penetrating 
China,  because  it  would  make  Windows 
nearly  ubiquitous  in  living  rooms  from 
Shenzhen  to  Shanghai. 

Fast-forward  to  late  2000:  Venus 
seems  more  like  one  box  containing  two 
disasters  and  three  catastrophes.  Of  the 
three  main  Chinese  companies  that 
signed  up  to  sell  Venus  boxes,  two  have 


JACK  GAO:  "We  have  a  lot  to  improve" 


pulled  them  from  the  market.  Only  Leg- 
end Computer  is  still  selling  the  units  in 
China — and  it  ships  most  of  its  supply 
to  Southeast  Asia.  Microsoft  won't  re- 
veal sales  figures,  but  Sean  Zhang,  man- 
aging director  of  Microsoft  (China)  Re- 
search &  Development  Center  in 
Beijing,  concedes  they  are  "below  our 
expectations." 

Why  has  Venus  fizzled?  Zhang  blames 
both  a  lack  of  online  content  and  the 
relatively  high  cost  of  Internet  access. 
But  others  say  Microsoft  misjudged  the 
willingness  of  Chinese  to  buy  what  is 
essentially  low-rent  technology.  And  with 
PCS  selling  for  as  little  as  $600,  there 
isn't  much  reason  to  buy  Venus.  More- 
over, while  Zhang  says  his  company  is 
committed  to  the  project,  local  TV  maker 
TCL  International  Holdings  never  sold 
Venus  because  it  felt  Microsoft  wasn't 
fully  behind  the  concept. 
A  DISMAL  IMAGE.  The  Venus  project  is 
not  the  only  misfire  in  Microsoft's  China 
strategy.  Besides  the  feeble  market  re- 
sponse to  Venus,  the  Redmond  (Wash.) 
giant  continues  to  battle  software  pirates, 
a  poor  image  with  Chinese  authorities 
and  consumers,  and  a  growing  threat 
from  local  rivals  offering  inexpensive  Lin- 

REGROUPING 
IN  CHINA 

•  Venus,  a  much  hyped  project  to  turn 
Chinese  TVs  into  Internet  appli-  ^ 
ances,  has  fizzled,  so  Microsoft    ^ 
is  trying  to  find  customers  in 
Hong  Kong  and  Korea 

•  To  counter  negative  publicity 
in  the  state-run  press,  Microsoft  has 
launched  a  PR  blitz,  including  sponsoring 
retraining  centers  for  laid-off  workers 

•  Microsoft  plans  an  $80  million  expan- 
sion of  its  service  center  in  Shanghai, 
which  now  handles  requests  from  users 
in  the  U.S 


ux-based  service.  Microsoft  won't 
its  China  revenues,  but  analys 
they're  probably  under  $100  miJQi 
year — less  than  the  company  ms 
Hong  Kong.  "We  are  much  small) 
we  expected,"  says  Microsoft 
Manager  Jack  Gao,  with  a  sigh.  "A^ 
a  lot  of  things  to  improve." 

So  Microsoft  is  launching  a  fr 
fensive,  starting  with  public  re 
A  new  China  management  team, 
by  Gao,  is  trying  to  burnish  the 
ny's  dismal  image,  which  took  a 
year  vdth  the  publication  of  a  r 
by  former  executive  Juliet  W\ 
trashed  Microsoft's  China  strat 
aggressive  and  culturs 
sensitive.  Gao  has  for 
public  relations  divis 
combat  negative  press 
age — such  as  a  repori 
neously  suggesting  th 
ernment  had  decid 
withdraw  support  foi 
dows.  And  the  company  has  la 
retraining  programs  for  worke 
off  from  state  enterprises.  This  is 
ly  a  Pr{  exercise;  the  workers  v 
get  jobs  at  Microsoft.  As  Gac 
"Even  though  our  business  is  nc 
it's  supposed  to  be,  we  want  t< 


VENUS 
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?  have  H  long-term  commitment." 
osoft  is  not  just  concerned  witii 
It  wants  customers,  too.  So  the 
ly  has  been  diligently  courting 
intry's  new  entrepreneurial  class, 
ng  training  for  the  staffs  of  start- 
at  use  Microsoft  software.  Bill 
28-year-old  founder  of  Shanghai 
it  Systems  (no  relation  to  Jack), 
jrked  with  Microsoft  for  three 
leveloping  an  e-mail  system  that 
)rk  on  various  appliances.  Micro- 
aid  to  send  him  to  last  year's 
!X  consumer  electronics  confer- 
,  the  U.  S.,  and  provided  manage- 
raining  for  many  of  his  staff, 
•osoft  has  been  currying  favor 
!  he  government,  too.  When  ceo 
A.  Ballmer  visited  China  in  Sep- 
•,  he  announced  an  $80  million  ex- 
1  of  the  company's  Shanghai  ser- 
anter,  which  provides  technical 
■ice  to  Microsoft  software  users  in 
nd  the  U.  S. 
(  le  there  have  been  grumbles  that 
(iter  was  set  up  for  PR  purposes, 
(  leral  manager,  Jun  Tang,  insists 
pft  chose  China  for  its  engineering 
j   That  also  seems  the  main  rea- 
3  company  set  up  its  r&d  center 
hing  two  years  ago.  One  of  only 


LEGAL  PRODUCT 

Unfortunately,  most  Chinese  Win- 
dows users  buy  counterfeit  versions 

three  such  centers  worldwide,  its  staff  of 
100  focuses  on  speech-recognition,  multi- 
media, and  wireless  technology.  Still, 
while  Microsoft  insists  the  two  faciUties 
are  an  integral  part  of  its  global  strate- 
gy, their  location  certainly  will  ease  the 
company's  relationship  with  China's 
sometimes  xenophobic  leadership. 

Yet  Microsoft  must  still  persuade  Chi- 
nese companies  to  buy  its  products  and 
services.  Consider  China  Netcom  Corp., 
a  state-owmed  broadband  provider  that 
serves  17  cities.  It  plans  to  quadruple  its 
coverage  by  2004  and  is  looking  for 
partners  to  help  with  a  range  of  voice 
and  data  services.  But  China  Netcom 
is  playing  hard  to  get.  Besides  Micro- 
soft, it  is  considering  bids  from  IBM, 
Hewlett-Packard,  and  Sun  Microsys- 
tems. "We've  seen  what's  good  and  bad," 
says  Xingcha  Fan,  Netcom's  vice-presi- 
dent for  strategy  and  business  devel- 
opment. "We  want  the  best." 

Other  rivals  are  making  headway,  too. 
Increasingly,  Microsoft  must  contend 
with  companies  offering  Linux,  the  open- 


source  operating  system.  The 
threat  is  perhaps  more  politi- 
cal than  anything  else.  Bei- 
jing likes  to  set  one  foreign 
company  against  another — as 
it  has  done  with  Boeing  and 
Airbus.  By  playing  up  the  po- 
tential of  Linux,  the  govern- 
ment may  be  telling  Microsoft 
that  it  had  better  play  by  its 
rules.  StOl,  Linux  is  making 
inroads.  TurboLinux,  a  San 
Francisco  company  that  pro- 
vides Linux  support,  recently 
won  a  contract  to  help  the 
post  office  use  the  platform 
to  automate  some  of  its 
operations. 

PERSISTENT  PIRATES.  But 
Microsoft  faces  no  greater 
competitor  than  the  thieves 
who  have  elevated  software 
piracy  to  a  fine  art.  Last 
year,  overall  sales  of  comput- 
er hardware  in  China  topped 
$18  billion.  But  software  sales 
were  a  measly  $2.1  bilhon.  In 
other  countries,  the  ratio  is 
closer  to  even.  Blame  the 
shortfall  on  the  pirates.  Be- 
cause of  all  the  counterfeit- 
ing, Microsoft  sold  only  2  mil- 
lion licensed  copies  of  its 
software  in  China  during  the 
year  ending  in  June. 
Despite  these  setbacks,  Microsoft's 
China  team  insists  it  is  well  positioned. 
The  disappointing  Venus  gambit?  Not  to 
worry,  says  Sean  Zhang  of  the  Beijing 
R&D  center.  While  the  Venus  boxes 
haven't  been  setting  the  sky  ablaze  in 
China,  Microsoft  is  signing  on  partners 
elsewhere.  In  mid-2000.  Hong  Kong  and 
China  Gas  Co.,  the  city's  monopoly  gas 
utility,  introduced  a  consumer  Internet 
service  using  Venus  software.  Zhang  says 
the  company  is  talking  to  potential  cus- 
tomers in  South  Korea  and  other  parts  of 
Asia.  Meanwhile,  he  says,  China  will  take 
time  to  develop  sufficiently  compelling 
Internet  content  to  attract  buyers  to 
Venus:  "The  ecosystem  for  this  kind  of 
information  appliance  is  not  ready." 

Chinese  aren't  ready  to  give  up  on 
counterfeit  versions  of  Windows  either. 
"We  have  a  lot  of  users,"  says  Jack  Gao 
ruefully.  "But  we  don't  have  a  lot  of 
customers."  With  Beijing  intent  on  de- 
veloping a  local  software  industry,  he 
says,  cracking  down  on  the  pirates  is 
in  China's  interest,  too.  That  will  take 
time.  For  now,  a  more  humble  Microsoft 
will  have  to  keep  trying  to  win  friends 
in  the  emerging  market  it  values  most. 
By  Bruce  Einhorn  in  Beijing,  v/ith 
Alyslm  Webb  in  Sfianghai 
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AUTOS 


A  PILEUP  IN  EUROPE 
FOR  JAPAN'S  CARMAKERS 

They've  been  clobbered  by  currency  rates  and  bad  styling 


This  was  supposed  to  be  the  break- 
thi-ough  year.  That  at  least  was  the 
thinking  among  Japan's  carmakers 
12  months  ago,  as  they  contemplated 
their  plans  for  the  vast  European  auto 
market.  New  models,  new  plants,  new 
partners:  Toyota,  Honda,  Mitsubishi,  and 
Nissan  figured  they  finally  had  the  ele- 
ments for  some  major  gains.  Even  the 
laws  were  turning  more  favorable,  as 
the  European  Union  removed  the  quota 
restrictions  on  imported  Japanese  cars. 
Well,  the  results  are  coming  in  for 
2000,  and  a  breakthrough  year  it's  not. 
Breakdown  may  be  a  better  way  to  de- 
scribe it.  Late  last  month,  the  Japanese 
carmakers  released  results  for  the  first 
half  of  their  fiscal  year:  Their  combined 
operating  losses  in  Europe  reached  .$470 
million.  "This  was  a  big  wake-up  call 
for  us,"  says  Yohio  Ishizaka,  director  of 
Toyota  Motor  Corp.'s  European  busi- 
ness, which  reported  a  $24  million  loss. 
PAINFUL.  A  chief  source  of  the  problem 
is  exchange  rates:  Japanese  cars  des- 
tined for  the  European  market  are 
mostly  made  in  Britain  and  Japan,  and 
the  pound  and  the  yen  have  been  much 
stronger  than  the  euro.  That  has  jacked 
up  costs  to  a  painful  degree.  "Just  as 
the  import  restrictions  went  away,  we 
were  hit  by  the  currency  market," 
laments  Mazda  Motor  Corp.  director 
Shigeharu  Hiraiwa. 

Fickle  foreign-exchange  rates  are  only 


part  of  the  problem,  though.  Mitsubishi 
Motors  Corp.  for  example,  makes  its  two 
top  sellers  in  the  Netherlands,  which  is 
not  exposed  to  the  stronger  pound.  Yet 
that  positioning  hasn't  shielded  the  car- 
maker from  steep  losses  and  lower  sales. 
The  deeper  problem  is  the  reputa- 
tion for  lackluster  styling  that  stub- 
bornly chngs  to  the  Japanese  in  Eu- 
rope. "Their  cars  have  never  been  very 
sexy,"  says  Yves  Mignieres,  sales  man- 
ager at  a  Peugeot  showroom  in  Paris. 
Only  one  Japanese  car  has  caught  the 
imagination  of  European  drivers — the 
Toyota  subcompact  Yaris.  Its  distinctive 
grill  and  curvaceous  dashboard  show 
the  sort  of  pizzazz  Europeans  expect 
from  Volkswagen,  Fiat,  or  Renault. 

The  Yaris  is  a  huge  success — but 
European  sales  for  most  other  Toyota 
models  are  down  sharply.  Meanwhile, 
other  Japanese  stal- 
warts such  as  the 
Mazda  Demio  and 
Mitsubishi  Carisma 
have  failed  to  make  a 
dent  in  Europe's  all- 
important  small-car 
segment.  Adding  to 
the  problem  is  the 
mounting  popularity  in 
Europe  of  diesel-pow- 
ered  cars,  an  area 
where  the  Japanese 
are  weak. 


The  fact  that  most  Japanese  c. 
ers  manufacture  in  Britain  may 
feet  the  styling  issue.  "In  Brita 
taste  in  cars  is  transatlantic," 
manager  at  a  European  carmak 
the    Japanese    didn't    see    thai 
weren't  producing  cars  adapted 
tinental  tastes."  The  Japanese  ali 
grapple  with  issues  such  as  dej 
networks  that  lack  marketing  cl 
low  levels  of  brand  awareness. 

This  is  a  sorry  state  of  affairs 
30  years  of  marketing  in  Euro: 
Japanese  only  have  11%  marke 
overall,  far  lower  than  the  29"^ 
they  enjoy  in  the  U.  S. — or  ev 
16%  allowed  under  the  old  quotj 
result,  Japan's  auto  giants  don't 
as  much  as  they  could  from 
worldwide  volumes  that  keep  a 
overall  production  costs. 

Look,  then,  for  some  major  c 
in  strategy.  To  reduce  their  ex 
to  currency  swings,  Toyota  and 
will  jack  up  the  number  of  parts 
from  the  Continent  for  the  cai 
make  in  Britain.  Both  carmak( 
also  winnow  out  hundreds  of  pc 
forming  dealers  from  their  ne 
Toyota  will  reduce  its  roster  o 
pean  showrooms  from  3,440  to 
The  No.  1  Japanese  carmaker  is 
a  plant  in  Valenciennes,  France 
next  year  to  make  the  Yaris 
That  will  muffle  the  impact  of  ci 
hits  and  soothe  lingering  anx 
France  about  foreign  incursions, 

The  Japanese  also  may  fina 
some  serious  help  from  their  Ei 
partners.  Nissan,  a  third-owned 
nault,  now  plans  joint  Europes 
duction  of  separately-markete 
els — the  Renault  Clio  and 
Micra — based  on  shared  platfo 
subishi,  alHed  with  DaimlerChr; 
pressing  ahead  with  plans  to  1; 
compact  car  on  a  joint  platform, 

The  biggest  need  is  for  more 
that  show  some  panache.  Toyi 
one,  says  the  Yaris  has  taught  \\ 
about  European  tastes.  Now  its 
fives  hint  that  a  new  sports  c; 
be  in  the  wo: 


JAPAN'S  CARMAKERS 
SKID  IN  EUROPE 


EUROPEAN  OPERATIONS 
ESTIMATED  2000 
OPERATING  PROFIT 


DATA:  JARDINE  FLEMING  SECURITIES 


perhaps  a  sou 
version  of  its  hi 
formance  cTi 
have  lots  of 
weapons,"  says 
Managing  D 
Ishizaka.  Bett 
ploy  them  fast. 
Bt/  Chester  I 
ill  Tokyo  (iHd\ 
thie  Tienieij  in 
furt,  with  An)hf 
den  ill  Paris 
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cR  CRM  VENDORS  PROMISE  FRONT  AND  BACK  END  INTEGRATION. 


THEIR  RESULTS  NEVER  PROVIDE  FULFILLMENT. 


Not  just  any  CRM  supplier  can  serve'mpfrtime  fulfillment,  sec|f|H^ly  integrated. 
pleSoft  8  CRM  gives  ;vc.  robust,  feature-rich,  real-time  sSutions  from  a 
singiMfendor.  So  your  people  can  track  orders  from  the  point 'of  customer 
conta^i-wh ether  by  phone,  fax.  e-mail  or  web-through  order  rranagement, 
procurement  and  fulfillment,  to  service  execution  and  delivery.  The  resu  i  is  more 
informed  decisiors.  Iead-:~ie  reduction  and  cost  savings.  Which  will  help  put  a 
generous  serving  of  success  on  >our  company's  plate. 


'  'Plesoft.com    1.888.773.8277 
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People  power  the  internet. 
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EXECUTIVE  SUITE 


JUST  THE  YANK 
FOR  REUTERS 


Tom  Glocer  is  tech-sawy  and-best  of  all-impresses  investors 


On  Dec.  3,  when  the  board  of  Reu- 
ters Group  PLC  sat  down  to  pick  a 
new  CEO  to  succeed  Peter  J.  D.  Job 
next  July,  there  was  really  only  one 
candidate:  Tom  Glocer.  A  41-year-old 
graduate  of  Yale  Law  School,  Glocer 
will  be  the  first  American  and  the  first 
nonjournalist  to  run  the  venerable  but 
still  formidable  British  financial-infor- 
mation giant. 

On  paper,  Glocer  looks  like  just  the 
man  to  preside  over  the  shift  now  tak- 
ing place  at  Reuters.  The  company  is 
spending  $725  million  over  a  four-year 
period  to  revamp  its  main  businesses. 
This  is  a  monumental  transition  from 
Reuters'  proprietary  network-delivered 
system  to  delivery  of  the  company's 
products  over  the  Internet  and  wire- 
less. Glocer  is  tech-savvy,  has  the  re- 
spect of  fellow  employees  and,  most  im- 
portant, impresses  investors.  "He  has 
a  lot  of  gravitas,"  says  Neil  Carter,  an 
analyst  at  ABN  Amro  in  London.  "He 
is  also  suited  to  communicate  strategy 
and  lead  the  troops." 

Being  an  American  doesn't  hurt. 
Reuters'  power  base  may  be  in  Europe, 
but  the  U.  S.  has  greater  potential  as  a 


market  for  its  financial  information  and 
trading  products.  To  date,  the  U.  S.  has 
not  been  as  strong  as  it  should  be  for 
Reuters.  Glocer,  currently  the  boss  of 
Reuters  America,  is  changing  that,  how- 
ever. He  has  presided  over  a  big  push 
to  customize  information  for  clients  in 
the  equity  markets.  That  tactic  is  part- 
ly in  response  to  the  success  of 
Bloomberg  LLC  in  the  U.S.,  which  offers 
pretty  much  the  same  high-priced  prod- 
uct to  all  its  customers. 

Reuters  is  doing  very  well  pushing 
Reuters     Plus,     a 


months  that  ended  Sept.  30,  th 
enues  of  Reuters  America  were  u 
to  $1.37  billion. 

Glocer  is  a  lawyer  who  kno 
technology:  He  has  even  writte 
ware  to  help  teach  litigation  tech 
in  law  schools.  A  relative  newco 
Reuters,  he  joined  the  company 
irom  the  white-shoe  New  York  la 
of  Davis,  Polk  &  Ward  well,  wh 
worked  in  mergers  and  acquisitic 
SOUND  SHIP.  Coming  to  Reuters 
smart  career  move.  Starting  in  th 
department,  he  soon  became  g 
counsel  and  then,  in  1996,  got  h 
hands-on  management  job 
Reuters'  Latin  America  operatic 
1998,  he  had  taken  over  the  whol 
business  and  in  January  of  thi 
added  the  title  of  CEO  of  Reuters 
mation,  the  company's  largest  uni 
$2.3  billion  in  revenues  in  1999. 

For  now,  it  seems,  Glocer  will 
a  sound  ship.  Several  years  ag( 
lysts  worried  Reuters  would  lose 
the  dot-coms  in  financial  data 
electronic  crossing  networks  in 
trading,  a  field  where  Reuters'  I 
Corp.  operates.  Such  fears  have  fe 
the  dot-coms  have  crashed  and 
and  as  Reuters'  financial  staying 
and  brand  name  came  to  the  foi 
this  year,  ABN  Amro  forecasts 
rise  in  operating  profits,  to  $832  ] 
on  sales  of  $5  billion.  The  London 
stock  has  rebounded,  rising  almo 
this  year  to  about  $18  a  share. 

Analysts  expect  that,  given  C 
background,  he  will  be  a  mor 
wheeler-dealer  than  Job.  And 
will  have  plenty  on  his  plate.  Th 
pany  has  announced  that  it  will  c 
ally  spin  off  a  portion  of  its  Insti 
curities-trading  system.  But 
Instinct  competes  more  and  moi 
customers,  Glocer  may  someday  1: 
pelled  to  sell  off  the  whole  divisi 

Even  so,  Glocer's  moves  may 

cus  on  selling  operations  in  whol 

part.  A  downturn  in  the  financij 

kets    could 


moderately  priced 
offering  for  retail 
brokers  that  now 
has  50,000  cus- 
tomers, and  Reu- 
ters Pro,  a  service 
for  institutional  in- 
vestors. "We  have 
to  understand  the 


REUTERS'  NEH  BOSS 

Tbm  Glocer 

AGE  41,  born  Manhattan 

EDUCATION  Columbia  University,  1981— 
B.A.,  political  science;  Yale  Law  School,  1984 

FAMILY  Married  to  Marrit,  a  Finnish  cook- 


consolidation 
financial  info: 
business  anc 
attractive  as 
the  auction 
At  that  st! 
will  be  up  t 
cer  to  make 
choices.  Bai 


difference  between      .^.°°'^.3"*^°^:J.^°.^'"^'L'^.'^1^^^^^^^^^ his  strong  bi 


a  portfolio  manag- 
er at  Fidelity  and 
a  broker  at  Merrill 
Lynch,"  says  Glo- 
cer.  For  the   nine 


HOBBIES  Tennis,  cooking 

BIGGEST  CHAUENGE  Switching  Reuters  to 
a  Net-based  system 


experience, 
tainly  looks 
good  bet. 
By  Stanle 

in  i 
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Every  day,  150,000  people  buy 

a  mobile  phone  that's  Mobile 

Internet-ready,  They  want  an 

Internet  that's  as  personal 

as  the  other  things  they  carry. 

Ericsson  is  already  helping 

mine 

The  new  Internet.  It's  more  than  mobile.  It's  personalized. 

network  operators  to  deliver  this 

by  bringing  together  systems, 

network  expertise,  devices  and 

content  in  an  end-to-end  solution 

that  makes  a  Mobile  Internet 

portal  simpler  for  operators 

to  launch  and  manage.  And 

ideal  for  their  customers  to 

customize.  Welcome  to  the  new 

Internet.  This  time,  ifs  personal. 

www.ericsson.com 

The  Mobile  Internet  Revolution. 
It's  an  everyday  thing. 


ERICSSON  ^ 


At  the  end  of  the  day,  you'll  ISUe  our  networl€. 
Because  with  our  networl€,  there  actually  is  an  end 
of  the  day. 


Managing  global  telecommunications  should  be  your  job,  not  your  life.  That's  why  you'll  love  the 
reliability  of  Global  One.  We  do  everything  we  can  to  make  things  simpler  for  you.  Our  Customer 
Support  Centers  give  you  a  single  point  of  contact  that's  easy  to  reach  day  or  night.  And  our 
Global  One  Guarantee  program  has  real  teeth  in  it.  So  you  can  count  on  us  to  carry  your  world  while 
you  carry  on  with  your  life.  For  more  information,  call  1-877-460-4141  or  visit  www.globalone.net. 
Global  One.  Your  world.  Our  shoulders. 
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D  BY  ROSE  BRADY 


N  CHINA  TAME 

E  CORRUPTION  BEAST? 


0  Zedong  famously  warned  that  a  single  spark  could 
art  a  prairie  fire.  Now  China's  current  crop  of  leaders 
re  worried  that  the  country's  ever  more  numerous 
of  corruption  could  ignite  an  inferno — one  that  might 
;e  the  Communist  Party  go  up  in  smoke.  Graft  on  an 
'dented  scale  is  stretching  all  the  way  up  from  the  rice 
!  of  rural  China  to  high  levels  of  government, 
n  shakedowns  of  peasants  to  massive  smuggling  cam- 
that  rob  the  state  treasury  of  much-needed  cash,  the 
f  graft  has  reached  a  level  where  it 
ireaten  the  country's  continued  eco- 
orogress.  Indeed,  after  seeing  a  top- 
e;  anticorruption  film.  Live  or  Die,  in 
.,  President  Jiang  Zemin  described 
vie  as  a  "powerful  shock  and  a  pro- 
varning." 

L  CRIMES.  Certainly,  the  hunt  against 
ion  is  increasing  in  intensity.  In  late 
bar.  Justice  Minister  Gao  Changli  dis  • 
3d  from  his  job — detained  for  ques- 
on  corruption  charges,  Beijing  sources 
mid-September,  a  former  deputy  head 
National  People's  Congress,  Cheng 
became  the  most  senior  official  to  be 

;d  since  the  People's  Republic  was  GUILTY:  Cheng  was  executed 
in  1949.  


ng  the  first  eight  months  of  this  year,  Chinese  prose- 
liled  more  than  23,000  criminal  corruption  cases.  Re- 
corruption  cases  have  increased  9%  annually  and  the 
•  of  oflicials  under  investigation  has  been  shooting  up 
age  of  12%  per  year,  says  Pei  Minxin,  a  scholar  at  the 
ie  Endov^nnent  for  International  Peace  in  Washington, 

the  biggest  case  in  Chinese  history,  14  officials  and 
ers  were  sentenced  to  death  in  mid-November  for 
ng  $6.4  billion  in  goods  into  China  through  the  coastal 
e  of  Fujian.  And  authorities  recently  released  the  re- 

an  investigation  into  officials  in  booming  Guangdong: 


The  report  estimated  that  corrupt  officials  purloined  $1.9 
billion  in  funds,  largely  from  provincial  businesses. 

The  stepped-up  anticorruption  efforts  reflect  fears  among 

leaders  that  vddespread  criminality  could  destroy  what's  left 

of  the  party's  legitimacy  as  the  country  enters  a  difficult 

phase  of  its  economic  reforms.  China's  entry  into  the  World 

Trade  Organization  means  that  millions  more  workers  wiU  lose 

their  jobs  as  factories  are  restructured  or  shuttered.  The 

problem  is  that  corrupt  officials  are  living  it  up  while  workers 

struggle.  It's  hard  to  tell  steelworkers  in 

Shenyang,  to  take  a  recent  example,  that 

they're  being  laid  off  when  a  top  municipal 

official  lost  $1.3  million  in  stolen  funds  at  a 

Macao  casino. 

EROSION.  "People  in  China  can  tolerate  short- 
term  pain  provided  there  is  a  sense  of  jus- 
tice, that  the  pains  are  equally  shared,"  says 
the  Carnegie  Endowment's  Pei.  He  thinks 
that  a  stronger  legal  system,  a  freer  press, 
and  more  grassroots  democracy  are  needed 
to  check  corruption.  Inevitably,  though,  those 
changes  would  force  the  Communist  Party  to 
surrender  its  monopoly  on  power. 

Corruption  now  costs  China  the  equivalent 
of  8%  of  GDP  annually  in  lost  taxes  and  tar- 
iffs, figures  Hu  Angang,  a  senior  fellow  at 
the  Chinese  Academy  of  Sciences.  And  it  looks  set  to  worsen. 
China's  courts  are  too  weak  to  fight  corruption  effectively.  Its 
fitful  experiments  vdth  local  democracy  are  too  small  to  do  the 
job.  Luckily  for  China's  leaders,  the  sparks  of  graft  in  the 
countryside  haven't  yet  grown  into  a  nationwide  fire:  That 
would  take  a  unifying  national  issue  rather  than  a  collection  of 
local  grievances.  But,  there's  plenty  of  kindling  in  a  country 
tired  of  being  ripped  off  by  its  own  officials.  China's  leaders 
are — and  should  be — worried. 

By  Mark  L.  Clifford  in  Hong  Kmig,  with  Dexter  Roberts  in 
Beijing 


ILOBALWRAPUP 


iAME  FOR  MILOSEVIC? 

pite  his  hopes  for  a  comeback, 
>litical  destruction  of  former 
lav  President  Slobodan  Milosevic 
rly  complete.  His  menacing 
e  fell  to  pieces  after  he  tried  to 
Sfugoslavia's  Presidential  election 
»tember.  Now  his  Socialist  Party 
bia  (sps)  is  crumbling,  too. 
s  show  the  sps  may  gamer  only 
3%  of  the  vote  in  Dec.  23  elec- 
br  the  regional  Serb  parliament — 
the  5%  threshold  needed  to  claim 
in  the  legislature.  More  than  60% 


of  the  electorate  is  expected  to  vote  for 
the  Democratic  Opposition  of  Serbia, 
the  coalition  that  ousted  Milosevic  by 
organizing  protests  and  strikes. 

Such  a  strong  showing  will  give  a 
boost  to  Yugoslavia's  new  President, 
Vojislav  Kostunica.  He  needs  to  con- 
solidate his  power  so  he  can  purge 
government  ranks  of  Milosevic's  cor- 
rupt cronies,  prosecute  the  former 
President  for  fraud  and  abuse  of  pow- 
er, and  launch  reforms  to  fix  the  coun- 
try's ailing  economy.  But  Kostunica  is 
unlikely  to  ship  Milosevic  off  to  The 
Hague  for  prosecution  for  war  crimes. 


That  would  look  too  much  like  caving 
in  to  the  NATO  powers  that  bombed 
Serbia  during  its  war  with  Kosovo  in 
1999 — even  though  Kostunica  is  now 
asking  them  for  economic  aid. 

Meanwhile,  Kostunica  faces  his  own 
troubles  with  Kosovo.  Militant  ethnic 
Albanians  who  want  independence  re- 
cently killed  four  policemen  in  Serbia. 
Kostunica  vinll  have  to  walk  a  fine  line: 
exercising  restraint  to  avoid  ruffling 
NATO  troops  stationed  in  Kosovo,  even 
as  he  tries  to  maintain  security  on  the 
Serbian-Kosovo  border. 

By  Christoplier  Condon  in  Budapest 
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Information  Tec 


E-COMMERCE 


FEDERATEDS 

FINGERHUT 

FIASCO 

How  the  cataloger's  grandiose  Net  dreams  turned  ugl 


Remember  Fingerhut  Cos.?  When 
Federated  Department  Stores 
Inc.  acquired  the  company  for  a 
lofty  $1.7  bilHon  in  February, 
1999,  it  looked  like  an  Old  Economy 
company  on  its  way  to  becoming  a  New 
Economy  darling.  The  savvy  old  catalog 
retailer  was  rapidly  opening  e-commerce 
sites  and  buying  equity  stakes  in  on- 
line retailers.  With  its  expertise  in  filling 
catalog  purchases,  Fingerhut  was  offer- 
ing order-fulfillment  services  to  other 
Net  retailers.  Federated's  acquisition 
couldn't  have  looked  smarter  when  Fin- 
gerhut snagged  order-fulfillment  con- 
tracts vwth  up-and-comer  eToys  Inc.  and 
heavyweight  Wal-Mart  Stores  Inc.  last 
year  and  Fortune  declared  Fingerhut 
one  of  the  "10  companies  that  get  it." 
These  days,  all  Fingerhut  is  getting  is 


an  avalanche  of  trouble.  The  company's 
Internet  sales  fell  so  far  short  of  ex- 
pectations this  year  that  Federated  is 
shuttering  five  of  its  eight  e-commerce 
sites.  Federated  stopped  investing  in  a 
sixth  site,  clearance  retailer  Andys- 
Garage.com,  and  is  likely  to  close  or 
sell  it.  Fingerhut  has  seen  its  fulfillment 
contracts  drop  to  8  from  22  after  alle- 
gations of  poor  service  and  a  messy  dis- 
pute with  eToys.  Worse,  Fingerhut 
botched  a  plan  to  provide  additional 
credit  to  its  core  catalog  customers. 

The  result  is  an  ugly  collection  of 
special  charges  and  layoffs.  Federated 
took  a  $795  million  hit  because  of  Fin- 
gerhut's  troubles  in  the  third  quarter 
and  expects  losses  from  unpaid  credit- 
card  bills  to  cost  it  an  additional  $850 
million  to  $400  million  this  year.  Par- 


ent company  Federated,  whid 
owns  Bloomingdale's  and  Macy'sl 
ting  550  positions  at  Fingerhut,  [ 
of  its  workforce.  "In  the  annalsl 
porate  acquisitions,  this  is  one  thj 
the  outset  was  pretty  stupid,"  sij 
an  S.  James,  a  retail  analyst  at 
Sayles  &  Co.,  a  Boston  investmtj 
that  holds  2.7  million  Federated  \ 
"Like  many  managements,  tl 
sucked  in  at  the  top  of  a  cycle.' 

Forget  Internet  visionary.  NoJ 
erated  looks  like  a  Digital  Age 
The  company  and  CKo  James  1\| 
merman  appear  to  have  been  blij 
by  the  Net's  hype.  Wliile  F'ingerf 
grand  plans  for  its  Internet  and[ 
businesses,  the  company's  executj 
been  dismal.  Federated  pi-ojectl 
its  overall  Net  sales  would  hit  $l| 
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)illi(iii  by  2(K)4  with  the  addition  of 
•hut,  but  it's  now  clear  that  re- 
fill fall  well  short  of  the  goal.  In- 
sales  will  total  only  about  $180 
.  this  year. 

Fingerhut  fiasco  is  a  reminder 
ipitalizing  on  the  Net  is  far  from 
1  dunk.  While  pundits  predicted 
italog  companies  and  direct  mar- 
would  have  a  natural  advantage 
Web  because  they  know  how  to 
e  without  retail  stores,  that's  not 
the  case.  Sure,  Dell  Computer 
reaps  $1.5  billion  in  sales  from 
J  site  each  month.  But  Fingerhut, 
my  other  companies,  found  itself 
ling  in  the  wired  world:  Its  tech- 
was  lacking,  its  operations  were 
ih,  and  its  management  didn't 
he  experience  to  tell  the  differ- 
etween  the  players  and  the  pre- 
3  on  the  Net. 

',  Federated  is  working  hard  to 
he  best  of  a  bad  situation.  Ronald 
oe,  the  company's  vice-chairman 
cey  executive  behind  the  Finger- 
deal,  admits  that  "the  acquisi- 
in  has  not  worked  out  the  way 
'e  hoped."  Still,  he  says,  Finger- 
hut   is    proving    important 
't    strategically  because  it's  help- 
ing Federated  bolster  its  own 
Internet  and  catalog  operations. 
For  example.  Federated  is  us- 
ing the  catalog  company's  skills 
in  gleaning  information  from  cus- 
omer  databases  to  create  more 
ed  marketing  for  customers  of 
catalogs  and  e-commerce  site, 
aut  has  successfully  taken  over 
jment  of  Federated's  order-ful- 
.  center  and  is  starting  to  handle 
if  Federated's  catalog  and  Net 
cm  its  ovm  ware- 
"Hind- 


credit  at  high  interest  rates.  But  Ted 
Deikel,  Fingerhut's  longtime  CEO  and 
chairman,  wanted  more.  With  the  stocks 
of  Amazon.com  Inc.  and  America  On- 
line Inc.  soaring,  Deikel  figured  it  was 
time  to  remake  his  company  into  an 
e-commerce  player.  In  the  spring  of 
1998,  he  hired  William  J.  Lansing,  a  40- 
year-old  business-development  officer  at 
General  Electric  Co.,  to  develop  a  Net 
business  and  boost  catalog  sales. 

The  company's  new  president  was  a 
blur  of  activity  in  the  eight  months  be- 
fore  the    Federated    acquisition.    He 
carved  out  the  e-commerce  employees 
into  a  separate  group, 
ramped  up  hiring,  and 
boosted  capital  spend- 
1  1  ing  for  the  company's 

experience  shows  how  awry  three  Aedgiing  web 

.         Tj.  1  %  sites.  He  started  an 

a  traditional  company  s  etaiiing  site  for  Gen- 

ii. ^  Xers  called  TheHut 

e-commerce  alhance  can  go  com,  along  with  an 

accompanying  catalog. 


sight  is  always  20/20,"  says  Tysoe.  But 
"the  acquisition  was  a  good  strategic 
acquisition  for  us." 

Or  was  it?  Whatever  additional  skills 
Fingerhut  brings  to  Federated,  the  two 
companies  don't  fit  well  together,  and 
eventually,  they're  likely  to  be  separat- 
ed. Here's  why:  At  its  core,  Fingerhut 
lends  money  to  people  who  can't  get 
credit  anyplace  else.  That  kind  of 
volatile,  risky  business  is  very  differ- 
ent from  the  upscale  department-store 
operations  most  Federated  sharehold- 
ers are  looking  for.  Already,  Federat- 
ed's shares  have  tumbled  35%,  to  $35, 


MISMATCH 


Federated's 


from  their  peak  in  January.  Investors 
will  likely  continue  to  penalize  Federat- 
ed's stock  as  long  as  Fingerhut  is  part 
of  the  company.  "That's  why  I  believe 
they  will  ultimately  sell  the  business  or 
spin  it  off  to  shareholders,"  says  analyst 
Jeffrey  S.  Stein  of  McDonald  Invest- 
ments Inc.  Tysoe  says  Federated  will 
consider  anything  that's  in  the  best  in- 
terests of  shareholders. 

To  understand  how  Federated  and 
Fingerhut  got  into  this  jam,  turn  back 
the  clock  to  1998.  The  catalog  company 
was  still  independent.  It  was  racking 
up  revenues  of  nearly  $2  billion  annual- 
ly by  selling  pots,  toaster  ovens,  and 
other  items  at  high  prices  to  a  base  of 
largely  poor  customers.  To  drive  sales, 
Fingerhut  offered  easy 


He  bought  minority  stakes  in  four 
e-commerce  sites,  including  mountain- 
sport  content  site  MountainZone.com 
and  FreeShop.com,  which  offers  trials  of 
magazines  and  other  goodies.  He  also 
bought  three  catalog  outfits  and  started 
others  from  scratch. 
EASY  MONEY.  Lansing  showed  an  inno- 
vative touch  as  well.  Fingerhut  had 
loads  of  excess  capacity  at  three  ware- 
houses in  Minnesota,  Tennessee,  and 
Utah.  In  fact,  the  1  million-square-foot 
Utah  facility  was  vacant  because  the 
home-shopping  venture  Deikel  built  it 
for  never  panned  out.  Lansing's  solu- 
tion? Use  them  to  provide  warehous- 
ing, packaging,  and  shipping  services  to 
other  catalog  and  Web  companies. 

To  turbocharge  sales,  Lansing  pushed 
a  plan  to  provide  Fingerhut's  customers 
with  easy  money.  Even  before  he  ar- 
rived, the  company  had  started  to  offer 
some  customers  credit  cards  to  buy  Fin- 
gerhut goods  instead  of  making  them 
buy  products  on  an  installment  plan. 
Lansing  sped  up  the  rollout,  giving  cred- 
it cards  to  4  million  customers  in  two 
years  instead  of  the  previously  sched- 
uled three  years.  The  company  also 
started  offering  credit  cards  to  riski- 
er customers  and  aggressively  ex- 
tending them  credit. 

Almost  from  the  start,  there  were 
signs  that  such  vast  change  was  creat- 
ing problems.  "The  infrastructure  was 
always  a  step-and-a-half  behind,"  says  a 
former  Fingerhut  executive.  Finger- 
hut's November,  1998,  acquisition  of  the 
Popular  Club  catalog,  which  sells  fashion 
apparel,  bedding,  and  other  goodies,  was 
a  case  in  point.  Within  months  of  the 
deal,  Fingerhut  moved  Popular  Club's 
fulfillment  operations  from  New  Jersey 
to  Fingerhut's  Minnesota  facility.  But 
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that  tripled  how  long  it  took  to  get 
mailings  to  Popular  Club's  largely 
Northeast-based  customers,  causing 
sales  to  plummet,  say  a  former  Popular 
Club  employee  and  a  former  Fingerhut 
executive.  Fingerhut  moved  Popular 
Club's  fulfillment  back  to  New  Jersey 
last  summer. 

LOST  ORDERS.  Fingerhut  also  struggled 
with  the  technology  it  needed  to  be  a 
big  Net  player.  The  company  found  that 
it  was  too  difficult  to  modify  its  existing 
software  to  communicate  with  fulfill- 
ment customers  and  its  warehouse  net- 
work. So  Fingerhut  created  another  ver- 
sion of  the  software  called  Fingerhut 
Logistics  Software,  or  FLS,  to  handle 
orders  for  other  companies.  But  FLS  had 
kinks  in  it,  say  former  Finger- 
hut execs.  In  some  cases,  notice 
of  a  customer's  purchase  would 
get  lost  between  the  company's 
central  computers  and  its 
warehouses,  causing  days  of  de- 
lay. At  other  times,  the  soft- 
ware lost  track  of  inventory  so 
Fingerhut  didn't  have  an  ac- 
curate measure  of  what 
was  in  stock  at  the 
warehouse. 

Zimmerman  and 
the  rest  of  Federat- 
ed's      management 
saw     few     problems 
with   Fingerhut  when 
they  acquired  the  company  in 
February,  1999.  Federated  paid 
$25  a  share— 30%  above  the 
cataloger's  stock  price  just  be- 
fore the  deal,  and  nearly  four 
times  the  shares'  $6.62  low  just 
four  months  before.  Although 
Federated   officials   now   say 
Fingerhut's    Internet    forays 
were  not  a  major  reason  for 
the  purchase,  they  cited  those 
initiatives  at  the  time  of  the 
deal.  Zimmerman  plugged  the 
fulfillment    business    in    one 
newspaper  article,  and  man- 
agement discussed  the  poten- 
tial gains  from  Fingerhut's  Net 
investments  with  Wall  Street 
analysts.  "They  did  communi- 
cate that  to  the  Street  when 
they  first  announced  the  acqui- 
sition," says  McDonald  Invest- 
ment's Stein.  "That  was  part 
of  the  plan." 

Federated  certainly  did  noth- 
ing to  slow  down  Lansing.  Two 
months  after  the  acquisition, 
the  company  promoted  him  to 
head  a  new  operating  unit 
called  Federated  Direct,  which 
included   Fingerhut's  catalog 


and  Net  businesses  and  most  of  Feder- 
ated's  catalog  and  Net  operations.  Dur- 
ing the  rest  of  1999,  he  launched  three 
more  e-commerce  sites  and  made  four 
more  investments  in  Internet  startups. 
Over  the  summer,  he  landed  fulfillment 
contracts  with  eToys  and  Walmart.com. 
Lansing's  vision  was  anything  but 
modest.  With  Fingerhut's  infrastructure, 
Federated's  merchandising  expertise, 
and  his  growing  network  of  Web  sites, 
Lansing  figured  he  could  create  a 
"strategic  incubator."  The  Web  sites 
would  share  customers  and  warehouses 
and  promote  each  other's  offerings. 
Lansing  thought  the  combo  could  be- 
come bigger  even  than  Amazon.  "Yes,  I 
had  very  bold  aspirations.  That's  true," 


FINGERHUrS  AVALANCHE  OF  ERRORS 

Federated  Department  Stores  acquired  Fingerhut  in 
February,  1999,  in  hopes  of  using  its  Internet  and 

catalog  expertise  to  boost  Federated's  fortunes. 
Since  the  $1.7  billion  buy,  plans  haven't  worked  out. 

Overblown  Expectations 

Federated  planned  to  use  Fingerhut's  Net  savvy 
to  boost  its  overall  Internet  sales  to  $2  billion 
to  $3  billion  by  2004.  With  Federated's  total 
Net  sales  expected  to  hit  just  $180  million  this 
year,  it's  clear  that  was  way  too  optimistic. 

Troubled  Web  Sites 

With  visions  of  becoming  a  larger  Web  retailer  than 
Amazon.com,  Fingerhut  launched  eight  sites,  including 
auctioneer  AndysAuctions.com.  But  Federated  pulled 
the  plug  on  most  of  the  sites  in  October.  AndysAuctions 
is  being  closed,  and  four  other  sites  v^dll  be  folded  into 
flngerhut.com. 

Faulty  Fulfillment 

Because  of  its  expertise  in  filling  catalog  orders, 
Fingerhut  thought  it  could  provide  warehousing  and 
distribution  for  other  e-tailers.  It  won  fulfillment 
contracts  with  22  companies,  including 
eToys  and  Walmart.com.  But  e-tailers 
complained  of  slow  service  and  poor 
inventory  controls.  Only  eight 
fulfillment  contracts  remain. 

Bad  Debt 

After  Fingerhut  made  it  easier  for  its 
traditional  catalog  customers  to  use 
credit  to  buy  goods,  its  unpaid  debts 
soared.  Federated  disclosed  in  July  that 
higher  reserves  to  cover  bad  debts  will 
reduce  its  earnings  this  fiscal  year  by 
$350  million  to  $400  million. 


says  Lansing,  who  left  Finger) 
March  for  NBci,  the  TV  networl 
line  arm.  He  says  his  Net  inves 
were  strategically  sound  and  Fini 
was  a  "world  leader"  in  fulfillmeni 
he  departed.  "We  had  a  good  bu 
and  we  made  it  better,"  he  says, 
While  Lansing  was  thinking  bij 
gerhut's  operational  problems  wei 
ting  worse.  Shortly  after  the  Fed 
acquisition,  Fingerhut  acquired 
nority  stake  in  Hand  Technologi 
Austin  (Tex.)  company  that  sells 
puters  on  the  Net.  Fingerhut  s 
shipping  computers  for  Hand  out 
Minnesota  facility,  but  there  wer< 
bles  right  away,  according  to  Hai 
Andrew  Harris.  Fingerhut  had  i 
time  keeping  track  of  ci 
ers  in  its  warehouse,  so 
would  sell  products 
weren't  in  stock.  Finj 
also  was  unable  to 
Hand  with  basic  shipme 
tails,  such  as  computer 
numbers.  "They  were  d( 
ly  struggling  with  their 
mation  systems,"  says  I 
"DISCONNECT."  By  the 
1999,  differences  bej 
emerge  between  Lansir 
Federated's  managemei 
cording  to  former  Fin} 
execs.  While  Lansing 
wanted  to  pursue  his 
network  of  e-commerce 
his  bosses  were  becomii 
enthusiastic  in  the  wj 
early  declines  in  Net  re 
stocks.  Rather  than  set 
sing  cut  more  deals.  Fed 
wanted  him  to  focus  o 
Fingerhut  could  sen 
store,  catalog,  and  Wet 
panies.  When  both  sid 
down  to  set  a  budget  f( 
gerhut  for  2000,  Lansing 
for  about  $200  million,  a! 
ing  to  a  former  Fingerq 
ecutive.  He  got  $100 
While  Tysoe  wouldn't  coi 
on  the  budget  figu: 
concedes  that  "the 


have  been  some 
disconnect  there." 

Lansing's  big  plai 
into    even    more    t 
over  the  Christmas 
season.    Execs    at 
were  warring  with  F 
hut  over  escalating 
People  close  to  eToy 
tend  that  Fingerhut  v 
some  cases,  sending  ou 
tial  orders,  so  eToys 
pay  foi-  two  se 
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STILL  WAITING  FOR  HIGH- 
SPEED INTERNET  ACCESS? 


t  JUST  LOOK  UP. 


of  waiting  for  broadband?  StarBand-  is  here  now.  StarBand  is  the 
'pany  to  deliver  two-way.  high-speed  Internet  access  via  satellite  to  consumers, 
i/s  on  and  its  available  virtually  everywhere.  If  you  can  see  the  southern  sky. 

jet  StarBand  Just  took  up.-  StarBand  is  available  now  at  selected  DISH  Network'" 
and  through  MSN"^  Highspeed  -  Satellite  at  your  local  RadioShack"  store. 
' !  info  go  to  www.StarBand.com  or  call  toll-free  1-800-/i21-3/.64. 


r; 


STARBAND 


www.StarBand.com 


Information  Technology 


shipments.  In  other  cases,  Fingerhut 
took  so  long  to  assemble  orders  that 
eToys  had  to  pay  for  express  shipments. 
By  February,  the  parties  broke  off  their 
contract,  and  Fingerhut  launched  an  ar- 
bitration suit,  claiming  eToys  had  failed 
to  pay  for  $14.8  million  in  services.  The 
dispute  has  only  gotten  messier  since.  In 
August,  eToys  c:eo  Toby  Lenk  said  in  an 
article  in  The  Boston  Globe  that  he  had 
fired  Fingerhut — prompting  Fingerhut 
to  sue  for  defamation.  Neither  side  will 
comment,  but  in  court  documents,  Fed- 
erated blames  the  fulfillment  problems 
on  eToys'  own  disorganization. 

EToys  wasn't  the  only  one  question- 
ing the  quality  of  Fingerhut's  fulfillment. 
Mark  Amodio,  head  of  e-commerce  at 
Children's  Place,  a  New  Jersey  chil- 
dren's-apparel  retailer,  says  its  Net  or- 
ders sometimes  are  sent  in  two  ship- 
ments or  are  canceled  because  of 
difficulties  in  tracking  inventory.  Moun- 
tainZone.com  and  Walmart.com  also  had 
inventory  troubles.  Tysoe  concedes  that 
the  fulfillment  business  has  been  chal- 
lenging but  dechned  to  discuss  specifics. 
DEBT  SQUEEZE.  The  Fingerhut  situation 
went  from  bad  to  worse  this  year.  First, 
Federated's  stock  slid  nearly  31%  from 
the  fu-st  of  the  year  through  the  end 
of  April  as  investors  got  more  nervous 
about  Net  retailers.  Then,  in  July,  Fed- 
erated disclosed  that  rising  delinquencies 
in  Fingerhut's  credit  business  would  cut 
earnings  this  year  by  at  least  $350  mil- 
lion. Federated  blamed  the  rise  in  bad 
debt  on  aggressive  lending  practices, 
which  occurred  under  Lansing.  To  turn 
the  business  around.  Federated  is  tight- 
ening credit  standards — but  that 
expected  to  cut  Fingerhut's  core 
catalog  sales  by  as  much  as  39% 
this  year,  to  $850  million. 

In  October,  Lansing's  grand  vi- 
sion abruptly  came  to  an  end.  Fed- 
erated announced  that  all  five  Web 
sites  he  started  will  be  closed  or 
folded  into  other  sites.  The  com- 
pany will  no  longer  invest  in 
e-commerce  companies.  And 
Federated  will  stop  pursu- 
ing new  third-party  fulfill- 
ment   contracts.    Tysoe 
says  it  is  too  costly  to 
serve  dot-coms. 

In  hindsight,  he  says,  it's 
easy  to  question  the  wisdom 
of  the  acquisition.  Was  the 
deal  a  mistake?  "I  have  to 
let  others  tell  you  that,"  he 
says.  With  Federated's  mar- 
ket capitalization  down  about 
18%,  to  $7  billion,  the  answer 
is  pretty  clear. 

By  Robert  Bemer  in  Chicago 


VIDEO  GAMES 

POW!  BIFF! 
WHACK! 

Sega  is  gaining  but  still 
can't  catch  Sony 

In  the  cutthroat  video-game  business, 
this  Christmas  season  features  an 
epic  shoot-'em-up  between  Sega  Corp. 
and  Sony  Corp.  You  could  call  it  the  X- 
mas  Deathmatch — except,  almost  every- 
one agrees,  the  players  are  poorly 
matched.  Sega  is  the  struggling  under- 
dog, and  this  could  well  be  the  compa- 
ny's last  great  battle. 

In  fact,  earlier  this  year,  many  ana- 
lysts had  already  given  up  on  Sega. 
Through  much  of  the  past  18  months, 
the  buzz  surrounding  Sony's  upcoming 
PlayStation  2  game  console  was  so  thick 
you  could  slice  it.  Sales  were  roaring 
in  Japan,  and  its  Oct.  26  U.S.  launch 
was  sure  to  be  a  knockout.  Sega's 
Dreamcast  machine,  meanwhile,  was 
posting  decent  sales,  but  never  stole 
the  thunder  from  older,  more  primitive 
consoles  from  Sony  and  Nintendo  Co. 

Then,  last  summer,  Sega  got  a  big 
break.  Gremlins  crept  into  Sony's  semi- 
conductor production  process,  forcing 
the  company  to  trim  U.S.  sales  projec- 
tions. Instead  of  the  one  million-plus 
PS2  units  Sony  had  promised  by  Thanks- 
giving, the  company  was  suddenly  talk- 
ing about  500,000  to  700,000. 
SMART  ALECK.  Sega  leaped  into  ac- 
tion. At  the  end  of  August,  Sega  of 
.America  President  Peter  Moore 
slashed  Dreamcast  prices  to 
$149  from  $199  and  rushed 
thousands  of  extra  units  out 
to  retailers.  In  early  Octo- 
ber, he  approved  an  un- 
orthodox ad  campaign 
whose  pitchman  was  a 
smart-aleck  kid  snide- 
ly  offering  condolences 
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MARKET  SHARE  (UNITS  SOLD) 

Q4'99                Q4'00* 

1  DREAMCAST 

18.8% 

17.5% 

1  NINTENDO  64 

32.1 

14.8 

n  PLAYSTATION 

49.1 

31.6 

n  PLAYSTATION  2 

** 

36.3 

'/   "Through  Nov.  18          **Not  yet  introduced 
J                                    DATA:  PC  DATA 

UNDERDOG:  Sega  has  the  mo^t 
but  Sony's  PlayStation  has  tlu 

to  Sony.  And  Sega  made  sure 
gamer  was  aware  that  only  50 
were  available  for  the  PS2,  con 
vdth  200  for  Dreamcast. 

Despite  all  that,  the  results  fo 
have  been  mixed.  In  the  pas 
weeks,  Dreamcast's  unit  share 
$2  bilUon  U.  S.  game-console  marl 
jumped  to  20.5%,  from  12.1%  ir 
ber — inching  up  on  PS2's  26%.  Bi 
just  2.6  milhon  units  sold  to  date 
is  far  short  of  the  5  million  unii 
lysts  say  it  needs  to  attract  nev 
developers.  That  hurts,  because  re 
on  games  are  where  Sega  make 
of  its  meager  profits.  Meanwl 
terms  of  total  U.  S.  industry  re^ 
Sega's  share  has  slumped  to  19.8' 
31%  last  Christmas,  while  Sony 
48%  stake.  And  Sega  is  strapped 
er  ways,  too.  Unlike  its  competi 
lacks  the  resources  or  the  will  to 
op  a  new  console. 

Instead,  for  future  revenues, 
banking  on  an  online  game  site 
SegaNet,  crafted  around  Drea 
That's  a  novel  idea, 
money  doesn't  roll  in 
agement  may  just 
losses  on  Dreamcast, 
production,  and  throw 
thing  it's  got  into  its 
and  game  software  bu 
es.  Considering  the  est 
$163  million  loss  on  t\ 
sole  so  far,  that  m 
Sega's  smartest  move 
By  CliffKdwt 
Sati  Francisco, 
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All  the  networking  experience 
you  could  ask  for  in  one  company. 


As  one  of  the  world's  most  trusted  developers  of  intelligent  solutions  in  networks,  computer  systems 
and  semiconductors,  NEC  can  bring  you  the  bandwidth,  reliability  and  longevity  you  need  to  succeed. 
Our  newest  photonic  network  platform  will  transmit  3.2  terabits  per  second  -  that's  the  equivalent  of 
sending  1,600  complete  feature  length  films  in  just  one  second,  using 
just  one  strand  of  a  fiber  optic  cable.  See  how  the  advanced  technology  and 
experience  of  NEC  can  help  you  build  faster,  more  reliable  networks  today, 
and  far  into  the  future. 
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MEET  THE  COMPLETELY 
DIFFERENT  EDS' 

Despite  a  drastic  reorganization  and  suddenly  satisfied  customers,  skeptics  ren 


When  Electronic  Data 
Systems  Corp.  landed 
the  U.S.  government's 
biggest-ever  technolo- 
gy outsourcing  deal — a  $7  bOlion 
contract  to  build  and  maintain 
computer  networks  for  the  U.  S. 
Navy  and  Marine  Corps — Cham- 
pagne corks  popped  and  Sousa 
marches  played  over  loudspeak- 
ers at  the  sprawling  EDS  head- 
quarters in  Piano,  Tex.  For  ceo 
Richard  H.  Brown  and  his  team, 
the  surprise  win  over  three  ri- 
vals was  proof  positive  that  the 
once  foundering  technology-ser- 
vices giant  was  back.  WaU  Street 
was  impressed,  too.  The  compa- 
ny's stock  jumped  nearly  10%  af- 
ter the  Oct.  6  announcement. 

But  for  many  investors,  it's 
too  soon  to  celebrate.  Despite 
nearly  two  years  of  painful  cost- 
cutting  and  reorganizing  and  six 
consecutive  quarters  of  rising 
profit  margins,  EDS  still  must 
prove  that  it  can  reignite  its 
sluggish  top-hne  growth.  Brown 
has  done  "an  exceptional  job" 
of  restructuring  EDS  and  boost- 
ing profitability,  says  analyst 
David  M.  Togut  of  Morgan 
Stanley  Dean  Witter.  "But  [revenue] 
growth  is  much  more  difficult  than 
restructuring." 

TRAILING  THE  FIELD.  Indeed,  despite 
seven  quarters  of  record  contract-sign- 
ings  totaling  nearly  $42  billion,  EDs's 
third-quarter  revenue  was  virtually  flat 
from  a  year  ago.  If  you  strip  out  rev- 
enues from  former  parent  General  Mo- 
tors Corp. — a  flat-to-declining  business 
that  makes  up  18%  of  EDs's  sales — and 
exclude  the  effect  of  divestitures  and 
currency  swings,  the  growth  was  a 
healthier  8%.  Still,  that's  well  below  the 
market  rate  of  14%  growth  for  the  busi- 
nesses that  EDS  is  in — everything  from 
its  strategy  consultancy,  A.T.  Kearney, 
to  managing  data  centers  and  creating 
electronic  marketplaces.  With  investor 
expectations  outstripping  results,  the 
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FOCUS  CEO  Brown  says  double-digit  growt 
for  2001  is  in  the  pipeline.  Predictions  aside, 
third-quarter  revenues  were  lackluster 


stock  now  trades  at  about  $56 — well  be- 
low its  52-week  high  of  $76  in  February. 
The  unflappable  Brown,  former  chief 
of  Cable  &  Wireless  PLC,  counsels  pa- 
tience. "We're  still  extremely  confident 
that  the  revenue  is  there  to  get,"  he 
says.  With  most  of  the  restructuring 
completed,  he  says  the  recent  contracts 
and  improved  customer  renewal  rates — 
86%  now,  vs.  an  abysmal  70%  in  1998— 
will  produce  faster  growth  in  the  fourth 
quarter  and  double-digit  gains  in  its 


non-GM  business  next  year, 
absolutely  no  flaw  in  the  perfom 
EDS,"  insists  Brown,  pointing  t( 
billion-plus  backlog  of  contracts 
rich  pipeline  of  potential  deals. 

Brown,  a  New  Jersey  nati^ 
joined  EDS  in  January  of  '99,  'u 
only  iT-services  chief  strugglir 
sluggish  growth.  (\)mputer  S 
Corp.,  Perot  Systems,  and  othei 
try  players  have  had  similar 
pointments.  Heavy  spending  on 
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es  and  frenzied  Net  initiatives  in  1999 
dampened  sales  earlier  this  year  And 
the  strong  dollar  is  pinching  interna- 
tional players  such  as  EDS,  which  gets 
42%  of  its  revenues  from  overseas. 

Still,  EDS  faces  some  self-made  hur- 
dles. As  part  of  Brown's  $1  billion  cost- 
cutting  effort,  the  company  terminated 
about  125  contracts  and  sold  units  with 
subpar  profits.  That  left  a  $600  million 
hole  in  revenues  to  fill  this  year.  Brown 
let  a  third  of  his  salesforce  go  to  make 
room  for  better  performers  but  only  re- 
cently staffed  up  to  prior  levels.  And  a 
massive  shuffling  of  executives  followed 
some  13,500  layoffs  and  early  retire- 
ments, hurting  critical  sales  relation- 
ships with  existing  customers. 

Brown's  drastic  medicine  was  sorely 
needed.  The  scrappy  business  founded 
by  Ross  Perot  and  sold  to  gm  in  1984 
had  grown  fat  and 
complacent.  Some  48 
"strategic  business 
units"  operated  as  sep- 
arate fiefdoms,  bloat- 
ing costs  and  confus- 
ing customers.  By  the 
mid-'90s,  EDS  was  an 
also-ran  in  the  budding 
world  of  the  Inter- 
net— and  had  ceded 
leadership  in  services 
to  a  revitalized  IBM.  In 
1996,  EDS  was  spun  off 
by  GM  and  forced  to 
cut  prices  for  its  for- 
mer parent  to  lock  in  a 
new,  long-term  ser- 
vices deal.  EDS  quickly 
found  itself  struggling 
to  meet  sales  and 
earnings  targets. 

Brown  hit  eds  like 
a  neutron  bomb.  Only 
10  of  the  37  top  offi- 
cers who  were  there 
when  he  arrived  re- 
main. The  48  fiefdoms 
have  been  streamlined 
into  four  business  divisions 
report   ranks    the    top   40 


REACTION    Critics  contend  that  EDS  lacks 
truly  innovative  e-business  expertise.  In 
November,  it  launched  a  soup-to-nuts  Web  ui 


William  C.  Van  Faasen,  GEO  of  Blue 
Cross  &  Blue  Shield  of  Massachusetts 
Inc.,  says  Brown  stopped  by  for  a  visit 
to  hear  his  concerns  within  two  months 
of  taking  the  top  job  at  eds.  In  seven 
years  as  GEO,  it  was  the  first  one-on-one 
meeting  Van  Faasen  had  had  with  an 
EDS  chief.  "They  hsten  better"  now,  he 
says.  Jack  Sandner,  GEO  of  FreeDrive 
Inc. — which  offers  data  storage  services 
via  the  Net — was  astonished  at  eds's 
newfound  focus.  In  more  than  a  decade 
as  chairman  of  the  Chicago  Mercantile 


TROUBLED  TIMES  AT  EDS: 
DICK  BROWN'S  TURNAROUND  PLAN 
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SOLUTION 

Cut  13,500  jobs  and  sold 
assets  to  slash  costs  by  $1  billion 
annually. 

Replaced  complex  structure  of  48 
units  with  four  lines  of  business  to 
focus  marketing  message  and  foster 
better  cooperation  among  divisions. 

Developed  a  computerized  "service 
excellence  dashboard"  to  track 
how  customers  and  EDS  execs  rate 
performance  on  contracts. 

Partnered  with  hardware  and 
software  suppliers,  such  as  EMC  and 
Ariba,  to  extend  EDS's  technology 
capabilities  and  sales  reach. 

Built  skills  in  areas  such  as 
Web-hosting,  data-storage,  and 
online  exchanges  to  tap  into  hot 
e-commerce  markets. 


A  weekly 
managers 
against  their  sales  targets  and  is  shared 
with  all  of  them.  A  computerized  "ser- 
vice excellence  dashboard"  shows  how 
more  than  1,000  contracts  are  perform- 
ing— with  red  highlights  on  the  trou- 
ble spots,  as  ranked  by  customers  and 
EDS  executives.  Brown  regularly  visits 
customers  and  employees  and  responds 
to  the  hundreds  of  e-mails  he  gets 
monthly  from  workers.  "There's  a  sense 
of  urgency  that  hasn't  been  there  be- 
fore," says  EDS  Vice-President  Robb  R. 
Rasmussen. 

Pleased  customers  have  taken  notice. 


Exchange,  Sandner  had  worked  with 
EDS  and  found  the  experience  to  be  "like 
rowing  a  boat  in  mud."  But  less  than 
two  weeks  after  Sandner  and  Brown 
chatted  at  a  White  House  dinner  in  Au- 
gust, EDS  teams  were  combing  through 
FreeDrive.  Ten  days  later,  EDS  had 
agreed  to  invest  in  FreeDrive  and  to 
provide  Web-hosting  and  data-storage 
services  to  the  startup.  "This  is  a  com- 
pletely different  EDS,"  marvels  Sandner. 
EDS  has  no  choice  but  to  be  faster 
and  nimbler  Even  its  bread-and-butter 
outsourcing  business — handling  data  cen- 
ters, networks,  and  other  tech  chores 
for  customers — is  rapidly  changing.  Out- 


sourcing chief  Douglas  L.  Fre| 
says  such  deals,  still  75%  of  EDS 
enues,  are  getting  smaller  and 
than  the  10-year  megacontracts  tj 
few  years  ago.  And  profit  marg 
getting  slimmer  as  competition! 
up.  Customers  are  looking  for  oui 
ing  deals  built  around  specific  te\ 
gies  or  business  processes,  like 
over  the  management  of  the  hur 
sources  or  accounting  departmer 
IDC  analyst  Traci  Gere.  That 
flexibility  "has  not  been  a  hallr 
EDS  in  the  past,"  she  says. 
NEED  FOR  SPEED.  EDS  will  neec 
even  speedier  if  it  wants  to  be| 
player  in  e-business  services,  the 
grovraig  tech-services  market:  Re 
house  Gartner  Group  expects  it  J 
crease  more  than  sixfold  by  2({ 
$158  billion.  EDs's  e-business  cusj 
often  cite  the  company's  good  woi 
give  it  mixed  reviews  when  it  [ 
to  providing  "really  innovative,  cj 
edge  types  of  solutions,"  says 
analyst  Frances  Karamouzis. 

To  improve  on  that  score,  EDS  I 
vember  launched  bluesphere,  a  ne 
to  offer  customers  Web  desigrl 
grated  with  back-end  application! 
as  billing  and  procurement.  Analyl 
E.  Keirstead  of  Lehman  Brothel 
figures  giants  like  EDS  and  IBM 
positioned  to  take  market  shar^ 
e-business  niche  players  such  as 
and  Razorfish.  "The  projects  th 
left  are  larger,  more  complex  de^ 
quiring  global  companies  with 
ence  integrating  heavyweight  coij 
systems,  Keirstead  says. 

With  most  of  the  jolting  chan^ 
hind  it,  will  eds  finally  take  off? 
Lynch  &  Co.  analyst  Stephen 
Clellan  thinks  so.  He  figures  non^ 
enues — the  number  most  analy^ 
low — will  grow  11%  next  year, 
paltry  4%  increase  in  2000.  Ea 
should  jump  15%,  to  $1.;^  billion, 
admits,  profitably  implementing 
complex  deals  is  where  the  real 

Even  EDS  executives  concede 
done  the  easy  part  in  pruning! 
Now,  they've  got  to  deliver  orj 
growth  promises  to  reap  their  ri 
on  Wall  Street.  Until  then,  the 
best  to  turn  down  the  Sousa  anl 
those  Cham|)agne  flutes  in  storaJ 
By  Wendy  Zellner  in  Plan 
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By  Timothy  J.  MuUaney 


THIS  RACE  ISNT  EVEN  CLOSE 


Conventional  wisdom  is  a  funny 
thing.  This  time  last  year,  Ama- 
zon.com Inc.  was  king  of  the 
world.  The  company  was  worth  more 
than  $40  billion,  ceo  Jeffrey  P.  Bezos 
was  Time's  Man  of  the  Year,  and 
thousands  of  you — you,  because  I 
can't  buy  tech  stocks — were  getting 
rich  going  along  on  Jeffs  ride.  This 
year,  to  some,  Amazon  looks  more 
like  the  Titanic  than 
the  most  famous  line 
in  the  movie  about  it. 
Its  market  cap  has 
slid  to  a  lowly  $9.4 
billion.  And  to  hear 
some  pundits  tell  it, 
the  big  boys  are  com- 
ing to  get  Jeff  and 
kill  his  company 
dead,  the  biggest  bul- 


inexpensive  for  what  you  get,  and 
when  I've  shopped  for  complex  goods 
such  as  consumer  electronics,  I've 
found  good  sales  help.  But  I  want 
my  shopping  experience  to  include  a 
bit  of  entertainment,  whether  I'm  on- 
line or  not.  Part  of  the  value  a  tradi- 
tional store  provides  is  giving  me 
ideas  and  making  me  feel  comfort- 
able. With  their  "greeters"  and  easy- 


ly  of  all  being  Wal- 
Mart  Stores  Inc. 

Ti-ouble  is,  the  case 
for  Amazon  getting 
crushed  by  Wal-Mart 
doesn't  stand  up 
when  you  do  some 
side-by-side  compar- 
ing of  their  Web 
sites.  What's  wrong 
with  Walmart.com? 
Put  simply,  it  settles  for  taking  or- 
ders for  the  products  people  come 
looking  for  rather  than  enticing  them 
to  buy  things  they  hadn't  even 
thought  of  buying.  Amazon  is  much 
more  ambitious.  Once  you've  visited 
the  site,  it  knows  who  you  are  when 
you  come  back  and  suggests  items 
based  on  what  you  bought  before. 
Customers  can  make 
a  purchase  with  one 
click  of  the  mouse. 
The  site's  easy  to 
use — and  fun  to  boot. 

Our  little  test  was 
simple:  I  shopped  at  each  e-store  for 
books,  toys,  records,  and  electronics 
to  judge  the  convenience  and  the 
value  each  site  provides.  I  like  Wal- 
Mart's  traditional  stores  fine — they're 


that  its  International  Standard  B( 
Number  is  046.503912X.  This  data 
may  help  Walmart.com's  warehou: 
keep  track  of  inventory,  but  it  die 
do  diddly  for  me. 

It's  a  different  scene  at  Amazo: 
You  get  reviews  from  Amazon  its 
from  The  New  York  Times,  and  ft 
Amazon  users  who  love  and  hate 
book.  You're  also  alerted  to  relate 
books,  just  as  a  g 
salesperson  would 
do.  And  you  learr 
that  sales  have  b( 
heavy  to  people 

I  working  for  the 

House  of  Represe 
tatives  and  the  Ji 
tice  Dept. — a  mesj 
sure  of  the  book's 
influence. 


WEB  REVIEW 


Amazon.com  vs. 
Walmart.com 


to-follow  floor  plans,  Wal-Mart  stores 
do  a  pretty  good  job  of  this.  But 
Walmart.com  doesn't  measure  up  to 
its  own  brick-and-mortar  stores, 
much  less  to  Amazon. 

In  fact,  it's  just  plain  boring.  The 
eye-glazing  treatment  begins  at  the 
home  page,  which  is  a  long  list  of 
categories.  But  to  understand  Wal- 
mart.com's true  dullness, 
try  shopping  for  books. 
Consider  Stanford  law  pro- 
fessor LawTence  Lessig's 
Code  &  Other  Laws  of  Cy- 
berspace. At  Walmart.com, 
you  learn  in  three  sentences  that 
Code  was  published  last  year,  is  "cat- 
egorized by  the  Library  of  Congress 
as  intellectual  property,"  that  it 
weighs  1.32  pounds  as  shipped,  and 


This  isn't  aboul 
frills.  Walmart.coi 
doesn't  even  give 
customers  the  bas 
Take  electronics, 
went  shopping  on 
both  sites  for 
portable  CD  playe 
and  boomboxes,  a 
Amazon's  superio: 
could  hardly  be 
missed.  Both  sites  had  plenty  of 
machines  at  prices  I  was  willing 
pay,  but  only  Amazon  had  enougl  - 
formation  to  help  me  make  good 
cisions.  On  a  gpx  cd  player,  for  e: 
ample,  the  Amazon  review  and  31 
user  reviews  were  supplemented 
a  table  that  let  me  compare  the 
features  with  those  of  other  play( 
Simple  one-click  boxes  referred 
to  accessories  and  batteries.  At 
mart.com,  I  got  a  jargon-filled 
quickie  list  of  features  with  no 
nations  and  the  news  that  a  si; 
player  weighs  1.9  lb.  I  also  got 
choices,  which  surprised  me.  I 
bought  the  player  at  Amazon. 

The  personal  touch  mattei-s  onlj 
as  well  as  off,  and  Walmail.com  j 
doesn't  bother  to  reach  out  to  sh(l 
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pers  the  way  Amazon  does.  In  cate- 
gory after  category,  I  found  Wal- 
mart.com's  recommendations  to  be 
off  target.  Why?  They  weren't  in  any 
way  tailored  to  my  tastes  and  inter- 
ests. Among  the  new  cos  it  offered 
me  on  a  single  list  of  "new  releases": 
ones  by  Pope  John  Paul  II  and  the 
rapper  Nas.  In  contrast,  on  Amazon, 
once  I  filled  in  a  questionnaire  about 
myself,  it  showed  me  all  kinds  of 
books  and  movies  I  would  consider 
buying,  including  Stephen  King's  On 
Writing:  A  Memoir  of  the  Craft, 
which  I  purchased.  I  was  stunned  by 
how  quickly  the  site  zoomed  in  on 
my  interests. 

In  fact,  if  anything,  Amazon  was  a 
little  too  responsive.  Just  when  I 
thought  I  had  it  trained  to  recom- 
mend stuff  I  like,  I  went  and  bought 
one  lousy  Backstreet  Boys  CD — for  a 
teenager,  not  for  me.  Amazon  decid- 
ed I  was  even  more  juvenile  than  I 
actually  am  and  offered  as  a  top 
video  pick  Our  Lips  Are  Sealed, 
starring  the  Olsen  twins.  It  had  no 
way  of  detecting  that  I  had  bought  a 
CD  for  someone  else.  The  choice  was, 


to  put  it  mildly,  a  far  cry  from 
the  boxed  set  of  Tlie  Sopranos        ( 
videos  that  Amazon  had  been 
pitching  me  before. 

While  Amazon  took  me  almost 
effortlessly  to  where  I  wanted  to  go, 
Walmart.com's  navigation  features 
missed  the  mark  more  often  than 
not.  It  couldn't  locate  some  of  the 
popular  toys  for  3-year-olds  even 
though  one  toy  in  question  was  from 
the  well-known  brand  Playskool.  My 
trip  to  its  online  photo  store,  which 
Walmart.com  promotes  on  its  home 
page,  landed  me  at  a  broken  link, 
one  of  many  niggling  performance 
problems  I  noticed.  My  search  for  ro- 
mantic comedies  starring  Tom  Hanks 
turned  up  Nightmare  at  ^3  Hillcrest, 
a  drama  about  a  wrongful  accusation 
of  drug-dealing,  before  his  hit  Sleep- 
less in  Seattle. 

Prices  at  the  two  sites  were 
roughly  equal.  I  would  have  paid  the 
same  $14.97  at  both  for  cyclist  Lance 
Armstrong's  It's  Not  About  the  Bike. 
Walmart's  price  beat  Amazon's  for 
the  Britney  Spears  CD  Oops  I  Did  it 
Again,  $11.38  to  $13.28.  But  Amazon 


underpriced  Walmar 
a  Sony  Mavica  digital! 
camera,  $449.99  to  $49| 
Shipping  costs  at  the  t\ 
sites  were  about  the  sameJ 
On  Walmart,  for  arrival  in  threj 
six  business  days,  shipping  for  a  | 
sic  CD  cost  $2.88,  and  $3.57  for  a  | 
Amazon's  price:  $2.98  for  either 
or  a  DVD.  Shoppers  who  are  reallj 
concerned  about  price  should  pre 
bly  bag  both  sites  and  use  shoppi 
"bot"  sites  that  comb  the  Web  fol 
the  lowest  prices  on  specified  go(j 

To  sum  up,  Spike  Lee  said  it 
in  a  Nike  Inc.  commercial  about 
women's  hoops  a  few  years  back:! 
Basketball  is  basketball,  and  athll 
are  athletes.  Translation:  It  doesj 
matter  if  you  started  out  as  an 
e-store  or  a  bricks-and-clicks  stoil 
What  matters  is  whether  or  not 
you've  got  game.  Right  now,  Am| 
zon.com  is  a  very  good  store,  anc 
Walmart.com  is  still  learning  the  | 
line  fundamentals. 


Mullaney  writes  the  Clicks  & 
column  for  Business  Week 


SHOOTOUT  AT  THE  CHRISTMAS  CORRAL 


Conventional  wisdom  has  it  that  dot-com  retailers  will  he  toast  as 
traditional  players  such  as  Wal-Mart  Stores  make  an  even  more  aggressive 
push  online.  To  find  out  if  that's  true,  we  tested  Walmart.com  against 
Amazon.com,  the  leading  online  retailer.  Forget  the  revisionist 
hype:  Amazon  is  better.  A  lot  better. 


/ 


Amazon  kicks  Walmart's  butt  when  it  comes  to  telling  you  about  the 
goods  you're  considering  buying.  At  Amazon,  you  get  reviews  and,  in 
some  categories,  detailed  comparisons  between  models.  Walmart 
usually  gives  you  two  sentences  and  a  UPC  code,  plus  useless  info 
about  how  much  the  product  weighs.  Looks  like  it  was  designed 
more  for  the  shipper  than  the  shopper. 


CONVENIENCE 


Walmart  has  a  reasonably  convenient  checkout  process,  but  Ama- 
zon's one-click  checkout  has  it  beat  hands  down.  It's  the  most  dan- 
gerous thing  to  happen  to  impulse  buyers  since  the  credit  card. 
Also,  Walmart  falls  below  par  because  it's  often  difficult  to  find 
what  you  want,  though  it  usually  carries  more  stuff  than  Amazon. 


In  keeping  with  the  spirit  of  this  holiday  season,  bargains  abound  at 
both  sites.  Walmart  seems  a  bit  cheaper,  but  not  for  every  item. 
Both  can  be  routinely  beaten  by  shopping  bots  for  the  most  price- 
conscious  consumers. 


By  far  the  biggest  thing  separating  these  two  sites  is  how  much 
care — and  even  joy — goes  into  how  the  goods  are  presented. 
Amazon  recognizes  you  when  you  arrive  and  offers  you  merchandise 
related  to  your  tastes.  Walmart  seems  like  an  online  warehouse. 
You're  left  on  your  own  to  wander  through  the  aisles. 
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..  J  business  world 
where  the  only  constant 
is  change,  continuing 
education  is  becoming  a  mandatory 
course  of  action.  But  what  if  your 
professional  advancement  has  been 
stalled  by  geographic  or  time 
constraints?  Thanks  to  the  boom  in 
online  educational  programs,  you 
can  take  a  lesson  from  executives 
worldwide  who  are  increasingly 
turning  to  the  Internet  to  improve 
their  skills  without  interrupting  their 


Whether  you're  hoping  to  move  up  in  your  current  job  or  transfer  to  another  industry, 
BusinessWeek's  Distance  Learning  Directory  can  help  you  choose  the  right  virtual  classroom 
to  meet  your  real-world  demands.  This  new  directory  is  an  introductory  guide  to  the 
ever-expanding  roster  of  prestigious  schools  offering  undergraduate  and  professional 
programs  online.  And  with  a  growing  interest  from  overseas  for  a  U.S.  education  and 
constant  need  to  update  career  skills,  you  now  have  more  educational  opportunities  than  ever 
to  remain  in  demand  and  on  top  of  the  latest  developments. 

To  stay  competitive  in  a  dynamic  job  market,  you  have  to  be  able  to  act  on,  rather  than 
react  to,  the  newest  trends.  The  BusinessWeek  Distance  Learning  Directory  provides  you 
with  critical  resources  to  help  you  find  the  right  online  curriculum. 


Nov\f 
you  can 
earn  an 
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\A/ithout 

a 

Bachelor's 

Degree. 


Introducing  the 

Certificate  Access 

Program 
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United  States 
Open  University 


For  more  information 
wwv)/. open.edu 
1-800-232-7705 

VirtuctI  learning. 
Virtually  anywhere. 


ISIFiffiWIffMtM 
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Knowledge  to  Go  Places 
Pioneers  in  Distance  Education 

www.biz.colostate.edu 
1 -800-491 -4MBA 

University' 

Reach  Your  Potentia 


CyberU  Will  Take  You  Th 

The  Corporate  Education  Sol 

•  Comprehensive  Training  Platfori 

•  Best-in-Class  Online  Education 

•  Personalized  Employee  Training  i 

•  Cost  Effective,  Rapid  Deploymer 


Anytime,  Anyplace. 

OUR    COMMUNITY    OF     LEARNERS     IS    AT    YOUR     FINGERTIPS 
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Professional  desree  and 
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today's  lifestyle. 
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An  experienced  leader  in  on-line  learnins  technolosv 
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inguished  Faculty 

3B-Accredited 

-time  or  Part-time  Study 


^w.SUFFOLKeMBA.org 


The  Graduate  Programs  of 
E  SAWYER  SCHOOL  OF 
MANAGEMENT 

Suffolk  University 
Boston,  Massachusetts 
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The  Future  of 
Higher  Education 


www.harcourt.edu 


Harcourt  Higher  Education 


AN     ONLINE     COLLEGE 

Harcourt  Higher  Education  •  43  Thorndike  Street,  Bulfinch  Square  •  Cambridge.  MA  02141  •  1-800-856-9635  ext,  1044 
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lOMPANY      INFORMATIO 


I 

izLmk 

juslnessweek.com/BlzLink 


For  more  information  on  the  companies  in  this  direc- 
tory, you  can  select  from  the  three  easy  options  Nsted 
below  through  BizLink.  Companies  will  be  found  in  the 
December  18,  2000  issue. 


olorado  State  University 

yberU 

3st  Carolina  University 

arcourt  Higher  Education 


5.  International  Center  for  Distance  Learning 

(CollegeLearning.com) 

6.  Oregon  Health  Sciences  University 

7.  Suffolk  University 

8.  United  States  Open  University 


let 

in  request  information  and/or  link  directly  to  company 
tes  through  our  electronic  reader  service  program® 
businessweek.com/BizLInk 


the  desired  number(s)  listed  above,  CLEARLY  print  your 
address,  phone  and  fax  numbers  and  fax  this  page 
)y  of  this  page)  to  the  USA  +1-941-596-3019 

■this  page  and  mail  to:  Business  Week,  c/o 

Drains.com  1951 J  &  C  Blvd.  Naples,  Florida  34109-9962 


Medical  Informatics  is  the  application  of  intor- 
mation  technology  to  health  care.  Oregon 
Health  Sciences  University  offers  an  eight- 
course  Graduate  Certificate  Program  in  this 
area.  The  program  is  idea!  for  mid-career  indi- 
viduals seeking  to  enhance  their  knowledge  and 
skills.  The  program  is  flexible,  completely 
Web-based,  and  offers  campus  library  access. 
Visit  the  program  Web  site  at 
www.ohsu.edu/biocinformatics/distance/ 
or  test  a  demo  at  distance.ohsu.edu. 

For  more  Intormation,  contact  Program 
Administrator,  Division  of  Medical  Informatics 
and  Outcomes  Research,  OHSU,  at: 


phone  503  494-4563 
fax  503  494-4551 

e-mail 
intormat@ohsu.edu 
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HEIR  TODAY, 
GONE  TOMORROW 

How  top-flight  execs  McNerney  and  Nardelli  left  GE  with  breathtaking  speed 


It  took  ail  of  five  business  days  for 
Corporate  America  to  snap  up  two  of 
the  most  sought  after  CEOs-in-^waiting, 
General  Electric  Co.  alums  W.  James 
McNen'Tiey  Jr.  and  Robert  L.  Nardelli. 
The  two  veterans,  both  top  contenders 
for  Jack  Welch's  CEO  job,  were  expected 
to  leave  their  posts.  But  tlieir  surift  de- 
parture only  underscores  the  urgent  need 
for  topfiight  talent  at  some  of  the  na- 
tion's largest  and  most  vaunted  carpora- 
tions.  huieed,  Welch  noted  tlmt  only  mie 
fwur  after  ge  anncranced  Jeffrey  R.  Im- 
m^lt  as  his  successor,  lieadhunter  Hei- 
drick  &  Struggles  was  on  the  phcme  in- 
quiring about  the  two  also-rans. 

And  far  good  reason.  Both  men  hxive 
impressive  resumes  and  endured  test  af- 
ter tough  test  from  Welch.  But  the  ge 
pedigree  also  means  they  will  face  soar- 
ing expectations  from  investors — just 
look  at  the  11%  jump  in  SM's  slmre  price 
the  day  McNerney  signed  on.  So  now 
com^s  a  new  test:  Can  these  men  deliver 
outside  the  confines  of  GE? 


McNERNEY:  A  SHORT  JUMP 
FROM  GE  TO  3M 

As  he  sprints  through  a  series  of  get- 
acquainted  calls  with  the  media,  W. 
James  McNerney  Jr,  the  newly  named 
chairman  and  chief  executive  of  3M, 
begs  for  more  time  before  laying  out 
his  action  plan.  Only  nine  days  earlier, 
McNerney  still  was  in  a  three-man  race 
to  succeed  his  legendary  boss  at  Gener- 
al Electric  Co.,  chairman  and  CEO  John 
F.  Welch.  Now,  after  losing  out  at  GE,  he 
is  set  on  Jan.  1  to  become  the  first  out- 
sider to  i-un  3M  in  its  98-year  history. 
"I've  been  here  only  three  hours,"  Mc- 
Nerney pleads. 

It  shouldn't  take  the  former  presi- 
dent of  (JE's  $10.5  billion-a-year  aircraft- 
engines  unit  long  to  feel  light  at  home. 
Although  clearly  dwarfed  by  CE,  3M  is  a 
whole  lot  like  the  industrial  powerhouse 
McNerney,  51,  left  behind  on  Dec.  5  af- 
ter 18  years.  3M  is  highly  regarded  for 
its  premium  brands,  market  dominance. 


3M:  GE  JUNIOR 

SM's  far-flung  divisions  should 
sales  of  $17  billion  this  year 

DIVISIONS  EXPECTED  2001 

B 


INDUSTRIAL  MARKETS 

Tapes  and  abrasives  for  industry 


TRANSPORTATION,  GRAPHICS, 
AND  SAFETY 

Signage  and  respiratory  products 


HEALTH  CARE 

Medical  and  dental  products 


CONSUMER  AND  OFFICE  PRODUCTS 

Post-it  notes  and  Scotch  tape 


ELECTRO  AND  COMMUNICATIONS 

Electronics  and  telecom  components 


SPECIALTY  MATERIAL 

Textile,  packaging,  and  Scotchgard 


global  reach,  and  diverse  operatic: 
deed,  the  St.  Paul  (Minn.)  cong 
ate  boasts  a  lineup  of  more  than 
products,  from  Post-it  notes  and 
0  sponges  to  those  familiar  lime- 
highway  signs  and  a  new  family 
mune-response  drugs.  "This  is  ver 
ilar  to  the  company  that  Jack 
took  over  20  years  ago,"  obi 
William  Fiala,  an  industry  analys 
Edward  Jones.  Like  GE,  3M  is 
respected  company  that  is  chi 
right  along." 

And  with  McNerney  in  char] 
vestors  foresee  even  better  times 
Known  for  his  skills  at  rallying  ei 
ees  and  attention  to  key  customei 
Nemey  turned  his  division  into  thi 
profitable  industrial  unit  at  (;e 
the  management  ex})ertiso  that 
Welch's  i)roteges  are  known  for  ai 
Nerney  was  like  a  star  cjuarlerbi 
the  free-agent  market. 

He'll  have  a  lot  of  gn>at  ass 
work  with  at  3M.  The  compan 


m[ 
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been  able  to  regularly  reinvent  itself, 
thanks  to  a  research-and-development 
budget  that  tops  $1  billion  a  year,  and 
a  knack  for  rifle-shot  acquisitions.  Al- 
ready, a  third  of  its  sales  come  from 
products  introduced  within  the  past 
four  years.  An  example:  Abrasives  that 
had  been  used  in  everyday  sandpaper 
have  been  refined  and  now  are  used 
to  polish  semiconductors.  Notes  McN- 
erney:  "A  big  mistake  I  could  make 
would  be  to  declare  these  businesses 
mature  before  their  time." 
SHARP  FOCUS.  After  an  embarrassing 
stumble  in  1998,  when  management  was 
blindsided  by  Asia's  financial  collapse, 
3M  is  again  posting  double-digit  sales 
and  profit  growth.  The  corporation  ex- 
pects its  operating  earnings  to  hit  $3.15 
billion  in  2000,  up  more  than  10%  from 
1999,  on  record  sales  of  $17  billion.  Mean- 
while, its  share  price  is  at  an  all-time 
high,  hitting  $119  on  Dec.  5,  as  investors 
celebrated  McNemey's  appointment. 

McNerney  will  attempt  to  improve 
on  that  stellar  performance  with  man- 
agement practices  he  learned  from  men- 
tor Welch.  Among  them:  a  sharp  focus 
on  quality  improvement,  cost-cutting, 
and  consistent,  best-in-industry  sales 
and  profit  growth.  "What  he  needs  to 
do — and  what  he  will  do — is  inject  some 
of  ge's  performance-minded  culture  into 
3M,"  predicts  Jack  L.  Kelly,  an  analyst 
with  Goldman,  Sachs  &  Co. 

3M's  board  began  its  search  for  a 
new  chief  executive  last  spring,  when 
Chairman  and  CEO  Livio  D.  "Desi" 
DeSimone  confirmed  his  intention  to 
step  down  by  July,  2001.  But  3M  di- 
rectors essentially  put  the  process  on 
hold  until  ge's  board  declared  Welch's 
successor.  That  finally  happened  on 
Nov.  27,  when  ge  went  with  Jeffrey 
R.  Immelt,  president  of  the  company's 
medical-services  unit. 

McNerney,  a  popular  and  athletic 
Harvard  MBA  grad  who  considered  Lu- 
cent Technologies  Inc.  before  agreeing 
to  move  to  3M,  says  that  he  will  need 
months  before  he  puts  together  his 
team  and  "stretch"  goals.  But  he  says 
two  units  have  already  caught  his  eye. 
One  is  the  $3.4  billion  health-care  divi- 
sion, where  sales  and  earnings  are  fore- 
cast to  grow  more  than  10%  a  year, 
thanks  in  part  to  its  pipeline  of  phar- 
maceuticals. The  other  is  the  $2.5  billion 
electro  and  communications  unit,  which 
is  expected  to  grow  25%  annually  on 
the  global  buildout  of  the  telecom  and 
power-generation  industries.  The  busi- 
nesses may  not  approach  ge's  scale,  but 
those  are  growth  rates  that  even  GK 
would  like. 

By  MichueL  Arridt  in  Chicago 


NARDELLI:  TAKING  ON 

A  FIXER-UPPER 

Can  Robert  L.  Nardelli,  who  made  his 
name  at  General  Electric  Co.  selling 
$40  million  turbines  to  utilities,  make 
the  switch  to  selling  3(?  washers  and 
screws  to  weekend  handymen? 
This  is  the  question,  now  that 
Nardelli — a  runner-up  in  the 
John  F.  Welch  succession  sweep- 
stakes— has  been  tapped  to  head 
up  Home  Depot  Inc.  in  Atlanta. 
For  all  his  successes  in  reviving  GE's 
locomotive  and  turbine  divisions, 
Nardelli  has  little  experience  in  con- 
sumer businesses,  much  less  the  hard- 
ware retailing  mar- 
ket that  Home 
Depot  has  come  to 
dominate. 

STUMBLE.  That's 
part  of  what  makes 
the  appointment, 
which  was  an- 
nounced on  Dec.  5, 
so  fascinating.  In 
any  case,  Nardelli 
won't  have  much 
time  to  learn  the 
ins  and  outs  of 
the  retailing  busi- 
ness. After  a  two- 
decade  run,  during 
which  Homo  Depot 
pushed  many  rival 
retailers  into  bank- 


ruptcy, its  recent  stumbles — it| 
ready  signaled  that  it  will  mis 
ings  expectations  for  a  second 
quarter — have  left  the  companj 
trading  35%   below   its   high 
March.  Nardelli  "is  coming  in  at| 
when  the  company  is  facing  its 
challenges  in  many  yearl 
Mark  D.  Mandel,  an  an| 
Robinson-Humphrey  Co. 
age  in  Atlanta. 

While  Home  Depot  co-| 
Arthur  M.  Blank,  who 
aside  as  CEO,  has  ascribed  the  col 
problems  largely  to  the  indusf 
collapse  in  the  price  of  lumbeif 
makes  up  nearly  20%  of  Home 
sales,      mail 


AS  GROWTH  SLOWS... 

Home  Depot's  same-store  sales  are 
slowing  as  the  economy  weakens 

8.5%  Average  annual  growth  in 
same-store  sales  since  1990 

5%  Average  growth  in  same-store 
sales  last  two  quarters 

...PROFITS  ARE  TAKING  A  HIT 

Net  income  growth  is  slipping,  too 

35%  Average  annual  growth  in  net 
income  since  1990 

17%  Expected  growth  in  2000  net 
income 

DflrA  HOMt  DSPOI  INC  ,  ),P,  MORGAN  SICURIIItS  INC, 


vestors  are| 
that      the 
whose  sales  I 
pected  to 
billion    thi^ 
with  $2.7  bj 
net     incomi 
have  hit  tl 
wall  that  ha 
other  powe^ 
ers  such  as 
Us    Inc.    aij 
Inc.   For  hi 
Nardelli  rea 
mits  that  h(\ 
almost 
moon   pcriol 
can't  run  th4 
anything 
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through  the  cracks  in  this  transition," 
says  Nardelli,  who  says  he  intends  to 
"understand  at  a  granular  level"  every 
dollar  spent  at  Home  Depot's  warehouse 
stores. 

Despite  retailers'  traditional  reluc- 
tance to  reach  outside  their  industry 
for  new  leadership,  those  who  know 
Nardelli  believe  he's  up  to  the  job.  They 
see  his  achievements  at  ge  as  being 
comparable  to  the  home-improvement 
chain's  ambitious  plans  to  more  than 
double  its  size  to  2,300  stores  in  the 
next  four  years.  Above  all,  the  52-year- 
old  former  college  football  player  is 
knovra  for  setting  ambitious  goals  and 
motivating  his  troops  to  meet  them. 
"He's  a  good  teacher,"  notes  Josef 
Schmee,  a  professor  at  Union  College 
and  a  GE  consultant.  "He  follows  Jack 
Welch's  advice  that  half  your  time  be 
spent  teaching  others." 

Under  Nardelli,  GE  Power  Systems 
in  recent  months  installed  five  times 
the  number  of  turbines  as  it  did  a  year 
ago — a  logistical  feat  that  required 
Nardelli  to  place  unprecedented  de- 
mands on  suppliers.  He  launched  an  ex- 
haustive review  of  250  suppliers,  send- 


ing audit  teams  to  85  of  them  to  de- 
termine their  abihty  to  meet  ge's  in- 
creased demands.  The  result:  Pruden- 
tial Securities  Inc.  analyst  Nicholas  P. 
Heymann  estimates  that  ge's  Power 
Systems  unit  will  generate  $2.7  billion  in 
operating  profits,  more  than  twice  the 
result  two  years  ago.  "My  ability  to 
really  analyze  the  core  business,  look 
at  strategic  investments  for  growth,  and 
levering  e-business  are  the  kinds  of 
skills  that  are  very  portable,"  says 
Nardelli. 

HOT  PROPERTY.  Still,  his  choice  took  Wall 
Street  by  surprise.  Home  Depot's  situa- 
tion wasn't  considered  particularly  dire 
yet,  and  Blank,  58,  wasn't  known  to  be 
considering  stepping  aside.  Blank  had 
taken  over  as  ceo  when  co-founder 
Bernard  Marcus  resigned  from  that  job 
three  years  ago.  Now  they  will  be  co- 
chairmen.  In  fact.  Blank  has  been  search- 
ing since  last  summer  for  a  strong  No.  2 
executive.  Nardelli  became  available  in 
late  November,  when  GE  decided  to  re- 
place Welch  with  Jeffrey  R.  Immelt,  head 
of  its  medical-imaging  division.  That  de- 
cision instantly  turned  the  other  two  con- 
tenders for  the  job — Nardelli  and  W 


James  McNemey  Jr.,  head  of  cj 
craft  Engines — into  America's  ml 
gible  CEO  candidates.  But  when| 
Depot  approached  Nardelli,  he 
clear  he  was  interested  only  in 
job.  Blank  then  agreed  to  stef 
"Realizing  that  we  had  a  terrificl 
tunity  to  add  a  business  superl 
Home  Depot,  we  moved  quickly,'| 
said  in  a  press  release. 

Given  Nardelli's  forceful  perd 
and  strong  work  ethic.  Home  De^ 
ficials  believe  he  will  adapt  qui! 
the  company's  tough-love  culture| 
many  other  outsiders  have  found 
idating.  "He  has  the  same  vak 
outlook  on  life  we  have,"  says 
G.  Langone,  who  sits  on  the  bo^ 
both  GE  and  Home  Depot. 

For  his  part,  NardelH  has  nc 
that  that  his  broad  experiences 
vdll  serve  him  well  in  his  new  jc 
the  truth  is,  serving  weekend 
men  probably  looks  like  a  walk 
park  compared  with  satisfyin 
Welch. 

By  Aixa  M.  Pasciial  in  Atlan, 
Pamela  L.  Moore  in  Connectic 
Nanette  Byrnes  in  New  York 


TINKER.  TAILOR.  SOLDIER.  HEADHUNTER 


Code  names.  Private  aircraft.  Out- 
of-town  airports.  Hastily 
arranged  meetings.  For  eight 
days,  the  life  of  master  headhunter 
Gerard  R.  Roche  had  all  the  makings 
of  a  bad  spy  novel.  But  instead  of  a 
pulp-fiction  potboiler,  this  was  the 
real-life  story  of  how  a  kingmaker 
bagged  the  two  biggest  trophies  in 
Corporate  America:  W.  James  Mc- 
Nemey Jr.  and  Robert  L.  NardeUi. 

When  the  two  executives  were 
passed  over  in  November  in  the  race 
to  succeed  General  Electric  Co.  CEO 
John  F.  Welch,  dozens  of  companies 
started  vying  for  their  services.  But 
Roche,  the  chairman  of  search  firm 
Heidrick  &  Struggles  Inc.,  pulled  off 
a  coup  by  nabbing  both  in  rapid  suc- 
cession on  Dec.  4  and  5.  First  came 
the  announcement  that  McNerney 
would  take  the  CEO's  post  at  3M. 
Home  Depot  Inc.  quickly  followed, 
claiming  NardeUi  as  its  new  c;eo.  As 
Roche  tells  the  tale,  it  wasn't  easy. 
When  Welch  chose  Jeffrey  R.  Im- 
melt as  his  successor  on  Nov.  27,  Mc- 
Nemey and  Nardelli  were  officially 
fi-ee  to  roam,  and  Roche  leaped  into 
action.  With  the  media,  not  to  mention 


ROCHE:  The  lieadhunter's  quest  had 
all  the  earmarks  of  a  bad  spy  novel 

headhunting  rivals,  focused  on  the  ex- 
ecutives' every  step,  secrecy  was 
paramount.  Frantically  calling  board 
members  at  3M  and  Home  Depot  to 
set  up  interviews,  Roche  used  code 
names  for  the  two  executives — "Meat- 
ball" for  Nardelli,  a  reference  to  the 
GE  logo,  and  "Engine  Man"  for  Mc- 
Nemey, after  the  aircraft-engine  busi- 
ness he  runs  at  GE. 


On  Saturday,  Dec.  2,  Roche  pu 
Nardelli  on  a  private  plane  bourn 
Atlanta — instructing  the  pilot  to 
at  an  out-of-town  airstrip  to  avoic 
tection — where  he  was  to  spend  i 
grueling  days  intervievdng  with  1 
Home  Depot  search  committee  bi 
meeting  with  the  full  board  on  M 
day.  On  Dec.  3,  he  put  McNemey 
a  private  plane  to  St.  Paul,  Minn, 
where  the  3M  board  was  waiting 
Compared  with  the  cloak-and-dag 
arrangements  for  the  interviews, 
ing  the  directors  was  a  snap.  Say 
Roche:  "They  realized  they  had  o 
of  the  very  best  management  tall 
in  the  world  available  to  them, 
went  extremely  well." 

And  not  just  for  McNerney 
Nardelli,  who  as  two  of  the  most 
sought-after  executives  in  recent 
tory  are  expected  to  command  gi 
erous  pay  packages.  Roche  won't 
how  much  Heidrick  &  Struggles 
made,  but  search  firms  typically 
charge  one-third  to  half  of  the  e> 
tive's  first-year  compensation.  A 
small  fortune?  Sure.  But  you  woi 
hear  3M  or  Home  Depot  coniplai 

By  Louis  Lavelle  iu  New  York 
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jbile  Intel  Celeron'"  processor  500MH/ 
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nl  PCI  56K'  V.90  modem 

IB  ATI  Rage  Mobility  M  graphics  controller 
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lus'  SmartSuite"  Millennium  Edition" 

anium  Composite  cover 

taPorl  connector 

nkLight  keyboard  light 

lbs  travel  weight,  slim  11"  prolile 


2,199 


iHh  ONE  CARRY-ON 

YOU'LL  FORGET 
YOU'RE  CARRYING 


NEW  IBM  ThinkPad  X20 

Mobile  Pentium"  III  processor  600MHz 

featuring  Intel  SpeedStep™  technology 

12rXGATR  display 

128MB  SDRAM 

20GB  HDD 

Mini  PCI  10/100  EtherJet™  adapter  with 

56K  V90  modem 

4MB  ATI  Rage  Mobility  M  graphics  controller 

Microsoft  Windows  2000 

Lotus  SmartSuite  Millennium  Edition 

UltraPort  connector 

ThinkLight  keyboard  light 

36  lbs  travel  weight.  1.2"  profile 


$3,099 


SuccessLease         s^#**» 

for  Small  Business     l03/MONTH^ 


STOtilIZE  YOURS: 

. .'  ■  X2  Media  Slice  $199'  or  $7/month' 
4X/20X-10X'  CD-RW  Ultrabay  2000  Drive 
19'  or  $14/month' 
nkPad  Dock 
)9'  or$18/month' 

■J  YOUR  THINKPAD  DIRECT  FROM  IBM  TODAY! 


ThinkPad  Port  Replicator  $149'  or  $5/month' 
ThinkPad  Carrying  Case  with  Portfolio 
$99'  or  $4/month' 

64MB  100MHz  NP  SDRAM  Memory  Upgrade 
$119'  or$4/month' 


Introducing  the  NEW  extra-light 
IBM  ThinkPad®  X20  notebook. 
About  1 "  thin  and  starting  at 
3.1  lbs.  light'  -  it  leaves  room  in 
the  overhead  compartnnent  for 
a  second  bag. 

You  know  the  routine.  Waiting  in  line  for  the  red-eye,  the 
strap  of  your  overnight  bag  cutting  into  your  shoulder.  We've 
been  there,  and  that's  why  we've  designed  a  notebook 
that's  just  about  1 "  thin,  yet  packed  with  a  huge  hard  drive, 
a  new  Compact  Flash  slot  for  expansion  and  two  USB  ports 
for  connectivity  It's  the  new  ThinkPad  X20  notebook  from 
IBM,  based  on  Inter  low-power  mobile  technologies  that 
provide  high  performance  for  users  on  the  move.  It's  just 
3.1  lbs.  light,  but  it  boasts  a  spacious  12.1"  SVGA  screen 
and  a  top-mounted  ThinkLight™  for  easy  in-flight  use.  And 
because  we  all  know  what  can  happen  in  those  overhead 
compartments,  the  new  ThinkPad  X20  features  Titanium 
Composite  in  its  top  cover  for  lightweight  durability" 

When  you're  back  at  the  office  -  or  at  your  hotel  -  snap 
into  the  optional  UltraBase™  X2  media  slice  to  give  your 
ThinkPad  full  desktop-like  features.  You'll  have  access  to 
Ultrabay™  2000  media  drives,  stereo  speakers  and  more 
ports  for  greater  connectivity.  All  in  all,  a  new  ThinkPad  X20 
notebook  is  the  perfect  solution  to  stay  productive  on  the 
fly  As  for  fighting  for  the  armrest...  you're  on  your  own. 


(c)  business  tools 


DIRECT  TO  YOU 


IBM  recommends  Windows  2000 
Professional  for  business. 


ibm.com/thinkpad/6444 

1  888  ShoplBM,  advantage  code  6444 

to  buy  direct  or  to  locate  an  IBM  reseller. 


;  price  available  from  \m  directly  for  ThinkPad  X  Series  Part  #26621 1 U,  UltraBase  Part  #08N11 80,  Ultrabay  2000  Drive  Part  #00N8252.  ThinkPad  Dock  Part  #2631 10U;  and  ThinkPad  X  Series  Part  I26235U. 
'art  #02K8667.  Carrying  Case  Part  #01N0835.  IVlemory  Upgrade  Part  #2010254;  reseller  prices  may  vary.  \BM  price  does  not  include  tax  or  shipping  and  is  subject  to  change  without  notice  'SuccessLease 
ministered  in  the  US.  Canada  and  other  countries  by  third-party  providers  of  business  financing  approved  by  IBM  Global  Financing  SuccessLease  terms  and  conditions  provided  by  the  third  party  Featured 
ymenls  are  based  on  a  36-month  term  with  prespecified  purchase  option  at  the  end  of  lease,  to  qualified  business  customers  only  installing  in  the  US  A  documentation  fee  and  first  month  s  payment  due 
Any  taxes  are  additional  Other  lease  terms  and  structures  are  available  Offer  may  be  withdrawn  or  changed  without  notice  Options  must  be  leased  with  system  unit  Actual  weight  and  thickness  may  vary 
imponents.  manufactunng  process  and  options.  Weight  includes  battery  Thickness  may  vary  at  certain  points  on  the  system  'Titanium  Composite  Carbon  Fiber  Reinforced  Plastic  has  three  times  the 
Jiastic  as  tested  by  IBIVI  using  the  high  flex  modulus  test  on  2/28/00  Available  on  select  models.  "MHz/GHz  only  measures  microprocessor  internal  clock  speed;  many  factors  affect  application  performance, 
'entium  III  processors  featuring  SpeedStep  technology  this  denotes  maximum  performance  mode;  battery  optimization  mode  is  approximately  80%  of  maximum  performance  mode  GB  equals  one  billion 
ring  to  storage  capacity;  accessible  capacity  may  be  less  These  modems  are  designed  to  be  capable  of  receiving  data  at  up  to  56Kbps  from  a  compatible  service  provider,  and  transmitting  data  at  up  to 

networks  currently  limit  maximum  download  speeds  to  about  53Kbps  Actual  speeds  depend  on  many  factors  and  are  often  less  than  the  maximum  possible  'Some  software  may  differ  from  its  retail 
lie),  and  may  not  include  user  manuals  or  all  program  functionality  For  non-IBM  software,  applicable  third  party  licenses  may  apply  Warranty,  service  and  support  for  non-IBM  products,  if  any  are  provided 
lot  IBM,  IBM  makes  no  representations  or  warranties  regarding  non-IBM  products.  All  products  ship  with  an  operating  system.  IBM  reserves  the  right  to  alter/withdraw  offerings  at  any  time,  without  notice. 

d  all  IBM  product  names  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation.  Lotus  and  SmartSuite  are  registered  trademarks  of  Lotus  Development  Corporation,  an 
tel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Celeron  and  SpeedStep  are  trademarks  of  Intel  Corporation.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation 
Jrodud  and  service  names  may  be  trademarks  or  service  marks  of  others  ©2000  IBM  Corp.  All  rights  reserved. 


Industries 


AUTOS 


DETROIT  HITS 
A  SPEED  BUMP 

Another  boffo  year  is  forecast-but  so  is  an  overseas  onslaught 


Things  were  looking  up  for  bartender 
Cindy  Wuest  last  May  when  she 
landed  a  $16-an-hour  job  at 
Chrysler's  Jeep  Cherokee  plant  in  Tole- 
do, Ohio.  Or  so  she  thought.  The  25- 
year-old  single  mother  of  four  has  al- 
ready been  laid  off  twice  since  then  and 
faces  another  week  out  of  work  this 
month  as  the  auto  maker  tries  to  clear 
out  excess  inventories.  "It's  going  to  be 
a  pretty  terrible  Christmas,"  she  says. 
Wuest  isn't  the  only  one  looking  at  a 
blue  Christmas.  After  running  full-tilt 
through  the  first  half  of  the  year,  auto 
makers  are  hitting  the  brakes.  Layoffs 
in  this  industry,  which  topped  51,000 
in  November,  now  account  for  about 
one  out  of  every  eight  lay- 
offs in  the  U.  S.,  says  John 
Challenger,  ceo  of  Chicago 
outplacement  firm  Chal- 
lenger, Gray  &  Christmas 
Inc.  And  next  year  won't 
be  any  better  as  car  sales 
cool  and  competition 
intensifies. 

It's  not  that  the  bottom 
is  falling  out  of  the  mar- 
ket for  cars  and  trucks.  A 
projected  sales  slowdown 
to  16.5  million  vehicles, 
from   this  year's   red-hot 


17.5  million  units,  would  still  make  2001 
the  industry's  third-best  year  ever. 

Nevertheless,  the  trend  is  ominous — 
especially  for  Detroit.  Even  as  the  U.S. 
industry  has  enjoyed  an  unprecedented 
five-year  boom  in  auto  sales,  the  Big 
Three  have  seen  their  share  of  the  mar- 
ket get  chipped  away  by  Asian  and  Eu- 
ropean rivals.  In  1997,  General  Motors, 
Ford  Motor,  and  Chrysler  owned  71.9% 
of  the  market.  By  the  end  of  2001,  then- 
market  share  is  expected  to  drop  to 
65.3%,  according  to  Standard  &  Poor's 
DRI.  Asian  carmakers  will  pick  up  most 
of  the  difference,  followed  by  the  Euro- 
peans. And  while  both  groups  have  been 
boosting  U.  S.  production,  neithei-  match- 


THE  BIG  THREE  FALL  BACK 

In  a  flat  U.S.  auto  market,  Asian  carmakers  are  poised  for  growth 
BIG  3       EUROPEAN    »  ASIAN 
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CHRYSLER  LOT:  A  billil 
dollar  fourth-quarter 

es  the  Big  Three  in 
ployment.  Asians,  for 
account  for  almost  301 
U.  S.  sales  but  repres^ 
16%  of  U.  S.  productior 
Detroit  is  showingl 
from  the  slowdown.  0\ 
dustry  sales  dipped  3.4^ 
vember  compared  with| 
vious  year,  but  Big  Th 
slid  7.6%.  Chrysler 
unit    of   Germany's 
Chrysler,  is  expected 
much  as  $1  billion  in  th 
quarter  after  losing  $| 
lion  in  the  previous 
(page  94).  It  plans  to 
eral  more  plants  before 
of  the  year,  including  the  Tol^ 
plant  .  Ford  and  GM  are  also 
slow  fourth  quarters  and  are 
duction  slowdowns  and  layoffs 
vehicle  inventories. 

Why  are  the  Big  Three  so  pd 
sitioned  heading  into  the  downt| 
years,  GM,  Ford,  and  Chrysler 
centrated  on  higher-profit  true 
car   offerings    languished,    i 
Brown,  market  analyst  for 
Inc.  in  Thousand  Oaks,  Calif. 
Big  Three  have  weak  car  offer 
their  trucks  and  sport-utility  I 
are  under  assault  by  Japane 
makers,  who  are  about  to  flood  I 
ket  with  attractive  suvs  like! 
quoia  and  Highlander  from  Toj 
the  Acura  mdx  from  Honda. 
SUPPLIER  WOES.  And  bad  timd 
down.  Fewer  cars  and  truck! 
suppliers  will  need  to  make  fev 
Banc  of  America  Securities 
Tadross  recently  downgraded 
portfolio  of  suppliers.  Supplil 
Corp.  has  idled  3,500  workers 
this  year.  Diesel  engine  maker 
International  Corp.  has  put 
1,100  on  the  unemployment 
Delphi  Automotive  Systems  C^ 
it  will  idle  1,700 
in    Michigan,    01 
New  York. 

Analysts  have  \ 
dieting  an  industr 
tur-n  for  several  y  f^t 
now,  energy  costs 
consumer  confid 
failing,  the  ecoi 
slowing,  and  th 
market  is  anyone  t<.\ 
At  least  for  Detn 
makers,  it  looks 
|)arty  is  over. 
Bij  Jeff  Gvvcn  . 
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iome  fizz  in  your  biz  with  30,000  advertisers  on  your  site. 

ring  with  GoTo's  innovative  Web  Search,  Shopping  and  Auctions  marketplace 
nnect  you  to  over  30,000  advertisers  and  merchants  who  pay  for  targeted 
affic.  If  you  have  a  high  traffic  site,  we'll  get  your  revenue  bubbling  over. 

n  more  call  John  Gentry,  VP,  Business  Development,  at  626-685-6170. 
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CELLULAR  ONE  IS  NOW  AT&T  WIRELESS  SERVICES. 


eking  to  a  smaller-is- 
ir  script,  Ron  Meyer 
irned  the  studio  into 
Dttest  in  Hollywood 

gory  slasher  scenes  at  Univer- 
1  Pictures  two  years  ago  weren't 
on  the  screen  but  in  the  corpo- 
te  offices,  where  it  was  the 
who  were  getting  bloodied.  That 
•k  when  the  Seagram  Co.  film- 
unit  was  piling  up  box-office 
;e  the  Brad  Pitt  clunker,  Meet 
ck,  and  the  talking  pig  fiasco, 
ig  in  the  City.  By  that  time,  top 
duction  executive  Casey  Silver 
d  over  a  Thanksgiving 
I,  following  the  studio's 
marketing  executives. 
.  Biondi  Jr.,  who  over- 
film  and  theme  park 
Y  for  Seagram,  also 
)ut  the  door.  "I  felt  like 
guy  standing,"  recalls 
aken  Ron  Meyer,  pres- 
d  chief  operating  offi- 
ni\ersal  Studios.  "I  fig- 
had  better  start  doing 
ifferently,  or  the  next 
in. a;  fired  was  going  to 


Since  then,  Meyer  has  stuck  with  a 
smaller-is-better  script,  cutting  down  on 
the  number  of  films,  squeezing  budgets, 
and  sometimes  going  with  one  major 
star  instead  of  two.  And,  with  a  re- 
vamped marketing  team  in  place,  Uni- 
versal has  been  the  hottest  studio  in 
town  since  the  summer.  When  the 
clamorous  Jim  Carrey  film.  Dr.  Seuss' 
How  The  Grinch  Stole  Christmas, 
passed  $100  miUion  at  the  end  of  its 
first  week  in  November,  it  became  Uni- 
versal's  fourth  $100  million  film  this 
year,  the  most  of  any  studio.  Previous 
blockbusters  included  Meet  the  Parents, 
Erin  Brockovich,  and  Nutty  Professor 
II:  The  Klumps.  "It's  kind  of  hard  to 
overestimate  just  how  hot  they  are 


%  COMPETITION 

i  II  ily Man, -with 
n  nd  Cage,  is  up 
ii  Cast  Away 


right  now,"  says  Paul  Dergarabedian, 
president  of  box-office  tracking  firm  Ex- 
hibitor Relations  Co. 

Universal's  timing  couldn't  have  been 
better.  By  Dec.  8,  shareholders  at  Sea- 
gram and  French  utility  and  communi- 
cations company  Vivendi  are  expected 
to  complete  their  planned  $25  billion 
merger.  The  hit  streak  "came  at  the 
right  moment,"  says  an  obviously 
pleased  Vivendi  Chairman  Jean-Marie 
Messier,  who  will  head  the  new  Vivendi 
Universal.  "There  will  be  immediate 
synergies,"  he  says,  such  as  merchandise 
and  related  products,  including  Grinch 
and  Nutty  Professor  products  sold 
through  Vivendi's  publishing  and  soft- 
ware unit,  Havas. 

CHEAPER  CHASE.  Messier  and 
others  credit  Universal's  turn- 
around to  the  team  of  Meyer,  a 
onetime  partner  of  superagent 
Michael  Ovitz,  and  Stacey 
Snider,  39,  a  University  of  Cal- 
ifornia at  Los  Angeles  law 
school  graduate  who  started  in 
Hollywood  in  the  mailroom  of 
a  talent  agency  and  worked 
her  way  up  the  ranks  at  Sony 
before  moving  to  Universal. 
She  was  elevated  to  the  stu- 
dio's top  film  production  slot 
after  the  1998  firings.  Meyer 
is  famously  close  with  top  stars 
like  Sylvester  Stallone  and  di- 
rectors like  Ron  Howard,  while 
Snider  rides  herd  on  filmmak- 
ers. Meet  the  Parents  director 
Jay  Roach  says  she  pressured 
him  to  cut  a  key  chase  scene 
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NTELLIGENCE 


Bernard  Liautaud,  President 
and  CEO  of  Business  Objects, 
the  world's  leading  provider  of 
e-business  intelligence,  brings 
managers  up  to  speed  for  the 
Internet  economy  and  arms 
them  with  a  new  model  for 
tapping  the  power  of  informa- 
tion in  their  companies. 

e -Business  Intelligence 
shows  how  forward-thinking 
companies  are  using  intranets, 
extranets,  and  business-to- 
business  e-commerce  to 
transform  the  information  in 
their  databases  into  a  corporate 
intelligence  gold  mine. 


Available  Everywhere 
Books  Are  Sold 

Visit  us  at 
wwvir.books.mcgraw-hill.com 
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CLEVER  MOVE 

Meet  the 
Parents,  with 
De  Niro  and 
Stiller,  was 
the  first  movie 
to  hit  theaters 
after  the 
Olympics 


in  his  film,  relenting  only  when  he  sub- 
stituted a  cheaper  chase  scene  that  had 
the  cars  going  35  mph  and  stopping  and 
starting  at  stop  lights.  "It  ended  up  be- 
ing funnier,"  he  says,  "and  she  probably 
saved  $500,000"  off  the  film,  which  cost 
$54  million  to  make. 

What  has  really  impressed  Holly- 
wood insiders,  however,  is  Universal's 
shrewd  marketing  and  release  strate- 
gies. Meet  the  Parents,  starring  Robert 
De  Niro  and  Ben  Stiller,  was  released 
in  early  October,  becoming  the  first  film 
in  theaters  after  the  summer  Olympics 
emptied  cineplexes. 
Universal's  marketing 
team  made  a  hit  out  of 
the  cheerleading  film 
Bring  It  On,  recutting 
its  ads  to  emphasize 
the  clash  between 
squads  from  white  and 
black  high  schools  and 
then  using  the  Inter- 
net, MTV,  and  the  WB 
network  to  target 
women  under  25.  As  a 
result,  the  film,  which 
cost  $9  million  to  make 
and  an  additional  $10 
million  to  market,  sold 
$17  million  in  tickets 
on  its  opening  weekend.  It  has  grossed 
nearly  $68  million. 

RECORD  CROWDS.  The  box  office  gods 
are  just  as  likely  to  turn  on  a  studio 
as  smile  on  it,  and  Universal  is  doing 
what  it  can  to  bolster  its  fortunes.  It 
partners  with  other  studios  for  bigger- 
budget  films,  as  it  did  with  Dreamworks 
on  Gkvdiator  and  Sony  with  Erin  Brock- 
ovich.  Universal  also  recently  renewed 
its  five-year  deal  with  director  Howard's 
Imagine  Entertainment,  which  produced 
Nutty  Professor  II  and  Grinch.  Deals 
like  that  can  be  pricey,  and  Universal 
gave  35%  of  the  profits  from  Grinch  to 
Howard,  producer  Brian  Grazer,  star 


Jim  Carrey,  and  Dr.  Seuss'  wic 
drey  Geisel.  But  a  Gritich  attracj 
already  drawn  record  crowds 
versal's  Orlando  theme  park,  saj 
er,  and  the  studio  says  Grin^ 
chandise  is  selling  briskly. 

Whether    Universal    can    k| 
streak  alive  will  depend  as  muc 
fiscal  discipline  as  on  the  filr 
making  Hannibal,  the  sequel  to  I 
lence  of  tlie  Lambs,  but  is  split| 
$84  million  cost  with  mgm.  And 
a  sequel  to  The  Mummy  at 
million  above  the  $85  million  prid 
last  year's  first] 


UNIVERSAL  STUDIOS' 
BRIGHTER  PICTURE 


REVENUES 
EBITDA* 


A  BILLIONS  OF  DOLLARS 

•EARNINGS  BEFORE  INTEREST,  TAXES,  DEPRECIATION, 
AND  AMORTIZATION 


DATA:  COMPANY  FILINGS 


ment,    it    ga\i 
Brendan  Frasie 
small  raise.  UJ 
hopes  to  create 
chise  from  Robd 
lum's    spy   noAl 
Bourne  Identity 
spending  only 
lion    to    make! 
shooting  in  Pr^ 
stead  of  Paris. 
Not  that  ev^ 
Universal  has 
so  far  has  beel 
The  studio  spl 
million  to  maki 
ma  featuring  Sj 
Stallone  as  an  undercover  aga 
drug-treatment  facility  that  is  I 
ered  so  bad  by  insiders  that  U| 
is  contemplating  releasing  it  or 
seas.  And  the  studio  faces  a  tou 
on  Dec.  22,  when  it  opens  The\ 
Man,  starring  Nicolas  Cage 
Leoni,  against  Twentieth  Centi 
Cast  Away,  with  Tom  Hanks 
Hunt.  Still,  the  ('age  movie  was  I 
by  the  Jimmy  Stewart  classij 
Wonderfid  Life — which  is  just  al 
way  Ron  Meyer  and  team  mustj 
ing  these  days. 

By  Roiudd  Grover  in  Uiiiver.j^ 
Calif,  with  Carol  Mailack  in 


222  BUSINESS  WEEK  /  DECEMBER  18,  2000 


f 


^    Our  steel  is  the  world's  purest, 
because  the  landing  has  to  be  flawless. 

h-stress,  narrow-tolerance  situations, 

:n®  steel  performs.  For  the  hypercritical        i 

of  transportation,  medicine,  and  industry, 

;n  provides  the  widest  range  of  engineered 

I  in  the  world.  Where  steel  just  won't  do, 

;n  specialty  steel  is  performing  every  day.         WORLDWIDE  LEADER  IN 


ORE  ABOUT  THE  TIMKEN  COMPANY.  CALL  330-471-3820  OR  VISIT  WWW.TIMKEN.COM 
"HE  REGISTERED  TRADEMARK  OF  THE  TIMKEN  COMPANY  (NYSE;  TKR). 
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Maya 

Lin's 
World 


It  honors  the  rhythms  of 
nature  and  respects  the 
land.  Corporate  America  is 
embracing  that  vision 


'he  woman  who  designed  the  ex- 
traordinary Vietnam  Veterans 
Memorial  in  Washington,  D.C.,  is 
bringing  her  skills  and  sensibilities 
to  Corporate  America.  Maya  Lin 
infuses  her  architecture  for  Amer- 
ican Express,  Principal  Financial 
Group,  and  Aveda  cosmetics,  her  furniture  for  Knoll  and  her  residences  for  former  CEOs 
with  the  same  calm  introspection  and  quiet  emotion  she  brings  to  her  monuments. 

In  her  use  of  natural  materials — rock,  wood,  water — her  respect  for  the  land,  her 
use  of  flexible  space,  and  her  integration  of  East  and  West,  Lin  is  very  definitely  of  the 
moment.  If  the  most  famous  architect  of  our  day,  Frank  Gehry,  is  all  about  gargantuan, 
computer-shaped,  titanium  temples  to  high  technology,  then  Lin  is  about  restraint, 
the  environment,  organic  materials,  and  a  new  kind  of  architectural  humanism.  Lin  is  the 
anti-Gehry. 

Lin's  monuments  are  designed  to  be  touched  and  to  generate  emotion.  "Active  par- 
ticipation involves  the  viewer  in  a  direct  and  intimate  dialogue  with  the  work,"  says  Lin 
in  her  new  book,  Boundaries.  Touch  the  names  on  the  Vietnam  Veterans  Memorial  and 
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in  at  work 
In  her  downtown 
New  York  studio 
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you  remember  loved  ones  who  died  in  the  war.  Touch  the  water  flowing  over  the  Civil 
Rights  Memorial  and  it  ripples  over  the  names  of  those  killed  in  the  struggle. 

Lin's  father,  who  came  to  the  U.S.  from  China  in  the  late  1940s,  was  a  potter.  He  taught 

his  daughter  how  to  sculpt.  As  an  undergrad  at  Yale  University,  Lin  shaped  the 

Vietnam  memorial  in  mashed  potatoes  in  the  dining  hall.  Even  today,  she 

doesn't  use  3D  software  to  design,  preferring  pen,  paper,  and  models. 

Lin  designs  her  monuments,  landscapes,  houses,  and  furniture  to  reflect  rolling  hills 

and  open,  floAving  spaces.  Her  architecture  and  sculpture  don't  dominate  but  integrate  with 

their  surroundings.  They  are  calm.  They  don't  shout. 


20  Years  of  Vision:  Lin,  21,  with  a  model  for  her  Vietnam  Veterans  Memorial,  1 9  82;  the  Women's  Table  at  Yale  ihiiver 
at  work  in  Barre,  Vt.,  on  the  Civil  Rights  Memorial,  1 989;  Langston  Hughes  Library,  Haley  Farms,  Clinton,  lain.,  1 999;  Lii 
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Please  Touch:  Lin  originally 

submitted  pastel  drawings  to  the 
competition  for  the  Vietnam 
Veterans  Memorial  in  Washington, 
D.  C.  This  is  one  (far  left), 
published  for  the  first  time.  The 
memorial  was  completed  in  1 982. 
In  1988,  Lin  completed  graduate 
school  and  began  work  on  the  Civil 
Rights  Memorial  in  Montgomery, 
Ala.  It  quotes  Martin  Luther  King 
jr.:  "...Until  justice  rolls  down  like 
waters  and  righteousness  like  a 
mighty  stream."  Water  flows  over 
the  inscriptions 


Lin's  latest  corporate  work  reflects  the  themes  she  has  developed  in  her  20-year  career. 
Her  Winter  Garden  for  American  Express  has  a  water  wall  that  offers  soothing  sounds  and  a 
floor  that  undulates  like  a  liillside  meadow.  The  flowing  spaces  in  her  apartment  for  Peter  Nor- 
ton, founder  of  software  maker  Norton  Utilities,  can  be  zoned  off  with  sliding  partitions,  much 
like  a  traditional  Japanese  house.  Her  wall  in  the  lobby  of  the  headquarters  of  the  Principal  Fi- 
nancial Group  has  a  creek  running  through  it,  an  open  invitation  to  feel  the  flowing  water. 

Maya  Lin,  41,  offers  an  alternative  aesthetic  to  the  big,  brassy,  look-at-me  architecture  of 
our  wildly  prosperous  era.  It  may  be  time  for  America  to  listen  to  her — again. 

Text  by  Bmce  Nicssbaum;  photo  editing  by  Sarah  Greenberg  Morse 


■e  designs  for  Knoll,   1999;  Weber  House,  Williamstown,  Mass.   1991-93;  Lin's  book  party  for  Boundaries  at  Gagosian 
irk,  2000;  model  for  a  skating-rink  park  in  Grand  Rapids,  Mich.,  now  under  construction 
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Sculpted  Forms 

Rolling  hills  inspired  Lin's  curvilinear  lounge  cl 
which  also  conforms  to  the  contours  of  the 
man  body.  Non-Western  objects,  such  as  Chin 
porcelain  pillows  and  African  headrests,  were  m  (^^,(1 
els  for  Lin's  collection  for  Knoll  Inc.,  the  office-1  ., 
nishings  maker.  The  collection,  called  Stones,  c 
sists  of  seats  and  a  coffee  table  made  of  prec 
concrete.  "Avalanche"  is  a  traveling  exhibitL 


14  tons  of  recyc* 
blue-green  glass  t 
form  an  ice-mouni 
sculpture.  Lin  scu' 
ed  the  Wave  Fi 
landscape  at 
University  of  Michigan  to  resemble  ocean  wa> 
Researching  fluid  dynamics,  she  created  a  laii 
scape  in  which  students  can  sit,  read,  or  doze. 


Beautiful  Curves:  The  Longitude 

lounge  chair  and  the  Stones  collection  of 
chairs  and  tables  for  Knoll,  1 998;  from 
the  "Avalanche"  exhibit,  Southeastern  Center  for  Contemporary  Art, 
Winston-Salem,  N.C,  1 998;  Wave  Field,  FXB  Aerospace  Engineering 
Building,  University  of  Michigan  at  Ann  Arbor,  1995 
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backers... accessed  Microsoft  computers  by 
e  QAZ  Trojan,  typically  delivered  via  e-mail/' 

—Wall  Street  Journal  10/27/00 


'The  technology  failed.... Products  will 
not  save  you.... [A  security  service]  will  be  better 
equipped  to  see  and  respond  to  hacks." 

-eWeek,  10/27/00 


)>can  ASaP.  You  never  have  to  update  your  anti-virus 
.  Even  if  you're  a  teclinological  superpower. 


When  the  attack  happened, 
Microsoft's  virus  defense  wasn't 
ready  for  it.  Will  you  be?  B 
myCIO. corn's  VirusScan  ASaP 
uses  the  Internet  to  deliver 
anti-virus  services  that  auto- 
matically update  your  entire 
network  with  all  the  latest 
cures.  Instantly.  So  it  shuts  out 
bugs  before  they  can  infect 
even  one  single  person.  Bi 
What's  more,  myCIO.com  is  an 
easy  upgrade  because  it's  built 
on  McAfee  technology,  the  anti- 
virus software  used  by  most 
businesses.  It's  another  part  of 
the  world's  #i  Internet  security 
software  at  Network  Associates. 
9  So  don't  let  your  security 
take  a  turn  for  the  worse.  Let 
myCIO.com  exterminate  all  of 
your  problems  automatically. 
Visit  myCIO.com/promo/quote 
for  10%  off  VirusScan  ASaP. 

©2000  Networks  Assoctaies  Twhriologv.  I""^-  *"  Rights 
Reserved,  Network  Associates.  fnyClO.tom.  McAfee  and 
VirusScan  are  registered  trademarks  of  Network  Associates,  \nc. 
aivd/or  its  affiliates  in  the  US  and/or  other  countr»es.  All  other 
trademarks  are  the  sole  property  of  their  respective  ownerv 

myCIO.com 

Your  Chief  Internet  Officer 
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Calm,  Cool,  and  Open: 

The  apartment  of  Peter  Norton^  New 

York,  1 996-98  (top);  "A  Shift  in  the  Stream," a  wall  sculpture  in  the  lobby  of 

the  Principal  Financial  Group  building,  Des  Moines,  Iowa,  1997. 


How  She  Sees  It 

To  Lin,  architecture  is  not  about  walls  that  contain  sp£ 
It  is  about  how  people  interact  with  hght,  sound, 
and  materials.  On  the  Norton  apartment:  "I  envisioned 
home  that  could  fold  in  on  itself,  like  origami,  changing! 
shape  or  function  depending  on  how  it  was  used." 
Principal's  wall:  "As  you  walk  closer  to  the  wall, 
hear  the  soft  murmur  of  a  continuous  stream  of  waj 
flowing  in  the  wall's  crevice,  into  which  you  can  just] 
your  hand  to  touch  the  water." 
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data  center  wasn't 
-  built  for  broadband,!   * 

might  be  a  bit 
outdated.      ^ 


n  is  the  only  web  hosting  company 

om  the  ground  up  for  broadband.  viil 

:hat  means  to  your  web  presence  is: 

a  centers  directly  connected  to  the  :  - 

lest  Tier  1  Internet  backbones  that  are  ;■' 

adband  ready  now -and  infinitely 
fable  to  the  future  requirements  of  the  " ' """"' 

nest  applications  and  content 

J  hosting  that  ranges  from  co-location  services 
'ustom  managed  solutions 

Irofessional  services  team  that  has  the  depth  of 
'wiedge  required  to  solve  your  broadband  issues 

irn  more,  visit  aperian.com  today,  or  call  1-866-APERIAN. 

ling  else  is  ancient  history. 


■ERIAN' 

Built  for  Broadband; 
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Let  There  Be  Light 

For  American  Express  Co.,  Lin  was  brought  in 
as  an  artist  and  acted  as  an  architect  and  land- 
scaper.  AmEx  wanted  a  wall  of  water  (and  ice 
in  the  winter)  for  its  Winter  Garden.  When 
Lin  arrived,  plans  for  the  structure  were  al- 
ready drawn.  She  redid  them,  making  the 
building  much  lighter.  She  also  added  birch  trees.  Lin  put 

down  an  undulating  wood  floor 
that  synchronizes  "\vith  a  rolling 
grass  landscape.  Inside  and  out- 
side are  seamlessly  connected. 
AmEx  will  build  it  in  2002. 


Inviting:  Lin  walks  thv^ 

her  II  Cortile  Mare  land 
sculpture  at  the  American 
Academy  in  Rome,  1998 
(above);  models  of  her  Wint> 
Garden  for  American  Expr. 
in  Minneapolis  (below) 


||||J 
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iiu  tell  when  Omron  products  are  hard  at  work?  When  you're  not.  A  global  technology 
iron  designs  and  manufactures  innovative  solutions  to  make  your  life  easier, 
ictive,  and  more  comfortable.  From  industrial  automation  to  electronic  components, 
thcare  devices  to  fare  management  systems.  We  make  it  all  work  for  you. 
human  side  of  technology,  www.omron.com 
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NEW  WAYS  TO 

BLOCK  SPAM, 

WHY  SOY  FOODS 

CAN  BE  RISKY 


Making  Mincemeat 
Out  of  Unwanted  E-mail 

New  software  can  help  you  get  the  upper  hand  over  "spami 


I 


BY  LARRY  ARMSTRONG 

You've  got  mail — junk  e-mai! — and  plenty 
of  it.  "Legally  lower  your  taxes  offshore." 
"Does  your  stock  portfolio  look  like  'swiss' 
cheese?"  "Viagra  now  only  $4.50  online!!" 
The  number  of  mass  e-mailings  has  grown 
400%  over  the  past  year  to  nearly  5,000  a 
day,  says  Brightmail,  a  San  Francisco 
outfit  that  sells  an  early-warning  system  to  com- 
panies and  Internet  service  providers  who  try  to 
block  junk  mail  before  it  hits  your  "inbox."  It's 
only  going  to  get  worse,  says  market  researcher 
Ferris  Research:  Within  the  next  five 
years,  40%  of  your  incoming  e-mail 
is  going  to  be  spam,  up  from  10% 
today. 

Spam  is  Web  speak  for  what's  technically 
called  "unsolicited  commercial  e-mail"  or  "unso- 
licited bulk  e-mail."  If  you're  like  most  people, 
you  don't  have  a  clue  what  to  do  about  it.  Every 
morning,  you  work  your  way  through  your  inbox 
with  one  finger  on  the  delete  key,  ready  to  an- 
nihilate any  suspicious-looking  messages  that 
smell  remotely  of  spam. 

You  can  find  better  ways,  and,  surprisingly,  the 
easiest  may  be  right  under  your  nose.  These 
days,  virtually  all  the  popular  e-mail  programs, 
such  as  Microsoft  Outlook,  Eudora,  and  Netscape 
Messenger  come  with  sophisticated  filters  that — 
if  you  go  to  the  trouble  to  set  them  up — will 
scan  and  sort  your  e-mail  into  different  folders, 
including  the  trash  can.  If  you're  using  an  earli- 
er version  of  those  e-mail  programs,  you  can 
download  easy-to-use  antispam  software  from 
the  Internet  for  free,  or  at  a  nominal  cost. 
RED  ALERT.  Here's  how  it  works.  All  the  pro- 
grams allow  you  to  create  rules  that  screen  in- 
coming messages.  Outlook's  "rules  wizard,"  for 
example,  takes  you  through  a  series  of  clickable 
statements  and  fill-in-the-blank  fields,  and  lets 
you  add  exceptions  to  the  rule.  To  wit:  Move 
this  message  to  the  "spam"  folder  if  "Viagra"  is 
in  the  subject  line  or  body  except  if  it's  from 
"mydoctor@office.com"  or  "mywife@home.com." 
While  you're  writing  the  rules,  the  program 
will  ask  you  to  create  new  folders  to  sort  the  in- 
coming messages  according  to  your  criteria.  Once 
you've  instructed  the  program  how  to  spot  spam, 
those  unwanted  messages  wall  go  to  a  "spam" 
folder  that  you  can  deal  with  at  your  leisure. 
Or,  if  you're  confident  you  won't  be  discarding 
something  important,  move  it  directly  to  Trash. 
In  Outlook,  you  can  click  the  right  mouse  button 


Online 


to  identify  unwanted  messages  as  junlj 
matically  installing  a  simple  filter  that 
ever  block  that  sender.  By  now,  thougll 
spammers  have  wised  up  and  never  ma[ 
the  same  address  twice. 

You  can  use  the  same  filtering  technij 
sort  and  highlight  the  messages  you 
handy  rule,  for  example,  is  one  that  flagi 
message  from  yourcompany.com  and  put/ 
a  special  folder.  You  can  even  have  m\ 
from  yourboss@yourcompany.com  shcv 
red — and  sound  an  alert  when  one  arrivel 
ter  turn  the  volume  down.) 

The  newest  versions  of  oth| 
ular  e-mail  programs,  such  as 
and  Netscape,  work  roughly  th 
way.  The  filtering  prowess  of  proprietai 
systems,  such  as  America  Online's,  am 
based  mail  from  the  likes  of  Yahoo!  or  Mii 
Hotmail,  is  much  more  limited.  In  aol, 
ample,  you  cannot  filter  by  key  words, 
domain  names  and  e-mail  addresses.  Am  j, 
Hotmail  will  let  you  screen  the  "to,"  "froi 
subject  lines,  you  cannot  block  mail  ba  i[„<  „ 
offensive  words  and  phrases  in  the  body 
message. 

You  also  can  download  special  softwai 
the  Internet  that  will  let  you  filter  ou' 
whether  your  e-mail  program  can  do  it 
Top  picks  include  SpamKiller  ($29 
www.spamkiller.com),  SpamEater  Pro  ($2 
www.hms.com),  and  Spam  Buster  (f 
www.contactplus.com).  The  programs  con 
loaded  with  thousands  of  filters  and  the  \ 
write  your  own.  A  personal  favoi 
SpamKiller,  which  is  flexible  enough  to  jjjjj. 
both  office  e-mail  networks  and  home  [j^j|. 
Internet  service  providers.  It's  an  e-mail 
to  boot,  displaying  the  complete  text  G 
sages,  not  just  message  headers.  These 


How 


w  lit 


II 


DO  take  advantage  of  your  e-mail  reader 
filter  messages.  Banish  spam  based  on  l< ,, 
and  sender's  addresses.  f 

DON'T  use  your  primary  e-mail  address 
post  on  Internet  message  boards  or  list  y 
online  member  directories.  Use  an  alias 
address  instead. 
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Drs  have  their  disadvantages,  though, 
the  e-mail  can  take  a  few  minutes,  and 
'ams  generally  won't  work  vdth  Web 
dosed  systems  such  as  aol. 
st  way  to  avoid  spam  is  to  keep  your 
-maO  address  off  the  mailing  lists  in  the 
.  If  your  ISP  gives  you  more  than  one  e- 
•ess,  set  up  an  alternate  so  that  any 

I  go  to  a  mailbox  you  never  have  to 
sign  up  for  an  e-mail  account  at  any  of 
mail  services,  such  as  Yahoo  Mail  or 
and  use  that  address  for  registrations. 
(IS  use  programs  called  "bots,"  for  ro- 

II  i\vl  the  Internet  and  harvest  all  avail- 
il  addresses.  So  don't  allow  your  name 
1  address  to  be  published  in  an  online 

or  inadvertently  sign  up  for  mailing 
you  aren't  interested  in.  This  usually 
it  during  the  registration  process  you 


{lammed 


ir  e-mail  program's  ability  to  display 
way,  tiny  images  called  Web  bugs 
;ally  alert  the  spam  sender's  server 
Ige  has  been  opened. 

spam.  Ignore  even  mail  that  promis- 
lU  from  the  mailing  list;  it  only  veri- 
■f>mail  address  is  valid. 


. 


will  have  to  uncheck  the  boxes  that  the  Web 
site  has  so  conveniently  checked  for  you.  If  you 
have  a  Web  page,  don't  put  your  e-mail  address 
on  it:  Bots  are  programmed  to  capture  anything 
following  the  words  "mail  to." 

For  the  same  reason,  many  experts  v^all  tell 
you  not  to  use  your  main  e-mail  address  to  post 
on  bulletin  boards  or  Internet  news  groups. 
That's  a  tougher  problem,  however,  because  the 
most  likely  reason  you're  there  is  that  you  want 
to  interact  vdth  other  posters.  Many  people  use 
an  alias,  either  a  forged  address  or  a  throw- 
away  e-mail  account,  and  ask  that  replies  be 
posted  within  the  news  group.  Another  tech- 
nique is  to  "munge"  your  e-mail  address,  insert- 
ing a  word  or  phrase  that  humans  will  know  to 
delete  but  bots  won't  (at  least  not  yet).  Example: 
johndoeNOSPAM@isp.com. 

Finally,  don't  reply  to  spam,  even  if  it  contains 
an  invitation  to  remove  yourself  from  the  mailing 
list.  Some  spammers  create  mailing  lists  by  ran- 
domly pairing  common  names  with  popular  isps; 
a  reply  verifies  that  your  e-mail  address  is  valid. 
In  some  cases,  even  opening  a  questionable  e- 
maD  will  generate  a  signal  to  the  sender  tagging 
you  as  a  live  one.  Toss  it  out  before  you  open  it. 

Technology  may  be  on  the  side  of  the  spam- 
mers, who  always  seem  to  be  a  step  ahead.  But 
now  you  have  your  own  arsenal  of  tricks.  Use 
them,  and  much  of  the  spam  will  simply  disap- 
pear before  it  lands  in  your  inbox — unlike  that 
paper  stuff  clogging  the  mail  slot  back  home,  n 


E-mail  filters  allow 
you  to  create  rules 
that  screen  and 
sort  messages. 
You  can  send  them 
to  a  spam  folder- 
or  trash  them 
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BusinessWeek  Lifestyle 


The  Dark  Side 


Of  Soy 


Supplements  may  do  more  harm  than  good 


BY  KATE  MURPHY 


■  h 


Best  of  the  Bean 

FHiJmQmP  ^  specialty  soybean 
UUailiaiUC;  harvested  while  im- 
mature so  that  the  seeds  fill  80%  to 
90%  of  the  pod.  Lightly  cooked  in  boil- 
ing salt  water,  it's  served  as  a  snack, 
mixed  with  vegetables,  or  added  to  sal- 
ads or  soups. 

A^IQH  ^°°^^^  soybeans  that  are  fer- 
iVlloU  mented  with  rice  to  produce  a 
salty  paste.  It  is  used  as  a  condiment 
and  as  a  base  for  soups. 

SnV  milV^o^ked,  ground  soy 

UWjr   iLllllv  |3ga^5  tf^at  are  briefly 
simmered,  then  pressed  to  release  a 
rich,  beige  liquid.  May  be  used  as  a 
substitute  for  cow's  milk. 

nTPTnTlpll  '^^''rn^'^'^^*^  soybean  cake 
IClllpC/ll  ^ii-h  3  nutty,  mushroom 

flavor  and  chewy  texture.  Fried,  baked, 
broiled,  or  steamed,  it  is  often  served 
in  place  of  meat. 

TVlfll  *-'°°'^^^  soybeans  that  are 
■*-^-*-^  pureed  into  a  custardlike  cake. 
It  has  a  neutral  taste  and  can  be  added 
to  stir-fries,  blended  into  smoothies,  or 
whipped  into  dips  or  spreads. 


ou  see  soy  in  everything  from 
burgers    to    breakfast    cereals. 
Studies  show  it  can  lower  heart 
disease  risk  by  reducing  LDL,  or 
bad,  cholesterol — the  Food  &  Drug 
Administration  even  said  so  in  1999.  And 
many  food  companies  claim  it's  helpful  in  treating 
hormonally  linked  problems,  such  as  prostate 
cancer,  osteoporosis,  and  hot  flashes.  If  you  be- 
lieved all  the  hype,  you'd  be  feasting  on  soy 
morning,  noon,  and  night. 

But  wait.  Eating  too  much  soy  may  do  you 
more  harm  than  good.  Research  scientists  and 
doctors  say  that  soy  and  its  chemical  compo- 
nents may  promote  cancer,  dementia,  reproduc- 
tive abnormalities,  and  thyroid  disorders.  "You 
don't  want  to  go  overboard  with  soy,"  says  Bon- 
nie Liebman,  who  is  director  of  nutrition  at  the 
Center  for  Science  in  the  Public  Interest  in 
Washington,  D.  C. 

You  especially  don't  want  to 
take  a  soy  supplement,  energy 
bar,  or  powder  that  contains 
isoflavones,  a  chemical  in  soy- 
beans. Isoflavones  are  phy- 
toestrogens, or  plant  sub- 
stances that  behave  like  weak 
forms  of  the  hormone  estro- 
gen. Estrogen  relaxes  the  cap- 
illaries and  primes  the  liver  to 
get  rid  of  cholesterol,  so  likely 
it's  the  phytoestrogens  in  soy 
that  help  reduce  your  chance 
of  developing  heart  disease. 
WHOLE  FOODS.  But  despite 
what  makers  of  dietary  sup- 
plements would  have  you  be- 
lieve, research  has  shown  that 
isoflavones  alone  have  little  ef- 
fect on  cholesterol  levels.  "It's 
probably  the  many  different 
chemicals  found  in  soy  along 
with  the  fiber  that  work  to- 
gether synergistically  to  pro- 
duce beneficial  effects,"  says 
Claude  Hughes,  author  of  sev- 
eral studies  on  soy  and  direc- 
tor of  the  Center  for  Women's 
Health  at  Cedars-Sinai  Med- 
ical Center  in  Los  Angeles. 

Worse,  consuming  isofla- 
vones at  high  levels  "has  been 
shown  to  have  long-term  (k^tri- 


mental  effects,"  says  Dr.  Kenneth  Set 
leading  soy  researcher  and  professor 
atrics  at  the  University  of  Cincinnati  Cc 
Medicine.  For  example,  farm  animals  giv 
quantities  of  isoflavone-rich  feed  have  de 
serious  reproductive,  thyroid,  and  live 
lems.  A  study  pubhshed  in  1998  in  the 
Cancer  Research  indicates  isoflavones 
the  growth  of  human  breast-cancer  c| 
planted  in  rats.  Plus,  women  drinldng  isc 
infused  soy  drinks  have  been  shown  to 
increased  proliferation  of  breast  cells.  T^  ^ 
breast-cell  growth,  the  greater  the  risl 
mors.  Alice  Lichtenstein,  professor  of  nut 
Tufts     University     in     Boston,     warn  g| 
isoflavones  and  other  chemicals  extract^ 
foods  are  essentially  drugs,  and  you  can 
gest  harmful  amounts  because  of  the  vas 
titles  that  can  be  packed  into  a  tiny  pill. 

The  best  way  to  take  advantage  ( 
health  benefits  is  to  follow  the  examplt 
Japanese  and  stick  with  whole  foods.  As 
ulation,  the  Japanese  tend  to  be  health 
hve  longer  than  Americans,  and  they  eat 
7  grams  to  10  grams  per  day  of  whole  so 
such  as  tofu,  soy  milk,  and  edamame,  as 
the  fermented  versions,  tempeh  and  miso 
Unlike  soy  hot  dogs,  ice  cream,  chips, 
ies,  which  often  are  made  out  of  soy  prol 
late  derived  from  the  soybean  through  c  ^  I 
extraction,  whole  soy  foods  "are  closer  i 
Mother  Nature  intended,"  says  Gregory  ^ 
chair  of  the  department  of  public  health 
at  Wake  Forest  University  School  of  Mec 
Winston-Salem,  N.  C.  That  way,  none  of 
tentially  beneficial  components  have  b< 
carded  during  processing. 

Even  with  whole  soy  foods,  there  are  i     / 
If  you  are  pregnant,  at  risk  of  developinj  1^ 
gen-sensitive  tumors,  such  as  breast  and 
cancer,  or  have  a  family  histoiy  of  dementi 
researchers  and  j)hysioians  advise  ugains' 
too  much  soy  in  any  form.  But  if  you 
into  one  of  the  risk  gi'oups,  just  rememb 
with  natural  forms  of  soy,  and  avoid  thii 
come  out  of  a  laboratory. 
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Where  Did  My 
Mutual  Fund  Go? 

What  to  do  if  your  fund  is  being  merged  or  liquidated 


BY  ANNE  TERGESEN 

When  mutual-fund  investors  are  con- 
fronted with  poor  performance,  they 
often  head  for  the  exits.  Increasingly, 
fund  companies  are  doing  the  same. 
So  far  this  year,  fund  management 
companies  including  Liberty  and  Pil- 
grim have  pulled  the 
plug  on  a  record  222  funds,  or 
one  out  of  every  49.  They  do  it 
by  merging  weak  funds  into 
better  performers,  or  by  liquidating  a  fund's 
holdings  and  returning  the  proceeds  to  investors. 
With  the  bull  market  in  retreat  after  a  decade  in 
which  the  number  of  funds  has  nearly  quadru- 
pled, the  pace  of  mergers  and  liquida- 
tions is  bound  to  pick  up. 

These  practices  allow  fund  families 
to  bury  offspring  with  poor  track  records 
and  asset  bases  so  small  they  are  unlike- 
ly to   become   profitable.   According  to 
Morningstar,  funds  merged  or  liquidated 
this  year  scored  in  the  bottom  third 
of  their  peer  groups  when  ranked 
on  three-year  returns  (table).  Since 
most  fiinds  need  $100  million  in  assets 
to  turn  a  profit,  small,  underperform- 
ing  funds  are  most  likely  to  go  out 
of  business. 

DREARY  RECORDS.  This  year,  the 
dustbin  is  full  of  bond  and  inter- 
national stock  funds.  Looking 
ahead,  floundering  Internet  funds 
might  follow  the  tiny  de  Leon 
Internet  100  into  oblivion.  Dovm 
50%  this  year,  the  fund  liquidated 
on  Oct.  30. 

The  urge  to  merge  is  a  marketing 
call  as  much  as  an  investment  decision. 
Sweep  away  bad  performers,  and  dreary 
track  records  disappear  from  fund  literature 
and  databases,  making  fund  families  look 
better  than  they  really  are.  Because 
three-year  returns  are  "a  big  driver  of 
sales,  if  a  fund  is  not  doing  well  by 
then,  it  is  a  candidate"  for  a  phase-out, 
says  John  Benvenuto,  a  consultant  at  Fi- 
nancial Research  in  Boston. 

Mergers  and  liquidations  are  a  mixed 
bag  for  shareholders.  Unless  you  hold  a 
disappearing  fund  in  a  tax-deferred  re- 
tirement account,  such  as  a  401(k),  there 
will  be  tax  consequences.  Investors  might 


Mutual  Funds 


find  their  asset  allocation  strategies  in  disarray 
when  a  fund  they've  been  merged  into  follows  a 
different  path  than  the  one  they  bought.  On  the 
other  hand,  mergers  tend  to  funnel  investors 
into  better-run  portfolios  with  lower  expenses. 

Funds  don't  go  out  of  business  quietly  or 
overnight,  so  you'll  have  advance  warning.  In- 
deed, before  killing  a  fund,  a 
company  is  required  to  get  ap- 
proval from  shareholders  and 
the  fund's  board  of  directors. 


Approval  is  rarely  denied. 

Taxes  top  the  list  of  shareholder  concerns. 
When  one  fund  is  merged  into  another,  no  taxes 
are  due.  However,  those  transferred  into  a  suc- 
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Mutual  Funds 


If  it  looks  as  if  a 
fund  is  about  to  be 
liquidated,  you 
may  want  to  bail 
out  quick,  because 
when  the  fund 
begins  selling  its 
shares,  prices 
could  plummet 


cessful  fund  inherit  a  share  of  its  unreal- 
ized capital  gains.  This  means  that  when 
the  new  fund  sells  a  winner,  investors 
merged  into  the  fund  get  a  share  of  the 
capital-gains  distribution.  They  have  to 
pay  taxes  on  that  gain — even  though  they 
were  not  around  when  the  profits  built  up. 

In  assessing  whether  to  stay  or  go,  ask 
the  fund  company  for  an  estimate  of 
the  new  fund's  next  capital-gains  dis 
tribution.  If  one  isn't  available, 
go  to  the  fund's  most  recent  ^^^[fS!«^ 
shareholder  report  and  find  ^^ 

its  "realized  but  undis- 
tributed gains."  If  a 
fund  had  $1  a  share  in 
such  gains  and  the 
merger  gave  you  1,000 
shares,  for  example,  you 
would  have  a  $1,000 
taxable  gain  coming 
your  way.  Compare  that 
to  what  you  might  owe 
if  you  sold  the  fund  be- 
fore the  merger.  Of 
course,  if  your  original 
fund  stake  is  under  wa- 
ter, sell  it  to  reap  losses  with  which  to  reduce 
your  taxes. 

GET  A  HANDLE.  Fund  mergers  can  drive  up  tax 
bills  in  other  ways.  When  surviving  funds  in- 
herit stocks  from  defunct  siblings,  their  man- 
agers often  sell  the  transferred  holdings.  Of 
course,  if  the  winners  outweigh  the  losers,  this 
selling  would  subject  shareholders  in  the  com- 
bined funds  to  taxes. 

To  get  a  handle  on  what  your  new  fund  plans 
to  do  with  its  hand-me-downs,  look  in  the  proxy 
statement  you  will  receive  ahead  of  a  share- 
holder vote  on  the  merger.  You  can  also  request 
a  statement  of  additional  information  that  de- 
tails what  the  combined  fund's  financial  state- 
ments and  holdings  are  expected  to  look  like. 

Another  problem  with  fund  mergers  is  that 
you  might  wind  up  with  something  that  doesn't 
suit  your  needs.  If  you  purchased  shares  in  the 
Federated  Latin  American  Growth  Fund,  for 


example,  you  might  not  be  satisl 

^     your  recent  tax-free  transfer  to 

erated  Emerging  Markets  Fund. 

the  latter  invests  only  25%  of  its  j 

Latin  America. 

Still,  mergers  can  bring  some  go< 

According  to  Morningstar,  sharehol 

funds  merged  this  year  saw  their  c 

cline  by  8.2%,  on  average, 

were  funneled  into  larger  fur 

greater  economies 

^       Most     merger 

channel    investo 


Traits  of  Vanishing  Funds 

Funds  that  have  merged  or  liquidated  this  year  display,  o: 
average,  the  following  characteristics: 


ASSET 
SIZE 

(MILLIONS) 


ASSET  CHANGE 
OVER  12  MOS. 


AGE 

(IN  YEARS) 


3-YEAR  RANK 
VS.  PEERS 

(100=LOWEST) 


c 


MERGED  FUNDS 

$78.1 

-12.5%          7.3 

66.7 

ll 

LIQUIDATED  FUNDS 

$12.7 

-29.4%          5.2 

65.4 

l.| 

DATA:  MORNINGSTAR                                                                 1 

Warning  Signs 

Is  your  fund  heading  for  a  merger  or 
liquidation?  Here's  a  list  of  tip-offs: 

SIGN 

COIMMENTS 

CONSISTENTLY  POOR 
PERFORMANCE 

Shareholder  defections  make  the  fund  less  profitable 
to  run. 

SMALL  &  DECLINING 
ASSET  BASE 

Funds  with  less  than  $100  million  in  assets  are 
generally  unprofitable. 

INVESTMENT  STYLE 
IS  OUT  OF  FAVOR 

Bonds  and  international  stocks  have  fared  poorly  in 
recent  years;  funds  in  those  categories  top  this  year's 
list  of  mergers  and  liquidations. 

FUND  IS  A 
FADING  FAD 

Thi 

can 

s  year's  flavor:  Market-neutral  funds.  Future 
didates  include  Internet  funds. 

better  performers.  The  Liberty  Nevi^pori 
Utilities  Fund,  for  instance,  has  a  three-j 
nualized  return  of  14.7%.  That's  about  t 
7.3%  earned  by  the  fund  it  is  taking  ov 
erty  Newport  Global  Equity.  The  two  fu 
slated  to  merge  in  January  as  part  of  a 
dation  at  Liberty,  which  is  merging  1' 
nearly  100  funds  and  liquidating  four. 

Still,  if  a  merger  leaves  you  overexp 
one  type  of  investment  and  underexpose^ 
other,  sell  it  and  buy  one  that  better  sui 
needs.  Indeed,  shareholders  in  Liberty  M 
Global  Equity  who  stay  put  will  have 
larger  exposure  to  utilities — 31%,  vs.  4.4' 
they  may  have  bargained  for. 

Of  course,  when  it  comes  to  liquidatio: 
ing  is  the  only  option.  But  because  thes< 
are  laggards,  shareholders  frequently  rea] 
vrith  which  to  reduce  their  taxes 

In  a  liquidation,  bail  out  fast  to  avoid 
caught  in  a  fire  sale.  When  funds  that  s 
in  thinly  traded  securities  such  as  sm; 
sell  in  bulk,  they  unleash  a  wave  of  sell 
that  can  drive  stock  prices  down.  This 
mines  their  ability  to  secure  fair  prices. 

Even  before  a  liquidation  is  announc 
possible  to  detect  signs  that  a  fund  is 
way  out  (table).  Small  funds  with  a  his 
poor  returns  are  most  vulnerable.  So  an 
hit  by  shareholder  redemptions,  says  Mo 
analyst  Matthew  Gries. 

To  be  sure,  not  all  funds  that  go  out  ( 
ness  are  in  trouble.  Mergers  between  fun 
panies  frequently  result  in  the  elimiii.i 
overlapping  funds.  For  instance,  this  yi:i 
group  is  folding  several  CitiFunds  into  ih 
Barney  lineup.  Still,  stars  are  rarely  killcil 
if  your  fund  company  is  throwing  in  the 
maybe  it's  a  sign  that  you  should,  too 
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^hrowmg  m  thCjA 
I  should,  too.      ■ 


»•  •  •  • 


eiVA 

net-connected  digital 

JURE  FRAME 


HAT  TO  THEIR  WONDERING  EYES 

SHOULD  APPEAR.. 


If  you're  wondering  what  to  get  someone  this  holiday  season, 
here's  something  to  look  into.  Ceiva.  It's  the  world's  first  digital 
picture  frame  that  lets  you  share  photos  over  the  internet.  It's  easy 
to  set  up.  Easy  to  use.  You  don't  even  need  a  computer  to  receive 
photos.  Every  day  the  Ceiva  frame  automatically  updates  and 
displays  your  new  photos.  And  anyone  you  want  can  send  you 
photos  from  just  about  anywhere.  So  give  someone  a  Ceiva 
picture  frame  this  holiday  season.  And  open  up  a  totally  new  way 
to  look  at  pictures. 


SHARE  photos 

EVERYDAY 


sb\e  at  CIRCUIT  CITY  ^Gateway  amazon.com.  cervA.com 


ceiva.com  or  1.877.MY.FRAME 


O2000  Ceiva  Logtc.  In<.  All  righU  r«s«rved 
Ceiva  IS  a  trademark  of  Ceiva  Logic.  Inc  PaTents  pending. 


Turning  Value 
Into  a  Gold  Mine 

How  PIMCOfund  manager  Schneider  does  it 

From  tractor  makers  to  insurers  to  hospital 
companies,  John  Schneider's  stock  picks  have 
one  thing  in  common:  value.  Tfiat  has  put 
the  PIMCO  Funds  portfolio  manager  right  in 
tlie  market's  sweet  spot  this  year,  as  investors 
move  away  from  momentum  moonshots  and  to- 
ward certifiably  grounded  stuff  (table).  BUSINESS 
week's  Robert  Barker  reached  Schneider  recent- 
ly by  plione  at  his  Manhattan  office.  Excerpts  of 
their  chat  follow.  The  full 
version  is  at  Business  Week 
Online. 


John  Schneider: 
Value  Seeker 

FUNDS  PIMCO  Renaissance  and 
PIMCO  Value 

TICKER  SYMBOLS  PQNAX  and  PDLAX 

TOTAL  RETURN*  25.2%  and  21.6% 

TOP  PICKS  Aetna,  Health  Net,  ACE, 
Archer-Daniels-Midland,  Deere 

WEB  ADDRESS  www.pjmcofunds.com 

PHONE  888  877-4626 

'Through  Dec.  1  DATA:  BUSINESS  WEEK 


Q:  WJtat's  working  for  you? 
A:  Value  stocks,  and  we've 
had  some  pretty  good  stock 
selection. 

Q:  Insurance  stocks  am,ong 
them? 

A:  Absolutely.  Property  and 
casualty  insurers.  ACE,  XL 
Capital,  Everest  Re,  and 
Loews,  which  is  a  conglom- 
erate, but  it  owns  CNA. 

Q:  Do  you  still  own  those, 
or  are  you  taking  profits? 
A:  I  still  own  them  all.  I 


TOP  OF  THE 
WORLD:  Schneider 
is  high  on  health 
care  and  insurance 


\ 


think  they've  got  quite  a  bit  in  front  of  th 
I've  [trimmed]  back  a  little. 

Q:  You  also  iiave  lots  of  health-care  stocks 
ones  do  you  favor? 

A  In  the  HMOs,  I  own  Aetna  and  Heal 
Aetna  has  been  the  laggard  of  the  grouj 
are  now  in  the  pro 
trying  to  raise  pric 
cut  costs.  It's  not 
be  a  quick  turns 
Health  Net  is  actua 
ing  things  much 
They've  been  growing  earnings  by  20%-pl 
they're  getting  out  of  territories  where  tl 
weaker  player,  like  Florida  and  Nevada 
will  be  more  earnings  improvement  as  th 
money-losing  businesses,  such  as  Medical 

Q:  Why  are  they  cutting  Medicare? 
A  You've  had  medical  inflation  in  the  higl: 
digits,  call  it— 7%,  8%,  9%.  Government 
past  couple  of  years  has  only  been  raisi 
price  they  give  HMOs  for  the  Medicare  b 
by  2%  or  3%.  So  the  vise  has  just  been  : 
tighter  and  tighter  HMOs  have  been  able  t 
that  to  some  degree  by  reducing  benefi 
everybody  has  been  losing  money. 

Q:  /  gather  you  also  like  hospital  com\ 
such  as  Tenet  Healthcare? 
A-  It's  an  acute-care  chain,  the  second-lar 
the  country.  They're  getting  price  increai 

Q:  You  also  own  Healthsouth.  Why? 
A  It's  a  little  ditferent.  They  are  the  larj 
patient  and  outpatient  rehabilitation  hosj 
the  country,  with  something  like  30% 
share.  What's  going  on  there  is  the  govei 
has  been  paying  them  for  in-patient  reh; 
vices  at  cost.  So,  for  Healthsouth,  this  is 
ty  big  part  of  their  business,  and  they've 
receiving  no  profit  on  it.  Now,  the  gove: 
has  just  enacted  a  system  where  they  pa; 
dollar  amount.  Healthsouth  is  a  quality  pi 
but  also  a  low-cost  provider  because  of  iti 
and  they  are  going  to  be  able  to  make  a 
cant  profit  on  this. 

Q:  How  significant? 
A  When  fully  enacted,  this  will  add  som 
like  20(2  [per  share]  to  earnings,  which  is 
Wall  Street's  earnings  estimates  yet. 

Q:  Wliat  other  industries  do  you  like? 
A:  One  area  I'm  warming  to  is  agricult 
own  food-processing  companies,  such  as  A 
Daniels-Midland  and  Com  Products  Inten 
al,  and  tractor  producers  Deere  and  (;nh 

Q:  What's  happening  on  the  farm? 
A:  The  farmer,  after  a  number  of  years  of 
on  his  back,  is  now  doing  roa.sonably  wt 
the  face  of  the  economy  weakening,  agiicull 
an  area  that's  on  its  own  cycle,  and  I 
things  are  improving. 
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Where  low  insurance  rates  and  exceptional  service 

come  together. 


With  the  American  Express  Property  Casualty 
companies,  you  can  save  up  to  20%  on  your 
insurance  premiums  and  get  superior  service,  too. 
We  offer  a  full  range  of  insurance  products, 
including  auto,  home  and  umbrella  policies.  We'll 
^^  help  you  choose  the  coverage,  deductibles,  and 

payment  terms  to  meet  your  needs.  And  with 
24-hour  service  by  phone  or  over  the  Web,  we're 
always  available  to  provide  rate  quotes,  answer 
questions  or  assist  with  claims.  Protect  your 
assets  with  insurance  from  the  American  Express 
Property  Casualty  companies.  We  help  you  do  more. 


4e  trading              advice  &  planning              insurance             1-800-842-3344  americanexpress.com 
1 — 1 I 

perty/casualty  insurance  is  underwritten  by  AMEX  Assurance  Company  or  IDS  Property  Casualty  Insurance  Company,  both  in  Green  Bay, 
consin.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express  Company  is  separate  from  American  Express 
ancial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2000  American  Express  Financial  Corporation.  All  rights  reserved. 
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JUST  WHO  ARE 
THE  PIGGIES  HERE? 


BY  ROBERT  BARKER 

Meat-packing 
giant  IBP  is  up  for 
grabs,  and  the  low 
bidder  includes  its 
GEO  and  other 


Shareholders 
had  better  watch 
their  toes 


Valuing  IBP 


$28 


i.P.MORBAN'S] 
CASH  Flow 
ANALYSIS  OF  : 
IBP'S  VALUE 


MAiWGEMENT 

GROUP'S 
TAKEOVER  BID 

$22.25 


$20 


DAIA:  COMPANY  REPORTS 


With  such  flashy  New  Economy  deals  as 
the  merger  of  America  Onhne  and  Time 
Warner  going  on,  why  are  a  bunch  of 
smart  business  people  jockeying  for  control  of 
America's  leading  killer  of  cattle?  Two  irresistible 
four-letter  words:  cash  flow. 

I'm  talking  about  the  wrangling  over  IBP, 
which  from  its  Dakota  Dunes  (S.  D.)  home  is  as 
far  from  the  New  Economy  as  smoke  signals  are 
from  broadband.  Just  the  same,  as  the  nation's 
No.  1  packer  of  beef  and  No.  2  packer 
of  pork,  IBP  expects  this  year  to  see 
$16.6  bilhon  in  revenue  and  more 
than  $700  million  in  "EBITDA,"  Wall 
Streetese  for  cash  earnings  before 
interest,  taxes,  depreciation,  and 
amortization.  That,  along  with  its 
depressed  stock,  has  drawn  not  one 
but  three  bidders. 

The  first — a  group  including 
Credit  Suisse,  IBP  CEO  Robert  Pe- 
terson, and  other  top  ibp  man- 
agers— bid  $22.25  a  share  in  cash. 
The  second,  offering  stock  it  values 
at  $25  a  share,  is  Smithfield  Foods, 
iBP's  leading  rival  in  pork.  Finally, 
No.  1  chicken  producer  Tyson 
Foods  made  a  mixed,  cash-and- 
stock  bid  it  says  is  worth  $26  a 
share.  Who  will  win  is  unknowable: 
While  iBP's  board  accepted  the  Credit 
Suisse-management  bid,  it  left  itself  room  to 
weigh  the  others.  Meanwhile,  IBP  offers  a  dis- 
maying look  at  how  outside  investors  can  get 
threatened  when  insiders  offer  to  buy  them  out. 

Here's  how  I  know:  On  Nov.  28,  ibp  filed  a 
proxy  statement  describing  the  proposed  Credit 
Suisse  deal.  It  runs  to  137  pages,  but  the  heart 
of  the  problem  can  be  found  on  just  four  pages  in 
the  middle,  under  the  title  "Certain  Financial 
Projections."  There  lie  two  tables  full  of  numbers 
that  imply  very  different  values  for  IBP. 
GRAVY.  The  first  table  holds  sales  and  profit  fore- 
casts that  IBP  gave  to  J.  P.  Morgan.  A  special 
committee  of  five  IBP  directors — those  not  joining 
in  the  Credit  Suisse-led  bid,  and  so  the  only 
ones  without  a  conflict  of  interest — hired  Morgan 
to  help  put  a  price  on  IBP.  In  other  words,  the 
first  table  shows  how  the  people  charged  with 
selling  IBP  view  the  future.  Below  that  table  is  a 
second,  created  by  Credit  Suisse.  It,  too,  is  based 
on  forecasts  made  by  IBP,  but  it  represents  the 
future  according  to  the  buyers.  Its  revenue  and 
p;bitda  projections  vary  a  bit  here  and  there. 
What's  crucially  different  are  its  figures  for  cap- 
ital spending.  They're  a  lot  lower,  especially  ear- 
ly on.  Next  year,  for  example,  the  Credit  Suisse 


table  lists  capital  spending  of  $350  millio| 
Morgan's  lists  $500  million.  Next  year 
2005,  Credit  Suisse  budgets  total  capital 
at  $1.4  bilhon;  Morgan  at  $1.85  billion. 

Why  does  this  matter?  Because  capitaj 
ing  eats  into  what  the  Street  calls  "fr 
flow" — the  money  left  after  all  is  said  ar 
the  final  reward  for  any  business'  owne 
free  cash  flow  was  the  key  factor  in 
opinion  that  IBP  is  worth  anywhere  fror 
$28  a  share  (chart).  Had  Morgan  used 
capital  spending  numbers,  its  forecasts] 
cash  flow  would've  been  higher,  implying 
er  value  for  ibp — something  sellers  usual^ 
right?  Instead,  the  sellers  depict  a  less 
company  than  do  the  buyers.  It's  as  if  y\ 
to  sell  your  car  by  advertising  that  it  ne 


•  _• 


just  a  brake  job,  but  a  transmission  overh; 

Is  your  head  reeling?  Remember,  Morj 
its  forecasts  from  IBP.  At  the  same  ti: 
proxy  says  of  Credit  Suisse's  numbers,  "l 
agement  agreed  with  these  projections 
copy  was  provided  to  the  special  com: 
the  board."  How  could  ibp  agree  with  t 
different  plans  for  capital  spending,  a  vari: 
tirely  in  its  control?  A  spokesman  cou^ 
no  explanation  for  the  conflict.  Nor  is  iBP'i 
committee  of  directors  talking.  But  if  you 
iBP's  managers  played  a  numbers  game, 
to  get  away  with  IBP  on  the  cheap. 

As  you  might  expect,  such  big  inves 
Brandes  Investment  Partners,  which  n 
billion  in  assets  including  9.1%  of  ibp, 
keeping  quiet.  Brandes  plans  to  vote  agai 
Credit  Suisse  deal,  while  hoping  a  swee 
wins  out.  Even  if  only  by  smoke  signals,  I 
dependent  directors  can't  escape  this  m 
They  had  better  get  shareholders  a  highe 
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For  barker.online,  go  to  www.businessweek.com/i^'on 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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WE  DIDIM'T 
WRITE  THE  BOOK 

DIM  THE 
IVEW  ECaiMOMY. 

JUST 
THE  TRAilMIIME 

MAIMUAL. 


^Learning. 


SmartForce'"  e-Learning.  It's  not  just  the  training  manual  for  the  new  economy,  it's  the  catalyst  for 
getting  there.  That's  because  SmartForce  e-Learning  gives  your  people  the  skills  they  need  to  succeed 
in  this  new,  Internet-driven  world.  A  world  that  demands  a  total  solution  for  enterprise  e-Learning. 
Just  ask  Unisys,  PricewaterhouseCoopers  or  CSC,  who  already  use  our  platform  to  create  smarter, 
more  e-savvy  work  forces.  Better  yet,  see  for  yourself  how  the  world's  #7  e-Learning  company  can 
help  transform  your  business  to  e-Business.  SmartForce  e-Learning.  The  new  economy  best  seller 


So  to  www.smartforce.com/neweconomy  or  call  1-888-395-0014 


SmartR)rce~ 

The  e-Learning  Company 


irtForce.  All  Rights  Reserved. 
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In  IT  services,  managing  people 
and  projects  can  seem  impossible. 


Nothing's  impossible. 


k\ 


Not  just  project  management,  but  a  true  enterprise  solution.  From  initial  demoi 
final  invoicing.  Finally,  IT  departments  and  consulting  firms  can  streamline  se 
delivery.  And  better  deliver  on  time  and  budget.  Welcome  to  the  only  end-lc 
business  process  automation  software  for  IT  services.  Find  it  at  www.changepoint 

When  is  your  point  of  change?         ^ 

Changepoiq 
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lakers'  woes 
lovellus 
but  not  out. 
lor  dynamo 
ellation  set 
I  the  party? 
AN  clicks 
lectronics 
abroad 


WHEN  INVESTORS 
GOT  RAHLED 


Chipmakers  had  no  place  to  hide  when  the 
market  perceived  that  capital  equipment 
spending  had  tightened,  sharply  hitting  com- 
puter sales.  Their  shares  got  slammed.  One  that 
was  pummeled:  Novellus  Systems  (nvls),  a  mak- 
er of  equipment  for  producing  semiconductors. 
Its  stock  took  a  dive,  from  62!^  in  early  Sep- 
tember to  26  in  November,  before  inching  up  to 
30  on  Dec.  6.  Analysts  scaled  back  their  earnings 
estimates  after  Novellus  confirmed  that  Korea's 
Hyundai  had  delayed  orders.  "Orders  for  semi 
equipment  could  be  flat  for  the  next  few  months, 
given  global  uncertainties  and  slowing  growth 
in  semiconductor  markets," 
warns  Susan  Crossley  at 
First  Security  Van  Kasper. 

But  not  everyone  ran 
for  the  exits.  "I  have  not 
seen  this  stock  selling  this 
cheap,"  says  money  man- 
ager Graham  Tanaka. 
"While  the  industry  is 
slowing  down,  Novellus  is 
seeing  a  surge  in  orders 
and  market  share  on  the 
strength  of  its  new  products,"  says  Tanaka. 
These  products  take  advantage  of  two  industry 
changes:  a  switch  to  copper-based  manufacturing, 
which  bolsters  chip  performance,  and  a  conver- 
sion to  larger,  12-in.  wafers,  doubling  the  output 
of  chipmaking  machines. 

In  all,  Novellus  "is  at  the  forefront  of  new 
technology  that  packs  more  power  into  chips," 
says  Tanaka.  Orders  should  pick  up  by  mid-2001, 
says  Tanaka,  whose  Tanaka  Growth  Fund  racked 
up  a  20.85%  yearly  growth  since  its  start  on 
Dec.  29,  1998,  through  Nov.  30. 

He  figures  that  with  Novellus'  earnings  and 
growth  potential,  the  stock  could  hit  78  in  a 
year  and  97  in  two.  The  stock  is  trading  at  12 
times  Tanaka's  2000  earnings  estimate  of  $2.34  a 
share,  10  times  his  2001  estimate  of  $3,  and  8 
times  his  2002's  $3.75.  The  stock,  he  says,  de- 
serves the  market's  price-earnings  ratio  of  26. 

CONSTELLATION'S 
STAR  MAY  BE  RISING 
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n  case  you've  been  too  distracted  to 
notice,  shares  of  alcoholic  beverage 
companies  have  been  enjoying  a 
good  time,  while  the  market  has  been 
tanking.  That's  because  the  spirits  tend 
to  be  defensive  plays — they  do  better 
when  times  are  hard.  Shares  of  brew- 
ers Anheuser-Busch  and  Adolph  Coors 
and  of  winemaker  Robert  Mondavi 
have  been  hitting  highs,  trading  at 
price-earnings  ratios  of  18  to  28  times 
their  estimated  2001  earnings. 


But  one  stock  still  to  join  the  party  is  Con- 
stellation Brands  (STZ),  the  second-largest  wine- 
maker  (behind  Gallo  Wineiy),  second-largest  im- 
porter of  beer  (behind  Heineken),  and  the 
fourth-largest  suppHer  of  distilled  spirits.  For  a 
company  that  has  annual  earnings  growth  of 
30%  for  the  past  two  years — and  is  on  track  for 
20%  grovii:h  this  year — the  stock,  now  at  48,  "is 
just  too  cheap,"  says  Gary  Steiner,  an  analyst  at 
investment  firm  Awad  &  Associates.  It  is  selling 
at  9  times  his  estimated  2001  earnings  of  $5.15  a 
share  and  11  times  his  2000  estimate  of  $4.35. 
Among  the  brand  names  supplied  by  Constella- 
tion (formerly  Canandaigua  Brands)  are  No.  1 
beer  import  Corona  Extra  and  St.  PauH  Girl, 
Simi  Valley  wine,  and  Black  Velvet  whiskey. 

What's  keeping  the  stock  down?  "The  Street 
likes  pure  plays,  but  Constellation  is  a  diversified 
alcoholic  beverage  producer  that  investors  per- 
ceive as  complex  and  confusing,"  Steiner  says. 
And  Constellation  is  also  identified  with  cheap 
wine,  which  accounts  for  17%  of  earnings.  "The 
low-end  wine  market  is  the  least  attractive  busi- 
ness among  its  stable  of  assets,"  he  adds. 

But  at  its  currently  depressed  price,  the  stock 
is  a  compelling  buy,  given  the  company's  favor- 
able growth  outlook,  says  Steiner,  who  says  the 
stock  deserves  a  p-e  of  13,  or  75  a  share. 

INTERTAN  IS  FIRMLY 
PLUGGED  IN 

Guess  what?  This  retailer  sells  only  consumer 
electronics  items,  and  it's  doing  brisk  busi- 
ness at  its  1,127  stores — with  computers  in 
particular  going  at  a  strong  pace.  The  company  is 
InterTAN  (itn),  and  its  ace:  It  sells  mainly  the 
products  of  RadioShack  and  Tandy  Electronics  in 
Canada  and  Australia,  but  the  stock  trades  on 
the  Big  Board.  "There  has  been  no  sign  of  retail 
weakness  in  either  Canada  or  Australia,"  says 
Dennis  Telzrow,  a  retailing 
analyst  at  securities  firm 
Hoak  Breedlove  Wesneski, 
who  rates  the  stock,  now  at 
dVi,  a  "strong  buy."  Banc  of 
America  Securities  analyst 
Douglas  (k)rdon  says  Inter- 
TAN "doesn't  expect  sales 
and  earnings  momentum  to 
slow  anytime  soon."  He  sees 
earnings  of  96(2  a  share  in 
fiscal  2001  ending  June  30, 
and  $1.15  in  2002,  up  from  2000's  79(2. 

One  possibility:  InterTAN,  which  Tandy  spun 
off  in  1986,  is  growdng  so  nicely  that  Tandy,  now 
called  RadioShack,  is  said  to  be  thinking  of  buy- 
ing it  back.  The  stock,  says  one  investor,  is  worth 
23  in  a  buyout.  RadioShack  declined  comment. 
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Watch  for  Gene  Marcial's  Inside  Wall  Street  Online 
column  every  Tuesday  afternoon  at 
www.businessweek.com/today.htm 


THE  STOCK  IS 
DOWN— FOR  NOW 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Dec.  6 


%  change 
Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 


S&P  500 

Dec.  June  Dec.  Nov.3D-Dec.6 


1560 
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:I400 


1370 

T1351.5 

1340 
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COMMENTARY 

Another  week,  another  squashed  rally. 
Hints  of  lower  interest  rates  from  Fed 
Chairman  Alan  Greenspan  sparked  a 
10.5%  historical  one-day  gain  in  Nas- 
daq on  Tuesday,  but  earnings  woes 
quickly  came  back  to  haunt.  Bank  of 
America  and  Apple  Computer's  warnings 
stymied  the  market's  enthusiasm:  the 
Nasdaq  ended  up  3.3%,  and  the  Dow 
and  the  S&P  500  were  essentially  flat. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

Business  Week  50* 

Business  Week  Info  Tech  100* 

S&P/BARRA  Growth 

S&P/BARRA  Value 

S&P  Energy 

S&P  Financials 

S&P  REIT 

S&P  Transportation 

S&P  Utilities 

GSTI  Internet 

PSE  Technology 


1351.5  0.7  -8.0  -5.1 

10,665.1  0.3  -7.2  -5.0 

2796.5  3.3  -31.3  -21.1 

501.8  2.4  12.9  16.8 

205.3  2.6  3.8  9.8 

12,398.5  1.5  -10.2  -6.2 


S&P  Euro  Plus  (U.S.  Dollar)         1387.9       4.2 
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NA 
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London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.: 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Revision* 

•First  Call  Corp. 

TECHNICAL  INDICATORS 


*Mar.  19,  1999  =  1000       **Feb.  7,  2000=1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1437.7       14 
52.0% 
0.72 
1.59 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Pollution  Control 
Gold  Mining 
Savings  &  Loans 
Genl.  Merchandise  Chains 
Building  Materials 


20.8 
18.6 
13.4 
12.6 
12.5 


Defense  Electronics 
HMOs 

Pollution  Control 
Homebuilding 
Savings  &  Loans 


142.0 
69.5 
65.4 
65.1 
62.6 


Metal  &  Glass  Containers 
Semiconductors 
Money  Center  Banks 
Oil  &  Gas  Drilling 
Office  Equip.  &  Supplies 


27.7  Metal  &  Glass 
24.3  Long-Dlst.  Tele 
Office  Equip.  I 
Photography/I 


-19.4 
-19.2 


-19.2    Furnishings  & 


1(11  It 


■  MUTUAL  FUNDS 

Week  ending  Oec.  5 
■  S&P  500  ■  U.S.  Oiverslfied  S  All  Equity 
4-week  total  return 


Week  ending  Dec.  5 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  retijrri_ 

Leaders 
Precious  Metals 
Real  Estate 
Financial 
Mid-cap  Value 
Laggards 
Technology 
Japan 

Small-cap  Growth 
Communications 

EQUITY  FUNDS 

4-week  total  return 


Leaders 

5.4 

Health 

3.5 

Natural  Resources 

0.3 

Real  Estate 

-0.2 

Financial 

Laggards 

-12.7 

Japan 

-11.1 

Diversified  Pacific/Asia 

-10.6 

Pacific/Asia  ex-Japan 

-10.4 

Diversified  Emerging  Mkts 

63.7 
27.0 
26.5 
20.1 

-29.4 
-24.7 
-21.7 
-21.6 


%      52-week  total  return 


%    -6     -3        0        3        5        9 
Data:  Standard  &  Poor's 


Leaders 

CGM  Focus  24.5 

ProFunds  Ultrashort  OTC  17.5 

AXP  Precious  Metals  A  9.6 

Rydex  Precious  Metals  9.5 
Laggards 

Frontier  Equity  -31.3 

TCW  Galileo  Sm.  Cap  Gr.  I  -30.1 

TCW  Galileo  Aggr.  Gr.  Eq.  -28.4 

ProFunds  UltraOTC  Inv.  -27.9 


Leaders 

Schroder  Cap.  Micro  Cap  141.5 

Dresdner  RCM  Biotech.  N  137.5 

Munder  Fram.  HIthcare.  6  124.3 

Dresdner  RCM  Glob.  Health  100.5 
Laggards 

Warburg  Pine.  Jap.  Sm.  Co.  -57.6 

Credit  Suisse  Inst.  Jap.  Gr.  -54.2 

Warburg  Pincus  Japan  Gr.  -53.6 

Matthews  Korea  I  ^7.9 


■  interest  RATES 

KEY  RATES 

Dec.  6 

Week 

MONEY  MARKET  FUNDS 

6.15% 

6.1 

90-OAY  TREASURY  BILLS 

6.07 

6.2 

1-YEAR  TREASURY  BILLS 

5.72 

5.9 

10-YEAR  TREASURY  NOTES 

5.32 

5.5 

30-YEAR  TREASURY  BONDS 

5.52 

5.6 

30-YEAR  FIXED  MORTGAGEt 

7.55 

7.6 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALEN1  nl 

Taxable  equivalent  yields  on  AAA-rated,  tax-exEf»i!i 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  boni 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.66% 
6.75 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.84 
7.01 


I  THE  WEEK  AHEAD 


r' 


RETAIL  SALES  Wednesday,  Dec.  13,  8:30 
a.m.  EST^  Retail  sales  likely  grew  0.2% 
in  November,  says  the  median  forecast  of 
economists  surveyed  by  Standard  & 
Poor's  MMS,  a  unit  of  The  McGraw-Hill 
Companies.  In  October,  sales  edged  up 
0.1%.  Excluding  cars,  store  buying  likely 
rose  0.3%  last  month,  after  a  0.4%  gain. 

PRODUCER  PRICE  INDEX  Thursday,  Dec.  14, 
3:30  a.m.  est>  Producer  prices  of  fin- 
i'ihed  goods  likely  rose  0.2%  in  Novem- 
ber. Core  prices,  which  exclude  food  and 


energy,  grew  0.1%.  In  October,  all  prices 
rose  0.4%,  while  core  prices  fell  0.1%. 

BUSINESS  INVENTORIES  Thursday  Dec.  14, 
8:30  a.m.  est>-  The  s&p  mms  survey  fore- 
casts that  business  inventories  probably 
grew  0.2%  in  October. 

CURRENT  ACCOUNT  BALANCE  Thursday  May 
1,  10  a.m.  EST  ►  The  U.  S.  current  ac- 
count deficit  probably  widened  to  about 
$115  billion  in  the  third  quarter  from 
$106.1  billion  in  the  second. 


CONSUMER  PRICE  INDEX  Friday  D 
8:30  a.m.  est>-  Consumer  pri 
biy  increased  0.2%  in  NovemI 
same  gain  posted  in  October, 
probably  also  rose  0.2%  on  to 
0.2%  October  advance. 

INDUSTRIAL  PRODUCTION  Friday  L 
9:15  a.m.  est>  Industrial  out 
likely  flat  in  November,  after  f. 
in  October.  The  average  operal 
was  likely  82%  down  from  82 
in  October. 


I'lfi  !:;iJSINb"SS  WI:F.K  /  DFCr.MBi:R  18,  2000 


n 


INESS  WEEK  FIFTY 


The 

Business 

Week 


5) 


Daily:Nov.30-Dec.6 

IPO 

inon 

1      '""" 

t>  in'in  n 

, 

in^n 

.-_ 

1      .     ___ 

1 1 t__H 

— 

i~       i 

1000 

at  least  it's  up.  The  BW50  earned  1.2%,  with  more  tech  and  telecom  gainers  than  losers.  PC 
ed  43.0%  after  reporting  weak  sales,  while  Intel  lost  25.7%.  It  wasn't  quite  enough  to  off- 
nce's  52.8%  gain  and  EMC's  23.0%  gain,  two  companies  duking  it  out  in  the  data  storage 
I  32.0%,  and  Qualcomm,  up  20.3%,  were  among  the  most  heavily  traded  stocks  this  week. 


COMPANY 

%  change 

Since 
3/1/00 


PERFORMANCE 


%  change 


Week 


Rank     Company 


Week 


Since 
3/1/00 


-12.9 

-37.6 

4.2 

-20.5 

-0.5 

-21.9 

32.0 

-15.6 

23.0 

52.5 

12.3 

-73.0 

y  Dean  Witter 

6.8 

-7.7 

4.8 

-43.5 

logies 

-4.7 

-76.6 

inology 

6.5 

-6.6 

ims 

11.0 

-9.6 

-1.3 

-48.7 

b 

1.1 

-5.8 

12.7 

-19.0 

-17.5 

-58.2 

18.8 

25.5 

ince 

52.8 

-19.6 

1.3 

11.8 

-3.1 

1.4 

26 

Intel 

-25.7 

-45.2 

27 

Tribune 

1.2 

-0.2 

28 

Xilinx 

-7.0 

-46.4 

29 

Enron 

2.4 

4.3 

30 

Lexmark  International 

-8.1 

-62.6 

31 

Gmnicam  Group 

10.1 

-5.4 

32 

America  Online 

2.9 

-21.7 

33 

Guidant 

-0.6 

-21.4 

34 

MBNA 

-4.3 

50.5 

35 

Pfizer 

-4.9 

36.1 

36 

Solectron 

-9.0 

-15.3 

37 

Gateway 

-43.0 

-75.9 

38 

Wells  Fargo 

3.3 

39.8 

39 

General  Dynamics 

-7.7 

63.3 

40 

Texas  Instruments 

18.6 

-43.7 

41 

Capital  One  Financial 

3.4 

54.7 

42 

General  Electric 

8.6 

23.2 

43 

Kansas  City  Southern  Industries    1.5 

85.1 

44 

Wal-Mart  Stores 

5.7 

11.9 

als 
inal 
ciates 


-1.3 
-5.5 
5.5 
2.6 
-3.4 
20.3 


-66.3 
-56.1 
55.4 
-58.9 
^7.6 
-28.5 


Paccar 

PE  Biosystems  Group 

Merck 

Adobe  Systems 

Reliant  Energy 

Citigroup 


-0.9 
0.0 

-5.6 
4.5 

-4.7 
0.6 


4.5 
-17.9 
49.3 
33.9 
86.2 
28.5 


UCTION  INDEX 


Change  tram  last  week:  -0.2% 
Change  from  last  year:  11.4% 

OUTP 

175.8 
!00 

JT 

^^^.^^.j*-^'-^ 

^^            The  index  is  a  1-mek 

. 

moving  average 
III      II      II 

/lar. 
1000 

July                 Nov. 
2000                 2000 

!X  edged  lower  for  the  latest  week, 
if  the  four-week  moving  average, 
to  176.1  from  a  revised  174.8.  On 
ed  basis,  auto  and  truck  produc- 
but  automakers  have  announced 
:  production  into  the  first  quarter. 
:-oil  refining,  and  steel  output  also 
id  rail-freight  traffic  declined  in  the 

le  index  components  is  at  www.business- 
index  Copyright  2000  by  The  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar- 
ket coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,visit 

www.businessweek.com. 


Rexhink  your 

basic  assumptions 

about  business. 


BREAKING      ' 
COMPROMISES 

OpporUinities  for  Action  in  Consumer  Markets 


V 


Thf  Boston  Consii.ting  Groi  p 

Edited  by  Michael  J,  Silversteln  dnd  George  SUlk  Jr 


More  breakthrou 
The  Boston  Con 

www.bcg.com/breakingcompromises 
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Nokia  broadband  technology  djani 


RewriX^c  tkfc  ruAts 


Nokia  delivers  broadband 
speed  of  demand. 


the 


Nokia  makes  the  hardware  that  delivers 
broadband  faster  than  ever.  With 
Nokia's  field-proven,  next  generation 
DSL  and  innovative  wireless  broadband 
systems,  our  customers  get  the  scala- 
bility and  flexibility  they  need  to  deploy 
broadband  on  demand.  And  when  they 
add  wireless  LAN  capability  using  one 
of  our  Nokia  Home  Gateway  products, 
they'll  really  deliver  customer  satisfac- 
tion. With  over  200  million  loyal  cus- 
tomers, Nokia  has  learned  something 
about  how  to  deliver.  And  isn't  delivery 
what  broadband's  all  about  these  days? 

Visit  us  at  www.nokia.com  and  start 
rewriting  the  rules  your  way. 


NOKIA 

Connecting  People 


■Index  to  Companies 


lifniswdex- gives  the  starting  page  for  a  story  or  feature  with  a  significant 
leference  to  a  cdhipany.  Most  subsidiaries  are  indexed  under  their  own  names. 
.Companies  listed  only  in  tables  are  not  included. 


ABNAmro194 
ACE  (ACL)  240 
Adolph  Coors  (RKY)  245 
Advanced  Manufacturing 

Research  60 
Aetna  (AET)  240 
Amazon.com  (AMZN) 

198,208 

American  Express  224 
America  Online  (AOL)  28, 

78,160,164,198,234, 

242 

Analog  Devices  32 
Anheuser-Bush  (BUD) 

245 
Apple  Computer  (AAPL) 

54 
Archer  Daniels  Midland 

(ADM)  240 
Ariba  (ARBA)  60 
A.T.  Kearney  (EDS)  206 
Aurora  Capital  Group  44 
AutoPacific  69 
Aveda  224 

Avon  Products  (AVP)  164 
Awad  &  Associates  245 

B 


Banc  of  America 
Securities  (BAC)  220, 
245 

Barclays  Global  Investors 
189 

BEA  Systems  54 
Beech-Nut  Nutrition  160 
Bloomberg  170, 194 
Bloomingdale's(FD)198 
Blue  Cross  &  Blue  Shield 
of  Masschusetts  206 
BMW  76 
Boeing  (BA)  32 
BP  Amoco  (BPA)  160 
Brandes  Investment 
Partners  242 
Brightmail  234 
Brown  Brothers  Harriman 
66 


Canon  (CAI)  32 
Car  Lab  69 

CenterPoint  Ventures  214 
CGUAX  237 
Challenger  Gray  & 

Christmas  220 
Chase  Manhattan  (CMB) 

44,164 


China  Netcom  190 
Circuit  City  (CC)  54 
Cisco  Systems  (CSCO) 

54, 60, 62 
Citigroup  (0  32, 164, 

237 

CNA  (CNA)  240 
CNH  Global  (CNH)  240 
Comcast  (CMCSK)  170 
Comdex  190 
Commerce  One  (CMRC) 

60 
Compaq  Computer 

(CPQ)28 
Computer  Sciences  (CSC) 

206,  214 
Cone  164 
Constellation  Brands 

(STXZ)  245 
Convergent  Technology 

60 
Corn  Products 

International  (CPO)  240 
Corning  (GCW)  32 
Credit  Suisse  First  Boston 

(CSGKY)  44,  72,  242 

D 


DaimlerChrysler  (DCX) 
12,76,94,192,220 

Dana  220 
Deere  (DE)  240 
Delphi  Automotive 
Systems  (DPH)  94, 220 
Digital  River  54 
Dovebid  60 
DowJones(DJ)189 
drkoop.com  (KOOP)  214 

E 


E&JGalloWinery245 
Eco  Associates  214 
Electronic  Arts  76 
Electronic  Data  Systems 

(EDS)  206 
EMMAX  237 
Emmis  Communications 

(EMMS)  16, 170 
Enron  (ENE)  44 
eToys(ETYS)198,208 
Everest  Re  (RE)  240 

F 


Faber  Castell  76 
Federated  Department 
Stores  (FD)  198 
Federated  Emerging 
Markets  Fund  237 


Federated  Latin  American 

Growth  Fund  (LAMAX) 

237 

Ferris  Research  234 
Fiat  (FIA)  192 
Fidelity  Investments  194 
Fingerhut(FD)198 
Firestone  32 
First  Call  54, 66, 170 
First  American  Financial 

54 

First  Union  (FTU)  54 
Flextronics  International 

(FLEX)  60 
Ford  (F)  32, 54, 69, 76, 

94,  164,220 
Fox  Entertainment  (FOX) 

170 

FreeDrive  206 
Frito-Lay  (PEP)  68 
FTSE  International  189 


Gap  (GPS)  72. 98 
GartnerGroup  206 
Gateway  (GM)  28,  54 
General  Electric  (GE)  54, 
62,198 

General  Motors  (GM)  62, 
69, 94,  206,  220 
Gerber  Products  160 
Giga  Information  Group 
54 
Goodyear  (GT)  32 

H 


Health  Net  240 
Heineken  245 
Hewlett-Packard  (HWP) 
12,54,164,190 
Hilton  Hotels  (HLT)  16 
H.J.  Heinz  (HNZ)  160 
Hoak  Breedlove  Wesneski 
245 

Honda  (HMO  76, 192, 
220 

Honeywell  International 
(HON)  32 
Hyundai  245 


IBM  (IBM)  14,  76, 153, 

190,206 
IBP  (IBP)  242 
Informix  (IFMX)  60 
Inktomi  (INKD68 
Intel  (INTO  28,  32,  54, 

76 
International  Data  54 


InterTAN  (ITN)  245 
Italjet  76 
iVillage,com(IVIL)172 


Johnson  &  Johnson  (JNJ) 

164 

Jones  (Edward)  66 
J.  P  Morgan  (JPM)  242 
Jupiter  Media  Metrix 

(JMXI)172 
K 


Kmart  (KM)  98 

Knoll  224 

Kraft  Foods  (MO)  32 


Lazard  Freres  72 
Leeds  Equity  Partners  40 
Lehman  Brothers  (LEH) 

206 

LensCrafters164 
Leonard  Green  &  Partners 

214 
Liberty  Newport  Global 

Utilities  Fund  237 
Loews  (LTR)  240 
LSI  Logic  (LSI)  54 
Lucent  Technologies  (LU) 

54 

M 


Macy's(FD)198 
Mall.com  214 
MarchFirst  (MRCH)  62 
Marmon  Group  32 
Marriott  International 

(MAR)  16 
McCann-Erickson 

Worldside172 
McGraw-Hill  (MHP)  37, 

60,170,220,246 
Merrill  Lynch  (MER)  54, 

60,170,172,194,206 
Metricom  76 
Microsoft  (MSFT)  28,  54, 

62,190,234 
Milnot  Holding  160 
Mitsubishi  Motors  192 
Mondavi  (Robert)  (MOND) 

245 
Morgan  Stanley  Dean 

Witter  (MWD)  189, 206 
Motorola  (MOT)  32 

N 


Napster  76 
Navistar  International 
220 
NBC  (GE)  198 


NEC  (NIPNY)  32 
Nestle  54 
Netscape  (AOL)  28 
News  Corp.  (NWS)  170 
Nike  (NKE)  208 
Nikon  76 
Nintendo  202 
Nippon  Telegraph  & 

Telephone  (NTT)  189 
Nissan  (NSANY)  192 
Novell  (NOVL)  54 
Novellus  Systems  (NVLS) 

245 


Oracle  (ORCL)  60 
Osborne  60 


PaineWebber  (PWJ)  44 
PepsiCo  (PEP)  88 
Perot  Systems  (PER)  206 
Petstore.com  60 
PlanetOut172 
Playboy  Enterprises  16 
PricewaterhouseCoopers 

Money  Tree  214 
Principal  Financial  Group 

224 
Prion  Developmental 

Laboratories  157 
ProBusiness  (PRBZ)  60 
Productopia.com  60 

Q 


Quaker  Oats  (OAT)  68 
Qwest  Communications 
(Q)  164 


RadioShack  (RDH)  245 
Recruiterlink.com  14 
Renault  192 
Reuters  Group  (RTRSY) 
194 


Safeway  (SWY)  32 
Salomon  Smith  Barney 

(0  66,160,189 
Seagram  (VO  221 
Sears  (S)  98 
Sega  Enterprises  (SEGNY) 

202 
Shanghai  Intranet 

Systems  190 
Siebel  Systems  (SEBL)  60 
Smithfield  Foods  (SFD) 

242 

Solectron  (SLR)  60 
Sony  (SNE)  202 


Standard  &  Poc 
37,  246 

Starwood  Hotel; 

Resorts  (HOT) 
Strang  Capital 

Management 
Sun  Micrasystei 

(SUNW)32,1S 
Sybase  (SYBS)  I  ^s( 

T 


SO 


Taco  Bell  32 
Talbots  (TLB)  91 
Tandy  Electron i 
Tene  Healthcare 

240 

Terra  Lycos  (TRl 
TheStreet.com  ( 

172 

3Com  (COMS)  % 
3M  (MMM)  76 
Time  Warner  (1\ 

170,242 
Toyota  (TM)  32, 

220 

Triton  Media  17 
TurboLinux190 

U 


UBS  Warburg  1 
United  Airtines  ( 
Universal  McCa 
US  West  (0)16^^ 


Viacom  (VIA)  17 


H' 


Visteon  (VC)  94 
Vivendi  (V)  221 
Volkswagen  (VL 

W 


Wal-Mart  Stores 
72,98,198,21 
Walt  Disney  (DIS 
Welch  Foods  16. 
Western  Digital 

X 


Xerox  (XRX)  32 
Xilinx  (XLNX)54 
XL  Capital  (XL): 
Xpedior(XPDR) 

Y 


Yahoo!  (YHOO  -' 

Z 


Zagat  76 
Zenith  Media  11 
ZoneTrader  60 
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sonalize  your  Internet  with  Netscape 


'zie    tdit    ^iew    Search   <io    ^v .    ■  n.-ir 


®®®®  Q^ 


http  //music  netscape  com/music/ 


[  '1  Bookmarks    ^  My  Netscape     A  Home 


My5ideb«r 

i  Music 

/  Local  entertainment  j 
Buddy  Li«t  \ 

Online  |  Lit!  Setup  )     1^ 

^StndlM    A    Chjl 
-  Buddie*  (5/7) 

(i>  nycFilmMan 
^guitar  pal 
©  drummer  here 

JoeUser 
^BOumble 
Family  (1/4) 
:ateAi234 
^  Co-Workers  <4 
.^JenWaiters 
,!^  Susans 
<^E  rework 


Q  Netscape 


Home  >  EntertainmetTt 


Music 


Media  Player 

Multimedia 

MP3  Guide 
Music  videos 
Photo  Gallery 

Reviews 

Concert  reviews 


Search      WeliMail      My  Netscape      Buddy  Chat  -  Hejf)  -  Download 


Feature  Story 


7<"'/if!:,'St"iK  t.")Ti 
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Madonna  releases  her  Ne« 
Album,  "f«luslc"  to  the  world  on 
Tuesday,  September  I3th  Read 
our  R  e-/ig),'  of  her  new  album, 
catch  up  on  the  Rollun:!  btone 
Phutij  Caller/ of  tvlarJoi-ma 
'Irj/en  As  a(*ays,  she's  sure  to 
grab  the  media  spotlight. 


Get  Top  Music  Events 
in  Vour  Area 


From  Digital  City 


Select  a  City 


Pr^mierg  Re'/iews    PhiQtQS    Polls  Home 


News  &  Reviews 


Hutclience'a  Mnther  Vow»  to  Gain 
Custodg  of  Child 

Follcwing  death  of  Yates,  Hutchence's 
fa  mil/  tries  to  get  custoc*/  of  child 
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Document:  Done  (5,05  sees) 
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FrftftTime         Shopping  Open  Windows 


}e  Communications,  Netscape  and  the  Netscape  logo  are  registered  trademarks  of  Netscape  Communications 
rks  are  properties  of  their  respective  owners. 


IVIlchael  Cunningham  is  a  software  developer  and  a  real  music  lover. 

He'll  find  Netscape  an  ideal  way  to  be  more  productive  online  because  he  can  per- 
sonalize the  Internet  for  the  way  he  works.  With  new  Netscape  6,  Michael  can  keep 
all  of  his  most  important  information  at  his  fingertips  for  fast  and  easy  access.  He  can 
stay  in  touch  with  coworkers  through  his  buddy  list  and  listen  to  Netscape  Radio  dunng 
the  day  for  inspiration.  At  Netscape.com,  he  can  quickly  find  news  and  information 
to  help  him  keep  up  with  what's  happening  in  his  field.  Other  features  like  search, 
email  and  a  personalized  home  page  can  help  Michael  streamline  his  work  tasks 
so  he  has  more  time  for  concerts).  But  Netscape  is  not  just  for  software  develop- 
ers. Try  Netscape  today  and  see  what  it's  like  to  experience  the  Internet  your  way. 

Visit  Netscape.com  today.  It's  free. 

■^"  Netscape 

The  power  of  the  Internet  made  simple 
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HOW  TO  DEAL  WITH  THE  TECH  SLUMP 


What  is  the  right  policy  mix  to  combat  a  high-tech, 
New  Economy  downturn?  This  is  perhaps  the  most 
important  question  facing  the  country  in  the  months  ahead. 
If  the  new  Administration  does  not  provide  a  sensible  fiscal 
foundation  for  the  Federal  Reserve's  actions  on  interest 
rates,  the  soft  landing  everyone  hopes  for  could  turn  very 
hard,  and  soon. 

Getting  the  mix  right  may  be  trickier  than  anyone  thinks. 
For  starters,  this  downturn  is  different  from  most  others.  We 
are  living  through  an  unusual  tech-driven  business  cycle.  On 
the  upside,  enormous  capital  expenditures  on  information 
technologies  by  business,  not  traditional  consumer  spending, 
boosted  productivity  growth,  causing  the  economy  to  flourish 
for  most  of  the  '90s.  Now,  on  the  downside  of  the  cycle,  a 
sharp  dropoff  in  high-tech  spending  is  weakening  the  econo- 
my a  lot  faster  than  anyone  anticipated.  The  job  ahead  is  to 
stop  the  drop  in  capital  spending. 

The  political  situation  makes  this  difficult.  Fiscal  policy 
was  seriously  politicized  during  the  Presidential  election.  In 
the  runup,  Congress  threw  off  restraint  and  went  on  a  pork 
barrel  binge.  During  the  election,  there  were  further  promis- 
es of  huge  income  tax  cuts  and  big  spending  programs.  Giv- 
en the  large  budget  surplus  and  congressional  elections  in 
2002,  there  is  a  good  chance  that  Congress  and  the  next 
Administration  will  pass  new  spending  programs  and  a  large 
cut  in  marginal  tax  rates.  Politicians  will  argue  that  this  is 
just  traditional  medicine  for  a  recession. 

SPEED  UP  DEPRECIATION 

But  fiscal  policies  that  promote  consumption  are  not  what 
is  needed  to  reboot  New  Economy  growth.  We  would  all 
like  a  cut  in  our  marginal  tax  rates,  yet  tax  cuts  should  be  di- 
rected at  spurring  high-tech  investment,  not  consumption.  A 
program  much  like  the  one  President  Kennedy  used  to  boost 
investment  in  the  early  1960s  is  demanded. 

Policy  should  be  directly  focused  on  incentives  to  stimulate 
capital  spending.  There  are  several  ways  this  can  be  done,  in- 
cluding the  Investment  Tax  Credit  Kennedy  employed.  A 
simpler  method  would  be  to  just  cut  the  time  for  depreciating 
IT  capital  goods.  Computers  are  now  depreciated  over  five 
years,  a  ridiculously  long  period  of  time  given  the  rate  of 
change  and  improvement.  Accelerating  the  depreciation  period 
for  capital  spending  directly  stimulates  the  engine  of  New 
Economy  expansion. 

If  there's  a  hard  landing  and  recession  threatens.  Con- 
gress could  go  further  and  allow  corporations  to  quickly 
write  off  their  capital  equipment  in  the  year  they  buy  it, 
rather  than  depreciate  it  over  many  years.  Expensing  new 
equipment  could  cost  the  Treasury  serious  tax  revenue  ini- 
tially, but  the  budget  has  never  been  in  a  better  condition  to 
withstand  the  loss.  And  expensing  has  the  added  benefit  of 
simplifying  the  tax  code  and  doing  away  with  egregious  cor- 
porate tax  shelters. 


Washington  also  has  the  power  to  speed  up  the  br 
rollout  to  consumers.  A  broadband  digital  divide  has  oj 
between  the  office  and  the  home.  While  most  peo] 
fast  access  to  the  Net  at  work,  only  9%  of  wired  ho 
have  a  broadband  connection.  This  is  due  in  large  pa: 
Baby  BeUs'  continued  monopoly  control  of  the  "last  n 
nection  to  homes  and  apartments.  They  have  dragged  t 
in  implementing  their  own  broadband  and  used  the 
slow  down  independent  competitors.  The  enormous  c 
demand  for  fast  dsl  lines  is  not  being  met.  Regulator 
do  more  to  muscle  the  Bells  to  open  their  markets.  Ai 
expansion  of  dsl  phone  lines  would  push  cable  comf 
hurry  their  rollout  of  broadband  cable  modems. 

LOWER  RATES 

In  the  end,  the  job  of  guiding  the  New  Economy 
sustained  growth  falls  to  the  Fed.  In  no  case  shoul 
ington  hamstring  the  Fed's  room  for  maneuver.  Mas 
cuts  or  public  spending  programs  locked  in  for  s 
would  put  monetary  policy  in  a  straitjacket.  Lower 
rates  are  central  to  keeping  the  capital  markets  ope 
daily  to  the  telecom  companies  who  play  a  key  rol 
New  Economy.  With  their  $100  billion-plus  capital  s 
budgets,  they  are  the  biggest  buyers  of  high-tech 
equipment.  Lower  rates  are  cracial,  as  well,  to  stabili 
equity  markets  and  reviving  venture  capital,  both  vi 
nancing  new  high-tech  startups. 

Fed  Chairman  Alan  Greenspan  in  a  major  speech 
appeared  to  lay  the  foundation  for  a  more  expansive  n 
policy  by  publicly  stating  that  the  economy  had 
slowed  significantly.  He  cautioned  that  in  a  time  oi 
growth,  a  continued  slide  in  stock  prices  could  cause 
cessive  softening  in  household  and  business  spend! 
went  on  to  warn  banks  not  to  tighten  credit  too  m 
Greenspan's  standards,  the  speech  was  remarkable 
clarity  and  specificity. 

Greenspan  wants  to  start  loosening  monetary  poli 
Time  is  critical.  The  New  Economy  is  going  through 
shakeout,  consolidating  hundreds  of  small  startups 
off  thousands  of  business  experiments  that  looked  pr 
at  the  dawn  of  the  Internet  but  didn't  pan  out.  The  \ 
ing  is  inevitable,  healthy,  and  predictable.  After  all,  the 
200  auto  companies  at  the  opening  of  20th  centur; 
cars  were  the  epitome  of  high  tech. 

A  similar  consolidation  today  is  occurring 
Greenspan  puts  it,  "not  inconsistent  with  investment  V 
technology  continuing  to  serve  as  an  engine  of  sin 
ductivity  growth  in  the  years  ahead."  But  a  hard  land 
to  mention  a  recession,  could  make  that  much  more  ( 
The  Fed  needs  all  the  leeway  it  can  get  to  guide  tl 
Economy  through  this  down  cycle  and  restore  it  to  si 
growth.  The  new  Administration  and  Congress  shouli 
to  them. 
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Business-to-business  e-commerce  isn't  just  about  puttinj 

your  catalog  and  prices  online.  It's  become  a  worldwide 

electronic  watering  hole  for  today's  business  transaction; 


YOU'VE  SEEN  THE  NUMBERS: 

B2B  e-comrnerco  is  S  times  giculcr  llian  coiisumcr 
Wcl)  imrchiiscs,  und  according  to  Gartner,  the 
lorecasts  lor  H2H  activity  in  2004  are  as  high  as  $7 
trillion  (it  could  go  higher).  Yet  I52B  e-comnierce  isn't 
just  ahoiit  customer  payments,  partner  payments  or 
online  inventory  queries.  As  companies  transform 
themselves  into  e-husinesses,  they're  beginning  to 
manage  procurement,  supply  chains  and  partner 
networks  online. 

The  results  are  staggering:  costs  are  slashed; 
geographic  boundaries  are  transcended;  efficiencies 
are  dramatically  improved;  and  value  is  added  at 
every  step. 

■MY  DATABASE  WILL  CONTACT  YOU^  DATABASE." 

It's  clear  that  there  are  enormous  advantages  in 
using  the  Internet  to  deepen  and  secure  relationships 
with  any  and  all  of  your  customers  and  suppliers. 
Advantages  like  being  more  accessible,  providing 
better  service  and  locking  in  key  relationships.  To  do 
this,  you'll  need  to  design  a  system  that  is  open,  so  you 
can  easily  integrate  with  any  of  your  partners' 
applications  regardless  of  their  platform.  As  a  result, 
those  businesses  that  are  the  most  flexible  and  have 
the  quickest  response  time  will  sniceed. 

JOE  BUSINESS,  MEET  MR.  E-MARKETPLACE. 

The  greatest  value  opportunity  is  e-marketplaces. 
Tlu^y  are  the  ultimate  realization  of  e-business.  Suppliers, 
buyers  and  marketmakers  are  coalescing  around  these 


worldwide  trading  hubs  where  hundreds,  even 
thousands,  ol  industry  [)layers  are  gathering  to  do 
business.  Suppliers  arc  linding  customers.  Buyers  are 
realizing  enormous  savings  online. 

Also  consider:  18  months  from  now,  there  are 
expected  to  be  2  billion  wireless  devices  connect(;d  to 
the  Internet.  Increasingly,  both  your  customers  and 
employees  will  require  access  to  the  information  they 
need,  anytime,  anyplace. 

MAKING  IT  HAPPEN. 

IBM  has  learned  by  doing,  and  this  has  helped  us 
deploy  open  Internet  trading  platforms  that  span  all  35 
ol  the  world's  major  computing  environments.  Many 
are  built  on  powerful  IBM  WebSphere"  software,  for 
massive  scalability,  speed  and  reliability. 

With  application  software  leaders  like  i2  and  Ariba, 
IBM  has  over  6,000  dedicated  B2B  e-conunerce  and 
e-niarketplace  salespeople.  Also,  IBM  embraces  Linux 
and  delivers  a  comprehensive  tool  set  for  development 
of  e-business  applications  across  all  servers. 

And  the  130,000  people  of  IBM  Global  Servic:es  can 
provide  the  strategic  insight  to  help  you  navigate  the 
complexities  of  B2B  e-conimerce  as  well  as  provide  the 
infrastructure  to  host  your  site. 

If  you  need  some  help  getting  started,  call  a  trained 
•'-business  specialist  at  800.ibm.7080  (ext.  b2b) 
or  visit  ibin.COin/b2b,  where  you  will  liiid 
tailored  e-business  solutions  and  case  histories 
about  the  companies  that  have  spearheaded  the 
B2B  e-commerce  revolution. 


HERE  ARE  SOME  SAMPLE  SOLUTIONS  FROM  IBM. 

mujJWM 


Developing  your 
e-commerce  strategy 


Web  Selling  Solution  Planning  Services  >  A  comprehensive  planning  session  led  by  IBM  B2B  e-commerce 

consultants,  designed  to  identity  a  strategic  action  plan  lor  a  focused  e-commerce  initiative  based  on  your  needs 

e-commerce  Executive  Assessment  >  A  business  case  assessment  for  small  and  midsized  companies, 
conducted  by  accredited  IBM  Business  Partners.  Includes  a  strategic  proposal,  competitive  Web  site  analysis  and 
prototype  e-commerce  site. 


Establishing  a  basic  Web 
presence,  so  that  you  can  start 
transacting  w/ith  customers 
and  partners  online 


IBM  Small  Business  WebConnections'  Platinum  Package  >  Start  selling  and  taking  orders  over  the  Web, 
A  subscription  service  including  shared  Web  and  e-mail  access  for  up  to  100  employees.  Starting  at  $249  a  month.' 

IBM  Start  Now  lor  e-commerce  >  IBM's  Start  Now  solutions  combine  the  softvi/are.  hardware  and  services  to  help  yoi 
quickly  implement  e-business  solutions  that  will  improve  customer  service,  e-commerce  and  collaboration  Withi  linanclng, 
from  $1,250  per  montti.' 


Establishing  a  Web-based  network 
with  your  partners  and  suppliers  to 
streamline  buying  and  selling 


j^       IBM  Web  Selling  and  Procurement  Service  Offerings  >  Allow  you  to  navigate  the  complexities  of 
Y       linking  customers,  vendors  and  suppliers  to  your  business  in  order  to  manage  inventory  and  payments  online. 


Trying  to  extend  your  reach  to  IBM  Wireless  Solutions  >  Services  and  WebSphere  Everyplace  Suite  software  that  enable  you  to  extend  your 

customers  and  suppliers  through        Q       e-business  applications  to  wireless  devices,  with  the  end-to-end  security  and  scalability  that  are  necessary  in  the 
wireless  applications  and  services  rapidly  expanding  wireless  world 


Creating  an  e-marketplace  or  \        IBM  E-Marketplace  Solutions  >  Start  with  a  consulting  engagement  to  help  develop  your  strategy  and  then  adil 

a  Web-based  trading  network  for        0       software  platform  that  allows  you  to  rapidly  create  and  deploy  an  e-marketplace.  Seamlessly  link  buyers  and  suppliers  ov 
all  interested  buyers  and  sellers  the  Internet 


To  find  a  tailored  solution  tfiat  fits  your  needs,  or  for  a  tree  B2B  e-commerce  white  paper  developed  for  IBM  by  frjrfies'PartnijII 
Programs,  visit  ibin.COIin/b2b,  or  to  talk  to  a  trained  e-business  specialist,  call  800.iblTI.7080(GXt.  b3| 
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AMMO  FOR  THE  NEW  YEAR 


It  was  December,  1972,  and  Richard  Nixon 
had  just  defeated  George  McGovern  in  a 
landsHde.  The  Dow  Jones  Industrial  Av- 
erage had  just  closed  above  1000  for  the 
first  time  ever — the  financial  equivalent  of 
running  the  four-minute  mile.  In  that  heady  ch- 
mate,  business  week  created  its  first  yearend 
investment  outlook  issue. 

It  turned  out  to  be  a  rough  passage  for  both 
Nixon  and  the  investor.  But  even  so,  our  tradi- 
tional issue  has  thrived  during  the  intervening  28 
years.  Since  1972,  we  have  given  investors  the 
ammo  they  needed  to  meet  the 
markets'  chal- 
lenges— from  the 
oil  shocks  and 
stagflation  of  the 
1970s  to  the  Rea- 
gan-era tax  cuts 
and  takeovers  of 
the  1980s.  Follow- 
ing the  stock  mar- 
ket crash  of  1987, 
BUSINESS  WEEK  ar- 
gued that  the  long- 
term  case  for 
stocks  remained 
strong.  From  "In- 
vesting in  the  New 
Economy"  (1996)  to 
"The  Global  Slow- 
down: What  It 
Means  to  You" 
(1997),  the  investment  outlook  issue  continues  to 
be  forward-looking.  A  year  ago,  in  the  midst  of 
the  dot-com  boom,  we  made  the  case  that  the  real 
story  of  Internet  investing  would  be  how  tradi- 
tional companies  would  use  technology  and  the 
Web  to  increase  their  efficiency  and  transform 
their  businesses.  This  year,  we  focus  on  "Winning 
Strategies  for  a  Tougher  Market." 
NEW  VIGOR.  We  start  by  looking  at  the  overall 
economic  framework,  including  a  survey  of  the  na- 
tion's leading  business  economists.  Their  consen- 
sus forecast  for  2000  failed  to  show  how  strong 
grov^d;h  would  be — and  it  also  underestimated  in- 
flation. But  we're  happy  to  report  that  business 
week's  own  prediction,  prepared  by  Business 
Outlook  columnists  James  C.  Cooper  and  Kath- 
leen Madigan,  ranked  No.  5  out  of  the  50  econo- 
mists surveyed. 

For  years.  Wall  Street  market  strategists  have 
underestimated  the  bull  market's  vigor.  Last  De- 
cember was  an  exception,  as  the  market  gurus 
surveyed  by  business  week  turned  out  to  be 
far  too  optimistic  for  2000.  Nevertheless,  they're 


forecasting  an  up  market  this  year,  too.  But  right 
or  wrong,  their  views  on  asset  allocation,  togeth- 
er with  their  favorite  stock  sectors  and  stocks, 
provide  investors  with  perspective  from  the 
Street. 

Individual  investors,  as  tracked  since  1996  by 
the  business  WEEK/Harris  investor  poll,  have 
tended  to  be  more  favorable  in  their  outlook  than 
the  professional  market  forecasters.  Cumulative- 
ly, the  poll  provides  valuable  background  on  how 
that  sentiment  has  changed.  This  year,  for  exam- 
ple, investors  are  more  pessimistic  about  the 
market  than  they  have  been  in  five  years.  But 
they  continue  to  be  upbeat  about  their  own  abil- 
ity to  beat  the  market. 
Good  luck,  folks. 

BW's  annual  In- 


vestment Score- 
board of  900  companies  wraps  up 
the  issue,  providing  a  wealth  of  information  for 
the  individual  investor.  Readers  can  analyze  com- 
panies historically  and  evaluate  their  prospects 
several  different  ways,  and  it's  a  great  starting 
point  for  further  research. 

"Where  to  Invest"  is  a  collaborative  effort  of 
two  dozen  reporters  and  editors  drawn  from  our 
finance,  investor,  and  economics  departments  and 
using  the  resources  of  our  vast  bureau  system 
around  the  world.  Chief  Economist  William  Wol- 
man  leads  our  team,  along  with  Senior  Editors 
Jeffrey  M.  Laderman,  John  Templeman,  and  Sey- 
mour Zucker. 

This  special  double  issue  is  our  way  of  wishing 
you  a  happy  and  healthy  New  Year — and  a  pros- 
perous one,  too. 

Jl&^  IS.  J/e^ 

Editor-in-Chief 
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See  yourself  succeeding 
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Mary  Rowan 

Fidelity  Investments 

Brokerage 

Representative 


September  14,2000 
9:20  AM 


Fidelity  Rep:  So,  why  do  you  want  to  take  money  out  of  your  account? 

Investor:  Well,  actually...  I'm  ready  to  trade  online. 

Fidelity  Rep:  Great.  We  can  do  that. 

Investor:  Wait  a  minute.  Fidelity?  Trading  stocks? 

Fidelity  Rep:  Yeah,  we  call  it  Powerstreet!"  Just  click  on  Fidelity.com 

and  you're  there. 

Investor:  But  Fidelity?  That's  managing  mutual  funds. 

I  had  no  idea  I  could  trade. 

Fidelity  Rep:  Sure — trade,  manage,  research — you  name  it. 

All  with  the  service  ranked  highest  in  investor 
satisfaction  with  online  trading  services  by 
J.D.  Power  and  Associates. 

Investor:  Sounds  like  what  I've  been  looking  for. 

Fidelity  Rep:  Oh  and  Mr.  Roberts... 

Investor:  Yeah? 

Fidelity  Rep:  When  you're  ready  to  try  wireless  trading... 

you  just  let  us  know. 


Fidelity 


investmenis^ 


1-800-FIDELITY    Fidelity.com 

■n  availability  and  response  time  may  be  subject  to  market  conditions. 

atization,  may  not  be  representative  of  actual  individuals  or  the  experience  of  actual  customers.  Investment  results  may  vary, 
endent  research  services  are  available  to  Fidelity  customers.  J.D.  Power  and  Associates  2000  Online  Trading  Customer  Satisfaction 
.  Study  based  on  responses  from  2,709  investors  who  utilized  an  online  service  within  the  past  6  months,  www.jdpower.com.  J.D. 
'and  Associates  is  an  independent  company  and  is  not  affiliated  with  Fidelity.  Fidelity  Brokerage  Services,  Member  NYSE,  SIPC. 
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Need  directions?  Well,  get  on  the  Superhighway  with  the  revolutionary  Ericsson  R3S()  WORLD,  featuring  tiie  Mobile  Internet.  ^ 
a  smartphone.  A  completely  new  breed  that  works  in  over   120  countries,  it  has  WAP  Mobile  Internet  Services,  e-mail,  a 


«5?nOn  liricsvin  and  the  Ericsson  logo  arc  rej;istcrc-d  marks    Ma|is  &  Hix 


•  |»iwi-rc-.i  by  T.iniTiim,  (iirriiilly  availahk-  nn  [In-  RiK"  WORI.O  tlirDliKh  rlic  l'.rii>sc.ii  M.J.ik  liitiinil  (ni.iliilii 


#. 


WAP. 


■i^er  and  even  handwriting  recognition.  And  to  use  them,  all  you  do  is  tap  the  touchscreen 
le  stylus.  Hey,  even  the  R380  WORLD  itself  is  easy  to  navigate,  www.ericsson.com 


ERICSSON 


f^:-^ 


RUNNING  WITH  THE  BULLS  IN  PAMPLON' 

KAYAKING  CLASS  V  RAPID! 

CROSS-POLLINATING  TRADING  AND  WEB  EXPERTIS 

TO  FACILITATE  AN  ONLINE  PORTA 

ENABLING  CUSTOMERS  TO  MAKE  REAL-TIME  ENERGY  TRANSACTIOr 

IN  RESPONSE  TO  MARKET  CONDITION 

hey,  whatever  turns  you  on 


At  Dynegy,  what  gets  us  going  is  turning  the  complexities  of  the  energy  marketplace  into  upside  foi'  c 
clients.  In  fact,  we're  now  online  with  Dynegy  direct,  an  invaluable  e-tool  for  just  that  purpose,  enabling 
clients  to  monitor  and  act  instantaneously  on  market  activity,  potentially  saving  them  millions  in  ener,. 
costs.  Our  business  is  delivering  energy  and  broadband  opportunities  to  our  clients.  We  do  it  with 
unmatched  market  savvy.  A  work  ethic  second  to  none.  A  passion  for  original  thinking.  And  we  do  it  w 
In  just  15  years,  Dynegy  (NYSE:  DYN)  has  become  a  company  with  revenues  topping  $22  billion  and  we're 
now  included  on  the  S&P  500.  If  that's  enough  to  get  your  adrenaline  going,  visit  us  at  www.dynegy.ee 
And  come  run  with  the  bulls. 


-pi    877-4-DYNEGY 
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PAY  CHECK 

HIT  EM  UP  FOR  A 
BIGGER  RAISE,  AUN 

ALAN  GREENSPAN   IS  GETTING 

a  raise.  Yet  while  an  11% 
hike,  to  $157,000,  sounds 
good,  his  salary  is 
paltry  compared 
with  heads  of  the 
12  regional  Feds 
and  other  central 
bankers  around 
the  world. 

UNDERPAID 


Many  of  his 
counterparts  make 
double:  Eddie 
George  of  the 
Bank  of  England 
gets  $345,000;  Wim  Duisen- 
berg  of  the  European  Cen- 
tral Bank,  $340,000;  Masaru 


Hayami,  Bank  of  Japan, 
$345,000.  Even  Hong  Kong, 
with  an  economy  2%  the  size 
of  the  U.  S.  economy,  pays  its 
Financial  Secretary  $315,000. 
Because  Congress  sets  his 
salary,  it's  reluctant  to  pay 
big  bucks.  Regional  Fed 
banks  aren't  gov- 
ernment agencies, 
so  can  pay  more. 
After  13  years  of 
presiding  over  a 
$10  trillion  econo- 
my, it's  ironic. 
"Greenspan's  poli- 
cies have  created 
so  much  wealth 
for  so  many,  yet 
he  only  gets  a 
small  slice,"  says 
Carl  Tannenbaum 
of  LaSalle  Bank/ 
ABN  Amro.  "[But]  if  we  gave 
him  his  market  value,  could 
we  afford  it?"      Laura  Cohn 


TRADE  WINDS 

A  SWEATSHOP 
CALLED  THE  WTO 

IT     REGULATES     TRADE     ALL 

over  the  world.  It's  a  light- 
ning rod  for  antiglobaUzation. 
But  the  World  Trade  Orga- 
nization in  Geneva  has  only 
5.34  employees — a  mere  frac- 
tion of  the  9,000  at  U.N. 
headquarters. 


lD  LOAD:  China 


And  they're  about  to  get 
swamped:  China  is  expected 
to  join  the  WTO  in  2001,  and 
many  fear  the  caseload  of  dis- 
putes it  may  prompt  will 
overwhelm  the  WTo's  staff.  So 


the  organization  is  asking  its 
140  member  governments  for 
more  money.  Director  Gener- 
al Mike  Moore  wants  an  ex- 
tra $3.7  million  next  year,  up 
from  his  current  $74  million 
budget.  That  would  add  13 
lawyers  and  economists — 
still  not  enough  to  deal  with 
China,  which  has  a  trillion- 
dollar  economy  and  a  weak 
legal  system.  Members  were 
to  ratify  the  increase  Dec.  15. 
"We're  this  little  organi- 
zation that  is  considered  a 
giant  responsible  for 
''-  everything  bad  in  the 
I  whole  wide  world,"  says 
WTO  spokesman  Keith 
Rockwell. 

With  12  countries  from 
Albania  to  Panama  hav- 
ing signed  on  in  the  last 
few  years,  there's  been 
far  more  to  do.  The  WTo's 
predecessor,  GATT,  judged  300 
cases  in  half  a  century  of  ex- 
istence; in  just  six  years,  the 
WTO  has  heard  214.  When 
China  adds  to  the  workload, 
employees  may  just  join  anti- 
WTO  demonstrations  them- 
selves.       William  Echikson 


TALK  SHOW  itWe  reverse  the  judgment  of  the  Supr(!ii 
Court  of  Florida  ordering  a  recount  to  proceed?? 

— -from  the  U.  S.  Supreme  Court's  majority  decision 


TECH  SLUMP 

HAVE  PINK  SLIP. 
WILL  PARTY 

'tis  the  SEASON  TO  BE 
merry — unless  you're  a  casu- 
alty of  the  dot-com  reality 
check  this  year.  But  that's  not 
deterring  the  nearly  2,000 
laid-off  dot-commers  in  New 
York's  Silicon  Alley. 

They're  throwing  "pink 
slip"  parties.  They  gather  at  a 
hip  spot  in  Manhattan,  Rebar, 
on  the  last  Wednesday  of  the 
month  to  swap  career  advice, 
commiserate — ^and  mingle  with 
recruiters,  who  must  bring 
three  jobs  to  be  let  in.  "People 
like  to  trade  horror  stories.  It 
makes  them  feel  a  little  bet- 


Surveys  of 
Internet  users 
18  and  over 
show  men  and 
women  sfwp 
online  in  almost 
equal  numbers. 
Book  purchases 
are  the  same 
across  gender 
lines,  but 
men  buy  more 
computer 
items  while 
wamen  buy 
more  clMhing 
and  fiealth 
products.  * 


ter,"  says  Allison 
ming,  32,  who 
the  parties  i:  \ 
after  gettinl 
own  pink  slif 
The  cockta 
ter  tells  it  a 
never  work 
29-year-old 
seethes  Mark 
30,  whose  trav 
gecko.com, 
in  August, 
grumble  that  t 
ecs  left  with 
severance  package: 
worker  bees  got  nothi: 
other  lesson?  "Going  pi 
not  a  business  plan,"  sj 
cruiter  Alle  Cole,  28. 
companies  simply  didn' 
beyond  the  IPO." 

The  idea  is  spread 
fast  as  a  computer 
More  than  7,000  dot-co: 
have  been  laid  off  natio 
according  to  outplac 
firm  Challenger,  Gr 
Christmas.  So  Hemm 
helping  latmch  similar 
in  Seattle,  Las  Vegas,  a 
Francisco.  "It's  almost 
of  honor  these  days 
says.  New  York's  next 
ery  mingle  will  be  on 
There's  a  prize  for  the 
tale  of  woe:  free  job-t 
services.        Marcia  St 


MEN 

CDs 

21% 

COMPUTER  SOFTWARE 

17 

CLOTHING 

13 

VIDEOS 

10 

PET  SUPPLIES 

6 

*Survey  of  1,632  women  and  1,761  men  who  said  they  i 
such  purchases  in  the  previous  90  days 
DATA:  GREENFIELD  ONLINE 
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Hear  about  the  all-new  Mercury  Mountaineer. 

nether  youVe  charging  hard  or  just  recharging  -  the  completely  redesigned  2002  Mercury 
Duntaineer  adapts  to  fit  your  needs.  With  innovative  features  like  a  standard  third-row  seat  that 
Ids  flat  and  available  power  adjustable  foot  pedals.  The  2002  Mercury  Mountaineer  premieres 
)ring  2001.  But  you  can  get  a  closer  look  now  by  visiting  the  Web  site  or  calling  888  748-8805 

;or  more  information,  visit  www.2002mountaineer com/b 


2002  Mercury  Mountaineer  available  spring  2001 


p  Front 


PRODUCT  PEEK 


GUIDING  SCOOTERS 
TO  A  SOFT  LANDING 

SHINY    NEW    SCOOTKKS    ARE 

all  the  rage  as  Christmas 
gifts.  Problem  is,  they're  dan- 
gerous. Accord- 
ing to  the  U.S. 
Consumer  Prod- 
uct Safety  Com- 
mission, emer- 
gency rooms 
have  treated 
30,000  scooter  in- 
juries since  the 

IS  WHEELS:  The 

Scooter  Roller 


craze  took  hold 
earlier  this  year. 
But  mechanical  engineering 
grad  Dani  Freeman,  23,  has 
invented  a  gadget  aimed  at 
making  them  safer.  His 
Scooter  Roller  is  now  on  sale 
nationwide  at  gizmo  retailer 
Brookstone. 


Its  If)  wheels  clij)  on  un- 
derneath the  chassis  and 
keep  it  from  catching  on  the 
bumps  and  dips  on  sidewalks 
that  occasionally  send  riders 
flying.  Freeman  was  inspired 
by  his  own  spills  that  left  him 
bruised  and  musing  about 
how  to  improve 
the  design. 

At  $25  apiece, 
Brookstone  ex- 
pects to  sell  up 
to  40,000  Scooter 
Rollers  before 
Christmas,  says 
the  chain's  CEO, 
Michael  Anthony. 
AVhile  top-sell- 
ing manufacturer 
Razor  advocates 
kneepads  and  a 
helmet  for  safety, 
kids  find  such  gear  uncool. 
But  if  the  new  wheels 
pass  the  coolness 
test.  Freeman 
may  have  a  hot 
seller,  too. 
Ronald  Orover 


Msjjjsnsnin. 


^^ 


WIRED  LIFE 

DOES  IT  DISPENSE 
TOILET  PAPER? 

OUT    SHOPPING    ON     MARKET 

Street,  State  Street,  or  Madi- 
son Avenue  when  nature 
calls?  It's  www.besttoilets.com 
to  the  rescue. 

The  site,  which 
rates  bathrooms  in 
12  cities  for  clean- 
liness and  design, 
can  be  down- 
loaded onto  your 
Palm  or  Hand- 
spring before 
leaving  home. 
"Toilets  are  a 
need-to-know 
item,"  says  David 
Vogue  of  Queens,  N.  Y.,  who 
runs  the  site  as  a  hobby. 

It  takes  a  revved-up  ma- 
chine: Only  the  more  recent 
Palm  V,  with  at  least  3.0 
memory,  and  the  Handspring 
Platinum  have  the  YadaYada 
browser  necessary  to  trans- 
late HTML-based  Web  sites. 
Click  "Wireless  Web  Guide," 


then  "Cool  Sites." 
For  an  earlier  Palm, 
download  bookmark 
software  at  www.avantgo.com. 
For  the  truly  wireless.  Palm 
VII  links  straight  to  the  Web 
site  as  long  as  YadaYada  is 
your  Internet  service  provider. 
But  can  it  guide  you  to  relief 
via  GPS?  Maybe  next 
year.  Joan  Oleck 


SENIOR  SURFERS 

DESIGNING  WOMEN, 
MEET  GOLDEN  GIRLS 

don't  even  THINK  ABOUT 

buying  your  mother  an 
ugly  cardigan  or  a  hot-wa- 
ter bottle  this  year. 
She  might  hit 
you     with 
the    chic 
silver- 
tipped 
walking  stick 
($185)       she 
just      bought 
for    herself    at 
goldviolin.com. 
Web  surfers  over  age  65 
are  forecast  to  increase  368% 
in  the  next  five  years,  from 
last  year's  3.7  mOlion,  accord- 
ing to  Jupiter  Research.  So 
Gold  Violin  has  enlisted  fash- 
ion   grande    dame    Pauline 
Trigere  to  design  such  acces- 


sories for  the 

ly      as      a 

ostrich-leal 

embossed  pi 

ganizer    (i 

and  a  Fr 

jacquard 

to  hang  fir 

walker  ($! 

An 

of 

d  e  s 
world, 
is 
E-DESIGNER:  Trigere 

a 
92.     There's     no     re; 
she  says,  that  seniors 
be  fashionable,  too.  "\ 
I   go   to   the   theater 
concert  and  see  the  c 
people  are  carrying  w 
pretty    dress . . . ,"    Tri 
says  with  a  sigh.  "I 
canes      should      be 
dressed     up."    Take 
spring  chickens.    Joan  ( 


HOT  TOYS  FOR  THE  HOLIDAYS 


Can't  get  hold  of  a  PlayStation  2  to  put  under  the  Christmas  tree  this  year?  Few 
parents  can.  Here  are  the  top  five  toys  flying  off  the  shelves  at  selected  U.S.  re- 
tailers so  far  this  holiday  season.-* 

IM'I.U:MIU 

RAZOR  SCOOTER  $99.99 

TEKNO  ROBOTIC  PUPPY 
$39.99 

PLAYSTATION  2   $299.99 
and  PLAYSTATION  1/ 
Sony  $99.99 


TEKNO  ROBOTIC 
PUPPY//l^a/7/ey 
Toys  $34.99 

TOP  W./Parker 

Bros.  $14.99  -^i^ 

RAZOR  SCOOTER  $99.99 

CHUCK,  MY  TALKIN'  FIRE  TRUCK 
Hasbro  $24.99 

STEEL  Shfi/ Schylling  $16.99 


MATCHBOX,  HOT- 
WHEELS  VEHICLES 
59(!  to  99^ 

TEKNO  ROBOTIC 
PUPPY   $44.99 

BARBIE  CASH 


LEAPPAD  PRESCHOOL  ELECTRONIC      .'^.^'^.'.^.™J^^:.^^. 

B00\{/ Leapfrog  $49.99  POO-CHI  INTERACTIVE  PUPPY/71 


BARBIE  AIRPLANEZ/Waffe/  $49.99        .^'^^^'■^"'"..^.^^•^.^ 

,.     ,  ..      ,        ■", SKEETER  SCOOTER//(/rarf  $34 

*  Prices  can  vary,  due  to  sales  promotion  and  geography  


FOOTNOTES  Estimate  of  U.S.  shoppers  who  will  buy  gifts  online  this  holiday:  35  million.  Online  shoppers  last  year:  20  million 
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Marvell  Technology  Group  Lid. 

has  agreed  to  acquire 
Galileo  Technology  Ltd. 


0 


has  acquired 
FastForward  Networks 


$264,500,000 

K>  CoSine 

M      \  COMMUNICATIONS 


Initial  Public  Offering 

if|ilemt«r  2000 


$172,500,000 


BLUE  MARTINI 


Initial  Public  Offering 


July  2000 


EXODUS 

has  agreed  to  acquire 

Global  Crossing's 
GlobalCenter  Inc. 


J300KHAM- 

£219,000,000 

Initial  Public  Offering 

April  2000 

£478,045,000 

Ordinary  Shares 

September  2000 


$56,350,000 

webex 

Initial  Public  Offering 


has  agreed  to  acquire 

Pirelli  S.p.A.'s  stake  in 
Optical  Technologies 


Perrdrng 


?)ONI 

$1,200,000,000 

$230,000,000 

Initial  Public  Offering 
lime  2000 

$300,000,000 

Convertible  Suborrjinated  Notes 

pa  ANALOG 
Ld  DEVICES 

Oi,lot)fr  2000 

$596,000,000 

Common  Stock 

Oflober  2000 

Convertible  Subordinated 
Notes 

September  2000 

Active 

has  been  acquired  by 
webMethods,  Inc. 

August  2000 


€6,071,625,884 

Initial  Public  Offenng 

Inarch  2000 

€2,500,000,000 

Exchangeable  Offering 

July  2000 


f-^^   C  O  B  A.  I.T 

has  agreed  to  be  acquired  by 
Sun  Microsystems,  Inc. 

Pending 


NUANCE 

$87,975,000 

Initial  Public  Offering 

April  2000 

$363,000,000 

Common  Stock 

September  2000 


$73,600,000 

.^1 


MICROTUNE 


Initial  Public  Offering 

AugusI  2000 


$170,100,000 


ArrowPoiNt' 

COMMUNICATtONS 

Initial  Public  Offering 

Marcb  2000 

has  been  acquired  by 
Cisco  Systems,  Inc. 


To  build  a  network  of  excellence, 
speak  with  someone 
who's  already  logged  on. 

Relationships  — they  give  you  access  to  information  and  people  critical  to 
success  in  the  new  economy.  Opportunities  unfold  when  technology  clients 
call  on  Goldman  Sachs.  By  tapping  into  our  global  network,  clients  leverage 
insight,  professional  experience  and  executional  expertise.  So  wherever  your 
company  may  be  in  the  business  life  cycle,  tog  on  with  Goldman  Sachs. 


ioldman 
aclis 


64MB  SDRAM,  expandable  to  320MB         •    6GB  hard  drive'         •    S3""  Savage/IX'"  Graphicshr 


Subwoofer  sound  system         •    Built-in  DVD-ROM         •     13.3"  TFT  active-matrix  dispi 


the]  self-help  \book 


for  the  mobile  workforce 


Introducing  VirtualTech,"  the  most  advanced  e-support  tool  for  people  on  the  go. 


]  Only  Toshiba  offers  VirtualTecfi.  now  preloaded  on 
he  Satellite""  2800  Series,  which  empowers  you  to 
esolve  system  issues  on  the  fly  Upgrade  to  Premium 
^irtualTech  and  you've  got  access  to  software-related 
luestions  for  over  150  of  the  most  popular  third-party 
applications.  All  right  there  at  your  fingertips.  Work 


the  way  you  want  by  choosing  between  24/7  self-help, 
online  interactive  support  (with  less  than  30-minute 
response  time)  or  complete  technical  assistance 
through  our  call  center  And  with  Intel®  Celeron"" 
processors  up  to  650MHz,  you  can  rest  assured 
that  you  get  answers  fast  and  efficiently. 


•  Includes  integrated  Ethernet  and 
V.90  56K'  modem  ports  for  hassle- 
free  Internet  and  LAN  connectivity. 


lieleron" 


■  On-the-road presentations  couldn't  be  sweeter 
with  this  impressive  multimedia  package. 
Includes  built-in  booming  subwoofer  sound 
system,  built-in  DVD  and  an  eye-grabbing 
13.3"  diagonal  TFT  active-matrix  display 


>  Affordable,  packed  with  performance, 
and  capable  of  tackling  anything  that 
comes  your  way.  That  makes  this 
business  solution  a  great  value  for 
any  size  business. 


Ask  about  our  0%  EasyLease™  financing  available  through  January  31,  2001. 
To  buy  direct  call  1-800-TOSHIBA  or  visit  shoptoshiba.com. 


choose  freedom'^ 

TOSHIBA 


''ncludes  Microsoft®  Windows®  Millennium  Edition— the  home  version  of  the  world's  favorite  software. 

Wba  America  Information  Systems.  Inc.  All  rights  reserved  Satellite  is  a  registered  trademark,  and  choose  freedom.  EasyLease  and  VirtualTech  are  trademarks  of  Toshiba  America  Information  Systems.  Inc 
le  Intel  Inside  logo  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation  fulicrosoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  All  specifications  and  availability  are 
change  Toshiba  reserves  the  nght  to  withdravi  or  change  the  VirtualTech  offers  without  notice    Due  to  FCC  limitations,  speeds  of  53Kbps  are  the  maximum  permissible  transmission  rales  durmo  download 
Actual  data  transmission  speeds  will  vary  depending  on  line  conditions.  "GB  means  1  billion  bytes. 
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THANKS  FROM  THE  FBI 


Gary  Weiss  has  done  our  nation  an  invaluable 
service  by  reporting  the  manipulation  of  the  stock 
market  by  elements  of  organized  crime.  By  outlining 
specific  stocks  and  stock  brokerage  firms  that  were 
controlled  by  organized  crime,  he  opened  the  door 
for  FBI  investigations  in  Florida  and  in  New  York, 
and  for  that  we  owe  him  a  tremendous  debt  of 
gratitude. 

The  excellent  investigative  reporting  that  was  car- 
ried out  by  Mr.  Weiss  provided  the  impetus  for  an  in- 
depth  probe  of  the  illegal  activities  of  La  Cosa  Nostra 
Captain  Philip  Abramo  and  other  organized-crime  fig- 
ures. Our  investigations  led  to  the  indictments  and 
strategies:!;^,  iviohtoages .:,•.;-;.:    subsoquent    gullty    pleas    of 

Abramo  and  his  associates  on  a  variety  of  feder 
charges,  from  racketeering  and  mail  fraud  to  mon( 
laundering.  The  role  Mr.  Weiss  played  in  the  succe 
we  achieved  in  these  investigations  is  immeasurabl 
and  I  want  you  to  know  how  much  my  colleagues  ai 
I  appreciate  his  diligent  efforts. 

Please  convey  to  Mr.  Weiss  our  congratulations  on    j^,  \ 
job  well  done. 


Dec.  16,  1996 


BusinessWeek 


Dec.  15,  1997 


Louis  J.  Fre<    ,-  ] 
Director,  F 
Justice  Dej 

Washingti    ^1^' 


CAMPAIGN  AD  SPENDING? 

IT'S  PEANUTS 

"The  candidate  as  a  campaign  spec- 
tator" (News:  Analysis  &  Commentary, 
Dec.  4)  laments  the  $3  billion  spent  on  a 
lost  campaign.  You  call  it  "staggering," 
but  is  it?  Politicos  spend  just  over  $10 
per  U.  S.  citizen  for  the  privilege  of  the 
winners  extracting  $5,000  from  each  of 
us  per  year — or  $20,000  in  taxes  over  a 
four-year  cycle. 

Compare  that  with  Procter  &  Gamble 
Co.,  say,  which  spends  8%  of  sales  on 


advertising — or  $400  for  each  $5,00( 
spend  on  Pampers,  Pert,  and  Prinj 
It  would  seem  we  spend  too  little  or 
litical  ads,  and  we  are  better  infor 
on  potato  chips  than  on  candidates. 
Bernard  B 
Lake  wood,  ( 

MEMO  TO  SCHWAB: 

DON'T  TALK  DOWN  TO  WOMEN 


Charles  Schwab  Co.  may  aim  to 
its  brokers  and  women  in  sync  {". 
kers  are  from  Mars,  women  are 
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BUS,"  Finance,  Dec.  4),  but  in  adopt- 

•the  "designed  for  women  and  taught 

'    nen"  marketing  approach,  Schwab 

infantiiizes  women.  At  the  same 

(hwab's  women-only  approach  is 

lit  to  its  own  male  brokers.  It 

that  they  are  unable  to  commu- 

•ffectively  with  women. 

[  >chwab  truly  intends  "to  seize  a 

I'or   opportunity"    to    garner    new 

nts,  the  firm  would  be  well-advised 

.rain  all  brokers — men  and  women- — 

leal  sensitively,  relevantly,  and  with- 

jargon  with  men  and  women  alike 

jidividuals,  neither  crippled  nor  en- 

ced  by  their  gender  The  concept  of 

ill  groups  with  plenty  of  time  for 

nen  "to  get  to  know  each  other... in 

^age   that's   appealing   to   them" 

icks  of  a  kindergarten. 

Barbara  Witte 
Berkeley,  Calif. 

ITING 

I  BROADBAND 


roadband  has  come  down  with 
ich  foot,  and  DSL  [digital  subscriber 
]  has  developed  a  very  painful 
ion  ("Broadband's  slow  march  can't 
r  on,"  Editorial,  Dec  4).  At  least 
's  the  case  in  my  neighborhood.  I 
jht  my  trendy,  in-town  residence 
years  ago.  Since  then,  I've  been 
atened  with  these  marvels  of  tech- 
gjf,  but  they  haven't  arrived, 
m  ready  for  something.  My  dial-up 
ice  never  exceeds  26.4  kilobits  per 
nd.  Honestly,  I  had  to  check  my  PC 
lake  sure  someone  hadn't  replaced 
nodem  with  an  old  can  and  piece  of 
ig.  A  large  former  Bell,  whose  sky- 
per  is  visible  from  my  drive,  tells 
his  is  not  their  problem.  Maybe  if  I 
;  to  upgrade  to  dsl  . . .  ? 
ell,  yes,  I'd  like  to  try  that.  But  I 
;  to  keep  my  service  with  a  certain 
r  large  Internet  provider.  Hmmm, 
want  to  give  me  dsl,  too,  but  the 
^mentioned  phone  company  tells 
I  it's  not  available  at  my  address, 
another  huge  company  that  bought 
ocal  cable  company  is  teasing  me 
cable  modems.  I'm  gonna  hold  my 
th,  because  all  of  these  feet  are 
ing  to  stink. 

Kris  Roth 
Atlanta 

POLOGIES 

R.  SEUSS  NEEDED 

■  ~. ' 

'/eird  names  and  ham"  (e.biz,  Nov. 
iiformed  in  a  refreshing  way.  Hav- 

■  'aised  seven  children  on  Dr.  Seuss 
'  Or.  Spock,  I  spent  scores  of  hours 

ng  the  Seuss  books  and  know  how 

.,  ult  and  almost  impossible  it  is  to 

ate  his  way  vdth  words.  It  may 
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seem  simple,  but  it  is  not.  Joan  O'C. 
Hamilton  did  a  remarkable  job  trans- 
ferring her  research  to  a  form  fitting 
the  absurd  names  taken  by  the  dot- 
coms. Thanks  for  a  delightful  piece. 

Beverly  Webster 
Bakersfield,  Calif. 

R00STER.COM 

DOES  A  LITTLE  CROWING 

Rooster.com  is  on  a  fast  track  to  offer 
a  full-service  electronic  marketplace  for 


agriculture  ("Let's  keep  this  exchange  to 
ourselves,"  News:  Analysis  &  Commen- 
tary, Dec.  4).  Since  our  launch  last  May, 
Rooster.com  has  made  tremendous 
strides  to  create  a  Web  site  for  farmers 
to  sell  crops  and  buy  supplies  online. 

There  are  clear  differences  between 
exchanges  such  as  Orbitz  and  Roost- 
er.com.  Most  important,  Orbitz  is  at- 
tempting to  create  industry  standards 
for  the  exchange  of  products  and  infor- 
mation in  the  travel  sector.  Rooster.com, 
by  comparison,  is  building  an  exchange 


"He  absolutely  hates  stories  about  anachronistic 

networks,  Ray.  Try  changing  the  subject  to  Williams 

Communications.  He  likes  happy  endings. " 

We're  network  top  dog.  Williams  is  local-to-global  connectivity 
over  the  most-sophisticated  next-generation  network  around.  What's 
more,  our  big-time  communications  solutions  always  guarantee  happy 
end-to-endings  for  your  business. 


Williams 


COMMUNICATIONS. 
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Readers  Repo: 


platform  based  on  existing  ind 
standards.  Rooster.com  had  its 
and  information  site  operating 
30  days  of  announcing  the  com] 
formation.  Rooster.com  will  have 
actional  capability  in  two  months 
mission  is  to  be  the  premier  Ini 
agricultural  site;  we're  well  on  ouj 

Bil 

Director  of  Brand  Marl 

Roost( 

Bloomington, 

LINES  OF  CREDIT: 

THE  GUN  AT  A  BANK'S  HEAD 


I  have  always  felt  it  was  era; 
banks  to  offer  lines  of  credit.  And 
ing  a  credit  squeeze"  (Finance,  E 
confirms  this.  As  you  show,  a  1 
credit  in  effect  means:  "We  wil 
you  this  line.  You  won't  need  t( 
row  from  us  as  long  as  everything 
ing  well.  But  if  you  get  into  troub 
can't  get  money  anywhere  else, 
we  will  give  you  credit."  That  is: 
have  the  line  and  will  only  use  it 
you  have  no  way  to  pay  us  back.' 

It  is  quite  an  obligation  for  theP 
fee  of  0.25%  to  2%  per  year  the 
earns  for  having  this  potential  bu| 
its  head.  No  wonder  so  many  bai 
rowers  declare  bankruptcy. 

Paul  S 
Newarl 
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Thoughts  of  Machiavelli  and  other  power  brokers  distilled. 

12  J.K.  LASSER'S  YOUR  INCOME  TAX  2001  by  the  J.  K.  La| 
Institute  (Wiley  •  $15.95)  On  your  mark,  get  ready.. 

13  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L.  Friedm 
(Anchor  Books  •  $15)  Globalization  and  its  discontents. 

14  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch, 
a  casual  dress  day — or  plain  old  cash. 

15  THE  RICHEST  MAN  IN  BABYLON  by  George  S.  Clason  (r 
American  Library  •  $6.99)  Parables  for  prosperity. 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economic 
management,  sales  and  marketmg,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are 
represented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  November. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


WITH    ITS    UNREALISTIC   CHARACTERS,    CANNED 

dialogue,  predictable  plot,  and  tidy, 
mawkishly  romantic  ending.  Fish!,  No.  5  on  this  month's  hard- 
cover list,  is  pretty  hard  to  swallow.  Mary  Jane,  the  heroine  of 
this  fable,  is  a  recent  widow  with  two  children  and  a  mountain 
of  debt  from  her  husband's  unexpected  demise.  At  work,  she 
gets  promoted  to  manage  a  department  whose  attitude  problems 
are  so  severe  that  it  has  become  known  as  the  "toxic  energy 
dump."  How  will  she  ever  turn  it  around?  Then  she  pays  a  vis- 
it to  the  fish  market  down  the  street,  where  she  meets  Lonnie: 
He'll  save  the  day.  Lonnie  shows  her  that  the  fish  market  is 
really  a  model,  productive  workplace  because  everyone  there 
elects  to  have  a  sunny  attitude.  "There  is  always  a  choice  about 


the  way  you  do  your  work,  even  if  there  is  not  a  choice 
the  work  itself,"  he  says.  A  few  epiphanies  later,  our  heroin 
applied  his  four-step  program  and  turned  her  staff's  dea 
attitude  around,  creating  a  vibrant,  fun-filled,  and  rew<' 
workplace.  And,  oh  yes,  the  effervescent  fishmonger  prof 

In  addition  to  its  Pollyannaish  attitude.  Fish!  is 
throughout,  assuming  that  blue-collar  workers  are  inferic 
these  fish  guys  could  do  what  they  have  done,  the  sky 
limit  for  us,"  says  one  office  worker.  Should  this  fish  sto 
a  sequel,  let's  hope  its  characters  get  their  comeuppan 
they  learn  their  next  lesson— the  dangerous  effects  of 
arrogance. 

BYKARINPEKAF 
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Reducing  complexity  is  sometimes  useful,  although  it  often  has  a  cost  attached. 

But  you  can  turn  complexity  to  your  advantage. 

This  particularly  holds  true  in  business,  government  and  technology. 

ThinkTools  supports  your  innate  capabilities  to  deal  with  complexity  and  knowledge. 

www.thinktools.com 
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NEW  COPPER  ENGINB 
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NEW  SER  VERS 


[  @server  ] 

For  the  next  generation  of  e-business. 


New  technologies  like  second-generation  copper  chips  make  new  IBM  servers  the 
most  powerful  family  of  servers  on  earth.  IBM  engineers  and  scientists  perfected  the 
copper  chip.  The  result  was  the  fastest  server  on  earth,  built 
to  drive  e-business  to  new  levelsl  Now,  IBM  has  added  new 
silicon-on-insulator  (SOI)  technology  to  a  new  generation 
of  copper  chips.  The  result  is  another  30%  speed  gain. 
Coming  soon  is  new  Low-k  manufacturing  (improving 
chip  performance  while  lowering  power  consumption)  and 
Memory  expansion  Technology  (which  doubles  the 
capacity  of  standard  memory).  IBM  innovation  is  turning 
science  into  products  that  give  businesses  an  edge. 
Look  for  more  innovation  and  more  edge  in  every  new 
IBM  server  For  details,  go  to  ibm.com/eserver/copper 

the  new  IBM  (©server  pSeries  680  with  copper  and  SOI  technology,  the  most  powerful  UNIX''  server  for  e-business' 
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THE  CONSTANT  GARDENER 

By  John  Le  Carre 
Scribner.492pp'  $28 


LE  CARRE  TAKES  ON 
A  NEW  EVIL  EMPIRE 
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For  this  reviewer's  money,  John 
Le  Carre's  masterpiece,  the  novel 
that  towers  above  his  other  17,  is 
now  a  decade-and-a-half  behind  him. 
When  he  pubhshed  A  Perfect  Spy  in 
1986,  the  English  master  of  cold  war  es- 
pionage gave  us  as  fine  a  balance  of 
plot  and  character  as  he's  ever  likely  to 
achieve.  Magnus  Pym,  the  wayward 
spook  whose  rise  and  fall  Le  Carre 
charts  from  childhood  to  his  final 
demise,  is  an  original.  And  as  dedicated 
Le  Carre  readers  know,  Pym's  story 
reflected  the  author's  relationship 
with  his  own  father.  This  was  ^. 
a  story  from  the  heart,  not 
the  headlines.  Almost  from 
the  beginning,  it  was  clear 
that  Le  Carre  had  produced 
that  rare  thing — a  genre  nov- 
el that  transcends  its  genre, 
becoming  something  close  to 
great  literature. 

Is  this  to  say  that  Le  Car- 
re has  been  hiking  downhill 
ever  since?  Let's  say  instead 
that  since  A  Perfect  Spy,  he 
has  chosen  to  write  from  the 
solid  middle  of  his  consider- 
able talent,  as  opposed  to  its 
forward  edge.  And  let's  say, 
too,  that  his  new  novel.  The 
Constant  Gardener,  ranks 
with  The  Russia  House  (1989) 
as  the  best  he  has  produced  since 
hitting  his  peak.  If  this  new  book  is 
craft  rather  than  art,  it  is  craft  of  the 
very  highest  caliber.  It  is  no  mean  feat 
to  entertain  while  also  making  a  reader 
think.  Yet  Le  Carre  pulls  this  off  ad- 
mirably, weaving  together  several 
themes — corporate  power,  underdevel- 
opment, globalization — that  will  res- 
onate with  a  wide  audience. 

The  Constant  Gardener  revolves 
around  a  drug,  a  diplomat,  and  a  mur- 
der. Dypraxa  is  a  new  cure  for  tubercu- 
losis, developed  by  a  Swiss  pharmaceu- 
tical company  that  is  testing 
it — unscrupulously,  and  at  great  human 
cost — among  Kenyan  villagers  and  slum- 
dwellers  in  preparation  for  its  debut  in 
the  U.S.  and  other  developed  nations. 
Tessa  Quayle,  a  diplomatic  wife,  attor- 
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ney,  and  idealist,  discovers  the  co 
tion  and  malevolence  at  the  hea 
this  scheme,  only  to  get  her  thros 
in  the  bush  north  of  Nairobi  whei 
threatens  to  expose  the  whole  s 
mess.  The  novel  unfolds  as  Tessa's 
band  follows  her  path  into  the  d; 
recesses  of  corporate  greed,  Foreig 
fice  duplicity,  and  medical  science  i 
service  of  profit. 

'"Ibberculosis  is  megabucks,"  Le 
re  writes  in  describing  the  vie  h 
things  from  the  boardroom  in  I 
"Any  day  now  the  ri 
nations  will  be  facing 
bercular  pandemic, 
Dypraxa  will  becom< 
multibillion-dollar  e 
that  all  good  sharehc 
dream  of." 

The  Constant  Gan  ^^ 
is  plot-heavy  in  the  c  i^^w,^ 
Le  Carre  mold.  It  is  (^tj,  ^ 
an    unabashedly    pol  jtic  \f 
novel.  And  the  "phar  ffji^,,, 
as    the    drug    giants  pfpfj.^ 
called,  are  merely  the  f^^^. 
specific  of  numerous  ta  fjt^  ^, 
on  Le  Carre's  list.  In  ojjf, 
these  corporations  tak  if^^i 
rap  for  obeisance  to  ,. 
profit  god,"  the  "self-perpe  „, 
ing  cycle  of  corruption  and  pov  [  j^, 
"the  inhumanity  of  self-styled  hui ,( ,,j,  i 
tarians  who  are  ripping  off  the  po  j), ;,  , 
nations,"  and  much  more.  You  cou  [j,,^  . 
gitimately  call  Le  Carre's  true  su  ^^  [  r 
here  the  whole  of  the  post-cold-w{  ^.^■ 
der — globalism,  in  a  word.  "Bettjji,, 
be  inside  the  system  and  fighting  it  ^  ^|.|. 
outside  the  system,  howling  at  it,"  .^^  J ' 
one  of  Tessa's  admirers,  recallinf  p^,„  ^ 
most  basic  belief.  And  you  sense  jj , 
Le  Carre  shares  it — along  with  th  _  ^y 
sumption  that  "the  system"  is  fi  j^,^^' 
mentally  in  need  of  a  fight.  y ' 

Beneath  the  politics,  however  |, 
find  the  conflict  between  individual  ^  |  "' 
their  institutional  identities  that  j| 
through  more  or  less  all  of  Le  Ci 
novels.  Justin  Quayle,  diplomat  and 
denly  a  widower,  is  the  constant  ^^ 
dener  i-cferred  to  in  Lo  Carre's 
He's  complacent  in  his  dedication  t 
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s  of  the  British  Foreign  Office.  But 
astin  jettisons  his  Etonian  manners 
•der  to  pursue  his  late  wife's  cause, 
)ins  Le  Carre's  other  renegades  in 
It  against  their  circumstances.  At 
)re,  then,  Th^  Cmistant  Gardener  is 
t  the  human  capacity  for  transfor- 
on.  Through  Justin,  the  political 
les  are  elevated  to  questions  of  loy- 
integrity,  and  personal  sovereignty 
world  that  rewards  betrayal,  ve- 


I  Carre's  true  target 
here  is  the  whole 

post-cold-war 
rporate  world  order 
naword,  globalism 


f,  and  the  abdication  of  moral 
insibility. 

5  a  heavy  load  for  a  story  spun 
id  a  drug  company  that  cheats.  In- 
there  are  moments  in  The  Con- 
Gardener  when  many  readers 
wonder  whether  Le  Carre  will 
fully  succeed  in  retooling  the  fic- 

I  machinery  he  developed  in  all 
much-admired  tales  of  cold  war 

nage.  Those  novels  seemed  suited 
)lack  hats/white  hats  universe,  but 
notion  comes  across  as  a  touch 
istic  here. 

reover,    Le    Carre's   characters, 
precisely  drawn,  are  essentially 
figures:  deceitful  diplomats,  oily 
rate  executives,  a  droopy-eyed 
off  in  the  shadows,  a  mad  sclen- 
ts for  Tessa,  she  never  quite  touch- 
i  ground.  Beautiful,  brilliant,  rich, 
npossibly  pure  of  heart,  she  might 

II  have  angel's  wings. 

it  said,  I  could  hardly  bear  to  put 
'onstant  Gardener  down.  One  does 
rawn  into  Le  Carre's  plots,  and 
ne  I  found  especially  provocative, 
^e-opening,  to  say  the  least,  to  find 
3hst  of  Le  Carre's  intelligence  and 
-e  writing  so  bluntly  about  the 

questions  facing  our  globalized 

From  this  perspective,  I  applaud 
'onstant  Gardener  without  reser- 
1.  We  are  all  Justin  Quayle,  Le 

seems  to  suggest.  We  are  each 
ihed  in  moral  dilemmas — our  age 

to  have  more  than  its  share — 
?e  have  a  duty  to  resolve  them, 
er  we  accept  that  responsibility 

BY  PATRICK  SMITH 
ith  was  a  correspondent  abroad 
my  years,  chiefly  for  the  Intema- 
Herald  Tribune. 


RESPONSIVENESS 

IN  A  DISCOUNT  BROKER. 

IMAGINE. 


Reliable  trading.  Responsive  customer  service.  At  T.  Rowe  Price 
Brokerage,  we  stand  behind  our  technology  with  highly  knowl- 
edgeable professionals  ready  to  assist  you.  So  if  truly  helpful 
service  is  your  idea  of  a  responsive  discount  broker,  contact  us 
today.  And  discover  how  we  can  make  real  service  a  reality  for  you. 


1-800-541-5324        www.troweprice.com/brokerage 
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BROKERAGE 

*$19.95  per  stock  trade  for  up  to  1 ,000  shares  plus  an  additional  two  cents  for  each 
share  over  1 ,000.  Call  or  visit  our  Web  site  for  a  commission  schedule  for  rates  on 
representative-assisted  and  other  non-Internet  trades.  T  Rowe  Price  Brokerage  is  a 
division   of  T    Rowe   Price   Investment   Services,    Inc.    Member   NASD/SIPC. 
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Rid  your  home  of  varmints  and 
pests  once  and  for  all,  with... 

Rodelsonix  IX 

only  $69^* 

*But  read  this  ad  for  an  even  better  deal! 

Mice,  rats,  roaches,  bats, 
fleas,  spiders  and  other 
pests  and  varmints  make  life 
miserable  at  home  or  at  the 
plant.  Old-fashioned  traps  and   •Rodeisoiuxix  - 
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poisons   get   na    or   tnem — out    fmverfuhjmcmiget.irsahmmne.ckan.and 
only  temporarily.  Rodelsonix  IX    effective  system  to  get  rid  of  your  pcst;^-omv  and  for  nll. 

delivers  a  tremendous  blast  of  ultrasound — inaudible  to  you  and 
your  pets — that  totally  disrupts  the  nervous  systems  of  these  crit- 
ters. They'll  leave  your  home  within  just  a  few  weeks — and  they'll 
never  return.  Rodelsonix  IX  is  an  industrial-type  unit,  designed 
and  engineered  to  be  effective  in  restaurants,  factories  and  food- 
processing  plants.  It  protects  up  to  10,000  sq.  ft.  (70,000  cu.  ft.).  It 
has  six  variable  pitch  and  "loudness"  settings.  You  can  even  use  it 
outdoors  to  keep  larger  pests,  such  as  raccoons  or  rabbits  at  bay. 

*And  here  is  the  "even  better  deal":  Buy  two  Rodelsonix  IX  for  $139.90 
and  we'll  send  you  a  third  one,  with  our  compliments — absolutely  FREE! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and  pay 
by  check  or  Visa/MasterCard.  Please  give  order  number 
#1007F876.  Add  $4.95  for  one  or  $9.90  for  three  ship. /ins. 
and  sales  tax  for  CA  delivery.  You  have  30-day  refund  and 
one-year  warranty.  We  do  not  refund  postage.  For  customer 
service  or  wholesale  information,  please  call  (415)  643-2810.      2360  Third  St.,  San  Francisco,  CA  941 07 


®  Order  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  fj 
Visit  our  website  at  ivww.haverliills.com 
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WHAT  WONDERS 
WILL  2001  BRING? 


In  his  crystal 
ball,  seer 
Steve  sees 
less  froth  and 
more  focus 
on  building 
good  products 
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PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.husinessweek.com/ 
technology/ 


Looking    backward    is 
humbling  for  anyone 
who    has    risked    a 
prediction,    but    it    puts 
things  in  perspective.  So  as 
I  take  a  look  at  the  year 
ahead,  I  thought  I  would  leav 
en  my  predictions  with  a  look 
at  how  last  year's  forecast  fared, 

I  was  right  that  Y2K  would 
be  no  big  deal.  Even  the  "mi- 
nor but  annoying"  problems 
that  I  predicted  turned  out 
to  be  mostly  nonexistent 

I  was  premature  in  my  -^ 
prediction  that  simplified 
Net  appliances  would 
make  big  inroads  into 
the  PC  market.  True, 
lots  of  appliances  X 
appeared  this  year,  f 
but  they  ranged  in  , 
quality  from  flawed-  "^ 
but-intriguing  to  aw- 
ful. The  market  is 
starting  to  get  a  lot  more 
interesting — with  new  hardware 
designs  and  browsers  and  other  software 
from  Netscape,  Microsoft,  Opera  Software,  and 
Be  Inc.  With  the  PC  market  shovdng  signs  of 
saturation,  especially  in  the  U.S.,  appliances 
could  be  a  big  story  of  2001. 
MIRED  DOWN.  I  also  got  ahead  of  myself  in  fore- 
casting rapid  progress  for  high-speed  Internet  ac- 
cess. As  I  noted  a  few  weeks  ago  ("Why  most  of 
us  can't  have  broadband,"  Technology  &  You, 
Dec.  4),  cable  and  fast  phone-line  access  is  mired 
in  technical  and  financial  problems.  With  new 
technologies  such  as  two-way  satellite,  high- 
speed access  will  grow,  but  I  would  consider  it  a 
success  if  5  million  U.  S.  households  are  added  by 
the  end  of  2001,  up  from  about  3  million  now. 

My  prediction  of  advances  in  wireless  was  a 
bit  closer  to  the  mark.  The  wireless  Web  has  be- 
come widely  available  on  telephones.  While  tiny 
displays  and  the  difficulty  of  entering  information 
make  phone  handsets  pretty  dreadful  tools  for 
sending  and  receiving  data,  experiments  with 
somewhat  larger  devices,  such  as  Handspring's 
Palm-based  VisorPhone  and  Microsoft's  Stinger 
concept  phone,  promise  big  advances.  Meanwhile, 
Europeans  should  start  seeing  medium-speed 
(around  (54  kilobits  per  second)  data  service  on 
their  wireless  phone  systems  during  the  year. 


The  U.S.,  however,  continues  to  lag  1 
One  happy  surprise  was  the  explosion  of 
less  local  networks.  Companies  and  school; 
installing  cheap  and  flexible  wireless  techm 
in  offices  and  classrooms.  Laptop  makers 
be  replacing  PC  card  add-ons  with  built-in 
less  adapters  in  new  models  coming  out  eai 
2001.  With  simplified  base  stations  from  Li 
Technologies  and  Apple  Computer,  to 
dominant  standard  can  create  a 
stant  home  network,  th 
Intel,  Proxim,  and 
promoters  of  a  rival 
nology  promise  to 
back  next  year  witl 
proved  offerings  th£ 
elude  integration 
cordless  phones.  Also 
for  growing  availabili 
wireless  connections  i 
tels  and  airports. 
Another  wireless 
nology  faces  a  less 
future.  Blue  Toot 
short-range  wirelesi 
backed  by  nearly  ( 
hardware  and  soft 
company,  didn't  irn 
out  of  the  lab  this 
but  it  should  appe 
a  variety  of  pro^ 
by  mid-2001.  Ba 
push  it  for  every 
from  wireless  neU 
ing  to  an  alternati 
a  cable  when  linki 
music  player  to  a  ] 
set.  My  guess  is  that 
Tooth  will  be  most  ir 
tant  as  a  way  to  let  la 
and  handhelds  use  wireless  pi 
as  modems,  in  effect  cutting  the  cord  for  am 
bile  device.  Right  now,  the  technology  is  to 
pensive  for  anything  but  laptops  and  higl 
phones,  but  if  chip  manufacturers  deliv€ 
their  promise  of  a  dirt-cheap  version,  Blue 
could  turn  up  everywhere. 

In  PC  hardware,  the  coming  year  is  like 
bring  mainly  stability.  Intel  will  come  out 
both  power-saving  chips  for  laptops  and  f 
processors,  but  the  extra  speed  will  be  of 
value  to  the  mass  of  buyers  who  ab'eady  ha 
the  performance  they  need.  Both  Microsoft 
Apple  plan  to  offer  major  new  operating 
tems,  including  the  long-overdue  Mac 
Around  yearend,  a  new  version  of  Wine 
code-named  Whistler,  would  be  the  first  maj* 
fering  for  home  users  since  Windows  95. 

Overall,  the  industry  will  see  a  lot  less 
and  a  lot  more  focus  on  building  products 
services  that  work  and  that  people  will  pa; 
This  will  be  a  painful  adjustment  foi-  many,  i 
is  a  good  thing  for  consumers. 

I  want  to  thank  my  readers  for  Ihcir  int( 
support — and  criticism.  A  hap|)y  and  pro 
ous  2001  to  all,  and  keep  that  e-mail  comin 
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Investors  judge  a 
global  oil  and  gas  company  on  its  returns. 

So  do  the  locals. 


The  medical  clinic  at  our  Masila  operation  in 
Yemen  is  open  to  the  community.  Every  month, 
we  treat  an  average  of  900  local  residents. 
It's  one  of  the  many  ways  we're  being  responsible. 
To  our  values.  To  our  hosts.  Even  to  our  stockholders. 
Because  acting  responsibly  creates  stability,  which 
ensures  long-term  profits. 


Nexen  is  a  super-independent  witli 
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programs  worldwide. 


NXY 
NYSE 


Canada 


United  States 


Brazil 


Yemen 


n^en 

energy  to  outperfornn 
www.nexeninc.com 


Colombia 


Indonesia 


Australia 


Nigeria 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


TO  PRESERVE  THE  BOOM, 
YOU'VE  GOT  TO  INVEST  MONEY 


CHOICES: 

Programs  to 
improve 
education  or 
cut  airport 
congestion 
are  better 
destinations 
for  the 
surplus  than 
the  pockets 
of  the 
superrich 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
authoi-  of  Everything  for  Sale 


The  Republicans  cite  the  softening  economy 
to  advance  their  proposed  $1.3  trillion  tax 
cut.  Supposedly,  a  weak  economy  would 
benefit  fi-om  the  economic  stimulus.  But  the  plan 
is  likely  to  be  dead  on  arrival  politically — and  it 
isn't  smart  economics,  either. 

George  W.  Bush  made  a  massive  tax  cut  the 
centerpiece  of  his  campaign,  but  it  aroused  little 
enthusiasm  among  voters.  Unlike  the  Demo- 
crats' stampede  to  the  supply  side  early  in  the 
Reagan  Presidency,  few  Democratic  legislators 
will  be  intimidated  this  time,  and  few  will  de- 
fect. Indeed,  in  the  bitter  aftermath  of  the  elec- 
tion, Democrats  will  fight  hard  for  more  modest, 
targeted  tax  relief,  and  will  starkly  dramatize 
policy  choices. 

For  instance,  by  keeping  estate-tax  revenues 
rather  than  returning  them,  Washington  could  af- 
ford prescription  drug  coverage.  Who  is  the  more 
plausible  constituency  for  the  Democrats:  the 
30,000  multimillionaires  who  would  benefit  from 
estate-tax  relief,  or  the  30  million  older  Ameri- 
cans who  have  trouble  affording  the  medicine 
that  they  need?  In  the  same  vein,  the  gop 
claimed  in  the  election  that  the  country  could  af- 
ford both  a  huge  tax  cut  and  a  Social  Security 
rescue.  But  when  legislators  crunch  the  num- 
bers, the  fuzzy  math  will  be  all  too  clear.  We 
can't  spend  the  same  money  twice. 
WHO'S  TO  BLAME?  Also,  the  GOP's  timing  is  off. 
For  reasons  of  budgetary  sleight  of  hand,  most 
of  the  Bush  tax  cut  would  take  effect  several 
years  hence,  in  the  wrong  part  of  the  business 
cycle.  If  the  economy  is  softening,  the  culprit  is 
not  some  fundamental  weakness  but  a  risk- 
averse  Federal  Reserve.  Pursuing  the  fabled 
"soft  landing,"  Alan  Greenspan  has  ordered  six 
interest-rate  hikes.  But  what  the  chairman  can 
take  away,  the  chairman  can  give  back.  Lately, 
Greenspan  has  been  signaling  a  January  rate 
cut,  which  would  be  all  the  short-term  tonic 
the  economy  needs. 

But  what  about  the  long  term?  The  Fed  will 
let  the  economy  grow  only  so  fast,  for  fear  of  in- 
flation. Even  if  a  huge  tax  cut  gunned  demand, 
the  Fed  would  limit  the  stimulative  effect.  Today 
the  main  constraint  on  growth  is  neither  weak 
demand  nor  production  bottlenecks,  but  the  Fed's 
view  of  tight  labor  markets. 

The  Fed  now  believes  that  if  unemployment 
goes  much  below  4%,  labor  costs  begin  to  out- 
pace productivity  growth  and  inflation  looms.  At 
that  point,  the  Fed  hits  the  brakes.  Under 
Greenspan,  the  Fed  has  allowed  s(jmewhat  faster 
growth  because  rising  productivity  thus  far  has 


accommodated  rising  wages  without  infla 
But  growth  is  still  limited. 

In  a  full-employment  economy,  what  h 
back  higher  growth  is  qualified  labor  su 
That  argues  not  for  spending  the  surplus 
tax  cut,  but  for  education  and  training  outlay 
expand  the  labor  pool  and  improve  the  qu 
and  productivity  of  U.  S.  workers.  Today,  n 
all  the  qualified  people  are  working.  But 
lions  of  others  are  unqualified  for  available  , 
Both  Gore  and  Bush  claimed  to  be  for  bette: 
ucation,  but  education  costs  money.  Unless 
want  deficits,  you  can't  spend  the  same  dolls 
a  tax  cut  that  you  spend  on  smaller  classes 
improved  schools. 

This  is  really  a  three-way  debate.  One  sc 
mostly  Republican,  holds  we  should  "give 
money  back"  to  the  citizenry  via  a  massivi 
cut.  Although  the  tax  cutters  have  lately 
voked  the  specter  of  recession,  they  shoul 
honest  enough  to  admit  they  favor  tax  cu 
principle,  whatever  the  economic  weather, 
second  school  wants  to  pay  off  the  entire 
tional  debt,  contending  that  no  public 
means  cheaper  capital  for  private  investi 
and  hence  higher  rates  of  growth.  Centrist 
mocrats  of  this  persuasion  also  use  their  pos 
tactically  to  head  off  a  gop  tax  cut.  They  do 
by  defining  debt  paydown  as  a  necessary  m 
("lockbox")  to  set  aside  funds  to  replenish  S 
Security. 

This  approach  is  nimble  tactics,  but  also  c 
tionable  economics.  The  implicit  premise  is 
public  spending  by  definition  crowds  out  pri 
investment,  and  that  a  marginal  dollar  of  pii 
capital  is  always  more  productive  than  a 
ginal  dollar  of  public  outlay. 

But  with  dot-com  lunacy  having  no  sea 
of  willing  investors  and  foreign  sources  of  f 
beating  down  our  doors,  do  we  really  ha 
capital  shortage— or  just  a  tightfisted  Fed? 
many  more  Internet  failures  do  we  n 
Wouldn't  it  improve  productivity  more  to  ir 
some  of  the  suiplus  in  relieving  air})ort  conge 
or  improving  schools?  That  certainly  beats 
the  proposed  Republican  destination — the  po( 
of  gazillionaires — and  the  Gore  jjlan  to  reti 
debt  we've  usefully  earned  to  finance  public 
lay  since  the  days  of  Alexander  Hamilton. 

Granted,  this  third  view  has  been  all 
drowned  out  by  the  debate  between  tax  cu 
and  (k'bt  retirers.  But  if  we  want  to  maiiitaii 
current  boom  in  the  face  of  a  nei'vous  Fed, 
investment  to  enhance  productivity  is  the 
sensible  policy. 


Have  you  been  very,  very  very  good? 


i|  Whoever  said  it's  better  to  give  than  to  receive  was  obviously  never 
on  the  receiving  end  of  a  Mercedes-Benz  SL  500.  Sleek.  Sophisticated. 
Powerful.  What  more  could  you  hope  for  this  season?  The  SL500 
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Economic  Trends 


BY  GENE  KORETZ 

WHY  FED  POLICY 
WORKED  SO  WELL 

A  study  updates  the  Phillips  curve 

If  Alan  Greenspan  &  Co.  deserve  any 
credit  for  the  long  expansion  of  the 
1990s,  it  is  for  not  hitting  the  mone- 
tary brakes  when  unemployment  sank 
to  new  lows  in  the  second  half  of  the 
decade.  In  so  doing,  the  Federal  Re- 
serve ignored  orthodox  theory,  which 
posited  that  allowing  joblessness  to  fall 
below  its  so-called  natural  rate  would  in- 
evitably result  in  accelerating  inflation. 
As  it  happens,  inflation — already  mod- 
est by  the  mid-1990s — continued  to  sub- 

AFTER  JOBLESSNESS  SANK, 
INFLATION  STAYED  LOW 

UNEMPLOYMENT 
RATE 


2  _         CORE 
INFLATION* 
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▲  PERCENT    'CONSUMER  PRICE  INDEX  LESS  ENERGY  AND  FOOD 

DATA:  BUREAU  OF  LABOR  STATISTICS 

side,  even  as  unemployment  dropped 
far  below  its  then  estimated  6%  natural 
level.  And  unburdened  by  a  restrictive 
monetary  policy,  the  economy  grew 
faster  than  anyone  anticipated. 

Why  didn't  inflation  take  off,  as  econ- 
omists expected?  Experts  have  offered 
many  explanations,  from  the  impact  of 
global  competition  and  the  strong  dollar 
to  the  Asian  crisis  and  productivity 
gains  from  the  new  high-tech  economy. 

But  the  most  intriguing  may  be  one 
suggested  by  a  recent  study  by  George 
A.  Akerlof  of  the  University  of  Califor- 
nia at  Berkeley  and  William  Dickens 
and  George  Perry  of  the  Brookings  In- 
stitution. In  the  study,  the  three  econo- 
mists find  that  unemployment  can  be 
reduced  below  its  normal  natural  rate 
without  sparking  a  rise  in  inflation — if 
the  reduction  occurs  in  a  climate  of  al- 
ready moderate  inflation. 

To  see  why,  you  have  to  first  under- 
stand natural  rate  theory.  Most  econo- 
mists once  bought  the  Phillips  curve 
notion  that  accepting  higher  inflation 
would  allow  you  to  achieve  lower  un- 
employment. But  economists  Milton 
Friedman  and  Edmund  Phelps  in  the 


1970s  suggested  that  such  gains  don't 
last.  Over  the  long  run,  they  argued, 
employers  and  workers  seek  to  maintain 
their  real  incomes  by  adding  higher  in- 
flation to  their  wage  bargains  and  prices, 
causing  joblessness  to  rise  again. 

Thus,  every  economy  presumably  has 
a  natural  level  of  sustainable  unemploy- 
ment below  which  inflation  tends  to  ac- 
celerate. What  Akerlof,  Dickens,  and 
Perry  find,  however,  is  that  this  level 
declines  when  inflation  is  low  and  stable. 
At  such  times,  companies  and  people 
tend  to  ignore  past  inflation  and  thus 
don't  fully  offset  it  in  wages  and  prices. 
As  a  result,  companies  hire  more  people 
and  sell  more  goods,  which  means  less 
unemployment  and  more  output. 

As  evidence,  the  researchers  cite  sur- 
vey data  from  1954  to  1999,  which  show 
that  employees  and  employers  are  far 
more  likely  to  incorporate  inflationary 
expectations  into  wage  and  price  hikes 
in  periods  of  high  inflation  (over  4%) 
than  in  low-inflation  periods  (under  3%). 
They  then  use  these  data  to  estimate 
the  trade-offs  between  unemployment 
and  inflation  over  the  postwar  period. 

The  results  suggest  that  the  natural 
rate  of  unemployment  is  about  5/4% 
when  core  inflation  is  running  over  6%. 
But  when  inflation  is  in  a  stable,  mod- 
erate range  of  between  2%  and  4%,  un- 
employment can  be  safely  kept  as  low 
as  4%.  At  that  point,  reducing  inflation 
still  further  would  raise  unemployment, 
while  pushing  unemployment  below  4% 
would  boost  inflation. 

That,  so  it  seems,  is  the  lesson 
Greenspan's  pragmatic  Fed  learned. 
When  unemployment  fell  below  5/^%  in 
the  mid-1990s,  core  inflation  was  only 
3%  or  so,  and  the  Fed  didn't  panic.  Its 
calm  restraint  allowed  the  New  Econo- 
my to  flower  and  millions  of  Americans 
to  join  the  ranks  of  the  employed. 


IMMIGRANTS  AND 
ENTREPRENEURS 

Newcomers  crowd  some  natives  out 

Have  the  millions  of  immigi'ants  who 
have  entered  the  U.S.  in  recent 
decades  affected  the  self-employment 
prospects  of  native-born  Americans? 
Since  studies  show  that  immigrants  are 
more  likely  to  set  up  their  own  busi- 
nesses than  natives,  you  might  think 
so.  Yet  a  1998  study  by  Robert  Fairlie 
of  the  University  of  California  at  Santa 
Cruz  and  Bruce  D.  Meyer  of  North- 
western University  found  only  a  negli- 
gible impact  on  black  self-employment. 


Now  the  two  economists  have  loc.  [p- 
at  the  effect  on  the  self-employmeri 
whites  and  other  non-black  Ameri( 
and  found  it  to  be  substantial.  U 
1980  and  1990  census  data,  they  ( 
mate  that  every  100  self-employed 
migrants  have  "displaced"  from  3: 
85  self-employed  native-bom  men  ai 
to  19  self-employed  native  women. 

On  a  positive  note,  the  authors  fc 
no  evidence  that  immigration  hurts 
tive  reported  self-employment  eami 
And  they  note  that  job  displacen 
appears  to  have  taken  the  form  of 
suading  natives  from  starting  new  1: 
nesses  rather  than  forcing  them  to  !    ^^^ 
down.  That's  because  overall  U.S.    fn 
trepreneurship  grew  rapidly.  Des 
groviing  numbers  of  self-employed 
migrants,  such  businesses  establis    ^^^ 
by  U.  S-born  citizens  increased  by  ( 
1.8  million  between  1980  and  1990, 
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CAN  HOME  ?mm. 

STAY  BUOYANT? 

For  now,  they're  bolstering  wea 

Stock  prices  are  down,  but  home 
ues  are  still  rising.  The  gove 
reports  that  home  resale  prices  wen 
7.3%  last  quarter  on  a  year-over-ye; 
sis  (chart).  That's  the  biggest  nomin; 
crease  since  1987  and  the  largest  in 
terms  since  1978,  says  economist 
Morris  of  hsbc  Securities  in  New  Yj 

The  key  question,  he  notes,  is  whi 
a  strong  property  market  can  buffer 
impact  of  sagging  stock  prices  on  ho 
hold  wealth.  Although  the  real  es 
boom  of  the  1980s  lasted  long  after 
market  crashed  in  October,  1987 
points  out  that  real  estate  accountec 
75%  of  household  wealth  in  1987,  wl  ^" 
as  household  equity  holdings  today  i 
ally  exceed  property  holdings. 

Thus,  wealth  is  now  declining 
Morris  thinks  it  ^— ^^— — 
won't  be  long  be- 
fore stock  market 
woes  start  to  un- 
dermine property 
demand  and  val- 
ues. Indeed,  this  is 
already  happening 
in  some  markets. 
Sales  and  prices 
of  both  luxury  co- 
()])  apartments  in 
Manhattan  and 
high-end  homes  in 
Silicon  Valley  have 
weakened  in  re- 
cent months. 


RICH  REWARD 
FOR  HOMEOWNE 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


LOWLY  BUT  SURELY, 

HE  ECONOMY  IS  COOLING 

ill,  labor  markets  are  probably  tighter  than  the  Fed  wants 


us.  ECONOMY 


lOB  GROWTH  BEGINS 
TO  SOFTEN 


If  you've  been  spending  the 
better  part  of  a  Saturday 
ming  waiting  in  a  checkout  line  or  searching  for 
elusive  set  of  Powerpuff  Girls  bedsheets,  you  may 
nder  where  the  economic  slowdown  is.  After  all,  if 
iBumer  demand  is  easing  up,  why  can't  you  find  a 
I'-ng  space  at  your  local  mall? 

lough  this  holiday  shopping  season  is  shaping  up 
30  at  least  moderately  successful,  make  no  mistake 
lUt  it:  The  latest  government  data  show  the  U.S. 
nomy  is  cooling.  Retail  sales  fell  in  November  thanks 
weak  car  sales,  and  companies  continue  to  issue 
fit  warnings  for  the  fourth  quarter  and  beyond  be- 
se  of  slower  revenue  growth. 

Most  important,  the  No- 
vember employment  report, 
the  month's  first  broad  look  at 
the  economy,  shows  clear  signs 
of  a  slowdown  (chart).  As  ex- 
pected, private-sector  busi- 
nesses hired  fewer  workers  in 
November  than  they  did  the 
year  before,  the  workweek 
shortened,  and  the  jobless  rate 
ticked  up.  But  the  persistent 
increase  in  hourly  pay  sug- 
;s  that  the  demand  for  labor  is  still  growing  faster 
1  the  supply  of  available  workers, 
eep  in  mind  that  a  slowdown  doesn't  have  to  be 
ipt,  but  a  soft  landing  will  feel  different  after  a  two- 
•  boom.  The  economy  does  not  appear  to  be  headed 
a  hard  landing.  A  survey  of  economists  conducted 
BUSINESS  WEEK  finds  that  forecasters,  on  average, 
jct  the  U.S.  economy  to  grow  3.1%  in  2001,  and 
B  of  them  expect  an  outright  recession  (page  66). 

EED.  THE  WAGE  ACCELERATION,  evident  in  the 

ember  jobs  data,  indicates  that  the  economy  has  not 
id  enough  to  make  the  Federal  Reserve  rest  easy 
it  the  inflation  outlook.  This  is  especially  so  given 
productivity  is  expected  to  grow  more  slowly  in 
coming  quarters  and  won't  be  able  to  offset  labor 
3  as  much  as  in  the  past. 

)licymakers  will  meet  on  Dec.  19,  and  they  are  ex- 
ed  to  hold  the  federal  funds  rate  target  at  6.5%. 
the  Fed  will  very  likely  shift  its  view  of  the  near- 
i  risks  in  the  outlook — a  change  all  but  announced 
'ed  Chairman  Alan  Greenspan  in  a  Dec.  5  speech. 
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AUTOS  LEAD 
THE  RETAIL  SLOWDOWN 
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Instead  of  seeing  an  economy  tilted  toward  rising  in- 
flation, the  Fed  may  say  that  the  economy's  risks  are 
now  balanced  between  excessive  price  pressures  and 
excessively  slower  growth.  That  is,  while  the  danger  of 
an  overly  weak  economy  has  risen,  continued  tight  job 
markets  mean  the  inflation  risk  has  not  diminished. 

A  soft  landing  will  mean  ad- 
justments, though.  Auto  mak- 
ers already  are  cutting  pro- 
duction schedules  and  putting 
workers  on  temporary  layoffs 
as  the  Big  Three  adapt  to  an 
annual  rate  of  vehicle  sales  in 
the  16  million-to-16.5  miUion 
range  instead  of  the  record  18 
million  earlier  in  2000. 

Tech  companies,  meanwhile, 
are  beginning  to  accept  that 
new  orders  don't  always  grow  at  yearly  rates  of  20%  or 
30%,  as  they  did  in  1999  and  eariy  2000.  In  fact,  tech 
orders  from  1996  to  1998  had  increased  about  8%  to 
10%  per  year,  but  accelerated  sharply  in  1999  and  ear- 
ly 2000,  at  least  partly  reflecting  large  outlays  related  to 
the  Y2K  phenomenon.  It  is  important  to  note  that  orders 
have  not  fallen  off  a  cliff;  companies,  after  all,  still 
need  to  invest  in  productivity-building  equipment. 

Consumers  are  also  beginning  to  show  some  re- 
straint, especially  for  big-ticket  items.  Retail  sales 
dropped  0.4%  in  November,  after  no  change  in  October. 
The  weakness  was  concentrated  in  vehicle  sales,  which 
fell  2.2%  in  November.  Excluding  cars,  store  receipts 
rose  0.2%  on  top  of  a  0.4%  advance  in  October.  Sales  at 
furniture  stores  were  strong,  reflecting  the  solid  growth 
in  the  sales  of  new  homes  which  need  to  be  furnished. 

Because  of  weak  vehicle  buying,  retail  sales  in  No- 
vember were  up  just  5.2%  from  a  year  ago,  half  their 
yearly  pace  in  early  2000  (chart).  Nonauto  sales  haven't 
slowed  as  much,  but  they  are  softer  than  in  the  first 
half.  How  much  consumer  spending  eases  up  in  2001 
may  depend  on  how  weak  the  labor  markets  become. 

SO  FAR.  EMPLOYMENT  GAINS  are  only  slowing,  not 
turning  negative.  True,  layoffs  are  occurring  in  pockets 
of  manufacturing  and  the  dot-com  sector,  but  else- 
where companies  are  still  hiring.  In  November,  nonfarm 
jobs  grew  by  94,000,  but  a  quirky-looking  drop  of 
54,000  government  jobs  held  back  the  total  number.  Pri- 
vate payrolls  rose  by  148,000,  not  much  different  from 
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their  158,000  average  for  the  first  10  months  of  2000. 

The  November  jobless  rate  did  inch  up  to  4%  from 
3.9%,  but  the  rate  has  been  between  3.9%  and  4.1% 
since  October,  1999.  Looking  ahead,  though,  job  growth 
is  at  a  pace  that,  if  maintained  in  2001,  would  cause  the 
unemployment  rate  to  edge  gradually  higher.  But  job 
gains  would  have  to  slow  shaiply  to  loosen  labor-market 
conditions  significantly. 

The  recent  rise  in  initial  claims  for  unemployment 
benefits,  to  a  four-week  average  of  about  350,000  from 
about  300,000  during  the  summer,  suggests  at  least 
some  small  degree  of  slack  in  the  job  markets.  To  put 
that  figure  into  perspective,  during  the  1994-95  soft 
landing,  claims  averaged  between  360,000  and  390,000 
for  several  months.  The  1990-91  recession  sent  claims 
up  to  the  500,000  mark. 

Before  businesses  resort  to  layoffs,  they  typically 
cut  the  hours  of  their  existing  employees.  And  that's 
happening.  In  November,  the  average  workweek  for 
production  and  nonsupervisory  workers  stood  at  34.3 
hours,  18  minutes  shorter  than  in  April.  In  the  factory 
sector  alone,  the  workweek  has  dropped  a  full  hour. 

SO  FAR,  THOUGH,  CONSUMERS  don  t  seem  too  wor 
ried  about  labor  market  conditions.  The  latest  decline  in 
consumer  confidence  seems  to  be  driven  more  by  stock- 
market  jitters  and  uncertainty  over  the  Presidential 
election  than  by  eroding  job  worries.  In  addition,  the 
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percentage  of  workers  in  November  who  are  un 
ployed  because  they  voluntarily  left  their  last  jo 
mained  well  within  the  high  range  of  the  past 
years.  Last,  the  latest  Manpower  Inc.  survey  of  hi 
intentions  shows  no  diminution  of  hiring  plans  in 
first  quarter,  compared  with  a  strong  fourth  qua: 

The  still  solid  demand  for 
labor  explains  why  paychecks 
continue  to  increase.  The  av- 
erage hourly  wage  for  produc- 
tion workers  increased  0.4%, 
to  $13.94  in  November  Pay  is 
rising  4%  from  the  year  be- 
fore, the  fastest  pace  in  almost 
two  years  (chart).  What  wor- 
ries the  Fed  is  that  businesses 
might  not  be  able  to  count  on 
productivity  gains  to  offset 
these  rising  costs.  Companies  will  then  face  a  tc 
choice  of  trying  to  raise  prices  while  demand  is  slo^ 
or  seeing  their  profit  margins — and  stock  price — e: 

The  job  market  is  on  track  to  create  about  2  mi 
jobs  in  2000,  down  from  the  2.8  million  added  in  1 
And  job  growth  is  likely  to  be  weaker  in  2001, 
that's  to  be  expected  in  a  soft  landing.  It's  ano 
case  of  growth  being  relative.  The  outlook  does  not 
for  a  flurry  of  pink  slips.  Instead,  expect  companies 
ply  to  hire  fewer  new  workers  next  year. 
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WHY  THE  FACTORY  GEARS  ARE  CRINDING 


British  manufacturers  can't 
seem  to  get  a  break.  Just  as 
the  sterling's  recent  decline  from 
oppressive  levels  began  to  raise 
hopes  for  a  factory  turnaround, 
worries  about  a  global  slowdown 
in  demand  are  now 
clouding  the  outlook. 
Industrial  production 
fell  in  October  for  the 
second  month  in  a  row 
after  growing  steadily 
since  March. 

Moreover,  manufac- 
turers can't  count  on 
an  easing  of  monetary 
policy  anytime  soon  to 
lift  domestic  factory 
orders.  While  interest  rates  have 
peaked,  still-strong  demand  for 
services  and  an  expected  boost 
from  government  spending  in 
2001  will  make  the  Bank  of  Eng- 
land's Monetary  Policy  Committee 


BRITISH  CORE  INFLATION 
REMAINS  WELL-BEHAVED 
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cautious  about  rate  cuts.  As  ex- 
pected, following  a  slight  lowering 
of  its  growth  and  inflation  projec- 
tions for  the  coming  year,  the  MPC 
on  Dec.  7  left  its  benchmark  in- 
terest rate  at  6%  for  the  tenth 
month  in  a  row. 

Nevertheless,  amid 
signs  of  slower  con- 
sumer spending  and 
diminishing  wage 
pressures,  the  finan- 
cial markets  are  al- 
ready pricing  in  a 
rate  cut.  The  markets 
are  impressed  by  sev- 
eral indications  of 
slower  growth  and 
tame  inflation,  although  none 
seem  conclusive.  Most  recently, 
outside  of  energy  and  food,  retail 
price  inflation  remains  below  the 
MPC's  target  of  2.5%  (chart).  In 
November,  core  inflation,  less 
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mortgage  interest,  stood  at  2.29  *'"l"' 
about  where  it  has  been  since 
April,  1999. 

Other  good  signs:  House  price 
one  of  the  MPc's  big  inflation  coi 
cerns,  have  slowed  sharply,  fron 
year-to-year  growth  rate  of  169? 
in  January  to  7%  in  November, 
addition,  wage  growth  has  coole 
from  nearly  6%  earlier  this  yeaj 
to  about  4%,  a  pace  the  MPC  is 
more  comfortable  with. 

Most  important,  demand  ap- 
pears to  be  cooling,  given  that 
holiday  sales  are  off  to  an  inaus 
cious  start.  But  consumer  spend 
ing  has  sped  up  in  each  quarter 
2000.  The  mpc  has  said  that 
household  demand  must  slow  su 
stantially  so  that  the  economy  c 
accommodate  the  upcoming  gov 
emment  stimulus.  But  once  aga 
slower  domestic  demand  will  no 
help  struggling  manufacturers. 
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It's  not  just  another  401(k)  rollover. 
It's  the  future  of  your  retirement. 


^  A  more  complete 
lapproach  to  wealth 
management 


If  you're  changing  jobs,  what  to  do  with  your  401(k)  is  a  high-stakes  decision. 
Because  if  you're  like  a  lot  of  investors,  your  401(k)  has  grown  more  than  you 
ever  imagined.  At  Prudential,  we'll  help  you  roll  this  important  savings  over  to 
an  IRA — and  provide  the  advice  you  need  to  make  sound  investment  choices. 


Foday,  achieving  financial 
;ecurity  is  a  two-sided 
jffort:  growing  your 
issets,  and  protecting 
vhat  you've  built.  With 
lecades  of  experience 
1  both  asset  manage- 
nent  and  insurance, 
'rudential  is  creating 
'ew  and  more  powerful 
/ays  to  grow  and 
rotect  wealth. 


Before  you  roll  it  over,  think  it  over.  Starting 
a  new  job  is  also  a  good  time  to  reconsider  your 
overall  retirement  strategy.  Are  your  goals  still 
the  same?  Do  you  need  to  make  adjustments 
to  your  plan?  Before  you  roll  over  your  40 1  (k), 
a  Prudential  professional  can  help  you  set  a 
course,  using  diagnostic  tools  like  our  asset 
allocation  software. 

Access  a  world  of  investment  choices. 

Prudential  offers  a  complete  spectrum  of 
investment  options  for  your  Rollover  IRA. 
Select  mutual  funds  from  Prudential,  Janus, 
Fidelity,  AIM,  Invesco  and  other  top  names, 
plus  individual  stocks  and  bonds,  CDs,  and 
more.  Your  Prudential  professional  can  help 
you  diversify  your  IRA — and  readjust  as 
your  needs  change. 


Prudential  provides  the  tools  to  manage 
your  IRA  wisely.  Online  account  access. 
An  online  trading  option.  Asset  allocation 
services.  In-depth  investment  research  reports. 
At  Prudential,  you'll  find  whatever  you  need 
to  make  timely,  informed  decisions  for  your 
retirement  investments. 

Learn  more  today.  For  more 
smart  retirement  solutions,  h 
call  today  to  find  a  Prudential 
professional  near  you.  And  be 
sure  to  ask  for  our  new  guide. 
Managing  your  retirement 
plan  distribution. 

1-800-THE-ROCK 

ext.  8504,  or  visit  us  at; 
prudential.com 
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products  and  services  ore  offered  ttirough  Pruco  Securities  Corporotion,  751  Brood  Street,  Newark,  NJ  07102,  and  Prudentiol  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292  (members  SIPC). 
Prudentiol  companies.  For  more  information  about  the  different  mutual  funds,  including  chorges  ond  expenses,  pleose  contact  your  Prudential  professional  for  o  current  prospectus.  Reod  the  prospectus  carefully  before 
t  or  send  money.  Please  consult  your  tox  advisor  for  advice  regarding  the  type  of  IRA  that's  appropriate  for  your  situation.  If  you  hove  employer  stock  in  your  401  (k)  plon,  you  may  wont  to  consider  other  strateoies 
1107-A059722 
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HOG-TIED: 

BUSH  I 

HAVE  THE  ir'^'l 
LUXURY 
START  OPI 
THINKING 


MATION? 

IhoUow  victory  and  little  political 
pital  could  vex  consensus-building 


CTION 


When  he  first  began 

to  muse  about  a  run 

—   —  _     for       the       White 

P  C     House,   George  W. 

tt     Bush      knew      one 

JDCCinctiPv  ^'^S  foi"  certain.  He 
RtSmtNCY  wanted  to  reduce 
active  political  warfare  in  a  Wash- 
1  that  seemed  to  have  lost  its  sens- 
le  formative  influences  on  the  Tex- 
hinking  aren't  hard  to  divine.  He 
seared  by  the  partisan  firestorm 
Jents  Reagan  and  Bush  Senior  en- 
ered  over  the  aborted  appoint- 
s  of  Robert  H.  Bork  to  the 
■me  Court  and  Texas  Senator  John 
r  to  the  Defense  Dept.  Bush  was 


equally  repulsed  by  Republicans'  reac- 
tion: the  harsh,  in-your-face  leadership 
style  displayed  by  former  House  Speak- 
er Newt  Gingrich  in  the  wake  of  the 
GOP's  1994  takeover  of  the  House  of 
Representatives. 

But  little  did  Bush  know  that  consen- 
sus-building would  become  the  central 
focus  of  his  Presidency — or  that  his  very 
election  was  to  be  a  catalyst  for  national 
division.  After  five  agonizing  weeks  of 
legal  wrangling  over  Florida's  electoral 
votes,  a  Dec.  12  decision  by  the  U.S. 
Supreme  Court  ended  the  standoff  wth 
Democrat  Al  Gore  and  vaulted  Bush  to 
the  Presidency.  But  the  verdict  of  a 
deeply  divided  court,  which  endorsed  the 


awarding  of  Florida's  electoral  votes  to 
Bush  without  a  full  recount  of  contested 
ballots,  was  a  bitter  conclusion  to  a  po- 
larizing campaign,  one  that  brought  the 
nation  to  the  brink  of  a  Constitutional 
crisis.  On  Dec.  13,  Gore  made  it  official  in 
a  gi'acious  concession  speech. 

Accepting  Gore's  concession,  Bush 
promised  to  pursue  a  policy  of  "recon- 
cihation  and  unity."  Now,  the  emotion- 
ally spent  and  politically  wounded  GOP 
"victor"  must  prepare  to  govern  a  riven 
nation.  "The  circumstances  of  this  vic- 
tory are  unique,"  sighs  an  exhausted 
Bush  political  adviser.  "All  we  know 
now  is  that  we'll  have  to  govern  differ- 
ently than  we  planned." 

By  any  measure,  Bush  faces  a  monu- 
mental task:  heahng  a  country  that  is  at 
loggerheads  over  the  role  of  govern- 
ment, whose  citizens  are  alternately  fu- 
rious or  triumphant  over  the  bizarre 
conclusion  to  the  election,  and  whose 
political  institutions  and  legal  system 
emerged  from  the  five-week  election  or- 
deal arguably  in  worse  shape  than  they 
began  it.  Both  Bush  and  Gore  seemed 
to  shrink  in  stature  as  they  dueled  for 
public  opinion  and  permitted  finagling 
lawyers  to  bend  at  will  such  core  prin- 
ciples as  states'  rights  and  equal  pro- 
tection. And  nearly  every  official  who 
went  near  the  election  swamp — from 
Florida's  county  canvassing  boards  all 
the  way  up  to  the  nine  robed  justices  of 
the  Supreme  Court — came  away  sullied. 
BALKANIZATION.  Though  Bush  has 
proven  to  be  a  savvy  conciliator  as 
Texas  governor,  the  job  he  faces  now  is 
far  more  demanding.  The  Texas  legisla- 
ture has  been  likened  to  a  giant  trough 
at  which  powerful  committee  barons 
and  a  relatively  weak  governor  share 
in  a  bipartisan  feast.  The  Washington 
environment  Bush  is  about  to  enter  is 
far  harsher  and  less  susceptible  to  gov- 
ernment-by-backslapping.  The  narrow- 
ness of  Bush's  electoral  margin,  his  loss 
of  the  popular  vote,  and  the  partisan 
divisions  in  Congress  have  triggered 
fears  of  political  balkanization. 

The  process  of  knitting  Americans 
back  together  stands  to  become  the 
overriding  imperative  of  a  Bush  Presi- 
dency. But  even  among  some  of  his  par- 
tisans, there  are  worries  about  the  Tex- 
an's abilities  as  a  master  weaver.  In  the 
weeks  after  Nov.  7,  Bush  often  seemed 
eclipsed  by  his  hired  hands — chiefly 
Vice-President  elect  Richard  B.  Cheney 
and  top  legal  strategist  James  A.  Baker 
III.  "The  power  of  the  Presidency  is 
the  power  to  persuade,"  says  James 
Thurber,  an  American  University  polit- 
ical scientist.  "Bush  has  fewer  tools  than 
most  to  persuade." 

But  that's  precisely  what  Bush  aims 
to  do,  starting  well  before  Inauguration 
Day.  Aides  say  he  plans  an  extensive  se- 

BUSINESS  WFFK  /  DFCFMBFR  ?5.  ?000  41 


r'ifs  of  meetings  with  ()[)[)ositi()n  leaders 
and  has  told  his  headhunters  to  cast  a 
wider  net  and  put  more  stress  on  di- 
versity in  the  coming  Hush  Administra- 
tion. That  aside,  in  public  comments 
from  both  Austin  and  Washington,  the 
President-elect  aims  to  make  clear  that 
he  has  absorbed  the  election's  verdict 
and  plans  to  tread  cautiously  in  office. 
That  may  not  be  enough,  though.  An 
immediate  problem  for  Bush  is  the 
Supreme  Couil's  abrupt  halt  to  the  elec- 
tion dispute  and  the  hard  feelings  that 
have  ensued.  Rather  than  soothing  ide- 
ological passions,  as  it  did  during  the 
epochal  struggle  over  civil  rights,  the 
High  Court  highlighted  the  gulf  sepa- 


Government 


rating  Americans  (page  45).  By  snuffing 
out  Gore's  bid  without  a  full  recount, 
the  Justices  guaranteed  that  finger- 
pointing  over  the  election  would  con- 
tinue for  years  to  come.  "People  think 
you  go  to  the  voting  booth  and  your 


CHALLENGES  FACING  BUSH 


THE  PRESIDENCY  The 

sharply  divided  election 
outcome  could  erode  the 
new  President's  power  and  lead  to  a 
diminished,  largely  custodial  Presiden- 
cy. Bush  will  have  to  work  hard  to  dis- 
pel his  image  as  the  "Accidental  Presi- 
dent" and  to  maximize  what  little 
leverage  he  has  to  create  an  impres- 
sion of  executive  vigor. 

vote  matters,"  sighs  GOP  operative 
David  Carney.  "The  way  this  is  ending, 
vdth  some  votes  not  counted,  means 
public  cynicism  with  government  will 
be  at  an  all-time  high." 

Victory  on  these  terms  could  quickly 
turn  hollow  for  the  Republicans.  That 
grim  reality  is  already  seeping  into  cor- 
porate executive  suites.  "Bush  starts 
vdth  major  handicaps,"  says  Craig  L. 
Fuller,  president  of  the  National  Asso- 
ciation of  Chain  Drug  Stores  and  a  for- 


REPUBLICANS  For  tlBoEII 
time  in  48  years,  the 
controls  both  the  Whi 
House  and  Congress.  But  beca 
hold  on  the  Hill  is  slight,  and  E 
will  be  politically  weak,  Republ 
could  face  a  crisis  of  expectati( 
They  seem  to  control  the  levers 
power  but  can't  make  much  ha 
without  cutting  deals  with  Dem 


mer  chief  of  staff  in  Bush  pere's  "W 
House.   "The   polarization  hurts, 
transition  is  delayed.  And  it  wall  be 
to  make  anything  big  happen." 

With  such  a  victory,  Bush  dot 
have  the  luxury  to  start  off  thin 
big.  He's  huddling  with  his  advise 
chiefly  poKtical  guru  Karl  Rove  and 
er  members  of  his  Austin  high 
mand — to  craft  a  Hundred  Days 
with  a  distinct  emphasis  on  wl 
doable.  That  includes  naming  conse    jjnd 


An 


WITH  ALLIES  LIKE  THESE, 
WHO  NEEDS  DEMOCRATS? 


ELECTION 


CONGRESS 


To  heal  a  divided 
nation,  George  W. 
— .    Y-   ^   -^     Bush  is  vowing  to 
^zEIEtEc     ^^^^^  out  to  Demo- 
'■^  •  '  C  '  C  P     crats.  But  the  Dems 
might  not  be  his 
biggest  problem. 
Even  as  the  next  President  plans  concil- 
iatory gestures  toward  his  foes,  he's  hav- 
ing to  fend  off  jabs  from  his  own  right 
wing.  Worried  that  the  Texas  governor's 
bipartisan  overtures  could  come  at  the 
expense  of  their  conservative  agenda, 
hard-liners  are  dravdng  a  line  in  the 
sand.  Give  us  what  we've  been  waiting 
for,  seems  to  be  the  operative  message. 
REAL  HURDLE.  Bush  isn't  overly  con- 
cerned about  the  noises  coming  from 
conservative  advocacy  groups.  A  more 
serious  problem  will  be  handling  con- 
gressional firebrands,  led  by  House  Ma- 
jority Whip  Tom  DeLay  of  Texas,  who 
could  irreparably  harm  Bush's  chances 
to  succeed.  By  pushing  a  divisive,  hard- 
right  agenda,  DeLay  could  "make  it  ex- 
tremely difficult  to  bring  people  togeth- 
er, despite  all  this  happy  talk  about 
bipartisanship,"  frets  a  Bush  adviser. 

Conservatives  are  counting  on  DeLay 
to  be  the  point  man  for  their  activist 
agenda.  On  the  wish  list:  big  supply- 
side  tax  cuts,  with  special  breaks  for 
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stay-at-home  Moms  and  religious  chari- 
ties, aggressive  action  to  curb  abortion 
and  gay  rights,  sanctions  on  nations 
that  persecute  religious  minorities,  and 
funding  for  a  new  anti-missile  system. 

Given  his  professed  goal  of  governing 
across  party  lines — and  to  scoring  some 
early  victories — those  are  hardly  Bush's 
first  priorities.  But  standing  up  to  the 
likes  of  a  DeLay  vdll  be  a  tall  order  for 
a  governor  vdth  precious  little  experi- 
ence in  the  take-no-prisoners  warfare  of 
Washington.  Nor  does  it  help  his  stand- 
ing vrith  the  conservative  vring  that  his 
father,  former  President  George  Bush, 
had  strained  relations  with  the  right. 
Now,  some  Bushophobes  are  muttering 
that  Bush  junior,  like  his  dad,  is  too 
willing  to  compromise.  "We're  not  in  fa- 
vor of  being  bipartisan;  that  would  be 
terrible,"  says  Religious  Right  wan"ior 
Phyllis  Schlafly.  And  former  GOp  Presi- 
dential candidate  Gary  Bauer  blasts  the 
"Nervous  Nellies"  within  the  Bush 
camp  who  shrink  at  a  bold  conservative 
agenda.  "It  would  be  silly  [of  Bush]  to 
moderate  his  positions,"  argues  Bauer, 
chairman  of  the  Campaign  for  Working 
Families.  "The  problem  with  my  party 
is  we  trim  our  sails  long  before  we 
have  to." 

True  believers  are  also  upset  over 


the  prospect  that  Bush  may  n: 
many  moderates  to  key  Admir 
posts.  Among  the  early  tar-geti 
servative  e-mail  campaigns:  CI 
Staff-designate  Andrew  H.  Ca 
rumored  ("abinet  secretaries  C 
Powell  and  Pennsylvania  Gove 


^  DEMOCRATS  Mouse  Demo- 
B  crats  have  enjoyed  some  suc- 
cess by  enticing  Republicans 
igotiations  over  popular  issues 
5  HMO  patients'  rights— and 
sncing  away  from  compromises 
'acf  minute.  But  with  Bush  will- 

t  them  halfway,  Dems  risk 
,ccii  as  obstructionists  if  they 
lake  some  deals. 


A^^  HYPERPARTISANS  With 
^1^1^  policy  coalescing  in  the 
^^^^    center,  activists  on  both  the 
left  and  right  fringes  will  face  reduced 
clout.  That  could  mean  big  headaches 
for  Bush,  since  social  conservatives 
have  waited  eight  years  for  an  agenda 
of  strict  abortion  restrictions, 
pro-family  tax  cuts,  and  curbs  on  gay 
rights — items  he  can't  deliver. 


e  Democrats,  such  as  Texas  Repre- 
itative  Charles  W.  Stenholm,  to  Cab- 
t  jobs.  Bush  will  also  push  legisla- 
n  with  a  preexisting  base  of 
■artisan  support,  such  as  education 
brm  and  modest  health-care  mea- 
•es.  And  a  series  of  high-profile 
leches  by  the  new  President  will  at- 
ipt  to  drive  home  the  notion  that  he 
IS  to  remake  his  agenda  around  na- 
lal  healing.  "Conservatives  have  to 
lerstand — and  I  think  will  understand 


— that  the  public  has  spoken  and  Bush 
has  to  govern  more  in  the  center,"  says 
a  top  adviser. 

Out  of  the  spotlight,  Bush  has  al- 
ready begun  the  reconciliation  process 
by  reaching  out  to  such  centrist  De- 
mocrats as  Louisiana  Senator  John  B. 
Breaux,  whose  views  on  private  Social 
Security  accounts  he  admires.  "There 
has  also  been  outreach  coming  from  the 
other  direction,"  says  a  Republican  with 
ties  to  Austin.  "We  have  been  contacted 


by  a  number  of  top  current  and  former 
Democratic  officials,  and  the  message 
is  encouraging:  'After  this  is  over,  we 
want  to  sit  dovra  and  talk.'  There  will 
be  a  whole  series  of  meetings  to  open 
lines  to  the  other  side." 

No  one  wants  to  talk  more  than 
Bush.  He  knows  the  2000  Presidential 
race  was  less  a  traditional  electoral  con- 
test than  a  kind  of  surreal,  bloodless 
civil  war  fought  out  among  briefcase- 
toting  lawyers.  Now,  as  the  dust  begins 
to  settle,  the  cost  of  the  divisive  fight  is 
starting  to  emerge.  While  there  are  few, 
if  any,  clear-cut  winners,  there  are 
truckloads  of  casualties,  from  the  politi- 
cal system  itself  to  Republican  hegemo- 
ny and  confidence  in  the  judiciary.  Now 
that  the  fighting  is  subsiding,  here's  an 
early  dispatch  from  the  front  lines: 
■  TTie  Miniature  Presidency.  With  the 
country  and  Congress  split  down  the 
middle.  Bush  could  be  a  relatively  pow- 
erless leader — one  who  has  to  content 
himself  with  signing  a  few  dog-eared 
bills  left  over  from  the  106th  Congress. 
"He  doesn't  start  with  much  political 


)th  are  seen  as  soft  on  abor- 
1  advisers  expect  the  right  to 
le  or  two  specific  nominees" 
\  during  Senate  confirmation. 
!  the  Bush  team  plan  to  deal 
>-wing  resistance?  In  the 
.1  run  right  over  them,"  vows 


a  Bush  strategist. 

Maybe.  But  first  Bush 
wall  throw  a  bone  to  the 
Right  by  reserving  several 
key  jobs  for  conservatives. 
Among  the  most  likely:  a 
pro-life,  law-and-order  At- 
torney General,  a  promi- 
nent abortion  foe  such  as 
former  Virginia  health  sec- 
retary Kay  Cole  James  at 
the  Health  &  Human  Ser- 
vices Dept.,  and  an  enemy 
of  affirmative  action  as 
head  of  the  Justice  Dept.'s 
civil-rights  division. 

Meanwhile,  he  is  draw- 
ing up  a  bipartisan  agenda 
for  his  first  Hundred  Days 
that  he  hopes  will  appeal 
both  to  the  right  and  the 
center.  Likely  proposals  in- 
clude marriage-penalty  and 
inheritance-tax  relief,  edu- 
cation reforms,  an  HMO  pa- 
tients' bill  of  rights,  and  a 
prescription  drug  benefit 
for  seniors.  Former  GOP 
House  staffer  Michael  G. 
Franc,  now  at  the  Heritage 
Foundation,  calls  these 
bite-sized  proposals  "a 
thousand  points  of  legislative  light." 
While  some  on  the  Right  want  far 
more  than  that,  most  conservatives 
seem  veiling  to  cut  Bush  some  slack. 
"A  lot  of  people  have  to  realize  that 
this  isn't  1980,  and  Bush  isn't  [Ronald] 
Reagan,"  says  ex-Christian  Coalition  ex- 


ecutive director  Ralph  Reed,  a  GOP 
strategist  and  close  friend.  "With  a  divid- 
ed nation,  he  has  to  govern  differently." 

The  v\ald  card  in  all  this  will  be 
DeLay,  who  argues  that  the  GOP's  nar- 
row "sweep"  of  the  2000  election  is  a 
green  light  for  activism.  "The  conserva- 
tive base  has  been  waiting  for  a  long 
time,"  says  Brookings  Institution  schol- 
ar Thomas  Mann.  "This  is  time  to  go 
full-speed  ahead  with  their  agenda."  A 
top  DeLay  aide  says  Bush  won't  let 
them  down.  "Bipartisanship  doesn't  ne- 
cessitate capitulation,"  says  DeLay 
spokesman  Jonathan  M.  Baron. 

Still,  Bush  strategists  hope  to  con- 
vince DeLay  to  air  grievances  in  pri- 
vate. "You've  got  to  give  him  a  chance 
to  be  a  team  player,"  says  a  Bush  ad- 
viser. "The  first  time  he  [messes  with] 
you,  then  you've  got  to  whack  him." 
Democrats  relish  the  thought  of  a 
Bush-DeLay  showdown.  "Tom  DeLay 
will  insist  on  'my  way  or  no  way,'"  says 
Representative  Nita  Lowey  (D-N.Y.). 

Republicans  say  that,  in  the  end, 
DeLay  won't  give  the  Democrats  the 
satisfaction  of  GOP  infighting.  "Conserv- 
atives are  going  to  be  pragmatic,"  says 
Jeffrey  A.  Eisenach,  president  of  the 
Progress  &  Freedom  Foundation.  In 
the  first  Bush  Administration,  "pragma- 
tism" was  an  epithet  in  conservative 
circles.  In  Bush  II,  however,  it  offers  a 
weakened  President-to-be  the  possibili- 
ty of  bipartisan  success. 

By  Richard  S.  Dunham,  with  Lor- 
raine Woellert  and  Amy  Bomis  in 
Washington  D.  C. 
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capital,"  says  Hudson 
Institute  scholar  Mar- 
shall Wittmann.  "There 
are  going  to  be  a  lot  of 
modifiers  that  diminish 
his  Presidency,"  asserts 
James  Davis,  a  political 
scientist  at  Washington 
University  in  St.  Louis. 
"Bush  will  be  knowm  as 
the  Accidental  Presi- 
dent, the  Judicial  Presi- 
dent— or  maybe  the 
Florida  President." 

If  that's  the  case,  cor- 
porate chieftains  who 
backed  Bush  in  hopes 
that  he  would  push  a 
powerful    pro-business 


agenda  must  lower  their 
expectations.  Many  con- 
sole themselves  by  not- 
ing that,  even  if  the 
Texan  ends  up  a  custo- 
dial President,  the  Federal  Reserve  re- 
mains a  rock  of  stability  in  uncertain 
times.  "As  long  as  Alan  Greenspan  is 
there,  policy  will  be  relatively  steady," 
says  Kenneth  D.  Pasternak,  CEO  of 
Knight  Trading  Group  Inc.,  a  financial 
trading  firm.  But  talk  of  "President 
Greenspan"  just  reinforces  the  thought 
that  Bush's  leverage  is  limited — and 
makes  the  Texan  look  even  smaller  on 
the  Washington  landscape. 

■  Frazzled  Republicans,  gop  partisans 
should  be  delirious  over  their  capture 
of  the  White  House.  But  the  huzzahs 
are  muted  by  realizations  that  the  par- 
ty's moment  in  the  sun  could  be  fleet- 
ing. Bush  faces  rising  odds  of  a  reces- 
sion on  his  watch,  and  the  brunt  of 
public  anger  would  initially  fall  on  the 
GOP  lawmakers  who  already  face  an 
uphill  climb  to  retain  congressional  con- 
trol in  2002. 

The  new  President's  puny  power  base 
will  also  strain  the  Republican  coalition, 
since  the  conservative  foot  soldiers  who 
feel  they  elected  the  Texan  may  see 
their  wish  list  shredded.  Hardliners  will 
view  a  retreat  from  a  bold  social  agenda 
as  betrayal,  raising  the  specter  of  in- 
traparty  bloodshed  (page  42). 

■  The  Not>-So-Loyal  Opposition.  Though 
they're  cheered  by  Bush's  bind.  Hill  De- 
mocrats are  uncertain  about  how  to  play 
a  Bush  Administration  that  puts  Dems 
in  Cabinet  jobs  and  moves  to  the  center 
on  issues  such  as  a  minimum-wage  hike, 
a  prescription-drug  benefit,  and  pa- 
tients'-rights  legislation.  The  danger: 
They  overplay  their  hand. 

For  the  past  two  years,  the  game  plan 
crafted    by    House    Minority    Leader 
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Richard  A.  Gephardt  (D-Mo.)  was  a  vari- 
ant of  the  old  wallet-on-a-string  trick: 
talk  compromise  with  GOPers  while  yank- 
ing the  terms  for  accord  just  out  of 
reach.  That  gave  Democrats  high-con- 
trast election  issues,  rather  than  deals. 
Now,  Hill  observers  caution.  Democrats 
will  have  to  be  wary  of  obstructionism. 
Says  one  gop  lobbyist:  "If  Gephardt  looks 
like  he's  just  teeing  up  issues  [for  2002] 
while  Bush  comes  off  like  a  sincere  com- 
promiser, the  strategy  could  backfire." 


**** 


"Bush  will  be  known 
as  the  Accidental 

President ...  or  maybe 
the  Florida 
President" 


■  The  Boardroom  Set.  With  handicap- 
pers  predicting  a  Democratic  takeover 
of  Congress  in  the  next  by-elections,  Re- 
publican business  leaders  predict  a  nar- 
row six-month  window  next  year  for  leg- 
islative action  (page  46).  And,  as  if 
business  didn't  have  enough  to  worry 
about,  managers  of  corporate  political 
action  committees  are  about  to  discover 
another  downside  of  political  parity:  Both 
parties  will  now  expect  massive  amounts 
of  campaign  cash.  The  mere  threat  of  a 
Democratic  House  takeover  this  year 


pushed  business  inters 
to  give  40%  of  their  i 
money  to  Democr 
much  to  the  dismay 
Republicans. 

With  Democrats 
proaching  the  next  e 
tion  in  a  stronger  pi 
tion,  demands  for  m 
corporate  backing 
soar,  even  as  RepublicJl  f 
clamor  for  aid  to 
their  position.  "Busin 
PACs  will  be  uni 
tremendous  cross-pi^  ftli 
sure,"  predicts  Ross 
Baker,  a  Rutgers  Lfcin 
versify  political  scient 
■  Men  and  Women 
Black.  Although  so 
Americans  applaud 
U.S.  Supreme  Court 
ending  the  elect 
deadlock,  many  oth(  iii( 
joined  by  historians 
legal  scholars,  fear 
judiciary's  reputat 
for  impartiahty  has  t  ti«; 
en  a  hit  during  the  protracted  le 
warfare.  Its  starkly  differing  dissent 
opinions  paint  a  picture  of  a  H 
Court  unable  to  agree  on  either  a  i 
sonable  standard  for  Florida's  v 
counting  or  on  the  consequences  of  c  t!»nv 
tinned  delay. 

The  yawning  divide  between  conAyj,, 
vatives  and  moderates  on  the  co 
could  fan  the  perception  that,  shorr 
their  black  robes,  jurists  are  also  j  f,{. 
foundly  partisan.  That  could  "be  d: 
aging  for  the  judiciary,"  frets  Unive 
ty  of  Chicago  legal  scholar  C 
Sunstein.  "Around  a  third  of  the  pec 
in  the  country  think  [the  Supre 
Court]  acted  in  a  partisan  manner." 
Are  any  winners  emerging  from  1 
electoral  morass?  Probably  not.  Bu 
futui'e  crisis  deftly  handled  could  per 
the  lightly  regarded  Bush  to  grow 
stature.  And  if  he  succeeds  in  curb 
partisan  passions  in  a  capital  scar 
by  political  mau-mauing,  he  will  hi 
gone  a  long  way  to  accomplishing 
central  mission. 

At  the  moment,  experts  don't  se 
Presidential  race  settled  by  a  court  ^ 
dered  karate  chop  as  offering  much 
the  way  of  national  uplift.  But  g 
Bush  this  much  credit:  He  at  least  s 
the  pickle  he  is  in  and  is  determi 
to  transcend  the  pat  predictions  of 
aster.  Still,  when  George  Walker  Bi 
puts  his  hand  on  the  Bible  on  Jan. 
he  had  better  pray  hard — along  w 
everyone  else. 

By    Lee    Walczak,    with    Lorra 
Woeltert,  Dan  Carney,  and  Howt 
Gleckman,  in  Washington,  and  En  ^, 
Thornton  in  New  York 
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COMMENTARY 

By  Mike  France 

JUSTICE  RAN  OUT  THE  CLOCK 


ELECTION 


CIARY 


Face  it.  There  President  who  may  not  have  won. 

Is  this  really  the  best  the 
Supreme  Court  could  do?  As  mem- 
bers of  the  nation's  highest  tribunal, 
the  Justices  have  a  responsibility  to 
live  up  to  the  gravity  of  the  moment. 
At  a  time  when  the  country  had  de- 
generated into  venomous  partisan 
warfare,  many  Americans  hoped  that 


were  no  easy  an- 
swers to  the  case 
of  Bush  vs.  Gore. 
One  side  was  go- 
ing to  win  and  the 
other  was  going  to 
osf.  Whatever  the  U.  S.  Supreme 
[lourt  did  was  inevitably  going  to 
inger  millions  of  Americans. 
But  does  that  mean  a  fair 
olution  was  impossible?  Or 
vas  there  a  principled 
ompromise  that  would 
lave  struck  most  people 
s  evenhanded?  If  you 
ead  the  High  Court's 
onvoluted  ruling  close- 
f,  it  appears  that  a 
lear  majority  of  the 
ustices  believe  that  a 
ompromise  existed, 
lad  there  been  more 
ime,  it  seems.  Justices 
tephen  G.  Breyer, 
luth  Bader  Ginsburg, 
jithony  Kennedy, 
andra  Day  O'Connor, 
•avid  Souter,  and  John 
aul  Stevens  would 
ave  supported  a  hand 
)unt  of  all  the  disputed 
lorida  ballots  based 
pon  a  set  of  well-defined 
Djective  standards. 
The  appeal  of  this  ap- 
roach  is  clear.  It  would  have 
Dnored  the  key  principle  champi- 
led  by  the  Democrats:  that  every 
3te  deserves  to  be  counted.  At  the 
ime  time,  it  would  have  respected 
le  Republican's  legitimate  concerns 
lat  ballots  should  be  treated  identi- 
illy.  It  would  have  been,  in  fact, 
ist  the  type  of  solution  that  so 
any  Americans  were  hungering  for: 
le  that  both  sides  could  accept  re- 
irdless  of  the  outcome. 
^U.LING  INTO  THE  FRAY.  And  yet  this 
not  what  we're  getting.  Fearing 
lere  wasn't  enough  time  to  develop 
)jective  hand-recount  standards, 
ngtime  swing  voters  Kennedy  and 
'Connor  joined  the  conservative 
io  of  William  H.  Rehnquist,  An- 
nin  Scalia,  and  Clarence  Thomas  to 
1  lit  the  election.  PulHng  the  plug  on 
moderate  compromise,  they  decid- 
Americans  have  to  accept  a  tar- 
shed  Florida  vote  count  that  no- 
Kidy  believes  is  accurate — and  a 


the  court  would  have  had  the  vision 
to  come  up  with  something  bigger — a 
Solomonic  compromise,  based  upon 
common  national  principles,  that 
would  begin  to  reunite  Republicans 
and  Democrats.  Instead,  the  Justices 
fell  into  the  unruly  fray  and  wrote 
an  opinion  that  is  fractured,  narrow, 
technical,  and,  on  its  face,  disingenu- 
ous. "It's  a  strikeout  at  every  level," 
says  Burt  Neuborne,  director  of  the 
Brennan  Center  for  Justice  at  New 
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The  High  Court  wrote 

an  opinion  that's 

fractured,  narrow, 

and  disingenuous 


York  University  School  of  Law.  "It 
hurts  the  Supreme  Court,  it  hurts 
the  presidency,  it  hurts  democracy." 
The  most  infuriating  aspect  of  the 
ruling  is  the  court's  insistence  that 
there  wasn't  enough  time  for  a  fair 
hand  recount — even  though  most  Jus- 
tices seemed  to  think  it  was  the  right 
thing  to  do.  Declaring  that  Florida's  25 
electors  had  to  be  chosen  by  Dec.  12, 
the  majority  argued  that  a  re- 
count could  not  "be  conducted 
in  compliance  with  the  re- 
quirements of  equal  protec- 
tion" in  the  two  hours  that 
remained  before  the  dead- 
line expired.  But  this  rea- 
soning was  based  on  an 
unduly  literal  reading  of 
the  Constitution.  As  Jus- 
tice Ginsburg  noted  in  her 
dissent,  that  deadline  has 
no  "ultimate  significance." 
And  even  those  Judges 
who  took  the  Dec.  12 
deadline  seriously  could 
have  advertised  their 
equal  protection  concerns 
in  a  way  that  would  have 
made  meeting  the  deadline 
possible.  The  Supreme 
Court  had  plenty  of  time  to 
watch  this  drama  unfold. 
Had  the  Justices  genuinely 
wanted  to  encourage  the  cre- 
ation of  an  objective  standard 
for  reviewing  ballots — and  had 
they  construed  their  role  in  a  con- 
structive, problem-solving  way — they 
could  have  raised  this  issue  in  their 
Dec.  4th  opinion. 

But  they  didn't.  And  now  many 
Americans  are  left  frustrated.  The 
Supreme  Court  has  told  us  that  a 
hand  count  -with  objective  standards 
probably  would  have  been  the  right 
way  to  handle  this  mess.  But  the 
Justices  themselves  helped  to  pre- 
vent that  from  happening.  That  isn't 
going  to  sour  many  Republican  victo- 
ry parties,  but  it  will  likely  shake  up 
many  middle-of-the-road  Americans, 
who  were  disillusioned  with  the  way 
both  parties  acted.  Citizens  were 
counting  on  the  Supreme  Court  to 
lead  the  country  to  the  high  ground. 
Instead,  the  Court  dragged  us  fur- 
ther down. 

Associate  Editor  France  writes 
about  legal  affairs. 
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SAND  IN  THE  GEARS 
OF  GOVERNMENT' 

Bush  will  be  hard-pressed  to  meet  more  than  modest  goals 


ELBCTIOH 


THE  AGENDA 


After  two  years 
of  campaigning,  a 
heart-stopping  elec- 
tion night  photo 
finish,  and  a  5-week 
legal  and  public- 
relations  battle, 
George  W.  Bush  is  indeed  going  to  be 
the  next  President  of  the  U.  S.  Now  all 
he  has  to  do  is  try  to  govern. 

With  rancorous  disputes  over  Florida 
votes  still  echoing.  Bush  will  have  to 
work  with  a  bare  five- vote  majority  in 
the  House  and  a  Senate  deadlocked  at 
50-50.  Lawmakers  already  have  their 
eyes  on  the  2002  election,  and  voters 


Government 


are  deeply  divided  over  what  they  real- 
ly want  from  the  Capitol.  "It  is  going  to 
be  exactly  what  the  public  wants,"  says 
Steven  E.  Schier,  a  political  scientist  at 
Carleton  College  in  Northfield,  Minn: 
"More  sand  in  the  gears  of  government, 
grinding  at  a  very  meager  pace." 

So  what  can  Bush  do  in  such  an  en- 
vironment? To  start,  he'll  have  to  scale 
back  an  already  modest  agenda.  He'll 
get  a  tax  cut,  but  not  the  massive  cuts 
that  he  proposed  during  the  campaign. 
He'll  have  to  ditch  broad-based  reform 
of  Medicare  but  may  be  able  to  per- 
suade Congress  to  agree  to  a  new  drug 


benefit  for  seniors.  And  Social  Security 
reform?  Don't  expect  it  any  time  soon. 

Bush  will  want  some  quick  victories 
to  establish  credibility  in  Washington. 
But  much  of  what  he  can  accomplish  in 
his  first  six  months  will  be  driven  by 
the  economy — and  by  the  people  he  lis- 
tens to  as  he  starts  to  make  policy  de- 
cisions. Some  Bush  aides,  including 
Lawrence  Lindsey — expected  to  be  the 
top  White  House  economic  adviser — are 
extremely  bearish,  even  hinting  at  the 
possibility  of  a  full-blown  recession.  Pri- 
vately, other  Bush  advisers  are  less 
worried.  They  see  growth  slowing,  but 
don't  see  it  turning  negative. 

With  the  Federal  Reserve  unlikely 
to  let  that  happen,  Bush  may  have  some 
help.  In  the  face  of  a  sagging  economy. 
Fed  chief  Alan  Greenspan  has  signaled 
he's  ready  to  cut  rates  starting  early 
next  year.  The  central  bank  wants  the 
overheated  economy  to  slow,  but  if 
growth  looks  like  it's  settling  below  3.5% 
or  so,  the  Fed  will  jump  in.  "The  Fed 
will  lower  rates  in  the  first  quarter  of 
next  year,"  predicts  Bear  Steams  &  Co. 
chief  economist  Wayne  D.  Angell. 
"BIG,  BIG  FIGHT."  Unlike  in  past  slow- 
downs, this  time  the  Fed  has  plenty  of 
room  to  run.  The  national  debt  should 
continue  to  fall  from  its  current  level 
of  $3  trillion.  True,  federal  spending  will 
rise,  especially  for  health  care  and  de- 
fense. And  a  modest  tax  cut  will  slow 


WHAT  WASHINGTON  MIGHT  DELIVER 


FISCAL  POLICY  Tax  cuts  may  be  about  half  the  $1.6  trillion  Bush 
promised,  with  relief  from  the  estate  tax  and  the  marriage  penalty.  Caps  on 
individual  retirement  accounts  and  401(l<)  contributions  may  be  raised. 

HEALTH  CARE  Passage  of  a  patients'  bill  of  rights  is 
likely,  and  possibly  a  new  Medicare  drug  benefit  for  se- 
niors. A  sleeper  issue:  Expanded 
health  coverage  for  the  uninsured. 

DEFENSE  SPENDING  The  Pentagon's 
procurement  budget  will  rise.  But  the 
Star  Wars  anti-missile  defense  system 
will  be  a  lot  leaner  than  Bush  promised. 

MONETARY  POLICY  Pressure  to  cut 
rates  will  grow  as  the  economy  slows. 
But  don't  look  for  the  Fed's  Greenspan 
to  abort  the  soft  landing  too  quickly. 
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the  recent  big  increases  in  federal  ]  m  1 1 
enues.  But  even  after  a  $750  billion  aceoy 
reduction,  revenues  could  still  be  ^  fadop 
billion  higher  in  2010  than  they  are  BVtn 
year.  As  long  as  the  economy  grow  itemat 
3%  or  more  for  the  next  decade,  f  ram 
non-Social  Security  surplus  over  the  '  4i  n 
riod  should  still  approach  $2  trillion,  Urgei 
ter  tax  cuts  and  new  spending.  tativf 

Publicly  at  least.  Bush  will  conti  itdmi 
to  push  for  his  tax  cut.  Indeed,  V  Ms 
President-elect  Richard  B.  Cheney  <  m  i! 
it  a  vital  step  toward  warding  off  a  ;  ;r  «■ 
sible  recession. 

And  with  his  father's  capitulatioA  nil 
his  read-my-lips  pledge  still  echoinj  fan 
the  ears  of  conservatives.  Bush  plan 
probably  have  to  send  Congress  a  ) 
posal  for  the  whole  cut.  But  there's 
chance  he'll  get  anything  that  big.  I  hvi 
eventually  have  to  abandon  the  cen  irmi 
piece  of  his  plan — a  huge  rate  cut-  \\r  i 
pecially  for  high-income  taxpay  s-T; 
"There  is  going  to  be  a  big,  iir|iii 
fight  on  rate  cuts,"  says  Step  Inn 
Moore,  director  of  fiscal  po  iii 
at  the  Cato  Institute,  a  111 
tarian  think  tank  in  Washi 
ton.  "It  will  be  the  hardest  { 
of  the  tax  package  to  pass." 
Still,  Bush  can  probably  g( 
tax  cut  of  $500  billion  to  $ 
billion,  including  relief  from 
estate  tax  and  marriage  peni 
Congress  will  probably  ad 
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re  to  expand  individual  retire- 
iL  accounts  and  401(k)s  that  was 
"ly  adopted  this  year.  And  lawmak- 
may  try  to  provide  some  relief  from 
alternative  minimum  tax,  which  is 
ing  more  middle-class  taxpayers. 
'11  do  some  very  limited  and  nar- 
ly  targeted  tax  cuts,"  predicts  Rep- 
ntative  Jim  Kolbe  (R-Ariz.),  a  key 
moderate. 

imited  and  narrow  success  may  be  a 
)etter  than  Bush  will  achieve  with 
her  central  theme  of  his  campaign 
ida — Social  Security  reform.  The 
in  will,  as  promised,  create  a  new 
rtisan  commission  to  develop  a  re- 
1  plan  that  would  allow  workers  to 
st  in  limited  private  accounts. 
:S  RELIEF.  But  Bush  has  never  said 
he  would  pay  for  such  a  scheme — 
:h  could  cost  as  much  as  $2  trillion 

the  next  decade.  He  has  only  two 
:es:  Take  the  money  out  of  the  fed- 
surplus  or  reduce  future  Social  Se- 
y  benefits.  Many  moderate  Democ- 
back  private  accounts,  but  the  idea 
generate  a  firestorm  of  opposition 

labor  and  party  liberals.  One  line 
tack:  This  year's  sagging  stock  mar- 
Bxemplifies  the  risks  of  private  ac- 
ts. With  Congress  so  badly  divided, 
lard  to  see  how  Bush  will  sell  fun- 
jntal  Social  Security  reform.  "When 
Idetails  come  out,  it's  going  to  be 

controversial,"  says  former  Con- 


gressional    Budget     Office     Director 
Robert  D.  Reischauer. 

Bush  may  have  better  luck  with 
health-care  initiatives,  although — as  v^dth 
taxes — he'll  have  to  be  satisfied  with 
part  of  a  loaf.  In  the  campaign,  he  pro- 
posed gradually  turning  Medicare  over 
to  private  insurers,  with  premiums  sub- 
sidized by  Washington.  That  has  broad 
bipartisan  support  in  Washington.  But 
as  long  as  the  public  remains  so  hostile 
to  HMOs,  it's  hard  to  see  either  Bush  or 
a  divided  Congress  taking  on  the  issue. 

Instead,  look  for  Bush  to  try  to  build 
a  quick  consensus  on  two  more  modest 
but  popular  health-care  initiatives — a 
patients'  bill  of  rights 
and  a  Medicare  drug 
benefit.  "I  expect  some- 
thing will  be  done  on 
prescription  drugs,"  says 
Peter  B.  Teeley,  a  lob- 
byist for  biotech  giant 
Amgen  Inc.  The  pa- 
tients' bill  of  rights 
would  likely  give  hmo 
participants  the  limited 
right  to  sue  their  insur- 
ers. It  could  cost  both 
insurers  and  employers 
some  money.  But  be- 
cause suits  will  probably 
only  be  allowed  after  a 
convoluted  appeals 
process,    and    because 
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invest  Social 
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in  private 
accounts  may 
hit  a  buzz  saw 


judgments  will  be  curbed, 
there  will  less  to  this  than 
meets  the  eye. 

The  debate  over  a  new 
Medicare  drug  benefit 
would  leave  pharmaceuti- 
cal companies  in  a 
quandary.  On  one  hand, 
such  a  benefit  could  lead 
to  narrowing  margins  as 
insurers  negotiate  lower 
prices.  On  the  other,  it 
could  dramatically  in- 
crease demand  for  drugs. 
Teeley,  for  one,  hkes  the 
trade-off.  "I  think  it's  good 
for  the  industry,"  he  says. 
If  Bush  and  Congress 
seem  to  be  making 
progress  on  health  care, 
watch  for  a  sleeper  issue: 
expanded  health  coverage 
for  the  uninsured,  which 
has  the  backing  of  busi- 
ness, labor,  and  the  insur- 
ance industry.  Such  a  cost- 
ly measure  could  prove  a 
windfall  for  embattled 
health  insurers. 

What  other  corporate 
goodies  might  be  in  the 
works?  Bush  will  also 
push  hard  for  big  increas- 
es in  defense  spending, 
and  Congress  is  likely  to  give  him  more 
money  for  Pentagon  procurement.  But 
the  item  at  the  top  of  his  military  wish 
list — the  Star  Wars  anti-missile  sys- 
tem— will  get  a  much  more  skeptical 
hearing  on  Capitol  Hill.  Bush  has  never 
said  how  much  he  would  spend  on  the 
project.  Moreover,  Democrats  and  even 
many  Republicans  are  leery  of  a  new 
Pentagon  boondoggle. 

Unlike  most  new  Presidents,  Bush 
cannot  expect  much  of  a  honeymoon. 
He  will  have  to  struggle  to  win  legiti- 
macy for  his  razor-close  election  victory. 
Congress  will  struggle  to  get  its  legis- 
lation passed  in  an  atmosphere  that 
could  be  even  more  par- 
tisan and  hard-fought 
than  in  recent  years. 
And  both  political  par- 
ties will  struggle  to  po- 
sition themselves  for  the 
2002  elections.  In  such 
an  uncertain  atmos- 
phere. Bush  will  be 
lucky  to  scrape  together 
a  few  narrow  victories. 
But  as  he  has  just  dis- 
covered, winning  ugly  is 
still  better  than  not  win- 
ning at  all. 

By  Howard  Gleck- 
man,  with  John  Carey 
and  Catherine  Yang,  in 
Washington 
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By  Paula  Dwyer 


LESSONS  OF  THE  FIASCO 


ELECTION 


Most  Americans 
went  to  bed  on  the 
_   _   _   _     night  of  Dec.  12  re- 
^  J  C  {  C  I  C  C     heved  that  the  na- 
z'_^\L\i.\B     ^^^^^^  trauma  over 
Tuc  ACTCDM«Tu     ^^°  ^""^  ^^^  Presi- 
THE  AFTERMATH     (jg^tj^i  election  five 

weeks  earlier  had  finally  ended.  The 
temptation  to  put  the  mess  behind  us 
and  move  on  is  great.  But  that  would 
be  a  mistake.  Now  is  the  time  for  the 
country  to  step  back  and  take  stock  of 
the  lessons  learned  in  hopes  of  prevent- 
ing a  recurrence  of  the  Great  Florida 
Standoff  of  2000. 

While  future  Presidential  races  may 
never  again  end  in  a  virtual  tie,  Flori- 
da's electoral  lockjaw  revealed  a  dirty 
little  secret:  Most  state  voting  laws  and 


Government 


election  machinery  are  badly  in  need  of 
an  overhaul. 

On  top  of  creaky  machinery,  Florida 
also  lacked  statewide  standards  to 
guide  officials  in  designing  and  counting 
ballots.  Election  officials  there  have  egg 
on  their  faces,  but  the  sad  truth  is  that 
most  states  wouldn't  have  performed 
much  better.  Experts  figure  that  when 
most  states  declare  a  winner,  there's  a 
margin  of  error  of  1%  to  2%.  Says 
James  Davis,  a  Washington  University 
political  science  professor:  "We  owe 
Florida  our  thanks  for  showing  just 
how  approximate  our  voting  system  is." 

The  most  important  lesson  of  this 
election  debacle  is  that  every  state 
must  modernize  its  election  laws  and 
technology.  Corporations  "benchmark" 
by  adopting  the  best  practices  of  the 
most  advanced  companies,  and  there's 
no  reason  states  shouldn't  do  the  same. 
Seven  states,  including  Texas,  that 
have  explicit  hand-count  rules  could  be 
the  model,  says  Carol  A.  Laham,  a 
Washington-based  election-law  special- 
ist. "If  we  do  nothing  else  but  upgrade 
our  election  system,  all  of  this  will  have 
been  worth  it,"  says  Larry  J.  Sabato, 
director  of  the  University  of  Virginia 
Center  for  Governmental  Studies. 

That  means  it's  time  for  Congress  to 
step  in.  True,  a  debate  already  is  flar- 
ing over  whether  Congress,  under  the 
Constitution,  has  the  power  to  regulate 
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state  elections.  While  the  Founding  Fa- 
thers reserved  for  the  states  the  power 
to  run  elections,  it  did  not  say  Congress 
had  to  remain  on  the  sidelines.  Even  if 
it  takes  an  emergency  commission  of 
experts.  Congress  must  inform  the 
states  what  the  best  voting  technology 
is — whether  that's  optical  scanners, 
computer  touch-screens,  the  Internet, 
or  some  other  system. 
CARROTS.  Congress  also  can  recommend 
a  set  of  guidelines  on  how  votes  are  to 
be  counted  when  an  outcome  is  in  doubt. 
States  may  want  to  come  up  with  their 
own  hand-count  standards,  but  Congress 
should  give  the  states  the  carrot — match- 
ing federal  grants — ^to  encourage  them  to 
meet  at  least  a  minimum  national  stan- 
dard. Already,  Congress  is  weighing  sev- 
eral measures  that  would  provide  incen- 
tives to  the  states.  Senators  Robert  G. 
Torricelli  (D-N.J.)  and  Mitch  McConnell 
(R-Ky.),  for  example,  would  provide  $100 
million  to  states  to  study  ballot-box  tech- 
nology, hire  and  train  poUworkers,  and 
improve  voting  procedures. 

But  Congress  must  act  quickly — the 
country  can't  afford  to  wait  a  year  or 
two.  And  lawmakers  could  go  further 
by  providing  immediate  funds  to  states 
with  financially  strapped  counties  that 
can't  afford  to  replace  ancient  punch- 
card  machines.  A  federal  investigation 
may  yet  show  that  a  disproportionate 
number  of  minority  votes  in  Miami- 
Dade  County  were  tossed  out  because 
of  inadequate  equipment  in  poorer 
precincts.  Indeed,  the  U.S.  Supreme 
Court  is  almost  inviting  civil-rights  ac- 
tivists to  sue  states,  on  equal  protection 
grounds,  that  fail  to  update  voting 
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methods.  "The  country  simply 
er  have  another  election  withouj"': 
technology,"  declares  Torricelli. 

In  the  end,  it  may  not  be  pos 
avoid  court  entanglements  whei  i^ 
tions  rest  on  a  few  hundred  vot 
by  getting  rid  of  obsolete  techn 
and  establishing  clear  guidelines  ^^ 
when  a  vote  is  a  vote,  "we  can 
less  necessary  to  go  to  the  coui|<" 
get  answers,"  says  Steven  E. 
chairman  of  Carleton  College's 
science  department. 

There  are  other  important  le#i2eiir 
yond  voting  infrastructure.  As 
we  proved  that  we  can  withstar 
ter  fight  such  as  the  protracted 
tween  George  W  Bush  and  Al 


WHAT  WE 
LEARNED 
FROM  THE 
ELECTION 
MESS 


■  State-run  election 
systenns  are  saddled 
with  vague  laws  that 
can  result  in  dubious 
outcomes. 

Lesson:  Congress  must 
help  states  come  up  with 
election  reforms  based 
on  best  practices.  With 
one  state  able  to  throw  a 
national  election  into 
doubt,  uniform  rules 
must  be  encouraged. 
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■  Creaky  and  coni  iselec 
election  machinerft"*- 
varies  widely  even 
a  state  can  lead  U- 
disenfranchisemer  *!or> 

Lesson:  By  2002,  ^ 
ern,  technologicall" 
equipment  that  mr' 
minimum  national 
dard  should  be  in 
every  state.  And  ptl)'^ 
places  should  be  s  if' 
with  trained  workeit 


lard  M.  Nixon  cited  the  "na- 
■rest"  in  avoiding  a  recount 
iver  the  razor-thin  results  that 
F.  Kennedy  in  the  Oval  Office, 
rs  later,  we  see  that  such  legal 
are  messy  affairs  but  that 
permanently  impair  the  coun- 
tock  markets  didn't  crash,  and 
letected  little  public  anxiety. 
)ut  it  all,  the  public  said:  'This 
•isis,' "  says  Andrew  Kohut,  di- 
:he  Pew  Research  Center  for 
i  &  the  Press.  For  the  most 
ntizenry  saw  no  great  risk  in 
didate  winning  the  Presidency 
willing  to  view  either  outcome 
ate.  "They  were  more  patient 
)oliticians,"  Kohut  adds. 


Most  Americans,  in  fact,  took  the 
crash  civics  lesson  in  stride.  The  elec- 
tion became  topic  No.  1  at  every  gro- 
cery checkout  counter  and  espresso  bar. 
"There  is  no  doubt  that  the  average 
American  knows  a  great  deal  more 
about  the  Electoral  College,  the  courts, 
and  federalism  than  they  did  a  month 
ago,"  says  A.  E.  "Dick"  Howard,  a  Uni- 
versity of  Virginia  law  professor.  We 
learned  not  only  that  every  vote  counts 
but  that  they  can  count  in  unexpected 
ways.  Individual  votes  can  determine 
the  winner  in  tight  elections,  and  they 
can  shape  other  institutions.  A  vote  for 
one  candidate  can  determine  who  sits 
on  the  Supreme  Court,  which  can  de- 
cide who  a  future  President  wall  be. 


vas  elected  by  a 
just  over  500 
yotes  in  Florida, 
tes  were  won  by  a 
•>and  ballots. 

)nly  52%  of  those 
)  vote  did  so,  help- 
ng  about  a  near-tie. 
5  efforts  must  be 
like  participation, 
)y  encouraging  Cor- 
nerica  to  conduct 
le-vote  drives. 


■  Because  Bush  and  Gore 
lacked  appeal  beyond  core 
supporters  and  failed  to 
captivate  undecideds,  they 
split  the  independent  vote. 

Lesson:  To  win  a  clear 
mandate,  future  candidates 
must  galvanize  independents, 
not  just  divide  them.  That 
means  running  broad,  cen- 
trist campaigns  that  avoid 
narrow  interest-group 
politics. 


■  By  putting  ratings  before 
public  service  and  declaring 
a  winner  before  there  was 
one,  the  media — especially 
the  electronic  media — did 
the  country  a  disservice. 

Lesson:  The  media  must 
come  together  and  set  elec- 
tion-night standards  that 
will  not  interfere  with  the 
democratic  process — even 
if  that  means  delivering 
results  later. 


Bush  and  Gore  also  learned  a  harsh 
lesson  from  Election  2000:  If  your  cam- 
})aign  message  is  directed  mostly  to 
hardcore  supporters,  don't  be  surprised 
if  the  rest  of  the  nation  tunes  out.  As 
political  participation  has  declined,  the 
two  major  parties  have  grovim  depen- 
dent on  ideologically  driven  partisans. 
Especially  in  the  final  weeks  of  the 
campaign,  both  candidates  felt  they  had 
to  fire  up  the  base  to  spur  turnout.  But 
little  more  than  half  of  all  registered 
voters  bothered  to  show  up.  Says  Uni- 
versity of  Akron  political  science  pro- 
fessor John  C.  Green:  "Both  candidates 
made  nods  to  the  center,  but  they  ran 
more  of  a  base-oriented  campaign  be- 
cause they  couldn't  find  issues  appealing 
enough  to  independents."  In  the  end, 
they  split  the  independent  vote.  "You 
can't  just  split  the  independent  vote, 
you  have  to  win  it,"  adds  Green. 

The  media  also  need  to  do  some  soul- 
searching.  On  Nov.  7,  the  networks  re- 
lied on  incomplete  exit-polling  data  to 
pronounce  Gore  the  winner  of  Florida's 
popular  vote — only  to  retract  that  hours 
later.  Then  the  nets  declared  Bush  the 
victor,  only  to  retract  that,  too.  And  by 
projecting  results  before  the  polls 
closed  in  Florida's  Panhandle,  they  may 
have  discouraged  voting. 

The  ratings-driven  media  must  real- 
ize that  viewers  want  correct  informa- 
tion— even  if  it  comes  a  few  hours  lat- 
er— not  early  information  that  turns  out 
to  be  wrong  and  that  could  affect  the 
outcome  of  an  election.  On  Dec.  12, 
more  than  a  few  court  reporters  rushed 
in  front  of  the  cameras,  the  U.  S. 
Supreme  Court's  opinion  in  their  shak- 
ing hands,  without  giving  themselves  a 
chance  to  digest  what  the  court  had 
said.  "They  didn't  learn  the  lesson  of 
election  night,"  says  Stephen  Cillers,  a 
New  York  University  law  professor, 
"which  is  to  wait  and  get  it  right." 

There  is  an  important  message  for 
President-elect  Bush,  too.  Voters  split 
down  the  middle  among  two  less-than- 
mesmerizing  candidates. 
That  should  not  be  inter- 
preted as  a  symbol  of  an 
angry  and  polarized  na- 
tion. Says  Leon  E.  Panet- 
ta,  Clinton's  former  White 
House  chief  of  staff: 
"Don't  misread  this  elec- 
tion by  thinking  there  are 
deep  differences.  The 
American  people  want 
leadership  from  the 
center." 


With  Amy  Borrus,  How- 
ard Gleckman,  and  Dan 
Carney  in  Washington 
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WHO  WON  THE 

NEW  ECONOMY  VOTER? 

More  prosperous,  tech-sawy  independents  chose  Bush 
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Four  years  ago,  Re- 
publican Presidential 
—.—.  —  _  hopeful  Bob  Dole  ig- 
jf  J  C  T  C  I  p  C  nored  all  talk  of  a 
^■^  C  I  CI  C  C     "New  Economy"  as 

Tucc^^PTnoATC  ^^  ^^  were  some 
THE  ELECTORATE     passing     fad.     Not 

surprisingly,  the  workers  and  executives 
in  the  burgeoning  technology  sector  vot- 
ed overwhelmingly  for  President  Bill 
Clinton  and  his  cyberwhiz  running  mate, 
Al  Gore. 

This  year,  Texas  Governor  George  W. 
Bush  avoided  making  the  same  mistake. 
He  embraced  the  New  Economy,  wooed 
high-tech  execs,  eagerly  endorsed  the 
tech  agenda,  and  campaigned  aggres- 
sively in  the  sihcon  centers  that  dot  the 
American  landscape.  On  Election  Day, 
aided  by  a  backlash  against  Gore's  pop- 
ulist corporation-bashing,  Bush  erased 
the  Democratic  edge  among  New  Econ- 
omy voters,  reeled  in  most  of  the  stray- 
ing Republicans  who  had  voted  for  Clin- 
ton in  1996,  and  won  the  support  of  the 
majority  of  independent  voters  with 
tech-related  jobs. 

SWELLING  RANKS.  While  preferences 
varied  by  region.  New  Economy  vot- 
ers arguably  helped  Bush  in  the  closely 
contested  states  of  Florida  and  Col- 
orado. They  also  contributed  to  his  vic- 
tories in  Georgia,  North  Carolina,  Ten- 
nessee, and  Virginia.  This  emerging 
voting  bloc  now  makes  up  about  one- 
third  of  the  electorate,  according  to  the 
Pew  Research  Center  for  The  People 
&  The  Press — and  it's  likely  to  grow  in 
coming  elections. 

Who  are  the  New  Economy  voters? 
They  work  in  tech-related  jobs  in  the 
service  sector  and  tend  to  be  fiscal 
conservatives  who  are  pro-busi- 
ness, pro-choice,  liberal  to 
moderate  on  social  is- 
sues,   and    deeply 
pro-environ- 
ment.   They 


are  strong  backers  of  new  gun  curbs 
and  while  suspicious  of  Big  Government, 
they  favor  federal  regulation  of  Corpo- 
rate America  that  benefits  consumers. 
Most  of  them  tend  to  be  ambivalent 
about — or  hostile  to — affirmative  action 
and  welfare. 

Politically,  they  are  ticket-splitters 
turned  off  by  extremists  in  both  major 
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parties.  The  Pew  Center  divides  tl    * 
into  three  distinct  subgroups:  ceni    it»»' 
New  Democrats,  Moderate  Republic 
and  New  Prosperity  Independents. 

While  these  technocentric  worl  dQi 
hold  similar  views,  their  voting  patti  sedt' 
in  2000  often  followed  party  lines 
Democrats  favored  Gore  by  more  iBspf 
8-1,  according  to  post-election  Pew 
terviews,  while  gop  moderates  bai 
Bush  by  a  similar  ratio.  Bush  made 
jor  gains,  however,  among  New  P  S' 
perity  Independents,  who  had  bai 
Clinton  over  Dole  by  3%  in  1996. 
time,  the  gop  standard-bearer  led  ( 
among  these  voters,  2-1. 

What  has  changed?  For  many  1 
Econ  voters.  Bush  was  a  more  mode  <  rea 
and  palatable  choice  than  the  ace 
Kansas  conservative  of  1996.  Many 
ers  say  Gore  doesn't  share  Clinton's 
business  outlook.  "Clinton  had  visi 
says  Richard  W.  Lowenthal,  48,  a 
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Most  New  Economy  voters  still  see  the  Republicans  a^  em 
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'  >x  vice-president  at  Cisco  Systems 

I  i  who  now  advnses  iiigh-tech  startups. 

I.  e  favored  positive  social  change 
•ough  business  success."  Lowenthal 
:kc(l  Clinton  in  1992  and  1996  but 
itched  to  Bush  in  2(K)0.  Why?  "Gore's 
tform  was  a  long  list  of  things  we 
mill  spend  money  on... to  win  over 
tain  segments  of  voters." 

.LIT  LOYALTY.  Despite  GOP  gains,  New 
jnomy  voters  remain  up  for  grabs.  A 
MNKSS  WEEK  election  analysis  and  in- 
views  with  New  Economy  voters 
OSS  the  country  show  that 
ther  party  has  cemented 
loyalty  of  this  growing 
c  of  swing  voters. 
The  reason  for  such  di- 
ed allegiances?  Both  par- 
are  out  of  sync  with  the 
rid  view  of  New  Econo- 
voters.  Most  see  Repub- 
.ns  as  right  on  govern- 
tit         spending         and 
ulation — but  too  far  right 
social    issues    such    as 
rtion,  gun  control,  and 
rights.  "Republicans  like 
luse 

Lay  and  [Senate  GOP 
ider]  Trent  Lott  come 
Dss  as  pompous  and  ar- 
ant,"  says  Mary  C.  Ko 


bash  business  and  too  far  left  on  issues 
such  as  w^elfare  and  minority  rights.  De- 
mocrats "have  to  watch  the  Outrageous 
Left — the  real  extremists  like  Jesse 
Jackson,"  says  Brenda  M.  Waldron,  an 
administrator  at  Experior  Testing  Inc. 
in  Fairfax,  Va.,  which  conducts 
statewide  exams.  Waldron  calls  hei*self  a 
New  Democrat  but  voted  for  Bush. 

Like  other  voters,  the  New  Econs 
are  susceptible  to  regional  and  religious 
influences.  Techies  in  the  Northeast  and 
Midwest  were  more  likely  to  go  for 


DISSECTING  THE  VOTE 


As  a  group,  New  Economy  voters  tend  to  be: 
Pro-business.  Moderate  to  conservative  on  economic  is- 
sues. Liberal  to  moderate  on  social  issues.  Pro-choice. 
Pro-environment.  Suspicious  of  Big  Government. 
Ttiey  usually:  Are  highly  educated.  Have  above-average 
incomes.  Are  under  50.  Tend  to  live  in  suburbs  or  trendy 
urban  areas.  Surf  the  Net.  Own  stocks  or  mutual  funds. 
Here  is  how  key  elements  of  this  group  voted: 


BUSH 


GORE 


NEW  PROSPERITY  INDEPENDENTS 


50% 


27% 


em  New  Economy  suburbs  proved  piv- 
otal in  his  Pennsylvania  and  Michigan 
victories:  He  carried  Philadelphia  and 
historically  Republican  counties  near 


Government 


Detroit.  This  meltdown  in  the  Northern 
suburbs  worries  GOP  ofiicials.  "We  have 
to  be  far  more  moderate,  far  more  tol- 
erant, and  far  more  inclusive,"  warns 
Connecticut  Governor  John  G.  Row- 
__^^^  land.  "If  we  don't  work  to- 
^^^^^  wards  that,  worse  things  are 
■^^^—  going  to  happen  to  us ...  in 
■"""■■"'     '02  and  '04." 

Indeed,  despite  Gore's 
troubles,  Democratic  strate- 
gists think  New  Economy 
voters  will  become  an  inte- 
gral part  of  a  winning  elec- 
toral formula  for  the  21st 
century.  Their  dream:  a  loyal 
Democratic  core  of  minori- 
ties, union  members,  and 
working     women,     supple- 


OTHER* 


23% 


.v^..    ..^,.„^..^. ....^  mented  by  New  Economy 

Majority  Whip]  Tbm         MODERATE  REPUBLICANS 80% 10% 10%  independents.     "There's     a 


change  in  the  old  New  Deal 
coalition,"  says  G.  Terry 
Madonna,  a  pollster  at 
Millersville  University  in 
h,  a  purchasing"' agent  at         f^S.OOO  OR  MORE  INCOME  52%         46% 2% Millersville,  Pa.  "We're  seeing 


NEW  DEMOCRATS 
INTERlNETUSERis 


10% 
■"49%" 
"48%" 


82% 
■47%" 
■49'%" 


8% 
"4%" 
1%" 


nputer  Sciences  Corp.  in 
rling  Heights,  Mich.  "If 
y  got  rid  of  guys  like 
,,  it  might  make  it  easier 
me  to  vote  for  them." 
Covach,  an  independent, 
voted  for  Gore. 

But  Democrats  don't  fare  any 
better  among  the  tech  set. 
^  While  embracing  the  New 

Democrats'  positions  on 
social  tolerance  and 
fiscal  responsibility. 
Info  Age  workers 
see    many    na- 
tional   Demo- 
crats as  too 
quick       to 


MODERATES 
INDEPENDENTS 


43% 
"49%' 


54% 
"43%" 


3% 
"8%' 


'INCLUDES  THOSE  WHO  VOTED  FOR  OTHER  CANDIDATES  OR  REFUSED  TO  STATE  A  PREFERENCE 
DATA.  THE  PEW  RESEARCH  CENTER  FOR  THE  PEOPLE  &  THE  PRESS,  ABC  NEWS.  THE  LOS  ANGELES  TIMES 


Gore,  while  their  Sunbelt  siblings  leaned 
to  Bush.  According  to  abc  News  exit 
polls.  Gore  was  the  heavy  favorite  of 
independents  in  the  tech  belt  of  Con- 
necticut, Massachusetts,  and  New 
Hampshire.  Bush  got  the  nod  in  similar 
parts  of  North  Carolina  and  Colorado. 

What's  more,  tech  workers  also  di- 
vided on  the  basis  of  religion,  with 
white  Protestants  strongly  favoring 
Bush  and  Catholics  and  Jews  backing 
Gore  by  an  even  wider  margin.  Michi- 
gan pollster  Ed  Sarpolus  says  that 
many  New  Economy  voters  in  his  swing 
state  are  the  sons  and  daughters  of 
"Reagan  Democrats"  who  are  "living 
the  lives  their  parents  only  dreamed 
of."  Independent  and  largely  Catholic, 
they  were  turned  off  by  the  size  of 
Bush's  tax  cut  and  the  harsh  tone  of 
his  Religious  Right  allies,  Sarpolus  says. 
They  backed  maverick  John  McCain  in 
the  GOP  primary,  then  shifted  to  Gore. 

The  Veep's  strong  showing  in  North- 


an  urban-suburban  alliance 
against  [Republicans  in]  rur- 
al America." 

"PERFECTION."  For  the  time 
being.  Republicans  are  bask- 
ing in  a  Bush  victory,  aided 
by  a  narrow  edge  among  New  Economy 
voters.  GOP  strategists  predict  that  after 
four  years  of  Republican  rule,  techies 
will  forget  about  the  prosperity  of  the 
Clinton  era  and  revert  to  the  historic 
home  of  most  other  well-educated,  af- 
fluent voters:  the  Republican  Party. 

That  kind  of  optimism  may  be  pre- 
mature, because  both  parties  now  see 
the  importance  of  the  New  Econ  bloc 
and  will  shape  strategies  to  snare  it. 
"If  someone  could  meld  the  best  of  Re- 
publican views  and  the  best  of  Democ- 
ratic views,  that  would  be  perfection," 
says  moderate  Republican  Mimi  Calfee 
of  Lake  Forest,  111.  "I'd  like  a  party 
that  was  a  moderate  party."  Of  course, 
that  won't  happen  until  Dems  and  Re- 
publicans listen  to  the  electorate  and 
craft  a  delicate  coalition  between  their 
hardcore  bases  and  the  more  pragmatic 
denizens  of  New  Economy  America. 

By  Richard  S.  Dunham  in  Washiruffxt)), 
icith  Aim  Thcrcsr  Piilnicr  in  Chicxufo 


le  mainstream  on  abortion,  gun  control,  and  gay  rights 
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From  the  giant  presses  that  print  the  news,  to  the 
automation  systems  that  manufacture  the  paper, 
Siemens  is  at  the  ven/  forefront  of  manufactunng 
technology.  Whether  it's  turnkey  assembly  lines, 
process  controllers,  or  complete  building  automation 


installations,  we  provide  flexible,  creative  technology 
that  can  reduce  production  time  even  as  it  improves 
quality  and  productivity.  From  stand-alone  systems 
to  fully  integrated  solutions,  Siemens  has  been 
making  news  all  over  the  world. 


We're  Siemens.  We  can  do  that. 


©Siemens  Corporation  2000 
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PINK  SLIP 


BLUES 


Thejob  market  is 
still  tight.  But  new 
layoffs  are  giving 
bosses  more  clout 


Just  six  months  ago,  Relativity 
Technologies  Inc.  could  barely 
find  employees.  The  software 
startup,  based  in  North  Caroli- 
na's Research  Triangle,  made  half 
a  dozen  offers  to  programmers,  only  to 
lose  out  to  a  high-flying  dot-com  lavish- 
ing stock  options.  But  now,  with  so  many 
Internet  outfits  folding.  Relativity  Chief 
Executive  Vivek  Wadhwa  is  finding  the 
pickings  far  better.  The  company  is  get- 
ting triple  the  response  to  its  help-want- 
ed ads.  "It's  night  and 
day,"  says  Wadhwa.  "I 
am  getting  plenty  of 
good  responses,  and  I 
don't  have  to  make 
ridiculous  job  offers." 

As  the  economy 
downshifts,  some  com- 
panies are  finding 
themselves  in  an  unac- 
customed spot.  Instead 
of  having  to  beg  for 
workers — and  give 
away  the  store  to  hire 
and  keep  them — once 
hard-up  employers  are  finding  the  bal- 
ance of  power  shifting  back.  Talk  of  re- 
cession, plunging  profits,  the  dot-com 
implosion,  and  a  fresh  wave  of  layoff 
announcements  at  some  of  the  nation's 
biggest  employers — General  Motors 
Corp.  said  on  Dec.  12  it  was  cutting 
10,000  U.S.  jobs,  for  example — are  com- 
bining to  make  the  oh-so-tight  job  mar- 
ket just  a  bit  looser.  "The  dynamics 
have  started  to  move  in  that  direction," 
says  Richard  Bemer,  chief  economist  at 


600 


400 


200 


WILL  JOB  GROWTH 
KEEP  SLOWING? 
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DATA:  BUREAU  OF  LABOR  STATISTICS 


Morgan  Stanley  Dean  Witter. 


It  doesn't  mean  the  years  of  tight  la- 
bor markets  have  suddenly  come  to  an 
end.  While  some  of  the  froth  is  subsid- 
ing   among    dot-coms    and    on    Wall 
Street,  the  overall  labor  market  is 
likely  to  remain  tight  throughout 
2001.  Unless  the  economy  slows 
more  dramatically  than  most  econ- 
omists now  think — the  consensus 
view  foresees  growth  in  gross  do- 
mestic product  of  2.6%  or  so — un- 
employment should  remain  in  the 
4%  range  next  year.  There's  still 
plenty  of  demand  for  new  workers: 
In  November,  94,000  employees  were 
added  to  the  national  payroll.  Indeed, 
even  many  high-tech  companies,  such 
as  Microsoft  Corp.  and  Dell  Computer 
Corp.,  say  they  plan  to  keep  hiring  at  a 
rapid  pace. 

So  while  it's  becoming  easier  to  snare 
talent  without  lavish  perks,  employers 
continue     to     face     a 
scarcity  of  workers  and 
strong  wage  growth. 
"The  labor  market  may 
have  eased,  but  it's  still 
very  tight  by  any  his- 
torical standards,"  says 
Carl   Camden,  execu- 
tive vice-president  of 
operations     at     temp 
agency  Kelly  Services 
Inc.,    which     places 
750,000  employees 
a      year.      Adds 
Bank  One  chief 
economist  Diane  Swonk:  "It 
would  require  a  recession  to 
fundamentally    loosen   labor 
markets,      and      we      are 
nowhere  near  that  point  at 
this  stage  of  the  game." 
BONUS  BLUES.  No  question, 
though,  that  the  economy 
has  taken  a  breather  in  recent 
months.  The  additions  to  the  na- 
tional jjayr-oU  are  way  off  their  high  of 
527,0(K)  jobs  afkled  back  in  March  (chait). 
There  has  also  been  a  string  of  head- 


ore 


lines  about  high-profile  layoffs  that  c(    if,jQ 
start  to  make  more  employees  jitt    ^(^i 
Witness  Whirlpool's  Dec.  13  annoui 
ment  that  it  will  slash  6,000  jobs  du< 
a  steep  drop  in  U.  S.  appliance  sales,    jjjj 
Indeed,  it's  the  industrial  heart!    jj,, 
that  is  being  hit  the  hardest.  The  s 
industry  has  lost  10,000  jobs  in  the  j    ^|;f„ 
year  as  it  staggers  under  a  new  flooi 
cheap  imports.  And  while  Detroi 
nowhere  near  that  badly  off,  auto  si 
have  started  to  slow,  and  invento: 
are  piling  up.  Besides  gm,  an- 
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rsts  expect  white-collar  cutbacks  at 
limlerChrysler.  And  all  three  major 
rmakers  have  been  extending  fur- 
ighs  or  cutting  overtime  as  they  work 
wn  bulging  inventories.  Detroit's 
akncss  is  spilling  over  to  parts  mak- 
1  suppliers.  Some  have  reduced 
::  Horn  three  a  day  to  two,  and  halt- 
weekend  shifts.  Others,  like  Delphi 
tomotive  Systems  Corp.,  have  actu- 
j  cut  jobs. 

Employees  in  finance  are  feeling  be- 

guered,  too.  Chase  Manhattan  Corp. 

and  Credit  Suisse  First  Boston  have 


announced  5,900  job  cuts  following  ac- 
quisitions. Analysts  say  more  than  10,000 
new  layoffs  could  come  by  early  next 
year  as  investment  banks  cut  back  in 
response  to  the  downturn  in  the  stock 
and  high-yield  bond  markets.  Top  ana- 
lysts and  bankers  are  still  going  to  rake 
in  big  bucks  next  year.  But  less-stellar 
performers  could  face  lower  bonuses  or 
job  losses,  says  Alan  Johnson,  president 
of  compensation  consulting  firm  John- 
son Associates.  "It's  the  mediocre  middle 
that's  going  to  get  squeezed,"  he  says. 
The  change  is  most  profound  among 


likely  to  be  next  in  line  to  feel  the 
pinch.  Many  are  bracing  for  a  slowdown 
in  the  advertising  that  drives  their  rev- 
enues. That  has  execs  worried  about 
headcounts.  nbc  froze  hiring  in  Octo- 
ber, and  News  Corp.,  which  owns  every- 
thing from  the  Fox  TV  network  to  news- 
papers, just  followed  suit  because  of  its 
own  increasingly  gloomy  ad-revenue 
projections.  "It  was  time  to  tighten  the 
screws  a  bit,"  says  President  Peter 
Chemin.  After  re\aewing  the  costs  of  its 
operations,  cnn,  a  unit  of  Time  Warner, 
is  considering  layoffs  at  the  network. 


MORE  CUTS 


Wall  Street  is  feeling  the  pinch.  "It's 
the  mediocre  middle  that's  going  to  get 
squeezed,"  says  one  compensation  consultant 


dot-coms,  where  labor  markets  have 
been  the  tightest.  Hundreds  of  sites 
have  closed  their  doors — and  freed 
up  workers.  "Highly  capable  and  tal- 
ented   people    are    available    who 
weren't  six  months  ago,"  says  Daniel 
R.  Hesse,  CEO  of  Terabeam,  a  Seattle 
telecom  company.  Employee-hungry 
firms  in  New  York's  Silicon  Alley  are 
finding  the  same  sort  of  easing.  Hiring 
"is  much  more  realistic,"  says  Mark 
Weiss,  CEO  of  MusicVision,  an  online 
music   network.  Job   candidates   who 
months  ago  would  have  asked  for  six- 
figure  salaries,  despite  the  skimpiest 
of  resumes,  have  toned   down  their 
demands. 

NEW   LOYALTY.  Many   employees   are 
showing  more  loyalty,  too.  Recruiters 
say  staffers  are  far  less  keen  to  job- 
hop.  "Ever  since  the  market  went  south 
in  April,  the  executives  from  the  brick- 
and-mortar  world  are  thinking  more 
carefully  about  jumping  into  the 
clicks-and-mortar    world,"    says 
David  Opton,  CEO  of   ExecuNet, 
an  Internet-based  recruiter. 
A    recent    survey    of 
1,140    tech    workers 
by    Aon    Consulting 
Worldwide  found  that 
61%  intend  to  stick 
with    their    current 
employer  for  sever- 
al years,   and   56% 
would  stay  even  if 
offered  another  po- 
sition   at    slightly 
higher     pay — sur- 
prising   after    the 
prevalent  free-agent 
mentality  of  recent 
years. 
Media  companies  are 


For  media  companies,  "it's  going  to  be  a 
tough  year,"  predicts  UBS  Warburg  me- 
dia analyst  Christopher  Dixon. 

Despite  the  new  climate  of  caution, 
plenty  of  companies  are  still  hiring^ 
even  in  hard-hit  high  tech.  Software  gi- 
ant Microsoft  is  snapping  up  dot-com 
refugees.  And  Dell  Computer  says  re- 
cruiting of  highly  skilled  engineers  and 
other  workers  hasn't  gotten  easier.  In- 
deed, Dell  has  had  to  increase  coun- 
teroffers to  retain  workers,  says  Chem- 
ine  Peters,  Dell's  manager  of  staffing 
strategy.  Adds  Steven  Fortuna,  a  first 
vice-president  at  Merrill  Lynch  &  Co.: 
"You  have  a  lot  of  dot-coms  going  belly 
up,  but  the  faster-growing  communica- 
tions companies  are  absorbing  the  good 
talent  as  fast  as  it  becomes  available." 

Some  economists  think  the  current 
softening  of  the  labor  market  presages  a 
much  steeper  fall-off  next  year.  Robert 
Z.  Aliber,  a  University  of  Chicago  econ- 
omist, argues  that  growi:h  will  slow  far 
more  sharply  than  generally  believed — 
largely  because  business  investment  is 
turning  south  just  as  parlous  stock  mar- 
kets are  dissipating  consumers'  feelings 
of  well-being.  He  puts  the  chances  of 
recession  by  the  fourth  quarter  of  2001 
at  60%.  "That's  likely  to  translate  into 
greater  ease  in  the  labor  market,"  Al- 
iber says. 

If  he's  right,  the  warning  signs  start- 
ing to  appear  among  dot-coms  and  else- 
where will  spread  across  the  economy. 
Until  that  happens,  employers  will  find 
it  a  little  easier  to  navigate  the  tightest 
labor  market  in  a  generation — but  jobs 
will  continue  to  outnumber  employees. 

By  Robert  Berner,  with  Michael 
Arndt  and  Ann  Therese  Palmer,  in 
Chicago,  Tom  Lovury  in  New  York  and 
bureau  reports 
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CARS 


CAN  CHRYSLER  GET  BLOOD 
FROM  A  SUPPLIER? 

The  carmaker  wants  price  cuts-but  vendors  are  balking 


From  the  moment  he  arrived  on 
Nov.  20th,  Chrysler's  new  ceo,  Die- 
ter Zetsche,  promised  bold  moves 
to  turn  around  the  struggling  auto  unit. 
Now,  the  German  executive,  47,  is  show- 
ing his  hand.  He  has  demanded  that, 
beginning  Jan.  1,  all  9,000  Chrysler  sup- 
pliers tear  up  existing  contracts  and  cut 
piices  by  5%.  Then,  over  the  next  two 
years,  the  vendors  will  be  required  to 
squeeze  out  an  additional  10%  by  re- 
designing parts  and  processes.  These 
cost  cuts,  totaling  some  $6  billion  over 


want  us  to  tear  up  our  purchase  orders 
and  start  over,"  says  one  angry  supply 
executive.  "We  have  a  business  to  run, 
too."  While,  so  far,  no  one  is  actually 
threatening  to  withhold  parts,  "it's  def- 
initely a  possibility,"  says  analyst  Greg 
L.  Salchow  of  Detroit  brokerage  Ray- 
mond James  &  Associates  Inc. 

The  cuts  are  coming  at  a  particularly 
bad  time  for  vendors.  In  the  most  re- 
cent quarter,  they  averaged  profit  mar- 
gins of  only  4.8%.  "The  auto  makers  al- 
ready have  a  lot  of  these  suppliers  right 


Auto  suppliers  also  have  more  cl 
than  ever  before.  Consolidation  i 
globalization  have  spawned  seve 
megasuppliers,  including  Delphi  A 
motive  Systems,  with  $28  billion  in  r 
enue,  Visteon,  with  sales  of  $19  bill: 
and  Dana  Corp.,  with  $1.3  billion 
some  vendors  turn  away  from 
Chrysler  won't  easily  find  competit 
to  pick  up  production. 

Indeed,  many  suppliers  believe  th   L( 
expertise  can't  easily  be  replaced 
recent  years,  auto  makers  have  b( 
shifting  more  of  the  basic  design 
engineering  work  for  vehicle  com 
nents  to  their  supphers.  Currently,  6 
of  Chrysler's  parts  are  from  outside: 

What's  more,  if  Chrysler  pushes 
hard,  it  risks  jeopardizing  a  critical 
dustry  advantage.  "Chrysler  used  to 
the  company  that  every  suppher  wan 
to  work  with,"  because  of  its  cooperat    ^^^ 
attitude,  says  Gregory  J.  Janicki,  vi   p^j  [ 

'i  chit 

mi 


SUPPLIER  SQUEEZE 

Auto  vendor  shares  are  falling 
along  with  margins 


three  years,  are  the  "major  cornerstone 
of  the  turnaround,"  says  Wolfgang  Bern- 
hard,  Chrysler's  new  chief  operating  of- 
ficer and  Zetsche's  designated  cost-cutter. 
TRACK  RECORD.  If  Zetsche  and  Bern- 
hard  think  squeezing  suppliers  is  the 
way  out  of  Chrysler's  problems,  they'd 
better  think  again.  Vendors  have  a  track 
record  of  fighting  cost  cuts  and  their 
profits  are  already  falling  as  the  industry 
heads  into  a  downturn.  If  they  get  mad 
enough,  they  may  turn  their  backs  on  a 
company  that  has  historically  profited 
much  more  from  having  strong  relations 
with  suppliers  than  any  other  carmaker. 
Already,  many  suppliers  are  private- 
ly saying  there's  no  way  they  can — or 
will — cough  up  enough  price  cuts  to  pay 
for  management's  mistakes.  "They  just 


up  against  the  wall,"  says  Joseph 
Philhppi,  an  analyst  at  UBS  Warburg. 

Chrysler  isn't  blind  to  the  risks.  Its 
top  supplier  exec,  Thomas  Sidlik,  ac- 
knowledges the  cuts  are  severe.  "We 
didn't  say  it  wouldn't  hurt,"  he  says.  But 
considering  Chrysler's  mounting  losses, 
management  think  they  can  at  least  get 
agreement  on  the  5%  cuts  by  Jan.  1. 
"We  need  results  fast,"  says  Bemhard. 

Given  the  Big  Three's  recent  record 
on  cost  concessions  from  suppliers, 
Zetsche  has  his  work  cut  out  for  him. 
Ford  Motor  Co.  proposed  a  5%i  cut  in 
199.5.  And  General  Motors  Corp.  at- 
tempted a  similar  cut  in  1998.  Each 
time,  vendors  pressured  the  carmakers 
to  back  off.  Eventually,  both  Ford  and 
GM  were  forced  to  accept  smaller  cuts. 
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DATA  WARD'S  AUTOMOTIVE  REPORTS 

president  of  CSM  Worldwide  Inc.,  a  c 
suiting  firm  in  Northville,  Mich.  T  °i 
premise  was  simple:  Find  10%^  in  s 
ings,  and  you  could  keep  half.  Con 
quently,  vendors  often  came  to  Chrys  ' 
first  with  new  cost-saving  technolog 
Since  Zetsche's  new  program  has 
sharing  of  savings,  that's  likely  to  e 
"If  they  think  we're  still  going  to 
bringing  them  our  best  technolo 
they're  crazy,"  says  one  angry  suppl 
Certainly  Zetsche  needs  to  find  Ci 
quickly.  Without  the  cuts,  ('hiysler  co  '  ' ' 
face  even  steeper  losses  in  the  first  1 
of  2001.  But  amidst  shrinking  mar' 
share  and  swelling  vehicle  inventories 
sup{)lier  revolt  is  the  last  thing  the  a 
maker  needs. 

By  Jeff  Green  in  Dett 
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COMMENTARY 


By  David  Welch 

GM:  OUT  WITH  THE  OLDS'  IS  JUST  THE  START 


Finally,  some  harsh  medicine  at 
(General  Motors.  After  years  of 
excusing  away  its  steady  market- 
'    TV  decline,  (JM  (Ko  Richard  Wag- 
announced  on  Dec.  12  that  the 
I  lany  uill  ax  its  limping  and 
i^y  Oldsmobile  division.  The  auto 
I  will  also  sack  10%  of  its  salaried 
Icrs— (i,0(X)  in  the  U.S.  and  1,700 
n  Kurope — and  drastically  cut  pro- 
luction  in  Europe,  where  losses  have 
jeen  mounting. 

To  help  him  manage  those  tough  is- 
lues.  Wagoner  tapped  a  high-powered 
ndustry  veteran.  On  Dec.  13,  he 
)rought  in  John  Devine  as  vice-chair- 
nan  and  chief  financial  officer  Well 
■espected  in  the  industry  and  on  Wall 
5treet,  Devine  had  been  Ford  Motor 
]o.'s  chief  financial  officer  from  1994 
0  1999  before  leaving  to  briefly  run  a 
'enture  capital  firm.  "One  of  the 
hings  we  have  to  do  is  make  our 
lusiness  more  even-keeled  in  the 
,o()d  times  and  the  bad  times," 
)evine  says.  "That's  not  easy." 
.KEPTICAL  STREET.  Certainly,  Wag- 
ner deserves  credit  for  finally  pulling 
he  plug  on  Oldsmobile.  There's  no 
ood  reason  why  (JM  took  so  long  to 
et  rid  of  the  ailing  division.  More  im- 
ortant,  Wagoner's  moves  may  not  go 
ir  enough  in  addressing  gm's  prob- 
?ms,  which  include  excess  capacity 
nd  bland  offerings  elsewhere.  De- 
pite  the  news,  Wall  Street  wasn't 
uying.  gm's  shares  only  nudged  up 
ne  dollar,  to  52. 

Truth  to  tell,  the  Olds  brand  should 
ave  been  retired  long  ago.  It  has 
een  slowly  dying  since  the  1980s, 
'hen  the  103-year-old  marque 
)ld  more  than  1  million  vehi- 
es  a  year.  Now  it  sells  fewer 
lan  300,000.  The  Olds  clo- 
ii'e  combined  with  the  job 
its  will  incur  a  one-time 
large  of  some  $2  billion  in 
le  fourth  quarter.  But  Wag- 
ler,  who  became  gm's  top 
tec  in  June  after  nearly  two 
Jars  as  president  of  the 
impany,  is  counting  on  the 
!structuring  to  finally  help 
le  auto  giant  get  a  handle 
1  excessive  costs. 
Wagoner's  strategy  is  a 
nart  first  step.  But  even  by 
(Uttering  OldsmobOe,  gm 
isn't  addressed  the  critical 
•oblem  of  excess  production. 


GLORY  DAYS:  The  carmaker  waited  too  long  to  retire  a  lackluster  brand 


That's  a  key  reason  why  gm's  profits 
are  much  skimpier  than  at  its  smaller 
rival.  Ford.  Just  to  cover  costs  at  its 
plants  and  other  overhead,  gm  needs 
to  sell  about  5.2  million  vehicles  a 
year,  says  Merrill  Lynch  &  Co.  analyst 
John  A.  Casesa.  With  most  analysts 
forecasting  GM  sales  of  about  5.3  mil- 
lion vehicles  next  year,  that  portends 
slim  profits.  "This  is  a  slight  step  in 
the  right  direction,"  Casesa  says.  "But 
unless  (the  strategy)  involves  plant 
closings,  it  won't  do  anything  to  ad- 
dress gm's  overcapacity." 

Analysts  estimate  gm  has  34%  of 
North  American  production  but  just 
28%  of  sales — and  last  month  it  fell  to 
less  than  26%.  So  even  if  its  market 
share  climbs  back  to 
30%  this  year — which 


GM'S  TO-DO  LIST 

Aside  from  axing  Oldsmobile 
and  cutting  workers, 

CEO  Wagoner  has  plenty  to  do 
to  restore  GM's  shine: 


►  Get  production  in  line  with  sales,  shut- 
ting plants  if  necessary 

►  Reduce  buyer  incentives  that  are  eating 
into  profit  margins 

►  Push  ahead  with  overhauling  remaining 
brands,  especially  Cadillac  and  Saturn 

►  Get  to  market  more  quickly  with  hot 
products  in  strong  segments,  such  as 
luxury  cars  and  sport  utilities 


analysts  say  is  unlikely — there's  still 
plenty  of  room  to  cut.  "More  tough 
moves  may  be  coming,"  admits  one 
gm  executive. 

So  far,  gm  hasn't  been  willing  to 
bite  the  bullet.  To  thin  inventories, 
the  company  is  temporarily  cutting 
production  by  14%  in  the  first  quarter. 
It  will  also  lay  off  third  shifts  at  some 
plants  and  cut  overtime  at  others, 
says  gm  product  development  chief 
Tom  Davis.  But  vdthout  permanent 
cuts,  gm  can  only  boost  profits  with 
strong  sales  gi-ovvi:h.  Yet  the  carmaker 
has  rarely  delivered  on  promises  to 
win  over  more  car  buyers. 

Certainly,  GM  is  trying.  It's  over- 
hauling its  lineup  by  adding  new  en- 
try-level vehicles  to 
lure  young  buyers 
that  have  forsaken 
its  brands.  Fresh 
sport  utilities  should 
also  help  fatten  prof- 
its. But  it  still  has  a 
long  way  to  go. 
Once-strong  sellers 
such  as  Saturn  have  lost  momentum. 
And  even  its  premium  brands,  Cadil- 
lac and  Buick,  have  lost  out  to  import- 
ed luxury  autos. 

Wagoner  called  the  decision  to 
drop  Oldsmobile  "emotional."  But  GM 
may  be  forced  to  make  many  more 
tough  decisions  before  it  reverses  its 
shde.  At  least  the  auto  maker's  crit- 
ics won't  have  Oldsmobile  to  kick 
around  anymore. 

Welch  covers  gm  from  Detroit. 
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COMPUTERS 


ARE  PC  MAKERS 
LOOKING  AT  A  PRICE  WAR? 

With  no  incentive  to  trade  up,  shoppers  are  content  to  make  do 


The  sign  adorning  the  personal  com- 
puter display  at  a  Staples  super- 
store in  San  Mateo,  Calif.,  says  it 
all:  "Caution,  falling  prices."  In  recent 
weeks,  Apple,  Compaq,  Sony,  and 
Hewlett-Packard  have  all  cut  prices,  of- 
fered greater  rebates,  or  given  away 
freebies  such  as  a  printer  or  scanner 
with  every  purchase  of  a  desktop  and 
monitor  And  at  least  one  major  retailer 
says  it  will  introduce  another  round  of 
price  cuts  to  the  tune  of  $100-$200  on 
the  weekend  of  Dec.  15  in  hopes  of 
clearing  inventory  buildup. 

Clearly,  the  Staples  warning  could 
have  been  just  as  easily  targeted  at 
the  PC  makers  as  consumers.  As  re- 
cently as  1998,  price-cutting  wreaked 
havoc  on  the  profits  of  such  companies 
as  Compaq  Computer  Corp.  and 


however,  demand  for  even  the  hottest 
products  seems  to  have  dried  up 
overnight.  After  motoring  along  at  a 
30%-plus  clip  in  the  first  half  of  the 
year,  analysts  now  expect  fourth-quarter 
U.  S.  retail  sales  to  grow  just  10%,  down 
from  earlier  predictions  of  21.2%. 

Retailers  cite  lots  of  temporary  rea- 
sons, including  concern  about  the  stock 
market  and  the  recent  uncertainty  over 
the  outcome  of  the  Presidential  elec- 
tion. But  most  observers  see  a  more 
worrisome  trend  holding  back  demand: 
Without  slick  new  features  that  encour- 
age PC  buyers  to  trade  up,  many  are 
simply  content  to  make  due  with  the 
computers 
they  already 
own.   "The 


PC  is  the  TV  or 
refrigerator  in  the 
erage  home  ri 
now,  where  you 
place  it  only  if 
broken,"  says  PC  1 
Corp.  analyst  Stefja'i 
Baker. 

Manufactur 
should  have  seen 
PC    blues    comi 
They've  been  bet 
consumers    wo 
rush  to  replace  t    §iej 
PCS  in  order  to  t 
advantage  of  spe 
new  chips  from  I 
and  Advanced  Micro  Devices,  upds 
software  from  Microsoft,  or  new  in( 
trial  designs  like  Apple's  eye-catcl 
G4  Cube.  But  analysts  have  been 
guing  for  months  that  the  U.S.  n 
market  was  reaching  the  satura    og,, 
point,  with  61%  of  American  househ    m^ 
owning  at  least  one  computer. 
WHO  NEEDS  IT?  So  far,  consumers  h 
yawned  at  the  new  offerings.  Man; 
their  old  models  can  accomplish 
main  task  for  which  they  were  j 
chased — to  get  online  and  exchang 
mails,  according  to  industry-trac 
Dataquest  Inc.  Consumers  seem  n 


IBM  Corp.  Now,  judging  by  the 
eleven  weeks'  worth  of  inven- 
tory sitting  on  store  and  facto- 
ry shelves — roughly  twice  the 
industry  average  expected  for 
this  time  of  year — the  latest  round 
could  prove  even  more  nasty.  "Pricing 
is  going  to  be  pretty  soft  for  the  first 
half"  of  2001,  warned  Compaq  CEO 
Michael  D.  Capellas,  who  announced 
the  company  would  post  fourth-quar- 
ter sales  of  around  $11.2  billion,  $1  bil- 
lion below  expectations. 

Capellas'  pessimism  may  be  a  huge 
understatement.  Earlier  price  wars  usu- 
ally broke  out  when  PC  makers  overes- 
timated demand  for  some  products,  such 
as  sub-$l,000  PCS  two  years  ago.  Now, 


PRICE-INSENSITIVE 

Why  Cheaper  Prices 
Won't  Greatly  Boost  PC  Sales 

►  61%  of  U.S.  households  already 
own  a  computer 

►  New  computers  don't  offer  much 
improvement  for  getting  online  and 
sending  e-mail 

►  Consumers  are  spending  more  on 
WebTV,  Palm  Pilots,  and  other  gear 

DAfATPCDAT'A'Bu'siNESSTO^^^^ 


interested  in  snapping  up  digital 
eras  and  Palm-like  handheld  compu 
as  hot  new  stocking-stuffers.  "If 
spend  $400  for  a  PDA,  are  you  goinj 
turn  around  and  spend  $900  on  anol 
computer,  particularly  if  you  aire 
have  one  that  works  just  fine?"  i 
NPD  Intellect  analyst  George  Meier. 
If  lower  prices  don't  light  a  fire 
der  consumers,  even  more  extrao 
nary  measures  may  be  in  order 
some  PC  makers.  One  retailer  is  s 
ing  another  $200  price  cut  will  com 
January.  Meanwhile,  Sani 
Bernstein  analyst  Vadim  2 
nikov  believes  retail  PC  n 
gins,  already  a  razor-thin 
will  fall  to  zero  next  year  ai 
makers  hold  prices  down 
new  models. 
In  the  wait  for  a  better  day,  manj 
makers  are  hoping  that  sales  to  coi 
rations  will  make  up  the  difference, 
may  be  chasing  dreams  as  well 
economic  slowdown  means  the  coi 
rate  spending  outlook  isn't  good  eit 
"We  will  be  affected  by  the  general  s 
ness  in  the  consumer,  small  and  med 
business,  and  dot-com  markets,"  C 
paq's  Capellas  told  analysts.  That's  a 
of  markets — and  more  than  enough 
justify  Wall  Street's  willies. 

By  Cliff  Edwards   in  San  Ma 
Calif 
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COMIVIENTARY 

By  Jay  Weiner 


GOOD  FOR  A-ROD,  BAD  FOR  BASEBALL 


George  W.  Bush  had  been  waiting 
a  whole  month  for  a  shaken 
democracy  to  elect  him  President 
on  the  do-or-die  day  his  lawyers 
'   arguing  his  case  before  the  di- 
1  U.S.  Supreme  Court,  a  short- 
named  Alex  Rodriguez  helped  a 
rent  nine-person  team  steal  the 

ijadlines  in  Texas. 
"I  think  this  will  be  the  day  an 

r^  of  national  prominence  begins 
his  organization." 
Iso,  that  was  not  Tom 

teLay  crowing  about 
victory  for  Bush 

nd  the  (jop.  It  was 

lodriguez'  agent,      , 

cott  Boras,  de- 

laring  the  ascen 

ency  of  the 

lexas  Rangers. 
Oh,  the  webs 

f  baseball  and  politics. 

he  Rangers,  remember, 

re  the  team  that  the 

resident-elect  once 

(vned.  It's  also  the  team 

lat  tossed  Rodriguez 

252  million — the  largest 

layer  contract  in  U.  S. 

Dorts  history.  In  fact, 

'alias  leveraged-buyout 

ing  Tom  Hicks  paid 

lore  for  Rodriguez 

lan  he  did  when  he 

Dught  the  team,  The 

allpark  in  Arlington, 

id  270  acres  around 

le  stadium  from  Bush 

id  partners. 
How  fitting  that  the 

/-Bush  and  A-Rod 

ras  might  begin  as 

le,  for  it  was  Bush 

ho  set  the  table 

here  Rodriguez  will 

5  eating  well  for  a 

ng  time.  Dubya's 

Dility  to  get  a  pub- 

:ly  funded  stadium 

I  Arlington  built  in      

le  early  '90s  meant  that  Hicks  saw 

ilue  in  buying  the  Rangers.  Were  it 

Dt  for  such  cheap  hardware.  Hicks 

ould  not  be  able  to  afford  the  pricey 

at  revenue-generating  software 

lUed  A-Rod. 
Hicks  is  now  playing  with  the  big 

Dys  of  sports  ovniership.  But  at  what 

rice?  On  paper,  it's  going  to  cost  him 


RODRIGUEZ: 

The  gap  be- 
tween have 
and  have-not 
teams  widens 


about  $180  million  in  today's  dollars  to 
cover  the  10-year  deal.  And  he  might 
have  pushed  the  sagging  national  pas- 
time and  his  friend  Bush  into  a  tight 
comer.  The  former  Rangers  owner 
who  helped  lay  the  foundation  for  A- 
Rod's  megacontract  could  turn 
out  to  be  the  President  who 
has  to  intervene  to  save 
baseball  from  itself  (though 
Bush  would  probably  have  a 
better  shot  at  success  than 
Bill  Clinton,  who  failed 
to  broker  a  deal  dur- 
ing the  strike/lockout 
of  '94). 

Can  we  bear  the 
thought  of  living 
through  baseball's 
nuclear  winter  in 
2002,  when  some  sort 
of  disruption  seems 
almost  inevitable? 
Even  Sandy  Alder- 
son,  right-hand  man 
to  Major  League 
Baseball  Commis- 
sioner Bud  Selig,  says 
the  Rodriguez  signing  is 
an  indication  that  "we're  in 
a  crisis  situation"  that's 
"bad  for  baseball."  For 
years,  there  has  been  buOd- 
ing  concern  about  the  dis- 
parities between  big-media- 
market  teams — with  fat  TV 
deals  and  new  stadiums — and 
teams  -with  neither.  As  the 
collective  bargaining  agree- 
ment between  sports'  most 
unmo\'ing  union  and  sports' 
most  undisciplined  owners 
heads  toward  expiration  after 
the  2001  season,  a  civil  war 
between  the  have  and  have- 
not  owners  appears  to  be  on 
the  horizon. 

But  maybe  not.  Might  this 
new  day  of  conciliation  and  com- 
passionate conservatism  extend 
to  baseball?  Must  owners  try  to  force 
a  salary  cap  down  players'  throats? 
Must  players  claim  the  game  is 
healthy  while  fans  in  18  cities  rightly 
shout,  "No,  it's  not"?  A  nation  of  base- 
ball lovers  awaits  some  answers.  But 
then,  we're  getting  used  to  waiting. 

Weiner  writes  about  sports  from 
Minneapolis. 
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ENRON  REWARDS 
ITS  CHANGE  AGENT 

WHll.K   F'UTTING  TO  REST  THE 

rumoi's  that  he'll  be  joining 
a  Bush  Cabinet,  Kenneth  L. 
Lay  on  Dec.  13  announced  his 
successor  as  ceo  at  energy 
trading  giant  Enron  in  Hous- 
ton. President  and  coo  Jef- 
frey K.  Skilling  will  take  the 
helm  on  Feb.  12,  while  Lay 
remains  as  chairman.  "The 
best  time  for  succession  is 
when  the  successor  is  ready 
and  when  the  company  is 
well  positioned  for  the  fu- 
ture," said  Lay,  58.  Skilling, 
47,  joined  Enron  in  1990  from 
McKinsey's  energy  and  chem- 
ical consulting  practices.  He 
has  pushed  Enron  into  online 
trading  of  electricity,  gas,  and 
other  commodities.  He  has 
also  brought  Enron's  trading 


CLOSING    BELL 


SUN  SET 


Add  server  king  Sun  Mi- 
crosystems to  the  list  of  tech 
stocks  nu  longer  "priced  for 
perfection."  After  Bank  of 
America  analyst  Kurtis  King 
hinted  at  slowing  sales  on 
Dec.  11,  Sun  was  the  most 
heavily  traded  stock  for  two 
days.  That  continued  a  skid 
that  knocked  31%  off  Sun's 
share  price  since  Dec.  5,  to 
31:^.  So  is  Sun  a  deal?  "In 
this  market,  who  knows?" 
asks  Salomon  Smith  Barney 
analyst  John  Jones  Jr.  These 
days,  it  seems,  everything  is 
priced  for  imperfection. 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


and  risk  management  skills 
to  new  markets,  including 
high-speed  communications. 

McDonalds  SALES 

ARE  COWED 

McDonald's  likes  to  bill 
itself  as  the  world's  biggest 
burger  chain,  but  beef  is  one 
thing  that  fewer  Europeans 
are  eating  these  days  as  fears 
of  contracting  mad  cow  dis- 
ease spread  across  the  Conti- 
nent. McDonald's  reported  on 
Dec.  11  that  November  sales 
at  its  5,200  outlets  in  Europe 
were  off  11%  from  a  year 
earlier,  even  though  the  com- 
pany hasn't  been  linked  to 
the  spread  of  the  illness  or 
to  infected  meat.  Still,  ana- 
lysts at  J.  P.  Morgan  and  Sa- 
lomon Smith  Barney  trimmed 
their  forecasts  for  McDonald's 
profits  by  $27  million  each 
year  for  2000  and  2001. 

AT  MICROSOFT,  A 
CONSOLATION  PRIZE 

AFTER  LOSINC  A  SERIES  OF 
legal  battles,  Microsoft  has 
settled  a  class  action  filed  by 
temporary  workers  eight 
years  ago.  The  software  gi- 
ant agreed  to  hand  over  $97 
million  to  settle  claims  that 
it  treated  thousands  of  temps 
as  full-time  employees  in 
every  regard  but  compensa- 
tion. So-called  permatemps 
worked  for  years  at  Microsoft 
but  did  not  participate  in  the 
company's  employee  stock 
purchase  plan  in  which  work- 
ers can  buy  Microsoft  stock 
at  a  discount.  The  law  firm 
representing  the  temps  has 
asked  the  court  to  award  it 
$27  million  in  fees.  If  ap- 
proved, the  remaining  $70 
million  would  be  split  among 
an  estimated  8,000  to  12,000 
eligible  temporary  workers. 
That  comes  to  an  average  of 
$7,000  per  temp,  much  less 
than  they  would  have  re- 
ceived if  they  had  been  al- 
lowed to  invest  in  the  em- 
ployee stock  plan. 


HEADLINER:  JOE  MANSUETO 


TOPOFTHEMORNINGSTAR 


After  a  two-year  hiatus, 
Joe  Mansueto  is  back  in 
the  top  job  at  Morningstar. 
"We  need  a  different  In- 
ternet business 
plan"  that  re- 
flects the  mar- 
ket, says  Man- 
sueto, the 
44-year-old 
founder  and 
majority  owner 
of  the  Chicago- 
based  fund 
researcher. 

Mansueto,  who  started 
Morningstar  from  his  living 
room  in  1984,  took  time  off 
to  think  more  deeply  about 
his  business.  He  was  chair- 
man until  Dec.  8,  when  he 
replaced  Don  Phillips,  who 
was  demoted  from  CEO  to 
managing  director.  Under 
Phillips,  Morningstar  strug- 


gled to  capitalize  on  the 
Net  revolution  and  postei 
a  loss  last  year.  This  year    eliPr 
Morningstar  expects  re 
enues  of  $69  millio:    rtic 
Although  just  sh 
of  its  $71  millio   iiti^ 
target,  that's  i    mui 
about  26%  fro:    iku,  fr 
$51  miUion  las 
year.  Mansuetc 
expects  double- 
digit  growth  in 
2001  and  hopes  to 
take  a  "path  to  profitabili- 
ty." He  plans  to  slash  the 
spending  splurge  that  can 
after  he  sold  a  20%  stake 
to  Tokyo-based  Softbank 
for  $91  million.  Morn- 
ingstar is  expected  to 
move  aggressively  on  the 
Net  with  paid  investment 
advice. 

By  Pallavi  Gogi 
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AN  AD  IS  A  BIT  TOO 
LIVELY  FOR  THE  FDA 

THE  U.S.  FOOD  &  DRUG 
Administration  has  fired  yet 
another  salvo  in  the  continu- 
ing war  over  drug  ads  aimed 
directly  at  consumers.  The 
agency  ordered  Pfizer  and 
Pharmacia  to  stop  running  an 
ad  showing  arthritis  suffer- 
ers who  are  able  to  frolic  in  a 
city  park,  thanks  to  the  com- 
panies' drug,  Celebrex.  The 
words  and  images  "collec- 
tively suggest  that  Celebrex 
is  more  effective  than  has 
been  demonstrated  by  sub- 
stantial evidence,"  the  agency 
wrote  in  a  recent  letter.  The 
companies  have  already  made 
changes  in  the  ad  and  sub- 
mitted them  to  the  FDA. 


NOTSUCHAPREnV 
PICTURE  AT  KODAK 

EASTMAN      KODAK       WARNED 
again  of  falling  })rofits  and 
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predicted  continued  woes  i 
the  first  half  of  2001.  On  I  rfer 
12,  CEO  Daniel  Carp  said  2  itfnr 
profits  will  drop  between 
and  8%  from  1999  levels 
warned  that  2001  first-qt 
ter  profits  could  drop  lj{ 
much  as  48%.  Carp  dismis  tjnj. 
critics  who  say  he  should 
low  AT&T's  lead  and  spin 
Kodak's  digital  business, 
blamed  the  company's  pr 
lems  on  the  slowing  econo 
and  said  he  plans  to  contii 
to  build  digital  technol 
that  expands  the  imagm 
market.  Kodak's  stock  rtPSlI 
4%  on  the  day  of  the  new 
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ETCETERA... 


■  Citigroup  appointed  Han 
Biglari  to  the  new  post 
head  of  corporate  strategy 

■  C'oi-ning  will  s])en(i  $150  r 
lion  to  expand  a  Pennsyl 
nia  i)lant  and  add  1,. 500  jot 

■  Former  Prudential  Seci 
ties  VKo  Hardwick  Simmi  i 
was  named  Nasdacfs  CKO 
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international  Outlook 


ilTED  BY  ROSE  BRADY 


SRAEL:  BARAKS  LAST-DITCH  BID 
0  SAVE  THE  PEACE  PROCESS 


sraeli  Prime  Minister  Ehud  Barak's  Dec.  9  decision  to  re- 
dgn  and  call  a  special  election  in  February  has  thrown  the 
;haotic  Israeli  political  scene  and  dying  Middle  East  peace 
(cess  into  even  more  turmoil.  In  Israel,  the  Labor  leader's 
nbit  is  largely  viewed  as  a  cynical  ploy  to  keep  his  most 
igerous  rival,  former  Likud  Prime  Minister  Benjamin  Ne- 
lyahu,  from  running  against  him.  Netanyahu  left  politics 
t  year,  and  Israeli  law  says  that  only  current  members  of 
•liament  can  run  in  a  special  election  for  Prime  Minister. 
Barak's  iriends,  however,  portray  his  move  as  a  last-ditch  ef- 
t  to  press  the  Palestinians  into  a  deal  before  President  Bill 
nton  leaves  office  on  Jan.  20. 
le  idea  was  to  give  an  ultima- 
n  to  Yasser  Arafat,"  says  Nim- 
!  Novik,  an  Israeli  businessman 
1  former  prime  ministerial  ad- 
er  who  is  close  to  Barak.  The 
ssage:  "If  you  want  to  deal  with 
tanyahu  or  Ariel  Sharon,  then 
!p  up  the  violence." 
I'iP  OF  FAITH.  Israeli  officials  and 
jrmediaries  are  shuttling  back 
1  forth  to  Arafat  and  his  key 
es  to  try  to  find  a  basis  for  new 
cs.  But  reviving  negotiations  af- 

10  weeks  of  violence  will  be  next  to  impossible.  Barak  will 
under  pressure  not  to  make  concessions  that  would  reward 
ifat  for  the  fighting.  And  it  is  hard  to  see  how  Arafat  can 
ee  to  new  compromises  after  the  violence  has  left  320  peo- 

dead,  mostly  Palestinians.  "The  Palestinian  public  ex- 
■ts  gains  equal  to  what  they  have  sacrificed.  That  plays 
.vUy  on  [Arafat's]  mind,"  says  Khalil  ShikaM,  director  of  the 
estinian  Center  for  Policy  &  Survey  Research,  a  Ramallah 
Ister.  The  only  hope,  he  says,  is  that  one  or  both  of  the 
ders  will  make  a  leap  of  faith,  reckoning  that  failure  to 
ch  agreement  before  Clinton  leaves  will  doom  their  people 
iVen  more  violence.  Certainly,  there's  little  optimism  about 


NETANYAHU:  The  favorite      BARAK:  A  cynical  ploy 


peace  under  a  Netanyahu  government.  Talks  v^ath  the  Arabs 
went  into  deep  freeze  in  his  1996-99  administration. 

Netanyahu  is  scrambling  to  find  a  way  to  run  for  the  pre- 
miership. Public  opinion,  which  favors  Netanyahu  over  Barak 
by  46%  to  27%,  may  well  work  in  the  former  leader's  favor. 
Netanyahu  stands  a  good  chance  of  winning  leadership  of  the 
Likud  when  he  takes  on  the  current  leader,  former  Defense 
Minister  Sharon,  in  a  primary  on  Dec.  19.  Sharon  leads  Barak 
by  just  two  percentage  points.  Netanyahu  is  also  lobbying 
Knesset  members,  including  old  foes,  in  advance  of  an  ex- 
pected Dec.  20  vote  on  two  laws  that  would  clear  the  way  for 
him  to  challenge  Barak. 

If  Netanyahu  gets  to  run  and 
goes  on  to  win,  he  will  have  made 
a  remarkable  comeback.  But  he 
will  then  have  to  face  what  is  like- 
ly to  be  a  worsening  situation  with 
the  Palestinians.  The  peace  process 
and  the  institutions  it  has 
spawned,  such  as  the  Palestinian 
Authority,  have  lost  credibility  in 
the  eyes  of  Palestinians.  There  is  a 
danger  of  government  breaking 
down  and  competing  militia  lead- 
ers filling  the  vacuum,  making  fu- 
ture peace  talks  all  the  more  difficult. 

If  violence  continues  to  mount  in  Israel,  how  might  Ne- 
tanyahu deal  with  it?  He  would  likely  take  an  even  tougher 
line  than  Barak  toward  the  Palestinians,  striking  back  hard 
against  terrorist  attacks.  Some  fear  the  conflagration  could 
spread  to  other  countries,  such  as  Syria.  "The  biggest  issue  is 
the  potential  for  a  large-scale  war,"  says  Eliot  A.  Cohen,  an 
Israel  expert  at  Johns  Hopkins'  School  of  Advanced  Inter- 
national Studies.  So  far,  the  region  has  escaped  that  cata- 
strophe, but  a  major  setback  may  be  around  the  corner. 

By  Stanley  Reed  in  London,  with  Neal  Sandler  in 
Jerusalem  ayid  Stan  Crock  in  Washiyigton 


GLOBAL  WRAPUP 


HASING  THAI  VOTE  CORRUPTION 


Election  officials  in  Thailand  are  al- 
iady  investigating  hundreds  of  com- 
aints  of  vote  buying  in  parliamentary 
ections  scheduled  for  Jan.  6.  That's  in 
5eping  with  the  country's  1997  consti- 
ition,  which  was  aimed  at  cleaning  up 
le  country's  notoriously  dirty  politics. 
The  irony  is  that  the  favorite  in  the 
action,  telecom  tycoon  Thaksin  Shi- 
iwatra,  52,  is  himself  in  danger  of  be- 
g  indicted.  The  National  Counter 
orruption  Commission  is  probing  him 
r  concealing  his  holdings  in  17  com- 


panies worth  $14.9  million  in  declara- 
tions made  during  a  brief  stint  as 
deputy  prime  minister  in  1997. 
Thaksin  denies  any  wrongdoing. 

He  will  probably  get  a  chance  to  sit 
in  the  prime  minister's  chair  in  any 
case.  His  Thai  Rak  Thai  (Thais  Love 
Thais)  party,  which  he  founded  two 
years  ago,  is  leading  Prime  Minister 
Chuan  Leekpai's  Democrats  in  public 
opinion  polls  by  a  20-point  margin. 
That's  largely  because  voters  are  re- 
sponding favorably  to  Thaksin's  pledge 
to  boost  spending  to  pump  up  the 
economy,  which  is  growing  at  only 


4.5%  compared  with  double-digit 
growth  before  the  1997  collapse.  And 
Thais  are  tired  of  Chuan's  focus  on  fis- 
cal austerity  and  bank  restioicturing — 
requirements  of  the  International  Mon- 
etary Fund. 

Officials  say  that  Thaksin,  who 
made  his  fortune  in  mobile  phones,  is 
unlikely  to  be  indicted  before  the  elec- 
tions. But  if  he  is  later  convicted,  he 
would  be  barred  from  holding  public 
office  for  five  years.  Thaksin  vows  to 
stay  involved  in  his  party,  even  if  in 
the  end  it's  from  the  sidelines. 

By  Frederik  Balfour  in  Hong  Kong 
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SAMSUNG  DIGITa;. 

everyone's  invited 


For  over  two  of  the  world's  six  billion  people,  access  to  modern  health  care  is  just  a  dream. 
But  with  Samsung,  a  new  digital  day  is  dawning.  In  communications,  computing,  home  entertainment, 
appliances,  and  the  semiconductors  that  make  them  all  possible,  we're  putting  innovation 

and  digital  technology  to  work  in  ways  that  are  making  life  easier,  richer,  and  more  enjoyable. 
Like  empowering  advances  in  telemedicine  to  help  deliver  the  most  advanced  medical  care  available  anywhere  on  the  plani 
You  see,  at  Samsung,  we  measure  our  success  by  how  well  we  help  the  world  succeed. 
And  that's  a  realit)'  that'll  make  tomorrow  a  healthier  place  for  all. 
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BusinessWeek  Investor 


Where  To 


Winning  Strategies  for  a  Tougher  Market 


Introduction 


The  economy  is  slowing.  Tech  stocks  are  in  the 
tank.  Profits  are  harder  to  come  by.  Sure, 
investing  is  tougher  these  days.  But 
there  are  lots  of  bright  spots  even 
in  this  environment       PAGE  64 


The  Framework 

Brrr.  Suddenly,  the 
economic  climate  isn't  so 
balmy.  And  v^^hile  no  one 
is  predicting  an  outright 
recession,  most  forecasters 
believe  the  risks  to  growth 
are  rising  PAGE  66 

Strategies 
For  Stocks 


'  Out  with  the  New  Economy  >i||^^^ 

i  and  in  vdth  the  Old?  From  scary     ^^H| 
I  high-tech  issues  to  solid  small-caps 
'  to  tricky  global  stocks,  here's  the 
I  revised  game  plan  PAGE  72 


The  Investment  Spectrum 

Hold  on  to  your  prospectuses — big-cap  growth 
and  tech  mutual  funds  are  out,  and  value  funds 
are  in.  Meanwhile,  bonds  could  pay  off— or 

blow  up  in  your  face — and  art  is  an 
iffy  proposition  PAGE  124 

The  Investment 
Scoreboard 

Nine  hundred  companies, 

24  industries,  and  a 

wealth  of  data — in 

other  words,  just 

what  you  need  to 

make  AAriser  choices 

PAGE  136 

Plus... 


Our  two  regular  features: 
The  Barker 
Portfolio  PAGE  180 

Inside  Wall 
Street  PAGE  187 
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Smarter  Bets 
For  Tougher  Times 

Markets  will  actually  improve  in  2001 — hut  you  have  to  know  where  to  look 


BY  MIKE  McNAMEE 


Shell-shocked  investors  can  be  forgiven  for  won- 
dering: Where  do  we  go  now?  The  economy's 
slowing,  the  political  outlook  is  cloudy,  and  the 
bull  market  that  turned  the  most  casual  stock- 
picker  into  King  Midas  is  gone,  gone,  gone.  Last 
year's  winners  are  today's  biggest  losers.  Tech 
stocks?  Down  28.5%  in  2000.  Telecoms?  Off 
32.8%.  The  winners  of  2000:  utilities,  health  care,  and  fi- 
nance. How  dull  can  you  get? 

Well,  take  heart.  Markets  will  be  looking  up  in 
2001 — provided  you  know  where  to  look  for  gains.  For- 
tunately, you're  holding  the  road  map  in  your  hands.  In 

the  70  pages  of  business  week's  annual  Invest- 
ment Outlook,  you'll  find  overlooked  opportunities 
for  investors  willing  to  brave  today's  challenging 
markets.  We'U  steer  you  toward  industries  you've 
ignored — and  to  bright  spots  in  beaten-down 
sectors. 

No  doubt  about  it:  Invest- 
ing's  tougher  now  than  it  was 
two  years  ago.  But  the  out- 
look isn't  as  bleak  as  2000's 
plunging  Nasdaq  or  roller- 
coaster  Dow  might  make  it 
seem.  The  U.  S.  economy  is  ba- 
sically healthy:  The  54  econo- 
mists in  our  annual  survey 
predict  3.1%  grovd^h  in  2001,  a 
slightly  rosier  view  than  busi- 
ness week's  own  daring  duo 
offer  (page  66).  Nervous  in- 
vestors may  fret  about  dooms- 
day scenarios  built  around 
soaring  oil  prices  or  a  dollar  in  free  fall.  But  Fed- 
eral Reserve  Chairman  Alan  Greenspan  is  stand- 
ing guard  against  a  downturn.  And  while  Presi- 
dent-elect George  W.  Bush  will  have  to  move 
cautiously  in  a  fractured  Washington,  investors 
can  look  forward  to  modest  tax  cuts. 

Wall  Street's  bulls  are  counting  on  Fed  rate 
cuts  to  power  a  broad  rally  (page  72).  Main 
Street's  investors  don't  agree:  Only  32%  of  re- 
spondents to  the  annual  BW/Harris  Poll  of  In- 
vestors think  stocks  will  rise  in  2001,  the  most 


What  to  Watch 


Gems  can  be 
found  in  overlooked 

industries,  in 

small-  and  mid-cap 

stocks,  and  even  in 

the  tech  rubble 


bearish  result  in  five  years  (page  78).  Inste: 
investors  are  counting  on  their  own  skill  as  si 
pickers:  79%  say  they  can  beat  the  market, 

Where  to  look?  One  strategy  with  gr 
promise  calls  for  buying  nontech  growth  sto 
and  stocks  in  the  small-  to  mid-capitalizat: 
range  (page  72).  Small-  and  mid-caps  have  ne 
recovered  from  the  1998  global  crisis — and  m; 
are  bargains  (page  90).  Some  of  the  best 
ues,  small  or  large,  are  in  the  Old  Econo 
where  deregulation  and  judicious  use  of  te 
nology  are  bringing  new  zip  to  industrial 
service  businesses  (page  84).  For  investors  loi 
ing  abroad  to  diversify,  European  shares 
more  likely  to  rally  than  those  in  Asia  or  La] 
America  (page  102  to  page  106). 

Despite  the  40%  drop  from  Nasdaq's  Mai 
peak,    you    can't    write    off  the    tech    sect 
Software  writers  and  makers  of  data-stor 
gear  should  thrive  (page  80).  There  are  e 
dot-com  gems  to  be  found  among  Web-hosti 
and  Net-security  providers  (page  98). 

If  this  all  soimds  too  ta: 
there's  still  a  sector  t 
promises  dot-com-style  thr 
and  spills.  Biotech  shares  r 
and  plunge — ^but  promise  hu 
long-term  rewards,  with  3 
new  therapies  in  clinical  tri 
and  the  cash  to  see  those  pn 
ucts  to  market  (page  86) 


the  ultimate  in  white-knud 
investing,  you  can  run  with  t 
short  sellers,  with  our  list 
the  stocks  that  bears  love 
hate  (page  108). 

The  one  thing  we  learn 
in  2000  is  that  there  are  no  guarantees.  T 
"sure  bets"  of  the  '90s  bull  market  are 
biggest  flops  of  the  new  millennium.  Investing 
day  takes  research,  insight — and  guts.  With  tl 
guide,  BUSINESS  week  is  giving  you  two  out 
three.  Not  a  bad  start  for  the  year  ahead. 


BusiuessWeekOiiliiK 


For  more  investment  coverage,  and  advice  from  Standa  r- 
&  Poor's,  go  to  www.businessweek.com/investor/ 
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The  Framework 


The  Economy 


I 


Will  the  Slowdown 
Become  a  Slump: 

A  ''growth  recession"  might  feel  like  one 


9 


BY  JAMES  C.  COOPER 

AND 

KATHLEEN  MAOiGAN 


T 


emperance  is  a  painful  adjustment  after  a 
two-year  binge.  For  the  investors,  busi- 
nesses, and  households  that  thought  5% 
economic  growth  was  just  part  of  the  joy 
of  the  New  Economy,  2001  will  usher  in  a 
sobering  reality. 
It's  a  classic  case  of  the  Federal  Reserve  tak- 
ing away  the  punch  bowl.  The  Fed's  six  hikes  in 
interest  rates,  totaling  IK  points,  have  resulted  in 
tighter  credit  markets,  slumping  stock  prices, 
and  pickier  banks,  so  much  so  that  on  Dec.  5, 
Fed  Chairman  Alan  Greenspan  suggested  that 
some  easing  might  be  needed.  Even  so,  the  more 
restrictive  financial 
conditions  already 
in   place   will   curb 


m 


m 

m 


mi 


spending  by  both  consumers  and  business 
slowing  2001  economic  growth  to  3.1%,  m 
sured  by  real  gross  domestic  product. 

That's  the  average  projection  of  54  of  the 
tion's  business  economists,  as  surveyed  by  Bl    jj!".' 
NESS  WEEK,  and  it's  only  a  shade  above  the  ""^ 
pectation  of  the  fearless  forecasters  here  at 
magazine  (table).  No  one  is  forecasting  an  c 
right  recession,  although  most  admit  that 
risks  to  growth  are  rising.  The  chief  concerns 
broad  plunge  in  stock  prices,  another  jump  in 
prices,  a  credit  crunch,  or  a  swooning  dollar. 

"We  may  be  at  the  onset  of  the  first  'gro'\fc[8i 
recession'  of  the  New  Economy  era,"  says  Jos( 
Liro  of  Stone  &  McCarthy  Research  Associal 
That  means  a  period  of  slower  growth  at  a  r  ^ 
below  the  economy's  long-term  trend,  caus  ^"'^^ 
the  unemployment  rate  to  rise.  A  slowdowr  ""' 
not  a  slump,  but  most  forecasters  agree  t  *''' 
people  face  a  tough  slog  adapting  to  a  perioc  **■ 
diminished  expectations  and  increased  risk- 
very  different  climate  compared  with  the  p  'Zl 
few  years.  However,  as  Liro  adds,  "coming 
several  years  of  robust  growth,  the  perceptior 
the  slowdown  vdll  be  worse  than  the  reality. 

The  adjustment  by  consumers  will  have  a 
impact.  Pumped  up  by  unprecedented  wea    iSl 
gains,  consumer  spending  has  grown  at  a  5. 
annual  rate  for  the  past  two  years,  more  tl 
two  percentage  points  faster  than  aftertax 
come,  and  contributed  84%  of  real  GDP  gravAX   HBk 
1999  and  nearly  90%  throi 
three    quarters    of    20 
"With    the    wealth    eff 
now  neutralized,  consuri 
spending  is  likely  to  gr 
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PERCENT  CHANGE  IN  REAL 

REAL 

CONSUMER 

FEDERAL 

10-YR,  TREASURY 

JOBLESS 

GROSS  DOMESTIC  PRODUCT 

GDP 

PRICES 

FUNDS  RATE 

YIELD 

RATE 

2001 

PERCENT  CHANGE 
IV  Q  2000  TO  IV  0  2001 

2001 
IVQ 

2001 
IVQ 

2001 
IVQ 

1 

II 

III 

IV 

E  RIZZO  Maria  Fiorini  Ramirez 

4.5 

4.3 

4.3 

4.3 

4.3 

2.5 

6.50 

6.80 

3.9 

ICHAELIS  Weyerhaeuser 

4.5 

4.5 

3.6 

3.2 

4.0 

3.5 

7.20 

6.10 

4.1 

1  "A.  BRUSCA  Ecobest  Consulting 

3.0 

3.7 

4.4 

4.4 

3.9 

2.2 

7.00 

5,80 

4.1 

.  LITTMANN  Comerica  Bank 

3.7 

3.7 

3.9 

4.0 

3.9 

2.1 

6.00 

5,80 

4.2 

^  KVOMK  Bank  One 

4.4 

3.1 

3.7 

4.5 

3.9 

2.6 

7.00 

6,60 

3.8 

■  INACO  lERF  /  University  of  IVIafyland 

2.8 

3.9 

4.1 

4.2 

3.8 

2.1 

6.00 

5,80 

4.3 

1  E.  LAUFENBERG  American  Express 

4.5 

4.0 

3.8 

2.7 

3.7 

3.2 

6.50 

6,00 

4.2 

3.0 

4.0 

4.0 

4.0 

3.7 

2.2 

6,50 

5,85 

4.3 

1  WGELL  Bear  Stearns 

3.0 

3.0 

4.0 

4.5 

3.6 

1.5 

6,00 

5,60 

4.1 

iNSKI  Moody's  Investors  Service 

3.4 

4.0 

3.0 

3.8 

3.6 

3.0 

6,00 

6,00 

4.0 

DICLEMENTE  Salomon  Smith  Barney 

2.5 

3.0 

4.0 

4.5 

3.5 

2.3 

6,00 

5,40 

4.3 

i  iRL  Swiss  Re 

3.6 

3.3 

3.4 

3.5 

3.5 

2.1 

6,00 

6,20 

3.8 

1  )PHER  LOW  First  Tennessee  Capital  Markets 

1.6 

4.0 

4,3 

4.3 

3.5 

3.0 

6,00 

5,40 

4.0 

i  ilEINBERG  Merrill  Lynch 

3.0 

3.3 

3.7 

3.8 

3.5 

1.8 

6,00 

5.70 

4.4 

NTINE  G.  SORAS  Andrew.  Alexander,  Wise 

2.9 

3.1 

3.7 

4.1 

3.4 

2.3 

6,38 

5,81 

4.0 

I  L  R.  ENGLUND  Standard  &  Poor's  MMS 

4.0 

2.2 

3.2 

4.0 

3.3 

2.4 

6,25 

5,60 

4.1 

lANG  Federal  Express 

3.4 

3.0 

3.2 

3.5 

3.3 

3.0 

6,30 

5,90 

4.3 

1  LMORAN  Daiwa  Securities  America 

3.3 

3.4 

3.1 

3.2 

3.3 

2.3 

6,00 

5,60 

4.7 

L  R.  PASLAWSKYJ  The  CIT  Group 

3.2 

3.0 

3.4 

3.6 

3.3 

1.6 

5,75 

5,50 

4.3 

RICCHIUTOABNAMRO 

3.1 

2.9 

3.4 

3.7 

3.3 

1.9 

6,00 

5,30 

4.7 

)  YAMARONE  Argus  Research  Company 

3.4 

3.2 

4.2 

2.4 

3.3 

2.9 

6,00 

5,65 

4.1 

1  PHEROSON  High  Frequency  Economics 

4.0 

3.0 

2.5 

3.5 

3.2 

2.4 

6,00 

5.50 

4.5 

i  .  BERSON  Fannie  Mae 

3.0 

3.1 

3.0 

3.3 

3.1 

2.5 

6,50 

5.74 

4.2 

)  J.  DEKASER  National  City 

3.2 

3.2 

2.9 

3.1 

3.1 

2.4 

6,45 

6.18 

4.7 

)GAN  Dresdner  Kleinwort  Benson 

2.3 

2.7 

3.3 

3.9 

3.1 

2.4 

5,75 

5.61 

4.4 

INDI  Economy.com 

2.8 

3.0 

3.3 

3.5 

3.1 

2.4 

6,00 

6.10 

4.5 

•MEY  John  Hancock  Financial  Services 

2.7 

2.8 

3.0 

3.3 

3.0 

2.6 

6,50 

5,50 

4.2 

OOPER  &  KATHLEEN  MADIGAN  Business  Week 

2.7 

3.0 

3.0 

3.2 

3.0 

2.5 

6,50 

6,20 

4.5 

S.  HOFFMAN  PNC  Financial  Services 

2.5 

2.8 

3.0 

3.7 

3.0 

2.6 

5.90 

5,40 

4.2 

LIRO  Stone  &  McCarthy  Research 

" 

2.2 

3.2 

2.3 

4.3 

3.0 

2.7 

6.00 

5,20 

4.8 

McGEE  Tokai  Bank 

2.8 

3.1 

3.0 

3.0 

3.0 

3.0 

5.50 

6,00 

4.4 

?R  First  Union 

3.0 

2.8 

3.2 

3.1 

3.0 

2.7 

6.50 

5,60 

4.2 

1 D.  RIPPE  Prudential  Securities 

3.0 

3.1 

2.9 

2.8 

3.0 

2.8 

6.25 

5,80 

4.3 

.  BLITZER  Standard  &  Poor's 

2.4 

2.8 

3.2 

3.4 

2.9 

1.7 

6,00 

5.50 

4.6 

1  GALLAGHER  SG  Cowen 

3.4 

2.9 

2.5 

2.5 

2.9 

2.4 

5,90 

5.40 

4.1 

ILER  The  Conference  Board 

5.4 

1.8 

4.1 

0.4 

2.9 

2.2 

7,40 

6.10 

4.3 

.  P.  NIEMIRA  Bank  of  Tokyo-Mitsubishi 

2.4 

3.1 

2.8 

3.3 

2.9 

2.5 

6,30 

5.50 

4.3 

ILL  Bank  of  Montreal  /  Harris  Bank 

3,0 

2.8 

2.7 

3.2 

2.9 

2.7 

6,50 

6.20 

4.4 

NAI  Decision  Economics 

3.1 

2.7 

2.5 

3.0 

2.9 

2.5 

6,00 

4.79 

4.7 

5S  CSFB 

2.2 

2.3 

3.3 

3.6 

2.9 

2.5 

5,75 

5.40 

4.5 

W.  SYNNOn  U.S.  Trust 

2.9 

2.7 

2.7 

3.2 

2.9 

3.0 

6,00 

6.00 

4.4 

P.  CAREY  Credit  Lyonnais 

2.5 

2.7 

2.8 

3.2 

2.8 

2.7 

6,00 

5.50 

4.2 

H.  CHANDROSS  HSBC  Bank  USA 

2.1 

2.6 

3.2 

3.5 

2.8 

2.5 

6,00 

5.70 

4.8 

<S  Huntington  National  Bank 

2.5 

2.5 

3.0 

3.5 

2.8 

2.5 

6,00 

6.23 

4.2 

ARRIS  UBS  Warburg 

2.0 

2.5 

3.3 

3.3 

2.8 

2.5 

6.00 

5.70 

4.5 

LAND  ClearView  Economics 

2.2 

2.4 

2.5 

4.0 

2.8 

2.4 

5,64 

5.17 

4.4 

iKKEN  &  CHRIS  VARVARES  Macroeconomic  Advisers 

2.5 

2.6 

2.8 

3.2 

2.8 

2.6 

6,50 

5.63 

4.3 

.SLER  Nomura  Securities 

2.0 

2.7 

3.1 

3.5 

2.8 

2.0 

6,00 

5.35 

4.8 

:NCE  YUN  National  Association  of  Realtors 

2.5 

2.6 

2.8 

3.4 

2.8 

2.5 

6,25 

5.60 

4.3 

SHROUDS  DuPont 

2.3 

2.6 

2.8 

2.9 

2.6 

2.5 

6,00 

6.00 

4.3 

ilN  SOHN  Wells  Fargo 

2.3 

2.5 

2.7 

3.0 

2.6 

2.5 

6,50 

5.40 

4.7 

"ARDFF  Naroff  Economic  Advisors 

1.7 

1.1 

3.2 

3.5 

2.5 

2.1 

5,75 

5.70 

4.3 

iC.  DUDLEY  Goldman  Sachs 

1.5 

2.3 

2.7 

3.0 

2.4 

2.5 

5,75 

5.50 

4.5 

llULSEN  Wells  Capital  Management 

1.80 

1.0 

1.5 

2.0 

1.7 

2.0 

5.00 

5.10 

4.9 

UUS 

2.9% 

3.0% 

3.2% 

3.4% 

3.1% 

2.5% 

6.2% 

5.7% 

4.3% 
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more  closely  in  line  with  income,  which  I  think 
will  be  about  3%,"  says  Richard  D.  Rippe  at 
Prudential  Securities  Inc.  Although  the  labor 
markets  will  loosen  up  a  bit,  the  jobless  rate  is 
generally  expected  to  rise  to  only  4.3%,  hardly 
enough  to  dent  income  growth  by  very  much. 

Capital  spending  by  businesses,  especially 
for  high  tech,  also  will  play  a  crucial 
role  in  the  slowdown.  But  despite  the 
outlook  for  slower  demand,  tighter 
financial  conditions,  and  softer 
profit  growth,  no  one  expects 
business  investment  to  collapse. 
The  folding  of  many  dot-coms  and 
other  tech  companies,  plus  a  ta- 
pering off  of  the  breakneck  pace 
of  tech  growth,  will  be  felt. 
But  as  Greenspan  said  on  Dec. 
5:  "The  orders  and  output 
surge  this  past  year  in  a 
number  of  high-technolo- 
gy industries,  amounting 
in  some  cases  to  50%  and 


AGobalViewof2001 

REAL  GDP 
PERCENT  CHANGE 

1999       2000        2001 

CPI 
PERCENT  CHANGE 

1999       2000          2001 

1999 

EXCHANGE  RATE 
UNITS  PER  U.S.  $* 

2000                2001 

CANADA 

4.5 

4.8 

3.4 

1.7 

2.7 

2.4 

1.48 

1.51 

1.45 

MEXICO 

3.7 

6.9 

4.6 

12.3 

9.1 

8.2 

9.45 

9.52 

10.14 

BRAZIL 

1.0 

3.8 

4.2 

8.9 

6.7 

5.2 

1.88 

1.92 

1.90 

EURO  ZONE 

2.4 

3.4 

3.1 

1.1 

2.2 

2.0 

1.00 

0.89 

0.98 

BRITAIN 

2.1 

3.0 

2.6 

2.3 

2.5 

2.5 

1.61 

1.44 

1.52 

JAPAN 

0.8 

1.8 

2.1 

-0.3 

-0.6 

0.1 

102.20 

107.10 

107.00 

KOREA 

'Britain  and  Euro 

10.7      8.7 

wne  are  U.S.  $  per  unit 

5.8 

0.8 

Exchange  rates 

2.1 

are  end  of 

2.8 

year 

1150.00    1168.00   1130.00 

DATA:  BLUE  CHIP  ECONOMIC  INDICATORS 

including  the  prices  of  gold  and  nonoil  commc 
ties,  bond  yields,  inflation  expectations,  the  y: 
curve,  and  money  gi'owth,  all  suggest  that  in 
tion  remains  in  check,"  says  Jim  Coons  of  Hi 
ington  National  Bank  in  Columbus,  Ohio.  In  f 
ticular,  the  forecasters  are  betting  that  oil  pri 
have  peaked,  and  that  overall  inflation,  m 
sured  by  the  consumer  price  index,  ' 
fall  by  a  percentage  point  by  the 
of  2001,  to  2.5%. 

However,  core  inflation,  which 

eludes  energy  and  food,  may  well  cr( 

higher,  as  it  did  throughout  2000,  reflect 

^      faster-rising  service  prices,  especi 

V  for  housing  and  medical  care.  Chri^ 

pher  Low  of  First  Tennessee  Cap 

Markets  isn't  worried.  "We  saw 

same  kind  of  uptick  in  core  inflatioi 

1995,    after   the    econo 

overheated  in  1994, 

says.   "But  once 

Fed  reined  in  groi^ 

inflation   came   b# 

under  control." 

The  problem  for 
Fed  is  that  labor  ni 
kets  are  far  tigh 
now  than  they  wi 
then,  when  the  un^ 
ployment  rate 
5.5%.  Although 
risk   of  overly   w( 


The  trade  deficit, 
oil  prices,  and 
the  stock  marl(et 
are  danger  points 
in  a  vulnerable 
iiconomy 


more,  was  not  sustainable  even  in  the  more  op- 
timistic New  Economy  scenarios." 

Long-term  structural  forces  still  support  tech 
spending.  "Competitive  pressures  and  ever-short- 
ening product  cycles  will  continue  to  demand 
healthy  rates  of  investment  spending  over  the 
next  few  years,"  says  Michael  R  Carey  at  Cred- 
it Lyonnais.  Stephen  Slifer  at  Lehman  Broth- 
ers Inc.  is  more  blunt,  saying:  "The  firm  that 
does  not  spend  money  on  technology  will,  before 
long,  be  out  of  business."  All  this  means  that  the 
upshift  in  the  long-term  growth  rate  of  produc- 
tivity will  remain  in  place. 

The  short  run,  however,  is  where  the  outlook 
gets  tricky.  As  the  economy  slows,  productivity 
will  slow  as  well,  even  as  labor  compensation 
continues  to  grow  rapidly.  "If  compensation 
doesn't  slow  commensurately,  then  businesses 
will  either  raise  prices  more  aggressively  or 
their  profit  margins  and  stock  prices  will  erode," 
says  Mark  M.  Zandi  of  Economy.com  Inc.  Ei- 
ther way,  the  economy's  performance  will  suffer. 

Most  forecasters  believe  that  slower  growth 
and  stiff  competition  will  restrain  prices  at  the 
expense  of  profits.  "Leading  indicators  of  inflation. 


growth  in  com 
quarters  has  risen, 
risk  of  rising  inflat 
still  has  not  eo 
down.  While  most  fc 
casters  expect  one 
two  quarter-point  c 
in  the  federal-fu# 
rate  in  2001,  28% 
pect  no  cut  or  further  hikes. 

For  2001,  at  least,  the  Fed  will  retain 
policy  fif-eedom  it  has  enjoyed  in  recent  yes 
without  the  comphcation  of  big  tax  and  spend 
initiatives  from  the  new  White  House  and  C 
gress.  "No  passage  of  tax  legislation  would 
possible  before  the  summer  recess  in  Augi 
and  very  likely  not  until  late  2001  or  early  20( 
says  Allen  Sinai  of  Decision  Economics  I 
Moreover,  economists  agree  that  the  Fed  ^ 
not  alter  policy  based  on  uncertain  legislat 
prospects.  If  the  Administration  does  cai 
through  with  a  new  tax-cutting  and  spend 
agenda,  Sinai  believes  the  financial  market  re 
tions  will  be  "negative  in  fixed  income,  posit 
for  stocks,  and  positive  for  the  dollar." 

Of  course,  increased  globalization  will  a 
play  a  key  role  in  the  outlook.  Slower  growth 
Europe  and  Asia  will  limit  U.S.  export  grov 
(table),  but  foreign  shipments  should  not  grow 
much  less  than  the  expected  9%<  pace  in  20 
buoyed  especially  by  ex[)orts  of  capital  eqt 
ment.  "The  U.S.  will  retain  a  large  comparat 
advantage  in  the  high-tech  sector,  even  if 
mestic  demand  slows,"  says  Michael  R.  Engk 


68  BUSINESS  WEEK  /  DECEMBER  25,  2000 


-Imsini-ss  soflwun- 


\J 


r\ 


Q 


r-\ 


Q 


CD 


B 


I 


It's  a  different  kind  of  world. 

You  need  a  different  kind  of  software. 


WebSphere™  is  the  broadest,  most  powerful  e-business  software  platform 

available.  It  helps  you  integrate  with  your  customers  and  suppliers,  grow  as  your 

e-business  prospers  and  personalize  each  user's  experience.  WebSphere  is  part  of  the  IBM  portfolio  of  e-business 

software  that  includes  Lotus,'  Tivoli"  and  DB2."  To  learn  more  about  WebSphere  and  to  get  a  free  copy  of  the 

Patricia  Seybold  Group  report,  "How  to  Succeed  @  e-business,"  visit  us  at  ibm.com/websphere/discover2 
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of  Standard  &  Poor's  MMS.  But  while  U.  S.  import 
gi-owth  will  cool  from  about  12%  in  2000,  that 
will  not  be  sufficient  to  prevent  a  further  widen- 
ing in  the  trade  deficit. 

Therein  lies  one  of  several  risks  for  2001:  The 
trade  deficit — and  the  ever-growing  external  fi- 
nancial obligations  that  come  with  it — could  un- 
wind faster  than  the  markets  can  smoothly  ac- 
commodate, especially  if  the  U.  S.  economy 
weakens  more  than  expected.  "This  could  lead  to 
capital  flight  from  the  U.  S.,  a  sharp  depreciation 
in  the  dollar,  and  more  complications  for  Fed 
policy,"  says  Diane  Swonk  of  Bank  One  Corp. 

Another  risk:  A  spike  in  oil  prices,  to  $45  or 
$50  per  barrel,  could  hit  hard  in  a  more  vulner- 
able economy.  However,  OPEC  would  find  that 
level  tougher  to  hold  amid  slower  world  growth. 
A  credit  crunch  is  also  a  threat,  although,  as 


Bill  Cheney  at  John  Hancock  Financial  Servi 
says:  "That's  something  that  the  Fed  can  read 
on  a  dime  as  soon  as  it's  really  visible." 

But  perhaps  the  biggest  danger  in  the  outl( 
is  the  stock  market — and  not  just  the  tech-lac 
Nasdaq.  Stock  prices  have  never  in  the  pc 
war  period  played  such  a  large  role  in  del 
mining  demand  by  consumers  and  business 
especially  through  the  wealth  effect  on  consur 
spending.  The  threat  is  a  potentially  vicious  cj 
in  which  slower  growth  cuts  into  earnings 
pectations,  which  hit  stock  prices,  further  erod 
growth  and  earnings  expectations,  and  so 
That's  a  recipe  for  a  serious  recession. 

Still,  the  forecasters  are  optimistic  t 
Greenspan  &  Co.  will  keep  things  moving  aid 
So  don't  worry — ^2001  won't  be  a  funeral,  but 
can  put  away  those  party  hats  for  a  while. 


'On  the  Money'  in  More  Ways  than  One 


Forecasting  the  2000  econo- 
my was  tough  for  econo- 
mists. Growth  was  stronger 
than  anyone  expected,  and 
most  economists  missed  the 
runup  in  inflation  to  above  3%. 

Most,  but  not  all.  Robert 
"Tim"  McGee,  the  chief  U.S.  fi- 
nancial market  economist  in 
New  York  for  Japan's  Tokai 
Bank,  correctly  forecast  a  gain 
in  consumer  prices  even  though 
the  consensus  view  called  for  a 
drop  in  inflation.  And  his  bet 
on  rising  inflation  meant  that 
McGee  correctly  foresaw  more 
Federal  Reserve  tightening. 
Daniel  Laufenberg  of  American 
Express,  Richard  Bemer  of 
Morgan  Stanley  Dean  Witter, 
and  Stephen  Gallagher  of  SG 
Cowen  were  also  close  to  the 

mark.  BUSINESS  week's  own  

economists  round  out  the  top  five. 

McGee's  forecast  could  best  be  de- 
scribed as  "right  on  the  money"  be- 
cause he  watches  the  monetary  data 
to  determine  his  economic  views.  As 
a  monetarist,  he  based  his  2000  out- 
look partly  on  the  inverted  yield 
curve  when  short-term  interest  rates 
are  uncharacteristically  higher  than 
long-term  ones.  He  also  looked  at 
monetary  policy  as  far  back  as  1998, 
when  the  Fed  had  to  deal  with  signs 
of  deflation  and  the  financial  woes  of 
Long-Term  Capital  Management  and 
Russia.  Back  then,  "Greenspan 
turned  policy  to  be  more  accommoda- 


The  monetarist's  2000  outlook  was  accurate 


tive,"  says  the  50-year-old  McGee, 
"and  the  aggressive  easing  started 
the  reflation  process."  And  because 
"inflation  is  a  long-term,  slow-moving 
process,"  McGee  expected  prices  to 
keep  moving  up  in  2000  even  as  the 
Fed  hiked  the  federal  funds  rates 
from  5.5%  to  6.5%. 
SOFT  LANDING.  So  what  does  the 
Montclair  (N.J)  resident  see  in  his 
tea  leaves  for  2001?  First,  he  expects 
a  year  of  3%  economic  growth,  right 
near  the  consensus:  "It's  a  soft, 
rather  than  hard,  landing,"  he  ex- 
plains, "because  the  U.S.  has  a 
reservoir  of  stimulus,"  including  the 


huge  government  surplus  that 
can  be  used  for  a  tax  cut.  He 
also  sees  the  Fed  cutting 
short-term  interest  rates  by  a 
full  percentage  point  by  the 
end  of  2001,  but  bond  yields 
will  edge  higher.  Why  the  dif- 
ference? McGee  thinks  that  al- 
though falling  energy  prices 
bring  down  overall  inflation, 
the  core  inflation  rate,  which 
excludes  prices  for  food  and 
fuel,  will  edge  up  because  of 
increasing  service  prices.  The 
bond  market  will  reflect  higher 
inflation  expectations. 

Normally  reticent,  the  Vir- 
ginia native  can  be  quite  loqua- 
cious when  discussing  the 
virtues  of  monetarism,  the 
school  of  economics  that  bases 
the  outlook  for  price  trends  and 

growth  on  monetary  data.  He  is 

equally  ardent  about  Greenspan  & 
Co.'s  need  for  vigilance.  "The  Fed's 
commitment  to  price  stability  has 
been  the  linchpin  of  the  economy's 
stellar  performance,"  he  says.  "If  we 
let  inflation  creep  up,  we  might  under- 
mine the  good  times  we've  enjoyed." 
So  let  others  dissect  wage  growth 
or  capacity  utilization  rates.  Tim 
McGee  will  continue  to  scan  the 
monetary  numbers  for  insights  into 
the  economy's  growth  rate  and  infla- 
tion. As  his  2000  forecast  proves, 
watching  the  money  can  be  a  savvy 
strategy  for  forecasting. 
By  Kathleen  Madigan  in  New  York 
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Arm  your  company  with  superior  accessibility  to  a  business  environment  that's 

quickly  going  mobile,  with  the  WebSphere™  software  platform  for  e-business. 

It  can  translate  Web  content  to  a  variety  of  wireless  devices,  like  PDAs  and  smart  phones.  WebSphere  and 

Lotus*  Domino™ give  you  the  ability  to  tailor  content  to  every  customer.  WebSphere  is  part  of  the  IBM  portfolio  of 

e-business  software  that  includes  Lotus,  Tivoli*  and  DB2''To  learn  more  about  WebSphere  and  to  get  a  free  copy 

of  the  Patricia  Seybold  Group  report,  "How  to  Succeed  @  e-business"  visit  us  at  ibm.com/websphere/discover2 
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Stock  Market 


Retro  Fashion  for 
The  New  Market 

As  rates  ease,  non-tech  plays  show  promise 


BY  MARCIA 
VICKERS 


BIG  STOCKS,  BIG  LOSSES 


S&P  500 


-20         -10  0  10  20 

■4  PERCENT  LOSS/GAIN  THROUGH  DEC.  8  ► 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 


ew  Year's  salutations  usually 
sound  an  "out  with  the  old,  in 
the  with  the  new"  theme.  But 
for  stock  market  2001,  it  may 
well  be  an  "in  with  the  old,  out 
with  the  new"  kind  of  year. 
The  Nasdaq,  weighted  largely 
with  New  Economy  technology  stocks,  will 
probably  end  2001  flat  or  shghtly  up — better 
than  the  28%  loss  so  far  this  year  but  a  long 
way  from  its  40%  average  annual  returns  of 
the  past  five  years  up  until  March,  and  a  far  cry 
from  the  many  bullish  predictions  on  Wall  Street. 
On  the  other  hand,  the  Standard  &  Poor's  500- 
stock  index,  which  has  a  75%  weighting  in  non- 
tech  and  Old  Economy  stocks,  should  rebound 
and  could  score  a  neat  double-digit  gain.  Sure,  as 
the  economy  continues  to  slow,  earnings  wiU  be  a 
problem  for  many  companies,  and  the  market 
next  year  will  be  tough.  But  there's  good  news 
on  the  horizon:  an  easing  interest-rate  environ- 
ment; oil  prices  that  have  likely  peaked;  and  ac- 
celerating money-supply  growth,  or  increased 
liquidity,  in  the  market. 
JANUARY  RALLY?  Lower  interest  rates  will  more 
than  offset  the  effect  on  stocks  of  a  slowing 
economy  and  dwindling  earnings  growth.  With 
Wall  Street  expecting  the  Fed  to  ease  by  as 
much  as  50  basis  points  by  March,  many  expect 
a  rally  as  early  as  January.  John  L.  Manley  Jr., 
chief  equity  strategist  at  Salomon  Smith  Bar- 
ney, says  the  market  has  been  focused  on  eco- 
nomic deceleration,  overlooking  "the  bright  side 
of  a  slowing  economy — lower  in- 
terest rates." 

Growth  stocks  tend  to  fare 
best  during  the  first  six  months 
of  a  rate-easing  environment,  ac- 
cording to  Edward  Keon  Jr.,  Pru- 
dential Securities  Inc.'s  chief 
quantitative  strategist.  Keon  rec- 
ommends companies  in  what  he 
terms  "growthier"  industries — 
that  is,  areas  that  are  growing 
faster  than  others.  Among  his 
picks:  retailers  Home  Depot,  Wal- 
Mart,  Intimate  Brands,  and  Gaj), 
as  well  as  sectors  such  as  bank 
stocks,  building  supplies,  and  air 


S&P  600  SMAIL-CAP  INDEX 


S&P  400  MID-CAP  INDEX 


freight,  which  also  tend  to  do  best  when  n  «K' 
are  being  cut.  And  although  tech  is  conside  istt 
the  ultimate  in  growth  and  historically  has  h  '••iii« 
efited  from  rate  reductions,  Keon  warns:  ""  flmlf 
may  have  two  strikeouts  and  two  home  rui  'iicai 
That's  because  many  tech  stocks  remain  hig  Jmhi 
valued  and  their  earnings  expectations  contii  !  -i 
to  be  slashed.  Also,  the  sector's  sharp  volatilit;  H'l 
likely  to  worsen. 

Earnings  estimates  for  the  s&P  500  also  c 
tinue  to  be  revised  downward — analysts  f  -akm 
dieted  14.8%  growth  for  2001  in  early  Octol  ?wi 
vs.  10.6%  now,  according  to  First  Call  Co  ('mc 
the  earnings  research  firm.  First  Call  expt  »tiilii 
more  negative  earnings  warnings  Irom  compai  in  am 
in  early  January.  But  tech  stocks  in  partial  W,i 
will  continue  to  be  hit  the  hardest.  In  early  miii 
tober,  tech  earnings  were  expected  to  incre  iinli.i 
24%  next  year;  now  forecasts  are  for  only  1  »ia!|i 
growth.  And  investors  likely  will  continue  I'Hili 
punish  richly  valued  tech  stocks  with  lower  ei  sim  j 
ings.  "The  magic  is  gone  from  the  Nasdacj.  ^  v,  !<„ 
since  there  are  still  no  overwhelming  val'  smip, 
compelling  investors  to  buy  these  stocks,  it  wr  'r 
be  a  great  place  next  year,"  says  Jeremy  Siei 
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ince  professor  at  the  University  of  Pennsyl- 
lia's  Wharton  School.  The  price-earnings  ratio 
a  12-month  trailing  basis  of  the  Nasdaq  Com- 
iite  Index  is  120.  But  that's  still  much  higher 
n  the  average  over  the  past  five  years  of  92. 
Valuations  for  the  s&P  500  are  a  different  mat- 

"s&p  500  multiples  look  the  most  attractive  in 
lost  two  years,"  says  Christine  Callies,  chief 
3.  investment  strategist  at  Merrill  Lynch  & 

Callies  predicts  the  s&p  will  end  2001  around 
0 — about  22%  higher  than  its  current  level, 
re  good  news  for  the  S&P  500:  Since  the  Nas- 
1  correction  last  March,  the  market  has  con- 
led  to  broaden  as  investors  have  poured  mon- 
into  a  more  diversified  group  of  stocks, 
k  beneficiary  of  this  broadening  has  been 
ill-  and  mid-cap  stocks.  So  far  this  year  the 
'  MidCap  400  index  has  returned  19%;  the 

SmallCap  600  index,  7%.  And  these  stocks, 
,  tend  to  benefit  from  falling  interest  rates, 
•cause  they  have  less  liquidity,  these  stocks 
•rove  the  fastest  and  most  dramatically  in  a 
j-easing  climate,"  says  Steven  G.  DeSanctis, 
;ctor  of  small-cap  research  at  Prudential  Se- 
ities.  And  Goldman,  Sachs  &  Co.  strategist 


Abby  Joseph  Cohen  issued  a  recent  report  laud- 
ing the  relative  valuation  of  smaller  issues  which 
"sets  the  stage  for  solid  price  appreciation." 

It's  not  all  bad  news  for  the  Nasdaq.  Tech 
stocks  will  also  benefit  from  rate  cuts.  And  some 
say  the  index  has  bottomed.  "The  fact  that  techs 
rallied  the  week  following  Intel's  Dec.  7  earnings 
warning  was  a  sign  we're  bottoming,"  says 
Charles  W.  Kadlec,  chief  investment  strategist  for 
Seligman  Advisors  Inc.  Another  sign:  The  equi- 
ty caU/put  ratio,  a  contrarian  market  indicator,  re- 
cently dropped  to  its  lowest  level  since  October, 
1998,  signaling  a  market  upturn. 
GRIDLOCK.  Of  course,  the  election  aftermath 
could  loom  over  the  stock  market  for  much  of 
2001,  as  the  legitimacy  of  whoever  takes  office  is 
called  into  question.  Congressional  gridlock  has 
been  lauded  by  Wall  Street  as  positive  for  the 
market,  because  no  extreme  proposals  from  ei- 
ther party  would  likely  gain  approval,  but  it  still 
means  uncertainty,  which  the  market  hates. 

So  what's  the  best  strategy  for  investors  next 
year?  First,  they  may  want  to  revisit  that  age- 
old  concept  of  diversification.  With  investors  hav- 
ing poured  billions  into  tech  stocks  in  the  past 
two  years,  many  portfolios  are  tech  top-heavy. 
"You  need  different  asset  classes  and  sectors  to 
minimize  volatility.  But  that  doesn't  mean  you 
can't  still  have  a  leaning  toward  grovd;h,"  says 
Russ  Ketron,  a  Novato  (Calif.)  financial  planner 
Some  broad  areas  to  consider:  small-  and  mid-cap 
funds,  equity-income  funds,  and  trusty  S&P  funds. 

In  terms  of  growth  plays,  the  best  strategy  is  to 
look  for  strong,  sustainable  growth  coupled  with 
attractive  valuations.  "Over  the  next  few  years  we 
think  p-e's  will  not  iTse,  so  more  moderately  priced 
growth  stocks  wiU  have  the  advantage,"  says  Mer- 
rill's CaUies.  What  about  those  tech  stocks,  whose 
prices  have  come  down?  No  dice,  says  Callies, 
who  says  memories  of  this  year's  debacle  are  stUl 
fresh.  Seems  like  old  times  again.  D 


Best  Bet 


THINK  SMALL 

Several  analysts  are 
recommending  small- 
and  mid-cap  stocks 
for  2001.  They 
"improve  the  fastest 
and  most 
dramatically  in  a 
rate-easing  climate," 
says  Steven  G. 
DeSanctis  of 
Prudential  Securities 


FOR  THE  RECORD 


Christine  Callies,  chief  U.  S.  Investment  Strategist  at  Merrill  Lynch,  thinks 
the  S&P  500  mil  stage  a  comeback  in  2001. 


ON  MARKET  DIRECTION: 

Because  p-e's  have  im- 
proved so  much,  we  ex- 
pect the  S&P  could  reach 
1720  by  yearend  [of 
2001]. 

ON  INTEREST-RATE  CUTS: 

The  next  rate  cuts  would 
mean  that  market  lead- 
ership would  broaden  or 
rotate.  Expect  a  shift  to 
growth  cyclicals,  includ- 


CHRISTINE  CALLIES 

MfiiTill  Lyiich 

sli'ak'fpsl. 


ing  quality  retailers, 
parts  of  the  communica- 
tions sector,  and  some 
consumer  services. 

ON  TECH: 

We  think  the  Nasdaq  and 
tech  will  come  back  some- 
what. In  addition  to  likely 
rate  cuts,  it  has  overshot 
almost  as  much  on  the 
downside  in  expectations 
as  on  the  upside  this  year. 


"Market  leadership  would  broaden" 
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Why  the  Experts 
Are  Upbeat 

They  see  lower  rates  driving  stock  gains  in  2001 


BY  HEATHER 
TIMMONS 


'!      t._ 


This  year's  roiling  markets  may  have  given 
investors  heartburn,  but  Wall  Street's 
finest  are  calmly  predicting  better  times 
ahead.  According  to  business  week's  sur- 
vey of  40  investment  strategists,  2001 
will  be  a  year  of  controlled  growth.  The 
average  prediction:  a  12%  rise,  to  12,015, 
for  the  Dow  Jones  industrial  average;  a  14% 
rise,  to  1,558,  for  the  Standard  &  Poor's  500- 
stock  index,  and  a  23%  jump  for  the  Nasdaq 
Composite  Index. 

Most  forecasters  believe  that  the  Federal 
Reserve  will  lower  interest  rates  at  some  point 
in  2001.  The  move  will  be  driven  by  a  weak 
first  half,  they  say.  And  thanks  to  the  Fed's 
action,  the  economy  will  finish  the  year  strong. 
"Expectations  are  low  now  and  should  shift  to- 
ward optimism  as  the  year  progresses,"  says 
Clare  W.  Zempel  of  Robert  W.  Baird  &  Co. 
"Recession  will  be  avoided."  Zempel,  in  fact,  is 


the  most  bullish  for  2001,  predicting  a  Dow  "^^ 
13,250  and  an  s&P  of  1,825  by  yearend.  *'*■ 

Nonetheless,  strategists  stress  that  they  d(   ^ 
see  a  return  to  1999's  irrational  exuberar 
"Investors,  hurt  by  2000's  market,  will  be  m    jn^ 
more  valuation-sensitive,"  says  Prudential 
curities   Inc.'s   Greg  A.   Smith,  who  expe 
"growth,  but  at  a  price."  Many  foresee  simil; 
ties  between  the  second  half  of  2000  and 
first  half  of  2001,  as  credit  troubles  affect 
big  commercial  lenders  come  home  to  roost 
ZERO  BOUND?  The  dismal  performance  of 
ternet  stocks  certainly  burned  the  true  beli 
ers.  Last  December,  many  forecasters  predic 
a  volatile  year  for  the  sector,  yet  only  a  fev   ^j^ 
including   Thomas   M.   Galvin   of  Donalds 
Lufkin  &  Jenrette,  George  Egan  of  Spen 
Trask,  and  Thomas  McManus  of  Bank  of  An: 
ica  Securities — were  decidedly  bearish  on 
ternet  issues. 
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But  for  next  year,  expectations  are  glooi  ^ 


Many  foresee  continued  failures  for  all  but 


strongest,  best-recognized  players.  Investing  ^. 
Net  stocks  is  "very  tough  for  mere  morta 
says  McManus.  "Yes,  there  will  be  diamoi 
to  find  among  the  ashes,  but  many  of  th 
stocks  are  still  going  to  zero."  One  lone  c 
trarian,  John  H.  Shaugnessy  of  Advest  Ii  Hu 
says  the  Internet  sector  should  rebound  if  Usg 
Fed  cuts  rates. 

Most  market  watchers,  though,  have  thl 
eyes  on  financial  services,  technology,  and  hes   '«*■ 
care — focusing  on  bargains.  Technology  is  "poi 
for  recovery,"  says  David  A.  Katz  of  Matrix 
visors  Value  Fund.  Katz  picked  ('ompaii  Va 
puter  Corp.  as  his  favorite  for  2001 — beca< 
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s  "selling  at  a  reasonable  valuation."  Finan- 

during  the  year."  His  predictions  for  2001  in- 

ils stand  to  benefit  from  lower  interest  rates. 

clude  a  rebound  in  the  tech  sector  after  valua- 

You may  not  want  to  believe  stockpickers. 

tion  adjustment  and  a  strong  finish  for  the  year. 

fter  all,  few  of  these  gurus  foresaw  that  the 

Strictly  by  the  numbers,  the  investment  team  at 

asdaq  would  plummet  or  that  the  Dow  would 

Jurika  &  Voyles  were  the  big  winners.  The  Oak- 

nd up  lower  at  the  end  of  the  year  than  at  the 

land  (Calif.)  value  investors  nearly  nailed  the 

irt.  Instead,  they  predicted  an  average  8.3% 

Dow's  Dec.  8  close  of  10,719,  and  came  close  on 

.  in  for  the  Dow  and  a  .5%  rise  in  the  Nasdaq. 

both  the  Nasdaq  and  the  s&P. 

id  their  individual  stock  picks  were  even  less 

There  were  some  wild  misses.  Bull  Laszlo 

curate. 

Birinyi  Jr.  of  Deutsche  Bank  Securities  Inc.  pre- 

But there  were  some  good  calls.  A  market 

dicted  a  14,000  Dow.  Bear  George  Jacobson  of 

namics  Cassandra  Award  goes  to  James  M. 

Trevor  Stewart  Burton  &  Jacobson  forecast  an 

jyer  of  Janney  Montgomery  Scott,  who  said  in 

8,800  close.  They  both  were  about  2,000  points 

it  year's  survey:  "Excessive  speculation  will 

off.  Jacobson  again  is  bearish,  predicting  that 

id  to  a  10*^  to  207('  correction  at  some  point 

the  Dow  will  fall  in  2001  to  8,100  and  the  Nasdaq 

OOW  lONES                  STANOARO  S          NASDAQ 

INOUSlRIAl  AVERAGE            POOR'S  500       COMPOSITE               ASSET  ALLOCAriON            FAVORITE 

FAVORITE 

MIDYfAR            VEARENO           VEAREND          VEAREND           STOCKS       BONOS       CASH     STOCK  SECTOR 

STOCK 

aAREW.  ZEMPEL  Robert  W.B3ird&  Co.  Inc.                       12500     13750        1825       3850        65      30       5     Technology 

Tellabs 

MRGE  W.  EGAN  Spencer  Trask  &  Co.                                 11800      13500        1750       3500         85      10       5     Financials 

Next  Level  Communications 

lOBERT  S.  ROBBINS  Robinson-Humphrey                             11844      13250        1674       3099         80      15       5     Financials 

National  Commerce  Bancorp 

ASZLO  BIRINYI  Deutsche  Bank                                          11200      13050        1600       3450         60      10     30     Technology 

Microsoft 

AMES  M.  WEISS  State  Street  Research                              11200     12920        1710       3290        60      35       5     Health  Care 

JDS  Uniphase 

'HILIP  J.  ORLANDO  Valueline  Asset  Management                   12380      12880        1630       4500         80      15       5     Technology 

Siebel  Systems 

IR.  ROBERT  GOODMAN  Putnam  Investments                        12500      12750        1580       4600         NF      NF     NF     Financials 

NF 

iTUART  T.  FREEMAN  AG  Edwards  &  Son                              11400      12700        1700       4000         70      30       0     Technology 

Freddie  Mac 

,  OSEPH  BAniPAGLIA  Gruntal  &  Co.                                    11860      12700        1650       4300       100        0       0     Health  Care 

Intel  Corp. 

LAINE  GARZARELLI  Garzarelli  Capital                                      NF     12700        1635          NF       100        0       0     Financials 

Lehman  Brothers 

1  OHN  K.  LYNCH  IJL  Wachovia                                              11525      12500        1700       4000         70      25       5     Technology 

NF 

UBODH  KUMAR  CIBC  World  Markets                                   12000      12500        1625       4300         60      30     10     Financials 

Citigroup 

UGENIA  M.  SIMPSON  Kirkpatrick  Pettis                             11500      12250        1550       3500         70      20     10     Technology 

Koala  Corp. 

1  JCHARD 1.  SICHEL  The  Philadelphia  Trust  Co.                       11700      12165        1560       3400         65      30       5     Technology 

Sun  Microsystems 

UmES  MEYER  Janney  Montgomery  Scott                               11200      12100        1550       3750         65      30       5     Financials 

Citigroup 

LLAN  R.  RONESS  JW  Genesis                                            11200      12100        1470       3625         85        0     15     Technology  (bio) 

Trust  Co.  of  New  Jersey 

DEL  DeDORA  Fremont  Investors  Graop                                 11490      12060        1550       4000         70      20     10     Financials 

Oracle 

AVID  A.  HENWOOD  Raymond  James  Financial                      11000      12000        1550       4200         65      20     15     Technology 

Calpinc 

;    UGH  JOHNSON  First  Albany                                              11500      12000        1530       3700         58      42       0     Technology 

EMC  Corp. 

AVID  A.  KATZ  Matrix  Advisors  Value  Fund                           11200     11900        1515       3340        75      25       0     Financials 

Compaq 

|<VESTMENT  TEAM  Jurika  &  Voyles                                     11000      12000        1475       3100         NF      NF     NF     Services 

KLA  Tencor 

1  ARRY  HYMAN  Weatherly  Securities  Corp.                             11280      11877        1525       3875         60      25     15     Financials 
1  )HNH.  SHAUGNESSYAdvestInc                                      11000      11800        1540       3250         60      30     10     NF 

Liberty  Media 

Oxford  Health  Plans 

JSEPH  H.  BARTHEL  Fahnestock  &  Co.                                  9700      11800        1520       4000         45      45     10     Health  Care 

Astra  Zenica 

.  ERNIE  SCHAEFFERSchaeffer's  Investment  Research             10500      11750        1500       3250         60      40       0     Health  Care 

Krispy  Creme  Doughnuts 

TEVEN  M.  FRENKELLadenburg,  Thalmond&Co.                  12500      11700        1589       4480         70      30       0     Technology 

Extreme  Networks 

-HOMASMcMANUS  Bank  of  America  Securities                     9500      11500        1525       3000         60      35       5     Utilities 

Home  Depot 

lARSHALL  ACUFF  Salomon  Smith  Barney                             11500      11500        1500       3200         65      30       5     Financials 

John  Hancock 

HARLES  J.  PRADILLA  SG  Cowen  Securities                          11001      11500        1495       3850         65      30       5     Fin/Health/Tech 

America  Online 

ICHARD  JANDRAIN  BancOne  Investment  Advisors                11000     11500        1470       3050        50      50      0     Financials 

Freddie  Mac 

REG  A.  SMITH  Prudential  Securities                                  10500     11500       1450       3300        65      35       5     Financials 

Bank  One 

OGER  DeBARD  IGlobal  Capital                                           10862      11495        1483       3197         40      25     35     Technology 

America  Online 

THOMAS  MADDDEN  Federated  Investors  Inc                        9000      11000        1450       4000         58      42       0     Utilities 

Enron 

aUGLASCLIGGOTJ.P  Morgan                                           10000      11000        1400       2500         50      25     25     Health  Care 

NF 

HARUE  CRANE  Spears  Benzak  Salomon  &  Farrell                 10000     10750        1400       3150        60      25     15     Consumer 

America  Online 

.iORGEW.  JACOBSEN  Trevor  Stewart  Burtons  Jacobsen           9000       8100        1000       1800         50      40     10     Technology 

Raytheon 

fFFREY  APPLEGATE  Lehman  Brothers  Inc.                                NF          NF        1800          NF         80      20       0     Technology 

BEASyst. 

lUWARDKERSHNER  UBS  Warburg                                           NF          NF        1715          NF         55      23     22     Fin/Health/Tech 

NF 

"ERAGES                                                                      11124   12015      1558      3583        86     26       8 

NF-Not  Forecast 
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Fearless  Forecasts 


to  1,800.  Bernie  Schaeffer  of  Schaeffer's  Invest- 
ment Research  and  John  L.  Regan  of  Josephthal 
&  Co.  were  widest  of  the  mark  on  the  Nasdaq, 
predicting  levels  of  5,000  and  4,800  respectively, 
vs.  2,917  on  cut-off  day. 

Where  many  of  our  fearless  forecasters  real- 
ly stumbled,  though,  was  in  their  picks  of  indi- 
vidual stocks.  Of  the  42  companies  that  were 
lauded  as  good  bets  twelve  months  ago,  a  stag- 
gering three  quarters  lost  value  in  2000.  Some 
of  the  widest  misses  were,  as  could  be  expect- 
ed,   Internet    and    high-tech    stocks.    Kudos, 


though,  are  due  to  a  few  forecasters  who  str 
gold.  State  Street  Research's  James  M.  Wei^ 
pick,  insurer  Ace  Limited,  was  up  160%  for 
year.  Prudential's  Smith  named  graphics  proc 
sor  NVIDIA  Corp.,  for  a  110%  gain.  And  the  I 
vestment  team  from  Jurika  &  Voyles  piclj 
OM  Group  Inc.  for  a  50%  gain. 

But  they  were  among  a  minority.  AfteJ 
rough  year,  it's  no  wonder  that  our  fearless  fcf 
casters  are  hoping  for  a  more  forgiving  marlj 
And  if  the  Federal  Reserve  lowers  interest  ra 
as  they  expect,  they  may  just  get  it. 


The  Fortune  Tellers'  Triple  Grown 


The  late  1990s  were  a  tough  time  to  be  a 
value  investor — especially  one  based  in 
the  New  Economy  nexus  of  the  San 
Francisco  Bay  Area.  But  2000  provided 
sweet  revenge  for  the  investment  team 
from  Jurika  &  Voyles  in  Oakland,  Calif. 
Their  mix  of  economic  analysis  and  old-fash- 
ioned value-stock  picking  gave  them  top 
honors  among  the  investing  gurus  polled  by 
businf:ss  week  12  months  ago. 

The  three-man  team  forecast  that  the  Dow 
Jones  industrial  average  would  be  at  11,000 


at  yearend:  They  overshot  the  mark  by  just 
281  points,  or  2.6%,  on  BUSINESS  v^teek's  Dec. 
8  cutoff  date.  Even  closer  was  the  team's  pre- 
diction of  1,400  for  the  Standard  &  Poor's  500-1 
stock  index,  off  by  2.2%.  And  its  forecast  of 
3,000  for  the  volatile  Nasdaq  Composite  In- 
dex was  just  83  points,  or  2.8%,  out.  Runner- 
up  Edward  P.  Nicoski,  of  U.  S.  Bancorp  Piper 
Jaffray,  had  the  same  Dow  forecast  but  was 
more  than  800  points  adrift  on  the  Nasdaq. 
SUMMER  OF  LOVE.  Jurika  &  Voyles's  empha-  | 
sis  on  the  real  economy  paid  off.  "We  just 
thought  that  the  laws  of  gravity  had  to  take  | 
hold  at  some  point,"  explains  Karl  0.  Mills, 
vice-chairman  of  the  firm.  He  compares  the 
late  1990s  stretch  of  overinflated  stock  val- 
ues and  easy  capital  to  another  historic  San 
Francisco  event.  "It  was  like  the  Summer  of| 
Love"  all  over  again,  he  says,  referring  to 
the  influx  of  hippies  into  the  city's  Haight- 
Ashbury  district  in  1967. 

Jurika  &  Voyles's  researchers — Guy  R.  El-| 
hffe,  Eric  R.  Hull,  and  Nicholas  E.  Moore — 
use  economic  analysis  to  pick  promising  sec- 
tors, then  sift  through  stocks  within  them, 
searching  for  bargains  with  bright-looking 
futures.  "Our  approach  is  to  try  to  have  the 
best  of  both  worlds,"  says 
SEERS:  Elliffe,      Hull.  "We  focus  on  both 
Hull,  and  value  and  growth."  Hull 

Moore  came         provides  the  overall  eco- 
out  on  top  nomic  analysis,  Elliffe 

hunts  for  bargains,  and 

Moore  analyzes  their  business  models. 

They  may  be  on  to  something.  Their  top 
stock  pick  for  2000,  OM  Group  Inc.,  a  special- 1 
ty  chemical  company,  is  up  nearly  50%  for 
the  year.  They're  a  little  more  optimistic 
about  the  Dow  for  2001,  predicting  12,000 
by  yearend.  Stock  picks  for  2001  include 
bulk  food  distributor  Sysco  Corp.  and  semi- 
conductor manufacturer  kla  Tencor.  If  2000 
is  any  indication,  investors  might  be  well  ad-j 
vised  to  take  a  look  at  them. 

By  Heather  Tinimonst 
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GIVE  US  AN  HOUR  AND  SEE  HOW 
EWP  WILL  CHANGE  YOUR  COMPANY'S  FUTUR^    j 

Day  wants  to  show  you  something  you've  to  market,  reduced  cost  of  ownership,  and  con- 

probably  never  seen  before.  A  comprehensive,  sistent  worldwide  brand  protection. 


global-ready  Enterprise  Web  Platform  that 
doesn't  fall  short  on  its  promises.  One  that 


We've  done  it  for  Novartis,  Roche,  UBS, 
and  Zurich  Financial  Services.  Now  let  us  do  it 


'really  can  meet  all  the  needs  of  your  Internet         for  you. 


strategy— from  Websites  to  corporate  portals 


Give  us  an  hour  and  we'll  give  you  the 


to  digital  exchanges.  One  that  already  includes        future.  And  for  once,  that's  no  empty  promise. 


multi-language/multi-currency  capabilities. 
f^^^ir  integrated  suite  of  products  offers 
ou1H|bmers  dramatically  accelerated  time 


Call  1-866-644-2557  for  a  demonstration. 


www.daycorporation.com 


DELIVERING     ON    THE     PROMISE     OF    6 
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LtRSONALIZATION  COLLABORATION  CATALOG 


Business  Week/Harris  Poll 


The  Bull  Slows  to  a  Trot 


m 


BY  PETER  COY 


Sadder  but 
Wiser? 


After  a  year 

of  market 

stasis-or 

erosiorir-only 

33%  of 

investors  see 

rising  stock 

prices  in  the 

year  to  come, 

down  from  52% 


A  year  ago,  optimism  was  high  in  the  an- 
nual BUSINESS  WEEK/Harris  Poll  of  in- 
vestors. Fully  52%  of  respondents 
thought  stocks  would  go  up  in  the  year 
ahead,  many  more  than  in  the  three  pre- 
vious years.  How  wrong  they  were:  Wall 
Street  is  headed  toward  its  worst  year 
since  1990.  Now,  chastened,  only  32%  of  poll  re- 
spondents expect  stocks  to  rise,  the  lowest  figure 
in  the  five  years  the  question  has  been  asked. 
Are  they  right  this  time?  Or  does  their  pes- 
simism mean  that  the  market  is  oversold,  setting 
the  stage  for  an  enormous  > 
raUy? 

The  value  of  the  busi- 
ness WEEK/Harris  Poll  is 
the  insight  it  gives  into  in- 
vestors' thinking.  For  in- 
stance, this  year's  poll  helps 
explain  why  so  many  peo- 
ple are  still  pumping  money 
into  stocks — when  so  few 
expect  the  market  to  go  up 
in  2001.  Apparently,  it's  be- 
cause many  think  they  .^ 
have  a  talent  for  picking 
winners.  We  asked  in- 
vestors if  they  thought 
they  could  beat  the  mar- 
ket. Some  79%  said  they 
were  very  or  somewhat 
confident  they  could,  vs. 
just  3%  who  weren't. 

The  stock  market's  bad 
year  seems  to  have  influ- 
enced investors  in  other 
ways  as  well.  Slightly  few- 
er   thought    stocks    were 


overpriced  at  current  levels.  Investors  were  a 
a  little  less  worried  about  turbulence:  The  nu 
bers  expecting  less  stock  market  volatility 
the  year  ahead  more  than  doubled,  from  11% 
1999  to  24%  this  year. 

But  people  have  lost  a  bit  of  confidence  abi 
likely  long-term  returns  from  stocks.  Some  4 


m 
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BEST  INVESTMENT 

If  you  had  to  choose  the  one  investment  that 
you  think  would  be  the  best  to  make  right 
now,  which  would  it  be? 

1989  1997   1998   1999   2000 

Real  estate 40%  33%  30%  30%  28% 

Mutual  funds 8%  21%  18%  20%  21% 

Bank  or  savings 

&  loan  deposits 8%     9%  11%  12%  14% 

Common  stock 5%  12%  13%  13%    8% 

Money  marketfunds... 11%  6%  7%  7%  8% 
Gold  or  other 

precious  metals 8%    4%    4%    5%    4% 

Government 

bonds 15%     5%    5%    5%     5% 

Corporate 

bonds 3%    4%    3%    2%     1% 

Don't  save/Not 

sure/No  answer 2%     6%    9%    5%  10% 


WHERE'S  YOUR  MONEY? 

Thinking  about  your  household's  total  assets 
including  real  estate,  stocks  (including  stock 
mutual  funds),  bonds  (including  bond  mutual 
funds),  savings  instruments,  and  cash,  does 
your  household  own  any  of  the  following? 

NOT  SUI 
YES  NO       NO  ANSW 


Real  estate 


Stocks 


Bonds 


1999. 
2000. 
1999. 


.62%  ....34% 4^ 

.59%  ....32% 9^ 

.50%  ....46% 4^ 


2000 47%  ....42%. ..11^ 

1999 28%. ...67% 5^ 

2000 27%. ...61%. ..13^ 

Savings  instruments  and  cash 

1999 74%. ...23% 3^ 

2000 67%. ...21%. ..12^ 

Some  other  asset    1999 22%  ....74% 4 

2000 34%. ...55%. ..12 


likely; 


mm 


iroba! 


thought  total  returns  would  be  less  than  109   set-' 
year,  a  figure  that  has  risen  steadily  fror^ 
low  of  31%  in  1997.  The  share  of  people  i 
pecting  returns  of  15%  or  more  has  cor 
spondingly  shrunk,  to  24%. 

Despite  the  collapse 
Internet  stocks,  25%  ci 
tinued  to  believe  such 
sues  are  very  overpric 
down  from  33%  last  yt 
Only  8%  thought  they  wc 
somewhat  or  very  che 
Views  on  the  overall  st( 
market  shifted  little,  w 
11%  saying  the  market  v 
overpriced,  compared  w 
12%  last  year. 

One  last  thing:  Withe 
getting  specific,  we  as! 
people   between   Nov. 
and  Dec.  4,  in  the  midst 
the  Florida  election  dispi 
how  they  thought  "the     i'sonf 
ntical  situation  in  Washi  ^^ 
ton"  would  affect  the  st(  ^e 
market  over  the  next  yt 
Some  30%  thought  the 
feet  would  be  positive,  3 
said  it  would  be  negati 
and    18%   believed    th( 
would  be  no  effect  at  all  ^^P^ 
\mA 
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NIS  OR  BEARS? 

ver  the  next  year,  do  you  think  stocks  will  go 
),  stay  about  the  same,  or  go  down? 

1996   1997   1998   1999   2000 

)Up 39%  39%  37%  52%  33% 

ay  about  the 

ame 36%  38%  34%  20%  26% 

,down 19%  16%  21%  17%  23% 

)t  sure/No  answer... 6%     7%    8%  10%   19% 

ACRASHCOMINfi? 

'er  the  next  12  months,  how  would  you  rate 
9  chance  of  another  big  crash  in  the  stock 
irket — very  likely,  somewhat  likely,  not  very 
ely,  or  not  at  all  likely? 

1996   1997   1998   1999   2000 

ry  likely 12%  13%  14%  15%  13% 

mewhat  likely 35%  43%  41%  37%  37% 

:t  very  likely 35%  31%  29%  33%  35% 

tlikelyatall 15%  10%  11%  11%     7% 

t  sure/No  answer... 3%     3%    4%    4%     8% 

lEMAINING  QUESTIONS  ASKED  ONLY 
OF  STOCK  INVESTORS 

RSONALPUNS 

er  the  next  six  months,  do  you  think  you 
1  probably  invest  a  lot  more  in  stocks  or 
ck  mutual  funds,  invest  somewhat  more  in 
cks  or  stock  mutual  funds,  reduce  your  in- 
itment  in  stocks  or  stock  mutual  funds 
newhat,  or  reduce  your  investments  a  lot? 

1999  2000 

est  a  lot  more 10% 7% 

est  somewhat  more 37% 35% 

Juce  somewhat  10% 13% 

jucealot 5% 5% 

y  the  same  (vol.) 29% 32% 

I't  invest/Not  sure/No  answer  ..10% 7% 

m  CAN  YOU  EXPECT  FROM  STOCKS? 

the  long  run,  what  sort  of  total  returns 
oital  gains  plus  dividends)  do  you  expect  the 
2k  market  to  produce  for  you — below  5%  a 
r,  5%  to  below  10%  a  year,  10%  to  below 
0  a  year,  12%  to  below  15%  a  year,  or  15% 
ligher  a  year? 


1996 

1997 

1998       1999 

2000 

ow  5%  a  year... 

...8% 

4% 

9%      7% 

7% 

to  below  10% . 

.36% 

27% 

26%  30% 

33% 

^o  to  below  12% 

.29% 

30% 

29%  27% 

25% 

<>  to  below  15%. 

.13% 

19% 

18%  14% 

12% 

'/o  or  higher  

...9% 

14% 

17%  13% 

12% 

sure/No  answer 

...5% 

5% 

2%  10% 

11% 

iHK  YOU  CAN  BEAT  THE  MARKET? 

V  confident  are  you  that  the  stocks  or  mu- 
funds  you  pick  will  beat  the  market  aver- 
s — very  confident,  somewhat  confident,  not 
y  confident,  or  not  at  all  confident? 

2000  2000 

'confident 17%  Not  at  all 

lewhat  confident 3% 

ifident 62%  Not  sure/No 

very  confident 12%     answer 6% 


VALUATION  OF  STOCKS  OVERALL 

Overall,  how  would  you  describe  the  stock 
market's  valuation — very  overpriced,  somewhat 
overpriced,  fairly  valued,  somewhat  cheap,  or 
very  cheap?  ,999  jooo 

Very  overpriced 12% 11% 

Somewhat  overpriced 46% 40% 

Fairly  valued 31% 28% 

Somewhat  cheap 4% 9% 

Very  cheap * 1% 

Not  sure/No  answer 7% 11% 

INTERNET  STOCK  PRICES 

Overall,  how  would  you  describe  the  valuation 
of  Internet  stocks — very  overpriced,  somewhat 
overpriced,  fairly  valued,  somewhat  cheap,  or 
very  cheap?  ,999  jooo 

Very  overpriced 33% 25% 

Somewhat  overpriced 27% 27% 

Fairly  valued 14% 11% 

Somewhat  cheap 4% 4% 

Very  cheap 1% 4% 

Not  sure/No  answer 22% 29% 

VOLATILITY 

Do  you  believe  that  next  year,  the  stock  mar- 
ket vidll  be  less  volatile,  about  as  volatile  as 
this  year,  or  more  volatile? 

•'        '  1998        1999         2000 

Less  volatile 16%. ..11%. ..24% 

About  as  volatile  as  this  year. .56%. ..54%. ..43% 

More  volatile 26%. ..28%. ..24% 

Not  sure/No  answer 2% 7%. ..10% 

HOW  DO  YOU  TRADE? 

In  general,  how  do  you  buy  and  sell  stocks? 

1998     1999      2000 

By  phone 51% 37% 35% 

In  person 26% 26% 33% 

Through  my  employer/ 

direct  deposit  (vol.) 13% 22% 16% 

On  the  Internet 11% 9% 12% 

By  mail  (vol.) 2% 4% 3% 

Other 5% 5% 4% 

Don't  trade/Not  sure/ 

No  answer 1% 6% 10% 

WHAFS  UP  WITH  POLITICS? 

How  do  you  think  the  political  situation  in 
Washington  will  affect  the  stock  market  over 
the  next  12  months — very  positively,  somewhat 
positively,  somewhat  negatively,  very  negative- 
ly, or  wall  it  have  no  effect  at  all? 


2000 

Very  negatively 7% 

No  effect  at  all....  18% 
Not  sure/No 
answer 13% 


2000 

Very  positively 8% 

Somewhat 

positively 22% 

Somewhat 

negatively 31% 

'Indicates  less  than  0.5%.  (vol.)  means  answer  was  volunteered. 
This  survey  of  1,026  adults,  including  484  stock  investors,  was 
conducted  from  Nov.  28  to  Dec.  4,  2000,  for  businlss  week  by 
Harris  Interactive  Inc.  The  margin  of  error  for  stock  investor 
responses  is  plus  or  minus  4. 5%. For  more  results,  see  the  Dec. 
25/Jan.  1  issueonlineatviww.businessweek.com. 


The  "ippational 
exuberance" 
seems  to  have 
dissipated  without 
sparidng  despair: 
Figures  show 
no  increased 
expectation 
of  a  crash 
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Technology  Stocks 


Still  Looking 
For  tlie  Bottom 

Meantime,  pros  are  picking  their  bets  carefully 


BY  GEOFFREY 
SMITH 


Garrett  R.  Van  Wagoner  manages  $8  bil- 
lion in  technology  mutual  funds,  and  he's 
not  thrilled.  Through  Dec.  8,  his  funds 
are  down  an  average  5%  for  the  year, 
and  he's  worried  2001  will  bring  more  of 
the  same.  The  Nasdaq  is  doing  even 
worse — down  28.3%  for  the  year  and 
42.2%  off  its  Mar  10  high.  Meanwhile,  the  econ- 
omy is  slowing,  and  tech  companies  are  cutting 
gr-owth  forecasts.  "It's  hard  to  dive  in  when  you 
don't  know  where  the  bottom  is,"  he  says. 

Calling  the  bottom  is  tricky  because  the  out- 
look for  tech  profits,  while  improving  later  in 
2001,  looks  terrible  in  the  first  half.  Bad  earnings 
could  keep  lowering  stock  prices.  But  shares 
typically  head  up  before  profits  do — and  might 


take  flight  sooner  if  the  Federal  Reserve  st; 
to  cut  interest  rates.  So  investors  who  w| 
might  miss  the  turn.  To  escape  this  bind,  a  loi 
tech  pros  are  putting  their  money  in  tech  sec 
that  look  relatively  strong,  such  as  softwa| 
data  storage,  and  personal  digital  assistants, 
MUDDY  OUTLOOK.  The  first-half  outlook  is 
Profits  of  tech  companies  in  the  Standard 
Poor's  500-stock  index  will  grow  just  8.5%  in 
first  six  months,  down  from  56%  in  the  first 
of  2000,  according  to  First  Call  Corp.'s  conseni 
of  analyst  estimates.  Business  looks  particul 
lousy  for  such  sectors  as  personal-computer  m; 
ers,  dot-coms,  chipmakers,  and  telecom-eq 
ment  suppliers.  What's  worse,  earnings  estimaj 
themselves  "are  in  a  free  fall,"  says  Charles 
Hill,  First  Call's  research  director.  Don't  be  s 
prised,  he  says,  if  a  lot  of  estimates  are  revit 
downward  through  most  of  January. 

The  second  half  of  2001  should  be  better,  p 
vided  the  economy  improves.  For  the  year,  t( 
profits  are  expected  to  be  up  15%<,  well  ahead 
the  10.6%  earnings  growth  anticipated  for  1 
s&P  500 — but  behind  transportation  (up  24' 
health  care,  and  capital  goods  (both  up  Ki' 
Even  so,  tech  remains  the  favorite  of  many 
the  largest  growth  funds.  "Technology  still 
the  fastest-growing  companies  anywhere,"  si 
Paul  E.  Marrkand,  co-manager  of  the  $41 
lion  Putnam  Voyager  fund. 

Patient  investors  may  fare  best  in  some 
the  most  battered  sectors.  Teli'com  stocks,  for 
stance,  are  suffering  largely  because  they  c; 
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The  Easiest 


Just  Got  Even  Easier! 


•  New  look,  design  and  features 
make  it  even  easier  to  get  started 

•  Free  24-liour  customer  service 
means  help  is  just  a  phone  call  away 

•  Your  security  and  privacy  are 
always  protected  on  AOL 

•  Parental  controls  to  help 
safeguard  your  kids 

•  There's  never  been  a  better 
time  to  join 


I  v^OW  To  Sign  Up  Today! 


So  easy  to  use, 
no  wonder  it's  #1 


i^for  Stocks 


Technology  Stocks 


Most  pros  aren't 
ready  to  gamble 
on  telecom  yet, 
but  they're 
confident  about 
market  leaders 
such  as  Sun, 
Microsoft,  Oracle, 
and  Cisco 


Top  Tech  Picks 


raise  new  debt  on  the 
markets.  "[But]  if  the 
high-yield  bond  market 

frees  up,  it  will  be  a  cat-       .SIOCK/SYMBOL  PRICE*  P-E**  DESCRIPTION 

alyst"  for  telecom,  says      VERITAS  VRTS  $122.73       155.4       Company's  storage  software 

is  in  strong  demand 

VERISIGN  VRSN  111.98      203.6       2001  profits  expected  to 

rise  60%  at  Net  security  firm 

NETWORK  87.19       155.7        Stock  halved  despite  100% 

APPLIANCE  NTAP  plus  sales  growth  in  '01 

SIEBEL  SEBL  101.00      153.0       Could  beat  Street's  40% 

profit  estimates  for  '01 

NOKIA  NOK  50.31         47.4       AT&T  deal  should  boost 

market  share 

PALM  PALM  54.19      258.0       Popular  PDAs  may  accelerate 

Microsys-  60%  growth  rate 

PEOPLESOFT  PSFT        44.19        77.5        New  software  could  help 

double  '01  profits 

JUNIPER  166.13      221.5 

NETWORKS  JNPR 


Marrkand.  As  for  chip 
stocks,  Dresdner  rcm 
fund  manager  Walter 
Price  thinks  many  are 
becoming  buys  as  they 
reach  10-year  lows. 

Most  seasoned  tech 
investors  aren't  willing 
to  gamble  on  chips  and 
telecoms  yet.  Instead, 
some  are  focusing  on 
such  market  leaders  as 
Cisco,    Sun 

terns,  Oracle,  and  Mi- 
crosoft. "We're  playing 
a  more  prudent,  risk- 
adjusted  game  and  tilt- 
ing more  toward  the 
heavyweights,"  says 
David  E.  Sette-Ducati, 
manager  of  the  MFS  Technology  Fund. 
NOSEBLEED.  The  trouble  is,  top  stocks  still  com- 
mand big  premiums,  with  price-earnings  ratios 
well  above  50  times  their  2001  earnings  esti- 
mates. But  fund  managers  pay  up  because  they 
expect  these  companies'  sales  or  profits  (or  both) 
to  top  expectations.  Many  of  them  favor  soft- 
ware, where  profits  margins  are  high  and  sales 
are  holding  up,  and  data-storage  companies,  such 
as  EMC  Corp.  and  rival  Network  Appliance  Corp. 

Sette-Ducati  likes  EMC,  reasoning  that  large 
companies'  high  demand  for  storage  will  keep 
EMC  from  stumbling  next  year.  EMC's  nosebleed 
market  cap  is  higher  than  IBM's,  despite  having 
just  10%  of  IBM's  sales.  But  EMC  management 
expects  sales  to  grow  30%  to  40%  next  year, 


Favorable  product  cycle  for 
Net  infrastructure  leader 


FOR  THE  RECORD 


Dennis  McKechnie's  PIMCO  Global  Innovation  Fund 
was  up  68. 7%  through  Dec.  8. 


ON  HIS  OUTLOOK  FOR 
TECH  STOCKS:  The  first  half 
will  be  tough.  Once  we 
reach  an  inflection  point — 
and  we  think  that  will  be  in 
the  spring — we'll  head 
north.  The  Nasdaq  should 
trend  up  25%  to  35%. 

ON  HIS  FAVORITE  SECTORS: 

We're  moving  into  cell 
phones  (Nokia),  PC  stocks 
(Compaq),  PDAS  (Palm  and 


DENNIS  McKECHNIE 

Mmiagei;  PIMC'O  Olobal 
Imiovalion  Fiiiid 


"The  M  half  Will  be  tough" 


Close  Dec.  8   **Based  on  estimated  2001  earnings        DATA;  FUND  MANAGER  SURVEY,  BLOOMBERG  FINANCIAL  MARKEl 


against  maybe  high-single-digit  grovd;h  for  IB 

In  software,  Marrkand  picks  Siebel  Systei 
Inc.  and  Veritas  Software  Corp.,  because  he  f 
ures  sales  growth  in  the  coming  year  could 
ceed  40%.  And  several  tech  pros  like  Microso 
They're  betting  that  more  and  more  corpore 
customers  will  soon  upgrade  to  Windows  20( 
which  has  been  slow  to  catch  on.  "There's  spot 
evidence  it  may  take  off  in  the  spring,  and  if  tl 
happens  it  will  be  the  biggest  new-product  cy( 
since  Windows  95,"  says  Dennis  McKechnie,  irn 
ager  of  the  PiMCO  Innovation  fund.  He  also  lik 
Compaq  Computer  Corp.,  believing  it  will 
the  biggest  beneficiary  of  a  Microsoft  upgrad( 

Wireless  communications  stocks  have  been 
disaster  because  of  concerns  about  slowing  c 
mand  and  excess  inventories.  Stm,  some  ftinds 
vor  cell-phone  and  PDA  companies.  McKechr 
likes  Nokia.  The  handset  maker's  recent  d( 
vidth  AT&T,  he  believes,  will  help  it  take  mark 
share  from  Motorola  and  Ericsson.  And  he  lik 
Palm  Inc.,  whose  handheld  personal  organiz 
is  so  popular  that  he  thinks  sales  growth  coi; 
accelerate  beyond  Palm's  current  60%  clip. 

Also  popular  are  Internet  infrastructure  pla; 
One  of  Van  Wagoner's  top  picks  is  Juniper  N( 
works,  which  makes  routers  crucial  for  long-d 
tance  data  networks.  At  a  recent  price  of  148 
share.  Juniper  is  trading  at  a  heady  194  tim 
earnings  estimates.  But  analysts  expect  sales 
justify  the  price  tag  by  growing  some  110%  ne 
year,  to  $1.3  billion.  "The  valuation  is  enormoi 
but  the  opportunity  is  also,"  Van  Wagoner  saj 

The  tech  shakeout  isn't  over.  "In  the  next  5 
months,  a  lot  of  companies  will  blow  up,"  Mai 
kand  predicts.  "At  the  same  time,  a  lot  of  t 
bad  news  has  already  come  out  and  been 
gested  by  the  mai'ket."  Sooner  or  later,  of  cou 
tech  will  find  a  bottom  and  trek  north  aga: 
And  if  the  Fed  cooperates,  that  could  come  mi 
quickly  than  many  exi)ect. 


Research  in  Motion),  and 
software  (Microsoft  and 
Peoplesoft). 

ON  TECH  STOCK  VALUA- 
TIONS: Tech  stock  valua- 
tions, such  as  price-earn- 
ings ratios,  should  take  a 
back  seat  to  fundamentals 
(sales  growth,  profits,  etc.). 
We  consider  fundamentals 
85%  and  valuations  15% 
when  picking  stocks. 
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Think  of  Kyocera  as  a  maker  of 


dot  components. 


com 


There's  a  lot  more  to  the  Internet  than 

dot  com.  Capacitors,  oscillators,  fiber  optic 

components,  semiconductor  fabrication 
parts  and  ceramic  IC  packages  for  a  start. 
Glamorous?  No,  but  they  are  essential  to 

the  technologies  that  make  the  internet  so 

powerful.  As  a  world-leading  manufacturer 

of  these  components,  the  Kyocera  Group 

has  helped  fuel  the  exponential  growth 
enjoyed  by  e-businesses  and  service 

providers.  By  supporting  those  businesses, 
our  components  help  make  the  Internet 

exciting  for  everyone. 

Our  components  are  marketed  under  the  Kyocera, 
AVX  and  EIco  brands. 

Shown  here  is  the  AVX  BestCap™  ultra-low  ESR  super 
capacitor  —  a  key  component  of  the  long-life,  hybrid 
battery  packs  essential  to  PDAs  and  cell  phones. 

:g!KyDCERa 
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Old  Economy  Companies 
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BY  SUSAN  SCHERREiK  W 

Many  investors  have  been  so  preoc( 
pied  with  technology  stocks  ti 
they've  overlooked  another  place  w: 
big  investment  potential.  It's  called  t 
Old  Economy.  Often  with  little  fanfa 
formerly  stodgy  industrial  and  serv  ""'"'■ 
businesses  are  successfully  redefini 
themselves  using  the  tools  of  the  New  E  Conor 
Deregulation,  for  example,  is  allowing  once-slee 
energy  and  phone  companies  to  enter  zippy  m 
markets.  The  Internet  is  enabling  all  sorts 
old-hne  companies  to  broaden  their  custonr 
base  and  purchase  supplies  more  efficient 
Meanwhile,  technological  innovations  are  letti 
lumbering  manufacturers  become  nimble  on  t 
factory  floor. 

For  proof,  look  no  further  than  Houston's  E 
ron  Corp.  Thanks  to  sweeping  deregulation 
the  utility  industries,  the  onetime  natural-i 
pipeline  company  has  recast  itself  as  a  higl 
profitable  provider  of  energy  and  telecom  s 
vices.  Ten  years  ago,  all  of  Enron's  earnir 
came  from  gas  pipeline  operations  and  oil  a  Mi 
gas  exploration.  Now,  however,  these  traditioi 
endeavors  generate  just  20%  of  the  compan 
$1.2  billion  in  annual  earnings.  The  other  8( 
comes  largely  from  the  trading  of  commodit 
that  include  oil,  natural  gas,  electricity,  and  ev 
broadband  capacity.  Its  year-old  EnronOnli  .. 
has  handled  more  than  $150  billion  in  trad  , 
making  it  the  world's  largest  e-commerce  sit( 
GOING  UP.  In  the  past  year,  Enron's  stock  pr 
has  more  than  doubled,  to  73.06,  with  shai  i  i.^ 
trading  at  a  lofty  44  times  estimated  2001  eai 
ings.  "Era-on  has  had  a  great  run,"  says  Osciir 
Castro,  manager  of  the  Montgomery  Glol 
Communications  Fund.  "But  it's  still  a  go 
long-term  investment."  Another  fan,  Chrisi 
pher  J.  Wolfe,  equity  strategist  at  J.  P.  Morgan 
Co.'s  private  client  grouj),  expects  Enron's  shj 
price  to  hit  100  during  the  next  six  months, 
the  company  sees  rising  trading  profits  fn 
volatile  energy  markets  and  rapid  expansion 
online  trading. 
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Elsewhere,  local  phone  companies  are  dialing 
)  new  opportunities  in  the  long-distance  market. 
I  December,  1999,  Verizon  Communications,  for- 
erly  Bell  Atlantic  Corp.,  became  the  first  re- 
onal  phone  company  to  win  government  ap- 
•ova!  to  offer  long-distance  service.  It  has  since 
red  more  than  1  million  long-distance  cus- 
mers  in  New  York  State.  Similarly,  SBC  Com- 
unications  Inc.,  based  in  San  Antonio,  has 
jfnid  up  1  million  customers  in  Texas  since 
l\.  Atlanta's  BellSouth  Corp.  figures  to  enter 
e  market  in  the  first  half  of  2001. 
iSY  SELL.  Claude  C.  Cody  IV,  a  senior  portfolio 
uiager  at  AIM  Advisors  Inc.,  holds  shares  of  all 
ree  because  he  thinks  long  distance  will  be  an 
sy  sell.  He  notes  that  the  Bells  pitch  to  estab- 
hed  customers,  own  their  lines,  and  have  sup- 
rt  services,  such  as  billing,  in  place.  "It's  a  fair- 
low-cost  market  for  the  Bells  to  enter,"  adds 
;gan  Kulick,  an  analyst  at  Merrill  Lynch  &  Co. 
'er  the  next  five  years,  Kulick  expects  the  Bells 
expand  earnings  at  a  12%-to-15%  annual  clip, 
th  long-distance  service  accounting  for  about 
■  percentage  points  of  that  gain.  She  sees  Veri- 
1,  SBC,  and  BellSouth  notching  stock  price  gains 
as  much  as  42%  over  the  next  12  months. 
Allstate  Corp.  is  among  the  old-line  business- 
harnessing  the  power  of  the  Internet.  The 
:ion's  second-largest  car  and  home  insurer  has 
ditionally  sold  its  products  through  a  network 
14,000  agents.  In  the  past  year,  however,  All- 
te  has  begun  selling  insurance  over  the  Web. 
rrester  Research  Inc.  projects  that  $13.1  billion 
rth  of  auto  and  homeowner's  insurance  will  be 
d  online  in  2004,  up  from  some  $1.7  billion 
s  year.  In  addition,  Allstate  is  hawking  insur- 
:e  over  the  phone.  These  moves  have  reduced 
:  need  for  back-office  personnel,  allowing  All- 
te  to  cut  4,000  jobs,  representing  10%  of  its 
lagent  workforce.  Allstate  hopes  to  double  its 


FOR  THE  RECORD 

Christopher  J.  Wolfe,  32,  is  the  equity  strategist  for 
J.  P.  Morgan  &  Co.  's  private  client  group. 


ON  WHY  OLD  ECONOMY 
COMPANIES  ARE  GOOD 
INVESTMENTS: 

The  winners  in  the  New 
Economy  will  be  companies 
that  learn  how  to  use 
changes  to  their  advantage. 
Plenty  ot  Old  Economy  com- 
panies are  doing  that. 

ON  WHAT  TO  SEEK  IN  AN 
OLD  ECONOMY  COMPANY: 

Managements  that  jump  on 


opportunities  and  turn  them 
into  businesses. 

ON  CHOICE  OLD  COMPANIES 
WITH  NEW  LOOKS: 

We're  big  on  El  Paso  Energy 
and  Williams  Cos.,  which 
are  leveraging  their  natural- 
gas  pipelines  to  enter 
telecommunications .  All- 
state is  also  in  the  midst  of 
a  revolution,  extending  its 
reach  through  the  Web. 


Do  execs  "jump  on  opportunities"? 


tepid  4%  revenue  growth  through  both  Web  and 
phone  sales. 

Allstate's  shares,  at  44,  have  risen  78%  so 
far  this  year,  but  J.  P.  Morgan's  Weston  M.  Hicks 
is  keeping  his  buy  rating.  There's  a  risk,  he  ad- 
mits, that  Allstate  could  flub  the  new  strategy. 
But  Hicks  doesn't  expect  that  to  happen.  "Man- 
agement is  very  focused  and  determined  to  win," 
he  says. 

Other  kinds  of  technological  innovations,  such 
as  computer-assisted  design  tools,  are  helping 
aircraft  manufacturer  Boeing  Co.  ramp  up  prof- 
itability. In  the  past  year,  its  shares  have  gained 
79%,  thanks  to  robust  demand  for  jets  from 
leasing  companies  and  Asian  airlines.  But  next 
year,  commercial  aircraft  or- 
ders are  expected  to  fall  as 
much  as  40%,  a  casualty  of 
?.'!'!!**''y/SYMBOL PRICE*      P-E  RATIO**       steep  fiael  prices  and  a  falter- 
ing economy.  Still,  over  the 
next  12  to  18  months,  Pierre 
A.  Chao,  an  analyst  at  Credit 
Suisse  First  Boston,  sees  Boe- 
ing's stock  climbing  from  its 
recent  69.94  to  100.  He  rea- 
sons that  the  drive  for  effi- 
ciency   will    keep    earnings 


A  New  Look  for  Established  Businesses 


I.ISTATE  ALL 

n  insurance  company  broadening 
s  reach  through  the  Web 

3EINGBA 

16  world's  biggest  aircraft  maker,  whose 
'ficiency  push  is  fattening  profit  margins 
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alls  wrecked  autos  for  insurers  on 
Internet 


$44.00        14.7 


69.94        19.0 


17.50       28.0 


growing  at  an  average  15% 

'.^..'"^^.';.".?^. annual   pace   over   the   next 

IRON  ENE  73.06        44.0 

as  transformed  itself  from  gas-pipeline 
impany  to  innovative  energy  trader 

ILON  Exc  66.65      15.45 

le  nation's  third-largest  electric  utility  has 
foot  in  the  fast-growing  telecom  market 

•RIZON  COMMUNICATIONS  vz  56^19        17^9 

lis  former  Baby  Bell  is  finding  new 
iccess  in  the  long-distance  arena 


pace   over 
three  years,  even  if  airline  or- 
ders fall. 

Old-line  companies  that, 
like  Boeing,  learn  new  tricks 
stand  a  better  chance  of  hold- 
ing their  own  in  a  slowing 
economy. 


Best  Bet 


NEW  TRICKS 

Look  for  old-line  compa- 
nies that  are  looking 
beyond  their  traditional 
horizons  to  build  new 
businesses.  Enron, 
Verizon,  Allstate,  and 
Boeing  have  all 
branched  out  into  new 
fields — or  are  using 
new  channels  to 
do  business 


BusinessWeek  online 


■BASED  ON  ESTIMATED  2001  EARNINGS  DATA:  ANALYSTS  SURVEY,  BLOOMBERG  flNANCIAL  MARKETS 


For  a  video  of  Christopher  Wolfe,  go  to  the  Dec.  25  issue 
online  at  www.businessweek.com 
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Biotechnology  Stocks 


Biotech  Should 
Keep  Rolling 

The  stocks  look  like  good  bets  as  most  tech  shares  fade 


BY  ELLEN  LICKING 


Best  Bet 


OLD  STANDBYS 

Amgen  remains  the 
stockpickers'  darling  be- 
cause of  the  blockbuster 
potential  of  three  drugs 
in  late-stage  trials. 
Genentech  is  poised  to 
clean  up  once  the  FDA 
approves  Xolair,  its  new 
asthma  drug,  possibly  in 
2001 


Biotech  stocks  are  a  monster  roller-coaster. 
News  of  a  potential  blockbuster  drug  or 
pending  merger — or,  conversely,  bad  re- 
sults in  a  clinical  trial — can  make  prices 
soar  or  plunge  15%  or  more  in  a  day. 
For  all  their  volatility,  though,  biotechs 
have  racked  up  big  gains  this  year.  Can 
they  continue  to  buck  the  tech  decline? 

Consider  this:  The  AMEX  Biotech  Index  is  up 
75.2%  for  the  year,  while  the  Nasdaq  Composite 
Index  is  down  nearly  30%.  Biotech's  day-to-day 
gyrations  won't  disappear:  Bringing  new  thera- 
peutics to  market  is,  after  all,  a  high-risk  game. 
But  analysts  and  fund  managers  expect  the 
group  to  continue  to  outperform  the  market 
into  2001,  because  they  consider  biotech  shares 
to  be  like  pharmaceutical  and  other  health-care 
equities — good  defensive  picks  when  markets 
turn  bearish.  No  matter  what  the  economy  does, 
people  need  new  and  more  powerftil  medicines,  a 
demand  that  will  likely  increase  as  the  popula- 
tion ages. 

There  are  other  reasons  to  be  bullish.  The 


biotech  industry,  experts  say,  is  strong 
than  ever.  "It  comes  down  to  t 
three  P's:  products,  profits,  a 
pipelines,"  says  Michael 
Becker,    author    of 
monthly      Interr 
newsletter,  Beck 
Biotech.  He  not 
that     some     3 
biotech  drugs  s 
now    in    hum 
clinical  trials,  a 
more  than  100 
them  are  close 
coming   to   mi 
ket.  And  at  lei 
20  biotech  comj 
nies     are     posti 
profits,  compared  w 
' '  ■  four  just  six  years  ag 

And  the  group  h 
strong  financing.  Of  the  3 
publicly  traded  biotech  outfits, 
alysts  figure  194  ha 
enough  cash 
weather  an  e( 
nomic  downturn.  "Tl 
year  alone,  the  industry  raised  $40  billior 
more  than  four  times  the  record  of  just  unc 
$9  billion  [raised]  in  1993,"  says  Scott  Morrisi 
Ernst  &  Young's  national  director  of  life  s 
ences.  Companies  flush  with  cash  include  I 
munex,  which  raised  an  additional  $3.2  bOUon 
November,  and  Human  Genome  Sciences  Ir 
which  raised  $825  million  in  October.  The  m; 
ket  for  initial  public  offerings  has  stayed  open 
biotech  issuers,  too.  The  most  recent  IPOs 
elude  Specialty  Laboratories  Inc.  and  Harva 
Bioscience  Inc. 

Biotech  companies  fall  broadly  into  three  c 
egories.  Genomics  companies  are  among  the  ris 
est  investments.  These  are  early-stage  compani 
such  as  Cetera  Genomics  Corp.  and  Incyte  ( 
nomics,  that  sell  patented  genetic  informati 
and  analytical  tools  to  other  biotech  and  ph: 
maceutical  outfits.  Then  there  are  small-c 
biotechs,  such  as  Geron  Corp.  and  Cell  Pai 
ways  Inc.,  that  are  struggling  to  turn  novel  tei 
nologies  into  new  drugs.  If  they  survive  the  ; 
duous  12-to-15-year  process  required  to  turn 
idea  into  a  marketable  product,  these  outf 
could  become  huge  successes.  But  the  risks  i 
enormous:  Only  one  in  5,000  compounds  actua 
makes  it  out  of  the  lab  and  into  the  clinic. 
GENOME  TOOLMAKERS.  The  safest  investmen 
however,  are  biotech's  top-tier  businesses.  Th 
have  real  profits,  products  on  the  market,  a 
well-filled  pipelines.  Still,  because  of  the  inhen 
volatility  of  all  biotechs,  Faraz  Naqvi,  manager 
Dresdner  RCM  Biotechnology  Fund,  cautions 
vestors  to  put  no  more  than  10%  of  their  po 
folio  into  biotech  stocks  and  to  hold  them  for 
least  three  years. 

Much  of  the  recent  buzz  about  biotech  is  d 
to  the  rise  of  genomics  companies,  which  mi 
the  human  dna  sequence  for  information  i\ 
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CERTIFIED  PRE-OWNED  LEXUS 


Other  Cars  Are  Pre-Owned. 
But  That's  Where  The  Similarities  End 


Truth  be  told,  Certified  Pre-Owned  Lexus  Vehicles  have  more  in  common  with  new 
cars.  Like  the  "Lexus  of  warranties"  that  backs  them  for  three  years  from  your  purchase 
date  or  100,000  total  vehicle  miles*  A  complimentary  loaner  car.*  Extremely  competi- 
tive financing  rates  and  lease  terms.  And  one  more  important  thing  that  separates  a 
Certified  Pre-Owned  Lexus  from  others:  They're  available 


CERTIFIED 


only  at  your  Lexus  dealer.  Stop  by  for  a  test  drive  today.      only  at  your  lexus  dealer 


lexuscpo.com 


©2000  Lexu$,  a  Div'mon  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds,  you  to  mar  i,eatbell!,,  secure  clnldren  iii  rear  seal,  obey  ail  speed  laws  and  drive  responsibly. 
'See  your  Lexus  Certified  PreOwned  dealer  for  warranty  details.  \Service  loaner  cars  available  on  warrantable  repairs  only. 


i8  for  Stocks 


Biotechnology  Stocks 


Many  biotech 
stocks  trade  at 
frothy  multiples  of 
25  to  30  times 
revenues.  A  good 
story,  warns  an 
expert,  "doesn't 
mean  a  viable 
business  model" 


might  be  turned  into  novel  therapies. 
Many  trade  at  frothy  multiples  of  25  to 
30  times  revenues.  "[Although]  many  of 
these  early-stage  companies  have  gi'eat 
stories,"  Naqvi  cautions,  "that  doesn't 
mean  they  have  viable  business  models." 

For  investors  who  want  to  play  ge- 
nomics, Naqvi  recommends  "pick-and- 
shovel"  outfits  that  develop  the  analytical 
tools  that  drug  developers  need  to  exploit 
the  genome.  "The  advantage  of  these 
companies  is  that  their  revenues  don't 
depend  on  getting  drugs  through  risky 
clinical  trials,"  Naqvi  says.  His  top  bets: 
Applied  Biosystems  Group  and  Waters 
Corp.  Meanwhile,  Robert  J.  Toth,  an  an- 
alyst at  Prudential  Securities  Inc.,  likes 
Rosetta  Inpharmatics  Inc.,  which  went 
public  late  this  summer  and  is  developing 
software  programs  to  help  genome 
researchers. 

If  genomics  plays  seem  too  risky,  con- 
sider such  biotech  heavyweights  as  Amgen, 
Genentech,  Immunex,  and  Idee  Pharmaceuti- 
cals. These  companies,  which  have  products 
both  on  the  market  and  in  late-stage  human 
testing,  are  also  working  with  genomic  data — 
and  their  prices  have  come  down  a  good  deal. 
Genentech  Inc.,  for  instance,  is  trading  in  the 
mid-70s,  down  from  its  March  high  of  122,  de- 
spite the  imminent  launch  of  Xolatr,  a  drug  that 
Naqvi  calls  the  "first  asthma  advance  in  40 
years."  Xolair  appears  to  prevent  asthma  symp- 
toms, instead  of  lessening  the  effects  of  an  at- 
tack once  it's  under  way,  as  current  medica- 
tions do.  Meanwhile,  Chiron  Corp.,  which  is 
developing  novel  tests  to  diagnose  AIDS  and 
other  infectious  diseases,  is  trading  at  44,  not 
far  from  its  52-week  low  of  33. 

Yet  another  good  buy  may  be  Amgen  Inc., 
whose  shares  have  remained  flat  since  March. 


Biotech  Plavs 


COMPANY/SYMBOL 

PRICE* 

P-E  RATIO* 

AMGEN  AMGN 

Biotech's  bellwether  stock 

$66.68 

53% 

IDEC  PHARMACEUTICALS  idph 
A  big  hit  with  Rituxan,  and 
another  in  the  pipeline 

195.43 

141 

APPLIED  BIOSYSTEMS  abi 

Producer  of  analytical  tools 
for  drug  discovery 

86.38 

82 

WATERS  CORP  wat 

Another  tool  maker, 
with  a  leg  up  on  ABI 

72.81 

55 

ROSETTA  INPHARMATICS  rsta 
Software  developer  could 
be  biotech's  Microsoft 

18.81 

N/A 

FOR  THE  RECORD 


Faraz  Naqvi  runs  the  $976  million  Dresdner  RCM  Biotechnology  Fund, 
which  has  posted  a  return  of  396%  over  the  past  three  years. 


ON  VOLATILITY 

The  biotechnology  industry 
is  inherently  volatile.  It's  not 
uncommon  to  see  stocks 
jump  up  10%  one  day  and 
fall  15%  the  next.  Investors 
have  to  turn  a  blind  eye  to 
huge  short-term  swings  in 
stock  prices,  and  hold  on  for 
a  longer  period. 

ON  GENOMICS 

This  is  a  substantial 


FARAZ  NAQVI 

Mamgnr,  Diesdnef  RCM's 
Biol«(:hnol()gv  Fund 


industrythat  will  transform 
medicine.  But  most  ge- 
nomics stocks  are  bet 
stocks,  so  be  selective. 
Choose  the  most  mature 
companies  with  well-devel- 
oped business  models,  such 
as  Human  Genome  Sciences 
and  Millennium  Pharmaceu- 
ticals. Companies  that  sell 
cutting-edge  technologies  to 
drug  developers  are  also  a 
good  bet,  such  as  Waters. 


"Turn  a  blind  eye  to  huge  swings" 


As  of  Dec.  8  **Based  on  estimated  2001  earnings 

DATA;  ANALYSTS  SURVEY,  BLOOMBERG  FINANCIAL  MARKETS 


Reason:  uncertainty  about  a  patent-infringeme 
suit  that  the  company  filed  against  a  rival,  TraJ 
karyotic  Therapies  Inc.  Patent  experts  and  aif 
lysts  widely  believe  that  Amgen  will  come  out 
top.  And  the  company  is  expected  to  launch  s^ 
eral  new  drugs  in  the  next  year  and  a  half. 
December,  1999,  the  company  filed  for  Food! 
Drug  Administration  approval  for  Aranesp,! 
long-acting  anemia  drug.  Next  year,  it's  hoping  f 
gain  approval  for  two  other  biotech  drugs,  IL- 
for   rheumatoid    arthritis,    and    Abarelix 
prostate  cancer.  The  company  anticipates 
markets  for  these  three  products  could  to| 
more  than  $6  biUion.  "If  I  had  to  recomme 
just  one  stock,  it  would  be  Amgen,"  says  Dan 
Gillespie,  manager  of  the  Rydex  Biotechnolo 
Fund. 

PRACTICE  DIVERSITY.  The  most  cautious  way 
invest  in  biotech  is  through  a  diversified  muti 
fund.  Naqvi's  fund,  for  example,  racked  up 
26.7%  return  in  the  third  quarter,  highest  of  a 
fund  in  health  care.  And  its  return  of  263.' 
over  the  past  year  makes  it  the  leading  fund 
any  category.  Naqvi  tries  to  limit  volatility  by 
vesting  in  as  many  as  60  different  biotech  outfi 
His  largest  holding,  Genentech,  makes  up  k  ; 
than  4%  of  his  portfolio. 

Even  more  diversified  is  Gillespie's  Ryd  i  i 
fund.  Although  he  owns  such  up-and-comers 
Cetera  and  Human  Genome  Sciences,  most  " 
his  75  holdings  are  established  companies  wi 
products  at  least  in  late-stage  human  testir 
His  return  so  far  this  year  is  34%.  "Investc 
won't  hit  a  home  i-un"  with  his  fund,  Gillesj 
says.  "But  neither  will  they  crash  and  bujii  if  t 
sector  gets  spooked." 

Even  if  the  tech  plunge  eventually  pu 
biotech  down,  too,  analysts  believe  the  group 
just  beginning  to  flower  There's  little  doubt  th 
novel  medicines  derived  ft-om  the  human  gcnor 


will  eventually  transform  the  way  medicine 
practiced.  Chosen  wisely — and  held  for  the  loi  *i 
haul — biotech  investments  might  transform  yo 
portfolio,  too. 
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Your  daugh 

thinking,  ''A  blac 

wedding  for 


We're  thinking, 
''Good  thing  you 
considered  PNC's 
BiackRock  Funds/' 


sors 


PNC 

Real  Estate 

Finance 


PNC 
Mortgage 


BiackRock  PNC 

Bank 


PNC 

Secured 

Finance 


PFPC 


Venture 

Bank® 

PNC 


'NC,  we  offer  a  wide  range  of  investment  opportunities-including 
prestigious  BiackRock  Funds.  So  when  you  think  about  what  you  want 
of  life,  let  PNC  think  about  the  investments  to  get  you  there.  For  more 
rmation,  just  call  us  at  1-888-PNC-7030,  or  visit  www.pnc.com. 


©PMC 


The  Thinking  Behind  The  Money 


ui««:Viliic    n  ®2000  The  PNC  Financial  Services  Group,  Inc.  ("PNC").  For  more  complete  information  about  BiackRock  Funds,  including  all  charges  and  expenses,  call  1-888-PNC-7030  to  obtain  a  prospectus. 
io  h.ni  (■i,ar.,ni,-,-    W^^^^  ''''*'' ''  ca'PfuHv  bc'orf  mvcstinq.  Shares  of  the  Funds  are  distributed  by  BiackRock  Distributors.  Inc.,  which  is  not  an  affiliate  of  PNC.  Affiliates  of  PNC  receive  compensation  frorn  the  Funds 
.     v.ua^iK.1. 1  fp|.  pfo,,|(j|ng  investment  advisory  ancfother  services 


Wegies  for  Stocks 


Small  &  Mid-Cap  Stocks 


'Screaming  Buys' 
Among  the  Small  Fry 

Little  guys  in  industry,  finance,  and  energy  look  hot 


BY  LEWIS  BRAHAM 


Best  Bet 


BUY  WISELY 

Be  contrarian, 
but  not  toolhardly. 
Look  for  beaten- 
down  small  caps 
that  still  have  strong 
cash  flow,  have 
little  debt,  and  which 
are  buying  back  shares 


ver  the  past  year,  investors'  experiences 
with  large-cap  stocks  have  ranged  from 
disappointment,  as  with  IBM  or  Wal-Mart 
Stores,  to  outright  disaster,  as  with  Lu- 
cent Technologies  or  Yahoo!  But  in  one 
little  dark  corner  of  the  market,  some 
savvy  investors  are  dehghted  with  re- 
turns from  small-company  stocks  that  most  have 
never  heard  of — auto-parts  makers  Simpson  In- 
dustries and  Tesma  International;  or  Agrium, 
which  produces  fertilizer. 

Yes,  small  caps  are  back — but  not  the  tech 
whizzes  that  so  dazzled  Wall  Street  in  1999. 
Those  are  "small-cap  growth"  companies,  so 
named  because  of  their  perceived  high-growth 
prospects.  Since  the  Nasdaq  peaked  in  March, 
many  small-cap  growth  stocks  have  been  in  a 
death  spiral.  The  Russell  2000  Growth  Index,  a 


barometer  of  their  stock  price  performance, 
down  19.6%  so  far  this  year.  Small-cap  val 
stocks,  which  are  mainly  small  industrial,  fina 
cial,  and  energy  companies — yes.  Old  Econor 
stocks — are  in  the  pink.  The  Russell  2000  Val 
Index  is  up  16.7%,  and  the  sector's  progno! 
for  the  new  year  is  continued  good  health 

What's  going  on?  Historically,  value  stoc 
have  been  economically  sensitive,  falling  as  ec 
nomic  growth  slows  and  rallying  as  the  econor 
climbs  out  of  recession.  Yet  growth  is  slowir 
and  these  small-cap  value  stocks,  with  mark 
capitalizations  of  $2  billion  and  under,  are  on 
tear.  There  is  a  reason  for  this  odd  behavii 
says  Satya  Pradhuman,  a  quantitative  strateg 
at  Merrill  Lynch  &  Co.,  who  focuses  on  small-c 
stocks:  "You  have  a  lot  of  stocks  that  are  pric 
as  if  we're  in  a  recession,"  he  says.  In  effect 
says,  small  value  stocks  never  recovered  frc 
the  global  market  crisis  in  late  1998. 

The  result  is  rock-bottom  valuatioi 

The  price-to-book  value  ratio  of  t 

Russell  2000  Value  index  is  an  e 

ceptionally  low  1.5,  vs.  5.4  for  lar^ 

company  stocks.  That  valuati 

gap  has  existed  for  more  th 

two  years,  but  it  wasn't  un 

recently — when  the  large-c 

glamour  stocks  stumbled — iY 

any  attention  was  paid  to 

mundane  little  companies 

Now,  investors  are  takii 
notice — and  so  are  corpor; 
buyers.  Not  only  are  t! 
stocks  cheap,  but  they're  s 
enough  to  be  bought  by 
companies  using  pocket  chani 
"Over  the  last  18  months,  1 
of  our  holdings  got  bought 
by  larger  companies,"  says  Rob^ 
H.  Perkins,  portfoho  manager  of 
Berger  Small  Cap  Value  Fund.  "If 
investing  public  doesn't  want  to  reci 
nize  the  value,  Corporate  America  vd 
And  those  acquirers  have  been  willing  to  pi 
substantial  premiums.  This  June,  Ingersoll-Raj 
acquired  one  of  Perkins'  holdings,  refrigerai 
maker  Hussmann  International,  for  a  116. 
premium  over  its  pre-deal  price. 
SELF-SUFFICIENT  SECTOR.  Most  value  invest- 
don't  go  looking  for  takeover  candidates.  It'i 
natural  benefit  of  owning  cheap  stocks.  Perl 
buys  companies  well  off  their  stock-market  hi; 
that  trade  for  low  multiples  of  free  cash  fl 
Free  cash  flow  takes  net  earnings  and  adds  b; 
depreciation  and  amortization  (noncash  charg 
but  subtracts  capital  expenditures  and  divide 
(which  use  cash).  The  idea  is  to  see  how  m 
"leftover"  cash  a  company  has  after  one  year 
business  as  usual. 

Such  companies  are  self-sufficient  enough  t 
they  don't  need  outside  financing  to  grow.  W; 
the  extra  cash,  they  often  buy  back  their  o 
stock,  which  increases  earnings  per  share.  T 
Perkins  favorites  are  Manitowoc  Co.  and  Tecu 
seh  Products.  Manitowoc  is  the  largest  era 
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Human  &  DIG /TAL 


HUn\N  &  D\Q\TAL 


Hyundai  Electronics: 

Creating  a  Friendlier  Digital  World 


one  cormpany  is  building  the  foundation  of  a  new  digital  world.  At  Hyundai 
Electronics,  we've  long  been  a  leader  in  semiconductors,  and  now  we're 
bringing  new  digital  tectinology  to  tt^e  world.  Ttirougti  specialization 
and  an  innovative  nnanagement  system,  Hyundai  Electronics  is  building 
the  digital  world  you've  always  wanted  to  live  in.  Hyundai  Electronics 
Welcome  to  the  friendly  future. 


Strategies  for  Stocks 


Small  &  Mid-Cap  Stocks 


Small  Plavs  with  Potentially  Big  Returns 


company  /  symbol  price*  p-e* 

AVTavtc  $4.94  11.0 

Specializes  in  unified  nnessaging 
for  voice  mail,  faxes,  and  e-mail. 

LEAR  LEA  21.44  5.2 

Leading  supplier  of  auto  interiors — seat 
frames,  door  panels,  and  acoustic  systems. 

MANITOWOC  MTW  28.00  10.1 

Largest  crane  manufacturer  in  the  world. 
Also  big  in  building  ice  machines. 

PARTNERREpre  55.81  11.4 

Midsize  catastrophe  and  casualty 
reinsurer  in  a  sector  ripe  for  takeovers. 

TECUMSEH  PRODUCTS  TECUA  46^56  10^2 

Maker  of  lawnmower  engines  and 
refrigeration  gear  is  buying  back  stock. 

WENDY'S  INTERNATIONAL  WEN  25^38  14^8 

Fast-food  franchiser  trades  at  a  low 

p-e  relative  to  its  expected  earnings  growth. 

*As  of  Dec.  8  "Based  on  2001  earnings  DATA;  ANALYST  SURVEY,  BLOOMBERG  FINANCIAL  MARKETS.  FIRST  CALL 


manufacturer  in  the  world  and  a  leading  player 
in  the  ice-machine  business.  Tecumseh  makes 
lawnmower  engines.  Both  companies  are  buy- 
ing back  shares.  Both  are  generating  large 
amounts  of  free  cash  flow  and  sell  at  bargain- 
basement  prices.  Manitowoc  trades  at  11  times 
free  cash  flow  and  Tecumseh  at  14  times. 

Portfolio  manager  John  Burbank  of  State 
Street  Research  Aurora  Fund  tries  to  buy  com- 
panies selling  at  a  discount  to  what  he  calls  their 
private  market  value — what  a  knowledgeable  in- 
vestor in  the  industry  would  pay  for  the  whole 
company.  With  that  analysis,  he  thinks  there  are 
some  "screaming  buys"  in  old  industrials,  partic- 
ularly in  the  auto-parts  industry.  His  favorites, 
Lear  and  BorgWarner 
Automotive,  are  both 
selling  below  book  value 
and  less  than  seven 
times  earnings.  That,  he 
says,  makes  them  cheap 
even  though  the  auto  in- 
dustry is  slowing.  Lear 
currently  trades  at  4.5 
times  cash  flow,  while 
the  average  in  the  auto- 
parts  industry  is  6.1. 

While  value  investors 
gravitate  to  the  tried 
and  true,  some  will  ven- 
ture into  technology  and 
telecom  if  the  price  is 
right.  Jerome  J.  Heppel- 
mann  of  pbhg  Small  Cap 
Value  Fund  says  many 
fallen  tech  companies  are 
now  on  his  radar  screen. 
His  current  favorite  is 
cnvs  Corp.,  an  electronics 
components       supplier 


^    that's  49.6%  off  its  high  a| 
trades  at  just  11.9  times  ne 
year's  earnings.  The  Berj 
Fund's  Perkins  likes  te| 
com    equipment    mat 
AVT,  at  4.94  and  with  a  I 
e  of  11.  What  interests  him  is  that  avt's  c1os4 
competitor.  Active  Voice  Corp.,  was  recently 
quired  by  Cisco  Systems  Inc.  He  figures  A^l 
now  86.3%  off  its  52-week  high,  could  be  nex([ 
RECESSION  THREAT.  A  problem  with  small  stoc 
is  liquidity — which  means  the  ability  to  sell| 
stock  quicldy  without  taking  a  hit  on  price.  Tha 
got  some  institutional  investors  shifting  upsc^ 
into  mid-caps,  with  market  capitalizations  from 
billion  to  $10  billion.  Indeed,  mid-cap  value  stoC 
have  done  nearly  as  well  as  small-cap  vali 
Strategist  Christopher  Wolfe  of  J.  P.  Morgan  I 
Co.  suggests  PartnerRe,  a  reinsurer,  and  Wendj 
International,  the  fast-food  chain,  as  good  mid- 
value  plays. 

While  liquidity  is  important  for  both  small-cl 
growth  and  value  investors,  growth  players  ne| 
it  more.  "There  is  absolutely  less  liquidity 
small-cap  value  stocks  than  in  small-cap  growtl] 
says  analyst  Brad  Lawson  of  Frank  Russell 
"But  value  investors  tend  to  trade  much  le 
frequently.  They  don't  need  the  hquidity." 

One  potential  threat  to  the  value  story  isl 
deep  recession.  But  Federal  Reserve  Chairml 
Alan  Greenspan  is  already  signaling  that  h^ 
move  to  lower  interest  rates  rather  than  ril 
recession.  If  that's  the  case,  the  takeovers  al 
upward  momentum  of  small-cap  value  stocj 
should  continue. 


BusinessWeek  online 


For  an  audio  interview  with  Satya  Pradhuman  and 

John  Burbank,  go  to  the  Dec.  25  issue  online  at 

www.businessweek.com 


FOR  THE  RECORD 

Satya  Pradhuman  is  Merrill  h/nch  &  Co.  's 
quantitative  strategist  for  small-cap  stocks. 

ON  SMALL-CAP  VALUE  I   ■'^■■^- ^^mgmam  qn  FAVORITE  SECTORS: 

STOCKS:  ^Hfl^^^H  '"  ^^^^^^  ^^'^^<  we  like 

They  should  continue  to  ^^^^"^^^H  nursing  homes  and 

move  upward.  There  haven't  ^B||  ^IKPIh  ^^^P'^^'^' ^'^^''^  ^'^^''^  ^^^ 

been  these  kind  of  valuation  ^FT.         lu  compelling  values  and 

discrepancies  between  ^HBCI^'  -nl  ^^^^^  outlooks.  Energy  isn't 

growth  and  value  in  20  ^^B^iflfll  ^^^  ^^^^  ^^'^^  '^'^^  '^  ^^^  ^1 

years.  As  a  result,  we  have  ^^K0^^H  ^^^^  ^^°'  ^"^  ^^  ^  ^''°^^' 

seen  a  pickup  in  merger-  ^^K^^J^^^  small-cap  energy 

and-acquisition  activity  ^^^H^^^^^H  valuations  have  historically 

in  value  stocks.  That  ^^BliMM^^Q  '^^®"  ^*  P^'''^^  ^'*^  '^"^S^' 

ultimately  puts  a  floor  under  ^H|w|fM||l^^|  '^^P^-  Currently,  they're 

small-cap  value  stocks.  |^m^m|^^^g  trading  at  a  20%  discount. 

"We  have  seen  a  pickup  in  M&A" 
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'/e  integrate.  You  cofTifTiunicate. 


•  are  all  around  you.  In  more 

than  200  satellites,  nearly  500 

earth  stations  and  countless  ^, 

points  in  between.  Integrated 

into  wide-ranging  systems-our 

own  and  those  of  partners  and 

customers— our  products  and 

know-how  are  helping  change 

the  way  you  keep  in  touch. 

I   Witness  the  coming  Connexion      '" 

by  Boeins^'*  broadband  global,; 

communications  network,  to 

I  which  we  are  contributing  as  a     ^ 

I  regional  partner.  You  may  be 

I  hurtling  through  the  air  at  10,000  ^  ; 

I  meters,  but  e-mail  and  real-  Ik  J 

I  time  Internet  connections  will  *        - 

I  still  be  within  reach.  ^' 

'  We  integrate.  You  communicate.X^'^> 


■--,. 

,    Satellite 

-^ll'  ^ 

Airplane 

Earth  Station      : 

Connexion  by  Boeing^" 

communications  networlt. 

Picture  simulated. 
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strategies  for  Stocks 


REITs  Still  OfTer 
A  Solid  Defense 

But  returns  probably  won't  be  as  hot  as  this  year's 


BY  LEWIS  BRAHAM 


Best  Bet 


STAYING  POWER 

Certain  REIT  sectors 
should  hold  up  better  in 
a  slowdown  than  others. 
Companies  owning 
offices  and  apartment 
buildings  in  the  North- 
east and  Northwest 
should  do  well 
because  demand  is  high 
and  supply  is  limited 


eal  estate  investment  trusts  promise  sal- 
vation for  risk-averse  investors  in  2001. 

While  the  sector  Avill  never  have  the 

oomph  of  tech  stocks,  it  should  continue  to 

do  its  job.  Although  REITs,  which  are  real 

estate  holding  companies,  trade  like  stocks, 

most  of  their  earnings  are  paid  out  as 
dividends.  So  they  have  some  of  the  growth  po- 
tential of  stocks  and  some  of  the  stability  of  bonds. 
When  the  Nasdaq  index  took  a  nosedive  in 
March,  money  managers  suddenly  saw  the  de- 
fensive value  of  REITS.  Equity  REITs  had  a 
21.6%  average  total  return  in  2000  vs.  the 
Nasdaq's  28.2%  slide.  "The  collapse  of  the 
tech  stocks  was  a  major  factor  in  the  REIT      STOCK/SYMBOL !'^}9f:*. Xl^.k? 


stock  price  appreciation  above  that  just  adcj 
to  your  total  return.  Nor  are  the  estimates 
that  bad,  given  that  the  entire  economy 
slowing.  "There  are  estimates  out  there  f| 
the  s&p  500's  growth  next  year  that  are  lo\ 
er  than  REITs,"  says  manager  David  Jelliscj 
of  Columbia  Real  Estate  Equity  Fund. 
BARGAINS.  Certain  sectors  will  hold  up  be 
ter  than  others.  Take  REITs  that  own  offiJ 
and  apartment  buildings  in  the  Northeast  ar| 
Northwest.  Demand  is  strong,  and  supply 
ited,  says  Martin  Cohen,  manager  of  Cohen 
Steers  Realty  Fund.  Office  REITs  also  look 
tractive  because  their  leases  are  typically  fori 
to  10  years,  locking  in  high  earnings  growtj 
Cohen  likes  Vornado  Realty,  Equity  OffiJ 
Properties,  and  Boston  Properties.  His  favori| 
is  Spieker  Properties,  the  largest  office  lanl 
lord  in  Silicon  Valley.  Such  popular  nam( 
have  higher  valuations  and  lower  yields. 

Bargain  hunters  can  look  at  health-caJ 
and  nursing-home  REITs.  "But  they're  not  f«| 
the  faint  of  heart,"  says  Vinocur.  Indeed,  cuts 
government  reimbursements  to  nursing  homJ 
have  led  to  losses.  But  the  worst  has  been  pricJ 
into  these  stocks,  and  because  the  U.S.  popull 
tion  is  aging,  their  earnings  may  soon  pick  ul 
Cohen  and  Vinocur  both  favor  Nationwide  Healf 
Properties  and  Health  Care  Property  Investor 
which  yield  14%  and  10.5%,  respectively.  Coh^ 
thinks  those  yields  are  sustainable. 

Columbia's  JeUison  thinks  industrial  REIT  PrI 
Logis  is  a  great  bargain.  With  a  big  part  of  i| 
warehouse  and  cold  storage  business  in  Eurof 
ProLogis  has  been  hurt  by  the  euro's  decimatiol 
But  JelUson  says  "the  underlying  industrial  bu^ 
ness  is  extremely  healthy."  When  the  euro  ti 
the  corner,  this  stock  should  do  well. 

Managers  are  avoiding  two  reit  sectors — hi 
tels  and  retail — because  of  their  economic  sen^ 
tivity,  but  the  others  should  have  bright  future 
Everyone  needs  a  place  to  live  and  work, 
that  respect,  REITs  could  be  one  of  the  safe| 
places  to  invest  as  the  economy  cools. 


BusinessWeek  oiiliiK^ 


For  an  audio  interview  with  Martin  Cohen,  go  to  the  Deq 
25  issue  online  at  www.businessweek.com 


Real  (Estate)  Opportunities 


rally,"  says  Barry  Vinocur,  editor  of  Realty 
Stock  Review. 

Most  experts  think  the  sector  wiU  do  well 
in  2001,  but  not  as  well  as  in  2000.  Merrill 
Lynch  &  Co.  recently  lowered  2001  earn- 
ings estimates  on  nearly  35%  of  the  compa- 


EQUITY  OFFICE  PROPERTIES  EOP  $31.12     5.8%| 

Largest  office  REIT  in  the  U.S. 

HEALTH  CARE  PROPERTY  INVESTORS  hcp 

Largest  health-care  REIT 

PROLOGIS  TRUST  PLD 


28.69    10.51 


nies  it  covers.  "We're  not  throwing  in  the      !.".^."s*!L^L^.^J.L^i*.LP™P^.';*J^^.^..i[!..^^^^^^^^ 
towel,"  Merrill  analyst  Steve  Sakwa  stresses. 
"We  still  think  the  group  is  going  to  deliver 
10%  to  12%  total  returns  next  year." 

Even  if  earnings  drop,  reits  currently 
have  a  7.6%;  average  yield,  which  is  pro- 
tected by  their  strong  balance  sheets.  Any 


SPIEKER  PROPERTIES  spk 

Largest  landlord  in  Silicon  Valley 

VORNADO  REALTY  TRUST  VNO 

Largest  owner  of  office  properties  in  NYC 


21.44      6.21 


53.06      5.31 


37.81      5.61 


DATA:  ANALYST  SURVEY,  BLOOMBERG  FINANCIAL  MARKETS,  BUSINESS  WEEK      *AS  Of  DEC.  8.  2000 
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Chances  are,  we  had  something  to  do  with  it.  Fact 
is,  98  out  of  the  FORTUNE  100  count  on  business 
intelligence  solutions  from  SAS  to  explore  infor- 
mation, better  understand  customer  and  supplier 
relationships,  predict  behavior,  and  unlock  hidden 
opportunities.  Today,  SAS  is  leading  the  industry 
in  bringing  this  same  level  of  intelligence  to  the 
world  of  e-business.  With  e-Intelligence  from 
SAS,  you  can  capture,  analyze  and  react  to  data 
gathered  at  any  point  of  contact.  And  then  just  as 
quickly  disseminate  new  fmdings  to  anywhere 
they're  needed  across  your  extended  enterprise. 
To  get  the  answers  you're  searching  for,  call  us 
today  at  1-800-727-0025  or  stop  by  www.sas.com. 


nd  all  other  SAS  Inslilule  Inc  praducl  ot  service  names  are  regisleied  liadeniarks  a  Irademaiks  of  SAS 
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Strategies  for  Stocks 


Financial  Stocks 


Here's  Where  the 
Easy  Money  Ends 

Sluggish  earnings  and  deregulation  could  sting 


BY  EMILY 
THORNTON 


Free-For-Ali 


Banks,  insurers,  asset 

managers,  and  brokers 

can  now  compete  in  one 

another's  territories.  The 

result:  Margins  could 
get  hammered 


ou  can  sense  it  from  analysts'  recent 
downward  revisions  of  earnings  prospects 
for  even  financial  juggernauts  such  as 
Morgan  Stanley  Dean  Witter  and  Gold- 
man Sachs.  And  you  can  see  it  in  the 
dwindling  list  of  initial  public  offerings,  as 
well  as  an  alarming  increase  in  bad  loans. 
After  several  years  of  record-breaking  earnings 
growth,  Wall  Street  is  facing  rough  times. 

To  be  sure,  key  ingredients  remain  in  place  for 
financial  services  to  do  better  than  the  economy 
as  a  whole  over  the  long  term.  A  growing  legion 
of  individual  investors  continues  to  flock  to  the 
stock  market.  And  in  several  years,  banks,  bro- 
kers, and  asset  managers  will  surely  benefit  from 
a  wave  of  retiring  baby  boomers. 

But  in  2001,  financial  stocks  hold  big  risks  for 
investors.  Despite  the  prospect  of  lower  interest 
rates — normally  a  boon  for  financial  stocks — 
sluggish   earnings   growth   combined   with 
deregulation  have  triggered  a  shakeout.  Since 
the  passage  of  the  Gramm-Leach-Bliley  Fi- 
nancial Services  Modernization  Act  in  No- 
vember, 1999,    banks,  insurers,  asset  man- 
agers,   and    brokers    have    been   free    to 
compete  in  one  another's  territories  for  the 
first  time  since  the  Depression. 
So,  executives  are  bracing  them- 
selves for  lower  margins  partly 
as  a  result  of  the  increased  com- 
petition. "It  will  be  a  little  bloody 
for  some  of  these  businesses,"  Bank 
One  Corp.  Chairman  and  CEO  James 
Dimon  told  executives  at  a  recent 
Securities  Industry  Assn.  meeting.  "I 
don't  think  the  advice  business  will  go 
away.  But  it  may  come  cheaper." 

As  the  Darwinian  struggle  plays 
out,  the  consensus  among  ana- 
lysts is  that  the  growth  of  se- 
curities firms'  profits  will  trail 
the  anticipated  10.6%  rise  in  2001  earn- 
ings of  companies  in  the  Standard  & 
Poor's  500-stock  index  for  the  first  time 
in  two  years.  Brokers'  and  asset  man- 
agers' earnings  may  decelerate  to  a  tepid 
7%  increase  in  the  coming  year,  vs.  a  crack- 
ing estimated  27%  rise  in  2000,  according  to 
First  Call  Corp.  Indeed,  investment  banks  such 
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as  Morgan  Stanley  Dean  Witter  &  Co.  and  Be 
Steams  Cos.  Inc.  could  soon  post  their  first  qua 
terly  earnings  decUnes  since  they  were  batten   it  Hi 
by  the  Russian  currency  crisis  in  the  last  quart   igto 
of  1998. 

FOLLOW  THE  MONEY.  Banks  wallowing  in  cred 
woes  such  as  First  Union  Corp.  and  Bank      done 
America  Corp.  could  be  even  worse  off.  F(   -fa 
now,  though,  First  Call  says  analysts  are  esl 
mating  bank  earnings  will  rise  by  11%.  Th; 
leaves  the  industry's  least  exciting  players- 
surance  companies — as  potentially  its  best  ear 
ers  with  profits  jumping  21%  in  2001. 

Investors  with  iron  nerves  should  be  able 
find  some  winners  even  in  sluggish  sectors.  I; 
vestment  pros'  advice:  Follow  the  money.  Th   ice, 
means  investing  in  brokers,  banks,  and  insu 
ance  companies  that  are  raking  in  retail  asse 
from  the  rich — and  avoiding  those  weighed  doAA 
by  widening  credit  spreads  and  vanishing  ad\   ?rili 
sory  fees. 

Asset-based  businesses  such  as  retail  securiti 
firms  or  money  managers  with  stable  revem 
and  earnings  streams  stand  the  best  chance 
surviving  the  war  for  assets,  say  analysts.  Fim 
with  a  focus  on  high-net-worth  clients  or  stror 
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istribution  systems  are  best  placed  to  beat  the 
jmpetition,  says  Bear  Stearns  analyst  Amy 
utte.  That's  why  Charles  Schwab  Corjj.  looks  al- 
iring  to  many.  Following  its  purchase  of  U.S. 
rust,  it  is  raking  in  more  assets  from  wealthy 
istomers.  Butte  also  likes  two  outfits  often 
entioned  as  potential  takeover  targets — secu- 
ties  firm  Legg  Mason  Inc.  and  asset  manager 
euberger  Berman  Inc. 

Given  that  some  brokers'  stocks  have  already 
ken  substantial  hits,  bargains  are  popping  up. 
)me  analysts  like  Morgan  Stanley  Dean  Witter 
id  Goldman,  Sachs  &  Co.  for  that  reason.  And 
:pectations  for  Lehman  Brothers  Inc.  have 
ink  so  low  that  it's  a  candidate  for  a  strong 
mnce.  Indeed,  the  stock  surged  10%,  to  68,  on 
ec.  1 1  after  Goldman  Sachs  suggested  its  stock 
ice  had  fallen  too  low. 

Firms  that  dominate  a  niche  may  perform 
itter  than  the  sector  as  a  whole.  Tom  Gog- 
ns,  portfolio  manager  of  John  Hancock  Finan- 
il  Industries  Fund,  which  is  up  25.2%  this 
•ar,  likes  State  Street  Corp.  and  Northern 
last  Corp.  because  they  are  less  reliant  on 
ins  and  have  strong  fee-based  global  custody 
d  estate  planning  franchises.  But  his  real  fa- 


FOR  THE  RECORD 


Bear  Steams  Cos.  analyst  Amy  Butte  is  known  for  making  gutsy  calls. 
She's  looking  for  retail  securities  firms  and  asset  managers  to  rally 


ON  SECURITIES'  STOCKS: 

We're  looking  for  a  less  ro- 
bust 2001.  The  return  on 
equity  at  investment  banks 
will  come  down.  In  2000, 
they  will  produce  anywhere 
from  25%  to  33%.  Next 
year,  we're  looking  for  a 
20%  to  25%  return. 

ON  FINANCIAL  STOCKS: 

Our  favorite  is  Lehman 
Brothers.  We're  also  recom- 


mending asset-based  busi- 
nesses such  as  Charles 
Schwab,  Legg  Mason,  and 
Neuberger  Berman. 

ON  CONSOLIDATION: 

The  consolidation  in  asset- 
based  businesses  will  con- 
tinue. These  firms,  with 
growth  prospects  of  10%  to 
12%,  are  very  attractive  to 
banks,  insurance  compa- 
nies, and  European  firms. 


'Our  favorite  is  Lehman  Brotliers' 


vorites  are  commercial  property/casualty  insur- 
ers that  have  been  only  recently  able  to  raise 
premiums  for  the  first  time  in  years.  "We  think 
the  property-and-casualty  stocks  have  the  po- 
tential to  continue  their  run  because  we  believe 
there  viill  be  a  continuing  hardening  of  the  cy- 
cle," says  Goggins.  "Price  increases  are  sticking." 
Among  his  top  choices:  Ace  Ltd.  and  Everest  Re 
Group  Ltd. 

The  tectonic  shifts  now  reshaping  the  finan- 
cial-services industry  will  create  lots  of  op- 
portunities, says  Lanny  Thomdike,  chief  in- 
vestment officer  of  Century  Capital 
Management  Inc.,  whose  financials-heavy 
Century  Shares  Trust  is  up  33.81%  through 
Dec.  8.  "This  is  a  good  opportunity  to  par- 
ticipate in  the  change  agents,"  he  says. 
Thorndike  likes  Bank  of  New  York  and 
insurer  American  International  Group  part- 
ly because  both  companies  are  leading  the 
pack  in  building  up  global  franchises. 
Risk  takers  who  beheve  that  big  is  beau- 
tiful may  want  to  look  at  new  megabanks. 
Merrill  Lynch  &  Co.  financial-services 
industry  analyst  Judah  Kraushaar's 
first  choice  is  Chase  Manhattan  Corp. 
He  thinks  that  with  more  corporations 
asking  for  credit  lines  from  securities  firms, 
investment  banking  is  becoming  more  of  a  bal- 
ance-sheet game.  Through  its  merger  with  J.R 
Morgan,  Chase  could  become  a  trailblazer  by 
combining  Chase's  clients  and  balance-sheet 
strength  with  Morgan's  securities  products  and 
global  reach.  Still,  some  money  managers  are 
cautious  about  recent  fijiancial  mergers.  They're 
staying  on  the  sideUnes  until  it's  clear  that  these 
new  marriages  will  be  driven  by  asset  grovith — 
or  cost  cutting. 

If  investors  choose  vdsely,  it  could  pay  to  in- 
vest in  a  broker,  bank,  or  insurer.  But  they  had 
better  tread  carefully.  n 


Best  Bet 


SIZE  MAY  COUNT 

Risk-takers  who  believe 
that  big  is  beautiful 
may  want  to  checkout 
the  recently  formed 
megabanks.  Chase 
Manhattan  could  be- 
come a  trailblazer  by 
combining  Chase's 
clients  and  balance- 
sheet  strength  with 
Morgan's  global  reach 
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lOr  Stocks 


Gems  Amidst  the  Rubble 


Some  Dot-Com  Jewels 
Will  Shine  Again 

But  investors  need  to  he  extremely  discriminating 


BY  DEAN  FOUST 


Forget  The  Millionaire  Next  Door.  For 
that  matter,  forget  all  those  Motley 
Fool  books.  For  many  investors  who 
got  swept  up  in  the  dot-com  craze,  the 
true  story  of  2000  would  be  titled  How 
I  Turned  a  $25,000  Internet  Portfolio 
into  $1.95  in  Cash.  And  with  the  Gold- 
man Sachs  Internet  Index  now  down  67%  for 
the  year  and  a  growing  number  of  former  high- 
fliers verging  on  bankruptcy,  many  investors  may 
be  content  never  to  go  near  another  dot-com. 

But  lest  we  forget,  one  old  saw  of  in- 
vesting is  that  the  time  to  buy  is  when  the 
blood  is  running  down  Wall  Street.  And  many 
pimdits  believe  that  investors  willing  to  dig  care- 
fully through  the  Internet  rubble — and  with  the 
stomach  to  ride  out  the  inevitable  ups  and  downs 
of  the  Net  sector — will  find  undervalued  gems 
yielding  big  payoffs  in  a  few  years.  "There  are  so 
many  bargains  right  now,"  says  money  manager 
Alberto  VUar,  whose  Amerindo  Technology  Fund 
in  2000  has  given  back  roughly  two-thirds  of 
the  249%  gain  it  racked  up  in  1999.  "They've 
thrown  the  baby  out  with  the  bathwater." 
To  be  sure,  investors  dabbling  in  Net  stocks 


FOR  THE  RECORD 


Robert  Turner  is  chief  investment  officer  for  the  Tkmer  family  of  funds. 
His  Turner  Technology  Fund  was  doum  7.5%  through  Dec.  8. 


ON  THE  NEXT  BIG  TREND 

Remember  the  scene  in  The 
Graduate  where  the  charac- 
ter advises  Dustin  Hoffman 
to  go  into  "plastics"?  This 
decade,  the  story  is  going  to 
be  the  wireless  Internet. 

HIS  FAVORITE  PLAYS 

Three  stocks  could  be  in  the 
sweet  spot  of  the  next-gen- 
eration Internet.  Aether  Sys- 
tems has  the  operating  sys- 


tem that  a  lot  of  the  new 
wireless  networks  will  oper- 
ate on.  Openwave,  formed 
by  the  merger  of  Phone.com 
and  Software.com,  provides 
critical  software  to  the  wire- 
less providers.  If  everything 
kicks  in,  it  could  earn  $1  a 
share  in  2002.  VeriSign  pro- 
vides user  authentication — 
which,  on  the  wireless  Inter- 
net, is  more  complex  and 
more  necessary. 


"The  story  is  going  to  be  wireless" 
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must  be  extremely  discriminating:  The  dot-co  ittv  i 
shakeout  is  far  from  over.  Wall  Street  pros  re  lipi 
ommend  against  bottom-fishing  among  e-tailei  jiana 
even  those  whose  shares  look  tempting  at   iderii 
mere  buck  or  two.  "I  think  a  number  of  e-taile   (Juan 
vdll  fold  in  January  if  Christmas  doesn't  go  W(  "The, 
and  [venture  capitalists]  refuse  to  put  any  mo:  siinn 
money  in  them,"  says  Alan  Loewenstein,  c  IsEvi 
manager  of  the  John  Hancock  Technology  Fun  iifm, 
STAYING  POWER.  And  despite  the  sharp  correcti(  im. 
in  recent  months,  many  analysts  warn  that  ev( 
media  and  e-commerce  icons  that  have  demo 
strated  staying  power,  such  as  Yahoo!  Inc.  ai 
Amazon.com  Inc.,  still  look  overvalued  when  me 
sured  by  traditional  standards.  "I  think  Yah(  h\ 
will  be  a  survivor,  but  does  it  deserve  a  mark 
cap  of  $23  billion?  I  just  don't  know  at  what  prii  (Ti, 
you  should  get  in,"  says  Loewenstein. 

Similarly,  some  savvy  analysts  remain  ca 
tious  about  the  outlook  for  Internet  servi(  n. 
providers,  such  as  EarthLink  Inc.,  and  data  ca  tk 
riers  like  Level  3  Communications  Inc.,  whi< 
may  see  pressure  on  their  margins.  "Ksp  is  uH 
mately  a  bandwidth  business,  and  the  price  f< 
bandwidth  is  heading  toward  free,"  says  Dav 
Nadig,  portfolio  manager  for  the  Open  Fund. 

The  near-consensus  pick  among  fund  mai  ki 
agers  and  analysts  interviewed  by  HUSiNRl 
WKKK:  Web-hosting  giant  F^xodus  Comniunic 
tions  Inc.  p]xodus  stock  plunged  from  a  peak 
90  last  April  to  around  35  in  rnid-Docombe 
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•gely  on  fears  that  its  many  dot-com  clients 
uld  go  belly-up.  But  First  Analysis  Securities 
)rp.  analyst  Howard  Smith  notes  that  Exodus 
w  derives  roughly  60%  of  its  revenues  from 
d  Guard  companies  such  as  Merrill  Lynch  & 
I.  "They  have  a  broad  base  of  customers  who 
11  survive  the  downturn,"  says  Smith,  who  ex- 
cts  Exodus  to  turn  profitable  in  late  2001. 
Internet  security  software,  too,  is  looking  like  a 
)rm-proof  sector.  Many  companies  deferred 
ending  on  security  while  they  dealt  with  the  Y2K 
sis,  but  analysts  are  now  looking 
•  the  sector  to  grow  40%  annual- 

SunTrust  Equitable  Securities 
alyst  P.  Sean  Jackson's  favorite 
Tipanies  are  Check  Point  Soft- 
re  Technologies  Ltd.  and  Inter- 
:  Security  Systems  Inc.  But  giv- 

their  lofty  valuations,  Jackson 
nks  better  bargains  may  lie  in 
inbow  Technologies  Inc.,  whose 
tware  speeds  the  transfer  of  en- 
/pted  data,  and  SafeNet  Inc., 
:ich  sells  products  to  network- 
;  giant  Cisco  Systems.  "When 
a  hear  Cisco  talking  about  its 


Net  play  is  E*Trade  Group  Inc.  Its  shares  have 
tumbled  from  20  to  below  10  since  September. 
But  E*Trade  has  been  diversifying.  It  now  has 
healthy  businesses  in  banking  and  corporate 
stock  option  programs  and  is  expanding  glob- 
ally— with  a  presence  now  in  30  countries. 
And  vdth  E*Trade's  stock  now  trading  at 
less  than  2  times  book  value — vs.  2.9  for 
traditional  Street  firms  and  3.7  for  other 
cyberbrokers — Appleby  says   E*Trade 
may  get  snapped  up.  "They'd  make  an 
excellent  acquisition  candidate,"  he  says. 
STRONG  BRAND.  Paul  G.  Meeks,  senior 
portfoho  manager  at  Merrill  Lynch  In- 
ternet Strategies  Ftmd,  looks  for  com- 
panies reaching  critical  mass  in  their 
niche.  Meeks  hkes  homestore.com  Inc. 
Thanks  to  close  partnerships  with  the 
likes  of  the  National  Association  of 
Realtors  (nar),  it  now  has  a  dominant 
share  of  onHne  real  estate  listings. 
Meeks  also  favors  Getty  Images  Inc., 
which  controls  more  than  70  million  images 
and  some  30,000  hours  of  film — giving  it  a 
lock  on  the  online  images  sold  to  ad  agencies 
and  other  media  companies. 
Meeks  is  similarly  bullish  on  tmp  World- 
wide Inc.,  whose  Monster.com  sub- 
sidiary has  a  strong  brand  among  jobs 
and  e-cruiting  sites,  "tmp  is  an  absolute 
gift  every  time  it  hits  the  mid-50s,"  says 
Meeks,  who  expects  TMP  to  boost  profits  more 
than  40%  next  year,  to  ,$1.31  a  share.  If  so,  tmp's 
shares,  now  in  the  mid-60s,  "could  easily  go  back 
into  the  80s,"  he  says. 

But  then,  this  is  the  Internet:  No  dot-com 
stock  is  without  risk.  Meeks  cautions  that  if  the 
economy  dips  into  recession,  demand  for  tmp's 
placement  services  could  fall.  And  the  govern- 
ment is  reviewing  homestore's  partnerships  to 
determine  if — a  la  Microsoft  Corp. — they're  in- 
hibiting competition.  But  if  you're  willing  to  ride 
out  such  risks,  now  might  be  the  time  to  take  a 
flier  on  the  beaten-down  Internet  sector.  If  the 
Web  is  here  to  stay,  investors  may  never  see 
these  kinds  of  valuations  again.  n 


Glimmers  of  Potential 


Best  Bet 


STRONG  SITES 

Lookfor  Internet  compa- 
nies with  high  gross 
margins  such  as  eBay 
and  Homestore.  These 
companies  have  a  better 
chance  of  surviving  the 
online  price  wars  and 
shouldering  the  rising 
marketing  costs  associ- 
ated with  attracting  new 
customers  to  their  sites. 


COMPANY/ SYMBOL 

EXODUS 
COMMUNICATIONS  exds 

E*TRADE  EGRP 
GETTY  IMAGES  GETY 
AETHER  SYSTEMS  AETH 
H0MEST0RE.COM  HOMS 
TMP  WORLDWIDE  TMPW 
INTERNET  SECURITY 


PRICE* 

$30.63 


COMMENT 


Web  hoster  gaining  big-league  clients  such  as 
Merrill  Lynch 


9.96 
28.25 
68.06 
28.00 
64.50 
81.43 


20.00 


!urity  solutions,  there's  a  good      SOfTWA^f  .'.^sx '.'.'<.^.'yj°..6.xp'°.d.e.. 

;  that  SafeNet's  technology  is 
bedded  in  them,"  he  says. 
[Robertson  Stephens  Inc.  analyst 
)tt  W  Appleby  believes  the  best 


Diversifying  revenue  stream  beyond  stock  trading 
Leading  player  in  digital  images  used  by  media 
Operating  system  is  becoming  wireless  standard 
Emerging  as  leading  real-estate  portal 
Online  job-searcti  service  is  already  profitable 
Corporate  spending  on  Internet  security  software 


RAINBOW 
TECHNqLOGIES  RNBO 

*  At  Dec.  8  close 


Software  maker's  programs  help  speed 
encrypted  data 


DATA:  ANALYST  SURVEY:  BLOOMBERG  FINANCIAL  MARKETS 
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-Endows: 

ProfesskNial 


►  2000 


CHANGE  WHAT  YOUR  SOFTWARE  IS  CAPABLE  OF  DC 

Today's  business  needs  the  reliability  of  Microsoft"  Windows"  2000  Profess 
If  you  want  your  people  to  work  faster.  Work  mobile.  Work  smarter.  They  ne 
PC  operating  system  that  works  all  the  time.  Windows  2000  Professional  JJ 
to  30%  faster  and,  based  upon  NSTL  test  results,  13  times  more  reliable 
Windows  98.*  So  at  a  time  when  any  competitive  edge  can  make  a  differer 
your  people  will  spend  far  less  time  calling  the  help  desk,  and  far  more 


•For  lull  reports  and  test  results  seo;  eTestIng  Labs  (tormerly  ZD  Latjs)  test  results  November  1B99  (http,//cglvdnet  coin/Bllnk?18431).  and  NSIL.  Fehrunry  2000  (mwwnsll.cum/htnil/wlndowfc  2000  rdll 
-©  2000  Microsoft  Corporation,  All  rights  reserved  Microsoft,  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  and/or  othi 
The  names  of  actual  companies  and  products  mentioned  herein  may  he  the  trademarks  of  their  respective  owners. 


you 


I 


I  WILL  NEVER  QUIT. 


(^ 


YOU  CHANGE  WHAT  YOUR  PEOPLE  ARE  CAPABLE  OF  DOING. 

productive.  Windows  2000  Professional  was  designed  specifically  for 
s  Internet-based  technology  and  gives  your  people  the  reliability,  speed, 
lobility  required  to  do  their  jobs.  Microsoft  Windows  2000  Professional, 
isiness.  All  the  time.  For  information  on  upgrading  your  business,  talk 
r  IT  professional  or  visit  microsoft.com/windows2000/pro 
n'e  Tor  the  Agile  Business. 


£Miili^ 


s  for  Stocks 


Europe 


After  the 
Bubble  Bursts 

Some  European  sectors  could  do  well  in  a  downturn 


BY  DAVID 
FAIRLAMB 


Investors  in  Europe  face  a  very  modern 
muddle  in  2001:  how  to  make  money  in  the 
first  New  Economy  slowdown.  Old  Economy 
problems — higher  oil  prices  and  interest 
rates,  plus  the  sickly  euro — cut  short  the 
long-awaited  tech-driven  growth  spurt, 
which  peaked  at  3.5%  in  the  second  quarter 
of  2000.  Europeans  had  barely  gotten  used  to 
the  idea  of  investing  in  dot-coms  when  the  bub- 
ble burst  worldwide.  Frankfurt's  Neuer  Markt, 
which  specializes  in  young  companies,  has  lost 
more  than  half  its  value  since  February.  The 
euro  zone  markets  fell  about  7%  in  2000,  and 
analysts  expect  they'll  end  2001  higher  by  10% 
to  15%. 

"European  high  tech  now  has  all  the  appeal  of 
a  French  beefsteak,"  quips  Simon  Ferguson,  a 
Paris-based  strategist  for  the  Swiss  private  bank 
Julius  Bar,  referring  to  the  "mad  cow"  panic. 

When  an  economy  slows,  investors  tradition- 
ally sell  high-growth  and  cyclical  stocks  for  div- 
idend-paying value  stocks  and  sectors  whose 
earnings  hold  up  in  a  slump.  But  normally  in- 


FOR  THE  RECORD 


Johannes  Reich  is  head  of  equity  research  and  strategy  at  B.  Metzler 

Seel.  Sohn  &  Co.  His  top  10  list  of  German  equities  outperformed 

Germany's  Dax  index  by  more  than  25%  through  Dec.  1,  2000. 


ON  THE  ECONOMIC 
ENVIRONMENT: 

Europe's  economy  has 
peaked.  But  the  slowdown 
is  different  from  previous 
ones  and  far  more  compli- 
cated. Old  Economy  pat- 
terns are  being  overshad- 
owed by  New  Economy 
trends  that  no  one  fully 
understands.  This  is  terra 
incognita,  and  investors 
need  to  be  cautious. 


ON  STOCKS  TO  BUY: 

The  investments  of  choice 
are  Old  Economy  companies 
with  sound  asset  structures 
and  the  ability  to  make 
rapid,  selective,  and  produc- 
tive use  of  the  Internet  and 
the  New  Economy.  Deutsche 
Lufthansa  is  a  good  example. 
It  sells  an  increasing  number 
of  tickets  online.  Companies 
that  can  benefit  from  the 
structural  changes  sweeping 
Europe  will  also  do  well. 


"Investors  need  to  be  cautious" 


trepid  analysts  say  they're  having  more  troubl 
than  usual  proffering  advice.  "We've  never  e> 
perienced  a  New  Economy  downturn,  so  w 
don't  know  precisely  what  it  means,"  explains 
Johannes  Reich,  head  of  equity  research  at 
Bank  Metzler,  a  leading  German  private  bank.  1 
complicate  things,  fund  managers  who  track  Moi 
gan  Stanley  Dean  Witter's  Msci  index  may  se 
euro-zone  stocks  and  buy  British  issues  followin 
changes  in  the  index's  weightings. 

No  question,  caution  is  the  watchword  of  t! 
day.  Still,  strategists  are  relatively  optimist; 
about  the  European  outlook  for  2001.  For  o 
thing,  the  euro-zone  economy  will 
expand  by  about  3%.  That  figure 
is  half  a  percentage 
point  less  than  pre- 
viously forecast,  but 
it  should  match  U.  S. 
growth.  If  the  euro  con- 
tinues to  recover  from  its 
doldrums,  European  in 
vestors  will  repatriate  some  of 
the  $250  billion  they  are  esti- 
mated to  have  put  in  U.  S.  equities 
in  the  past  three  years.  A  U.  S.  rate 
cut,  which  would  likely  weaken  the 
dollar,  might  help.  "It  could  give  Con- 
tinental stock  markets  a  big  boost,"  say 
Achim  Stranz,  the  chief  investment  officer 
in  Germany  for  AXA  Investment,  the  big 
French  insurer.  "Either  way,  we  sincerely 
believe  that  Europe  is  undervalued  compared 
to  the  U.S." 

CROSSCURRENTS.  Which  sectors  will  do  best 
in  an  environment  with  so  many  cross- 
currents? Financial-services  companies        i 
should  do  well.  With  the  long-term  sol- 
vency of  state  pension  plans  in  doubt, 
Europeans  are  putting  more  money 
than  ever  into  mutual  funds  and  pri- 
vate pension  accounts.  That  will  boost 
the  earnings  of  insurance  companies 
and  fund  managers.  Such  companies 
are    usually   big   bondholders    and 
should  also  benefit  when  European 
interest  rates  start  to  fall.  Ana- 
lysts expect  that  to  happen  in  the 
second  quarter  of  2001. 

UBS,     Switzerland's     largest 
bank,  is  a  favorite,  says  Aurelia 
Marxer,  a  strategist  at  Vaduz- 
based  Verwaltungs-  und  Privat- 
Bank.  After  two  mediocre  years, 
she  says,  UBs'  $1.25  trillion  asset- 
management  operation  is  picking  up 
steam.  UHS  also  strengthened  its  global 
reach  by  buying  U.S.  investment  bank 
Paine  Webber  Inc.  UMS  shares  rose  25%) 
in  2000. 

Anne  Meniel,  deputy  head  of  equity 
management  at  Finama  Asset  Man 
agement  in  Paris,  likes  well-man- 
aged Barclays  Bank,  Lloyds-THS, 
Italy's  San  Paolo-iMl,  and  Banca 
Popolare  di  Milano.  All  outper- 
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V 


formed  the  sector. 
(Bank  shares  rose 
30%  in  2000 
on  heavy  merger 
activity.) 

Dropping  long- 
term  rates  should 
help  shares  of 
insurers,  says 
Francois  Lemoine, 
head  of  equity 
strategy  at  bnp- 
Paribas.  Lemoine 
likes  Germany's  Al- 
hanz,  which  should 
benefit  from  Ger- 
man pension  rules 
taking  effect  in 
2002,  and  France's 
AXA,  which  gains 
from  rising  retire- 


Europe's  Best  Buys 


COMPANY/SYMBOL 


PRICE* 


P-E 
RATIO 


$135.62      23.1 


AXA  cs  France 

Well-managed  insurance  and 

asset-management  company 

LUFTHANSA  lha  Germany 

Pioneer  among  airlines  in 

exploiting  the  Internet 

UNICREDITO  uc  Italy 

A  fast-growing  financial 

services  powerhouse 

UNILEVER  UNO  UK/Netherlands 

Consumer-product  giant  with 

strong  demand  for  core  brands 

UBS  UBSN  Switzerland  152.40 

The  world's  largest  asset  manager  is 


21.94      12.7 


4.78      13.8 


57.00      10.4 


14.1 


ment  savings  and  ,        ,...      ^  ^  •  ,    .    , 

more  focus  on  Hfe  ^^.'",^^A[^3Jl9^.AL'^.9^^^^^^ 

insurance  and  asset  VOLKSWAGEN  vow  Germany  51.49      11.6 

management.  The  auto  manufacturer  has  cut 

WIND  POWER.  An-  ^qj^s  and  boosted  profits 

glo-Dutch  consumer  -.--------...---^-.--.------- "■■■■;■"',■ ■ ■::■;";:■■■■;■■;';;;■,■ : 

'^  .       f      T  T     •  1  ^5  "'  ^^'^  ^- 1""^^'  f'"^^^  converted  to  dollars  'Estimated  2001  earnings 

giant     Unilever,  p^^j^.  /analysts  survey,  i/b/e/s/  intl, 

whose   shares   are 

well  below  their  July  peak  of  $73,  is  a  buy.  The 

company's  U.  S.  acquisitions  in  the  noncyclical  food 

sector  should  boost  2001  profits.  Investors  like 

Unilever's  new  focus  on  growing  markets. 

Analysts  are  high  on  several  European  phar- 
maceutical companies.  Switzerland's  Novartis  will 
keep  reaping  rewards  from  its  recent  restruc- 
turing. Its  share  price  has  risen  10%,  to  $1,700, 
since  its  September  announcement  that  it  would 
merge  its  agribusiness  imit  with  that  of  Britain's 
AstraZeneca.  A  softer  doOar  should  cut  imported 
raw-material  costs  and  help  earnings. 

Along  with  other  strategists,  Metzler's  Reich 
predicts  that  utilities  will  do  well  in  2001 — par- 
ticularly Germany's  RWE  Energie  and  E.on.  Com- 
petition has  transformed  the  once-sleepy  Ger- 
man energy  market,  deregulated  two  years  ago. 
Reich  argues  that  the  companies  are  more  effi- 
cient. "German  utilities  will  do  better  than  their 
counterparts  elsewhere  in  Europe,"  he  says. 

Despite  Europe's  slowing  economy,  most 
strategists  like  auto  stocks,  especially  Germany's 
Volkswagen.  It  has  reaped  the  rewards  of  ag- 
gressive management  and  marketing.  Since  July, 
its  share  price  has  risen  50%,  helped  by  a  buy- 
back  plan  started  in  September  and  investors 
shifting  funds  away  from  DaimlerChrysler. 

A  New  Economy  pick  is  Copenhagen-listed 
wind-turbine  maker  Vestas  Windsystems.  It  has 
a  quarter  of  a  $3  biUion  to  $4  billion  market 
that's  growing  25%  a  year.  Its  shares  rose  200% 
in  2000.  Wind  energy  "is  clean,  and  the  technol- 
ogy is  advancing  rapidly,"  says  Kraland. 

It  won't  be  an  index  buyer's  market.  But  Eu- 
rope's many  high-quality  companies  could  be  a 
haven  in  a  difficult  global  environment. 

With  Inka  Resch  in  Paris 


Best  Bet 


STRONG  STUFF 

The  New  Economy  slump 
is  a  blow  to  Europe's 
recovery.  Still,  consumer 
group  Unilever  is  a 
strong  bet.  Recent  U.S. 
food-sector  acquisitions 
should  help  earnings. 
And  Danish  wind- 
turbine  maker  Vestas 
Windsystems  is  a  play 
that  benefits  from  high 
energy  prices 
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Strategies  for  Stocks 


Asia 


Diving  for  Pearls? 
Steel  Your  Nerves 

The  bears  prowl,  but  you  can  find  some  bargains 


BY  BRIAN  BREMNER 


Best  Bet 


HONG  KONG 

The  7%  growth  expected 
in  China  in  2001  should 
help  lift  ailing  Hong 
Kong  stocks.  And  bank 
and  property  stocks 
there  could  benefit  from 
a  fall  in  U.S.  rates.  Sun 
Hung  Kai  Properties  and 
Kerry  Properties  both 
trade  at  30%  below 
their  net  asset  values 


Investors  tearing  open  their  Asia  mutual-fund 
statements  had  plenty  to  grimace  at  in  2000 — 
and  2001  augurs  httle  better.  Virtually  every 
Asian  market  clocked  double-digit  dechnes 
last  year.  Tokyo  and  Singapore  fell  more  than 
20%  in  dollar  terms.  In  Taipei,  Bangkok,  and 
Seoul,  the  damage  was  closer  to  50%. 
It  takes  an  intrepid  investor  to  wade  into  such 
a  maelstrom,  but  one  with  a  stout  constitution  and 
long-term  view  can  find  bargains.  Some  sectors 
and  countries  are  best  avoided:  Dot-com  startups 
and  aU  but  a  handful  of  bank  stocks  look  bad  re- 
gionwide.  The  Philippines,  Indonesia,  and  Thai- 
land have  been  disasters.  China  was  Asia's  red  star 
in  2000.  The  Shanghai  and  Shenzen  B  shares  sold 
to  foreigners  rose  100.6%  and  42%,  respectively. 

Overall,  Asia  struggles  with  crisis  and  recession. 
Japan  faces  another  year  of  glacial  growth,  while 
elsewhere  an  expected  U.  S.  downturn  threatens 
an  export-led  recovery.  That  means  "the  pri- 
vate consumption  everyone  thought  would 
kick  in  [across  Asia]  is  urdikely  to  do  so," 
says  Sani  Hamid,  a  senior  economist  at 
BNP  Paribas  Peregrine  Securities  in  Sin- 
gapore.   South    Korea,    where    annual 
growth  is  expected  to  fall  to  5%  in  2001 
from  9%  last  year,  is  especially  vulnerable 
because  some  35%  of  the  countr/s  export 
revenues  come  from  memory  chips,  com- 
puter parts,  autos,  and  mobile  phones — 
the  bulk  of  which  are  U.  S.-bound. 
STANDOUT.  If  such  bad  news  doesn't  chill 
your  ardor,  you  should  prospect  among 
credible  restructuring  plays.  Look  for 
tech  companies  with  an  edge.  The 
cyclical  downturn  in  the  chip  indus- 
try means  investors  should  avoid 
even  such  profitable  stalwarts  as 
Japan's  Tokyo  Electron,  Advan- 
test,  and  Kyocera,  which  make 
specialty  semiconductors,  chip- 
making  equipment,  and  pack- 
aging. Their  shares  are  down 
about  50%   from   their  52- 
week  peaks.  HSBC  Securities 
Japan  Ltd.  equity  strategist 
Gary  Evans  looks  for  value 
stocks  pounded  in  2000.  He 
recommends  Japan's  No.  2 
brewer,  Kirin,  at  21  times 


expected  profits,  and  Honda  Motor  Corp.,  ar 
heavy-equipment  maker  Komatsu.  Honda  plail 
20  new  models  in  2001.  Komatsu  sees  an  181 
gain  in  pretax  profit. 

Japan's  bank  stocks  plunged  in  2000.  But  l> 
Barings  analyst  James  FioriUo  thinks  Sanwa  Bar] 
and  Asahi  Bank,  which  have  restructured  ar 
sold  off  bOhons  of  dollars  in  bad  loans,  can  hei 
earnings  forecasts  for  200L 

Believers  in  Korea's  tech  boom  should  loc 
at  Samsung  Electronics,  says  Chang  In  Whal 
chief  executive  of  ktb  Asset  Management  CI 
One  of  the  world's  biggest  and  most  efficiei[ 
memory-chip  makers,  its  diversified  chip  ar 
high-end  consumer  businesses  cushion  it  fromj 
downturn.  He  considers  its  shares,  down  aroi 
40%  last  year,  to  be  a  bargain  based  on  projecj 
ed  earnings  of  $4  bilhon  in  2001. 

The  Asian  standout  in  2000  was  China.  1\ 
opaque  companies'  shares  are  illiquid  and  risi 
Still,  China  should  grow  7%  in  2001.  Analyl 
Eric  Hu  of  bnp  Prime  Peregrine  Securities  LtJ 
in  Shanghai  favors  Shenzhen-listed  Luthai  Te^ 
tile  Joint  Stock  Co.  Its  stock  rose  by  about  ha 
in  2000,  and  there's  more  upside,  he  says, 
also  likes  Shanghai  Zhenhua  Port  Machiner 
Co.,  up  39%  in  2000.  The  world's  largest  crar 
producer,  it  expects  strong  sales  growth. 

China     will     li| 
Hong  Kong  stoct 
which    fell    101 
U.S.    doll/ 
terms  in  200| 
Mark  Konyj 
director 
Dresdner  RC 
Global     Ii 
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Suddenly  you  realize  the  phrase  "golden  years" 
I  has  nothing  to  do  with  money.         / 


-^^^HM^J^P"- 


th  the  riirht  investments,  everyone  can  appreciate  life's  true  wkai.th.      |     \/AKI     k'AXAPPKl 
m  mutual  funds  to  unit  investment  trusts,  Van  Kampen  has  nearly  four  generations  iNrvA/VlrtlN 

nonej  management  experience.  Because  enjoying  life  is  what  life  is  really  all  about. 

iill  jour  financial  advisor  or  1-800-231-2808.  Or  visit  www.vankampen.com  Generations  of  Experience  " 

7Zte~2  rif  TTT  '"'"7*"'  '"'T'  °  ''""n'""  °'  "'  --'d-°'--.  c^^-9"  end  expenses  for  any  Van  Kcmpen  investment  product,  contact  your  finoncial  odvisor 
.  ,e  reed  the  prospectus  carefully  before  mvestmg  or  sendmg  money  Distributed  by  Von  Kampen  Funds  Inc.,  1  Porkview  Plozo,  Ookbrook  Terrace,  IL  601 8 1 ,  g  2000  Von  Kompen  Funds  Inc. 


Strategies  for  Stocks 


Asia/Latin  America 


Asia's  Tod  Piclcs 


COMPANY 


PRICE* 


P-E  RATIO* 


HONDA  MOTOR  Japan  $34  14.6 

Rolling  out  new  models  to  capture  more  of  U.S.  market 

KOMATSU  Japan  4.86        32.6 

Global  construction-equipment  maker  growing  fast 

SAMSUNG  ELECTRONICS  South  Korea  141  4.7 

High-end  specialized  chip  business  protects  it  from  downturn 

HON  HAI  PRECISION  INDUSTRY  CO^RPi  Taiwan  5^30         19^4 

Benefits  from  consolidation  in  electronic  components  industry 

*As  of  12/8    **Estimated  2001  earnings  DATA:  ANALYSTS  SURVEY,  l/B/E/S  INTL. 


vestors,  likes  stock-settlement  specialist  Hon 
Kong  Exchanges  &  Clearing  Ltd.  Listed  in  Jun 
2000,  its  shares  should  jump  35%  in  the  next  J 
months.  If  U.  S.  rates  faU,  so  should  Hong  Kong' 
benefiting  banks  and  property  companies.  Morg£ 
Stanley  Dean  Witter  Pacific  equity  strategist  AJ£ 
Kapur  notes  that  Sun  Hung  Kai  Properties  Lt 
(target  U.S.  dollar  price  $11,  vs.  $9.00  at  the  end 
2000)  and  Kerry  Properties  Ltd.  ($1.92,  vs.  $1.2' 
are  nearly  30%  below  their  net  asset  value. 

There  are  good  values  in  Asia.  But  bearis 
sentiment  still  grips  its  markets.  Investors  wl 
jump  in  now  are  taking  a  big  gamble. 

With  Frederik  Balfour  in  Hong  Kong,  Moo 
Ihlwan  in  Seoul,  and  bureau  reports 


All  Eyes  on  Argentina 

Aforeign-debt  default  would  hurt  all  Latin  stocks 


BY  JONATHAN 
WHEATLEY 


nvestors  in  Latin  America  need 
to  have  tough  hides.  Few  years 
go  by  without  a  crisis  that  sends 
foreign  capital  fleeing  and  bolsas 
plunging.  Fair  warning:  Argenti- 
na is  already  shaping  up  as  the 
2001  trouble  spot. 
Two  years  of  stagnation  have 
brought  this  pivotal  Latin  economy  to 
the  brink  of  a  foreign-debt  default. 
Default  would  hurt  stock  markets  from 
Santiago  to  Mexico  City.  It  would  shut 
Argentina  itself,  a  major  borrower,  out 
of  world  markets,  painfully  delaying 
its  chance  of  recovery.  Borrowing  costs 
would  rise  across  the  region.  Argenti- 
na's creditors  will  do  their  utmost  to 
prevent  default,  and  an  International 
Monetary  Fund  loan  package  negoti- 
ated in  December  should 
help.  The  loan  will  give 
Latin  markets  "a  short-term 
pop,"  according  to  Geoffrey 
Dennis,  Latin  American  equities  strate- 
gist at  Salomon  Smith  Barney.  The 
Buenos  Aires  market — down  about  24% 
this  year — may  rebound  by  up  to  10%, 
led  by  banks  and  service  companies  such 
as  Telecom  Argentina. 
BE  PATIENT.  Assuming  Argentina  stabi- 
lizes, most  investors  will  put  their  eggs 
into  two  baskets:  Brazil  and  Mexico. 
Brazil's  economy  should  grow  by  about 
4.5%  next  year,  Salomon  estimates.  A 


The  paradox  is  that  even  if  Argentina  n 
covers  quickly,  the  region's  share  prices  ma 
not.  U.S.  market  woes  often  trump  good  con 
pany  performance.  That's  the  main  reasc 
Brazil's  Bovespa  index  and  Mexico's  IPC  inde 
are  down  about  12%  and  18%,  respectively,  i 
dollar  terms  this  year.  Eventually,  says  Joh 
Mullin,  Latin  American  equity  strategist  at  AB 
Amro  in  New  York,  international  institution: 
investors — whose  presence  still  makes  or  breal 
the  thinly  traded  Latin  markets — vdll  see  tl 
diamonds  in  the  rubble.  "There  comes  a  poii 
where  you  have  to  recognize  stocks'  value 
says  Mullin. 

In  the  interim,  look  for  companies  that  sen 
domestic  consumers,  rather  than  exporters  whos 
fortunes  rise  and  fall  with  global  trends.  That 
easier  in  Brazil,  where  international  trade  a 
counts  for  18%  of  the  economy,  than  in  Mexic 
where  it's  58%.  Telecom  stocks — such  as  Mexicc 
Telmex  and  Brazil's  tne — are  appealing.  Risir 
disposable  incomes  make  Brazil's  biggest  brew€ 
Ambev,  attractive.  And  cement  giant  Cemex  is 
good  play  on  Mexico's  strong  home-improvemei 
market.  The  upshot:  There  are  lots  of  well-ru 
undervalued  Latin  companies.  But  to  profit  fro 
them,  investors  will  have  to  be  patient. 


Diamonds  Amid  tlie  Rubble? 


company/adr  symbol  price*   p-e  ratio 

TNEtne  $22.25         26.8 

Brazilian  telecom  serving 
high-income  customers 

FEMAfmx  35.19  9.5 

Mexican  brewer  should  benefit 
from  high  disposable  income 

BRADESCO  BBQCY  7.25         10.8 

Fast-moving  Brazilian  bank 
serving  under-banked  mass  market 

CEMEX  ex  19.63  4.8 

Mexican  cement  giant  in 


24.69 


5.7 


U.S.    slowdown    could    cut    Mexico's 

growth  in  gross  domestic  product  from  .•^'.^py^nL^o^..^.*.''.':'.^.*.!?.^..'!'.^.''.'^.^?^. 

its  current  blistering  7%  a  year  to  a  RETROBRAS  PBR 

rate    on    a    par    with    Brazil's.    Both  Brazilian  oil  group  investing 

economies  can  weather  external  shocks  aggressively  in  production 

better  than  in  the  past  and  should  gen-  *prices"as  of  12/8         **Estimated  2001  earnings  oatA:  analysts  survey,  i/B/E/s  im. 

erate  strong  consumer  demand. 
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It's  Boom  Time 
For  the  Shorts 

Short  sellers  are  ahead  for  the  first  time  since  '94 


BY  DEBRA  SPARKS 


:'  t 


More  than  a  few  people  made  a  killing 
earlier  this  year  by  selhng  Internet 
stocks  short.  And  with  many  other 
stocks  heading  south  these  days, 
the  tactic  of  short-selling — borrowing 
shares,  then  selling  them  in  the  hopes 
of  buying  them  back  later  at  a  lower 
price — is  fast  coming  back  into  vogue  after  half  a 
decade  in  the  wilderness. 

The  year  2000  was  certainly  far  kinder  to 
short  sellers  than  it  was  to  bull-market  riders. 
According  to  Harry  Strunk,  an  investment  con- 
sultant in  Palm  Beach,  Fla.,  who  tracks  profes- 
sional short-only  money  managers,  this  is  the 
first  year  that  shorts  have  reaped  positive  re- 
turns since  1994.  They  were  ahead  6%  in  Octo- 
ber, and  Strunk  expects  that  figure  to  be  a  lot 
higher  when  November  results  are  toted  up. 
Making  money  by  selling  short  isn't  compli- 


cated— it's  just  reversing  the  sequence  of  bi 
low,  sell  high.  Perfect  for  a  bear  market,  righ 
Not  necessarily.  Shorting  is  an  extremely  risl    ^J 

k  business,  with  a  potential  for  loss  that  is  th 
oretically  unlimited.  And  it  can  get  ev( 
^       riskier  as  more  players  decide  to  bet 
declines.  If  stock  prices  tu 
up,  for  example,  pe 
pie  who  have  shoi 
ed  stocks  can  sometim 
panic  and  all  try  to  buy  ba 
shares   at   the   same   tirm   '''^ 
That  can  make  closing  out 
short  position  and  limiti 
your  losses  extreme 
tough  to  do— and  t!   W 
higher  the  prices  ris    ^1'' 
the  more  money  yi   W 
lose.    "Liquidity 
one   of  the  bigge 
risks    of    shortinj 
says  Sean  McDaniel, 
portfolio    manager 
EMX  Investments,  a  D: 
las    hedge    fund.    But 
done  properly,  he  adc 
short-selling    c; 
provide  opportui 
ties  in  any  mark   'ti  i' 
The  technolo| 
sector  has  already  taken 
beating  this  year.  But  that  doesn't  me: 
there  aren't  still  good  ideas  for  short  sellei 
One  way  to  find  them:  Look  for  companies  th 
might  be  forced  to  lower  prices  on  their  pro 
ucts,  which  could  clobber  both  revenues  ai 
earnings.  One  such  prospect  is  SanDisk  Cor 
which  makes  "flash"  data-storage  cards  for  cai  IBINC 
eras  and  audio  products.  Because  of  overcapa 
ty  in  semiconductors,  says  a  hedge-fund  ma  imes.  < 
ager  who  asked  not  to  be  named,  the  cost    ifiriir 
flash  memory  could  drop  by  50%  in  the  ne  Epenpk 
few  quarters.  SanDisk,  he  believes,  will  be  fore  sdiiilm 
to  sell  its  products  for  less  as  competitors  c  }m ; 
their  prices — and  will  thus  fail  to  meet  reven  fch 
projections.  % :, 

Not  surprisingly,  SanDisk  disagrees.  "We  doi  HnK:;, 
expect  a  50%  decline  in  the  next  two  quarters  y™  [; 
says  CEO  Eli  Harari.  "We  have  very  substant  sili-s 
cost  reductions  coming  ahead,  but  we  are  able  ayf;,i 
reduce  manufacturing  costs  at  the  same  tin  Ikij 
so  we  can  maintain  our  earnings  and  grow  t 
market."  Still,  the  pessimistic  fund  manager 
looking  for  SanDisk's  share  price,  currently  $ 
to  halve  in  the  next  six  months.  He  figures  t 
market  will  slash  SanDisk's  50  price-earnin 
ratio  if  it  senses  that  sales  are  stumbling. 

Another  way  to  evaluate  short  potential  frc 
p-e's  is  to  judge  whether  a  company's  ratio  is  j 
tified  by  how  its  products  stack  up  against  tho 
of  rivals.  Steve  Worthington,  a  |)ortfolio  mana  \ify 
er  at  Barbary  Coast  Capital  Management,  a  S 
Francisco  hedge  fund,  thinks  pr-ogr-ams  offeix-d 
Manugistics,  a  developer  of  software  foi*  suppi  ''  il ' 
chain  management,  don't  measure  up  to  tiie  coi 
petition's.  "I2  Technologies  is  clearly  the  leader 


flow 
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,  his  field,"  he  says.  Yet  Manugistics'  stock,  now 
I  rounfi  100,  is  trading  at  a  price-earnings  ratio  of 
78.  By  contrast.  Wall  Street  expects  I2's  eam- 
igs  to  grow  30%  faster  than  Manugistics' — yet 
8  .stock,  at  57,  has  a  p-e  ratio  of  249.  His  con- 
tusion: Manugistics  shares  are  in  for  a  50%  cor- 
sction. 

Another  outfit  wnth  a  stratospheric  valuation  is 
esearch  in  Motion  Ltd.,  a  Canadian  company 
lat  makes  the  BlackBerry,  a  handheld  wireless 
mail  device  that  has  been  a  hot  seller,  rim's 
rofits  are  forecast  to  grow  80%  a  year — but  its 
-e  ratio  is  a  staggering  13,600.  With  cell-phone 
takers  such  as  Motorola  now  targeting  RiM's 
arket,  Worthington  thinks  rim  shares  are  way 
^erjmced.  "It  has  a  $10  billion  market  cap  vdth 
ily  $175  million  in  revenues,"  he  says.  "This 
impany  is  a  day-trading  fool's  special." 
What  about  short-selling  ideas  in  nontech  in- 
istries?  A  good  rule  of  thumb:  Look  for  eam- 
gs  that  don't  reflect  steady  cash  flow  from  an 
igoing  business.  For  instance.  Sunrise  Assist- 
I  Living  Inc.,  which  pro- 
des  services  to  the  elderly, 
IS  increased  earnings 
rough  a  novel  strategy:  sell- 
g  off  its  most  profitable  fa- 
ities  to  a  partnership  in 
lich  it  holds  a  25%  stake, 
d  reporting  these  one-time 
ins  as  net  income.  Worth- 
.  2[ton  argues  that  this  prac- 
e  makes  the  quality  of  its 
3h  flow  suspect.  Sunrise  ex- 
s  say  the  company  has 
ough  properties  to  sell  for 
me  time  to  come. 

LTERING.  Faulty  business  strategies  can  also 
use  future  blowups.  Multilevel  marketing 
lemes,  which  increase  sales  by  continuously 
•ing  more  salespeople  who  must  recruit  other 
espeople,  can  sometimes  lead  to  disaster  when 
;  addition  of  new  salespeople  falters.  One  such 
npany  to  keep  an  eye  on  is  PrePaid  Legal 
rvices  Inc.,  which  markets  legal  services  for  a 
•nthly  fee  through  a  multilevel  network  of 
1,000  sales  associates.  Its  revenues  grew  30% 
t  year.  But  in  the  third  quarter,  the  increase  in 
w  sales  associates  slowed  to  23%,  down  from 
yo  a  year  ago — a  sign  that  PrePaid  may  not  be 
e  to  sustain  its  rate  of  revenue  growth.  Com- 


Good  Prospects 


Look  for  companies 
that  might  be  forced  to 

lower  prices  on  their 

products,  which  could 

clobber  both  revenues 

and  earnings 


pany  execs  explain  that  this  year's  decline  is 
due  to  tough  comparisons  following  a  major 
sales-recruiting  drive  in  Canada  in  1999. 

Short  sellers  also  say  PrePaid  is  not  making 
adequate  reserves  against  uncollectible  com- 
missions. The  shorts  note  that  64%  of  the  com- 
pany's assets  are  prepaid  commissions,  which 
aren't  likely  to  be  recoverable  if  an  employee 
quits.  While  commission  advances  have  in- 
creased 160%  since  March,  1998,  reserve  for 
bad  debts  as  a  percentage  of  advanced  com- 
missions has  declined  by  half,  to  a  mere  2.8%, 
which  some  fund  managers  feel  doesn't  ade- 
quately protect  its  balance  sheet  from  a  slow- 
down.  Randy  Harp,  PrePaid's  chief  operating  of- 
ficer, says  the  company  monitors  its  advances  to 
individual  sales  associates  quarterly  and  has 
determined  that  the  reserve  is  sufficient. 
SCOOT.  Retailing  is  facing  lots  of  woes.  One  item 
in  huge  oversupply  is  scooters,  which  have 
plunged  in  price  this  year.  An  interesting  short- 
seller  strategy  is  to  look  at  outfits  that  sell  a  lot 
of  scooters — such  as  Sharper 
Image,  Children's  Place,  and 
bicycle  distributor  Huffy.  As 
one  hedge-fund  manager  sees 
it,  all  three  may  be  vulnerable 
to  sales  declines. 

And  problems  at  Children's 
Place,  a  leading  seller  of  chil- 
dren's clothing,  aren't  limited 
to  scooters.  Sales  growth  has 
eased  in  the  most  recent  quar- 
ter, to  41%  from  .52%  a  year 
ago,  and  short  sellers  note 
that  the  average  time  re- 
quired to  collect  accounts  re- 
ceivable increased  more  than  50%.  Seth  Udasin, 
chief  financial  officer  for  Children's  Place,  says 
that  growth  is  still  strong  and  he's  not  concerned 
about  accounts  receivable,  since  those  payments 
are  coming  chiefly  from  landlord  rebates  and 
credit-card  users. 

While  falling  stock  prices  seem  to  be  the 
norm  these  days,  picking  the  right  stock  to  sell 
short  can  entail  difficult  analysis — and  great 
risks  of  being  wrong.  But  professional  short 
sellers  couldn't  be  more  delighted.  After  five 
years  of  slim  pickings,  they  finally  have  the 
kind  of  rocky  market  they  need  to  rack  up 
some  fat  rewards.  n 


A  Short  List  for  Short  Sellers 


JMPANY/SYMBOL 


STOCK 
PRICE* 


YTD 
CHANGE* 


Best  Bet 


FAD  ALERT 

There's  always  some 
craze  that  leaves  retail- 
ers with  a  glut  of  prod- 
uct. This  year,  it's  scoot- 
ers, which  have  plunged 
in  price.  So  outfits  that 
sell  a  lot  of  them, 
such  as  Sharper  Image, 
Children's  Place,  and 
bike  distributor  Huffy, 
may  be  vulnerable 


COMMENT 


HILDREN'S  PLACE  plce 


25.12 


53% 


Sales  growth  slowing,  margins  declining 


ANU6ISTICS  MANU 


54.76 


239 


Software  product  vulnerable  to  competition 


REPAID  LEGAL  SERVICES  PPD 


30.25 


26 


Multilevel  marketing  strategy  may  stumble 


:!SEARCH  IN  MOTION  rimm  94.75  105  Tough  to  sustain  13,600  price-earnings  ratio 


^flWDiSKSNDK 


52.00 


Declining  semiconductor  prices  will  force  price  cuts 


IKNRISE  ASSISTED  LIVING  SNRZ  29.37  1 14  Asset  sales  make  quality  of  cash  flow  suspect 


(^    i  s  of  Dec.  8 
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It's  time  to  take  cars  in  a  new  direction.  Along  a  cleaner,  more  open  road  that  travels  the  outskirts  of  convention.  That's  why  we've  created  thi 
Toyota  Hybrid  System,  the  power  inside  our  breakthrough  gas/electric  vehicle,  the  Prius.  Toyota  is  the  first  company  to  mass-produce  a  hybrii 
vehicle,  and  we're  working  to  develop  even  more  advanced  technologies  down  the  road.  Fasten  your  seatbelts.  It's  going  to  be  an  exciting  ridi 
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Worst  Bloopers  &  Best  Calls 


2000:  The  Triumphs 
And  the  Turkeys 

Most  pros  blew  it  big  time,  but  a  few  found  ways  to  win 


BY  MIKE  McNAMEE 


K  r%^J 


DOT-BOMBED:  Jacob's 
Net  fund  is  down  over' 
72%  for  the  year 


hhh,  2000.  What  a  year.  From  the  over- 
hyped  hysteria  of  the  Y2K  bug  to  Florida's 
chad-filled  electoral  swamp,  confusion 
reigned.  Throw  in  rising  interest  rates,  a 
slowing  economy,  and  a  fal- 
tering stock  market,  and  it's 
not  hard  to  fill  this  year's  ros- 
ter of  bad  calls,  deals  gone  awry, 
and   investment  bloopers.   What's 
harder  to  find  are  real  winners. 

Years  of  bull  markets  have  in- 
grained habits  in  Wall  Streeters  that 
they  find  hard  to  shake.  Even  after 
major   stock   indexes   started   to 
swoon  in  March,  the  big  invest- 
ment houses'  cheerleaders  kept 

trumpeting  every  sign  of  good   VIDEO  SATIRE:  Star  bankers  left  after 
news.    One    of   the    lead    bulls,  DLJ  gave  ex-CEO  Roby  $82  million 
Lehman  Brothers  Inc.'s  chief  U.  S.  


strategist,  Jeffrey  M.  Applegate,  finally  ad- 
mitted in  a  mea  culpa  to  clients  in  November 
that  his  allocation  of  80%  stocks,  weighted 
heavily  toward  tech,  "looked  pretty  stupid"  in 
a  year  when  the  Standard  &  Poor's  500-stock 
index  lost  6.76%  and  bonds  were  returning 
10.35%.  So  is  it  time  to  back  off?  No  way, 
says  Applegate:  At  22  times  earnings,  s&P 
stocks  are  selling  below  "fair  value" — so  keep 
80%  in  equities. 
THE  HARDER  THEY  FALL.  Even  the  smart  money 
was  caught  unawares.  In  March,  hedge-fund  titan 
Julian  H.  Robertson  Jr.  had  to  shut  down  his 
Tiger  Management  grouji — once  a  $23  billion  em- 
pire. Robertson  admitted  he  missed  the  high- 
tech  riches  of  1998  and  '99  and  was  no  better  po- 
sitioned to  reap  benefits  from  the  tech  crash  of 
2000.  Drained  by  years  of  losses  and  heavy  in- 
vestor redemptions,  Tiger  was  only  the  first  of 
the  big  hedge  funds  to  suffer  A  month  later, 
George  Soros  announced  a  "reorganization" — 
including  the  departure  of  two  top  managers — 
of  his  $14  billion  Soros  Fund  Management. 

Big  brokers  made  some  bad  gambles,  too.  In 
August,  Credit  Suisse  Group  spent  $13.4  billion 
to  buy  Donaldson,  Lufkin  &  Jenrette  Inc.,  fig- 
uring that  it  could  combine  its  expertise  in 
banking  for  high-technology  companies  with 

DEFANGED:  After  years  of  Losses, 
Robertson  shut  down  his  Tiger  fund 


DLJ's  top-notch  junk- 
bond  team.  But  bad 
blood  over  the  deal^ — 
and  resentment  of  the 
$82.4  million  package  ne- 
gotiated by  former  DIJ  RESPITE:  Followers  lodiiii, 
CEO  Joe  L.  Roby — has  Rietbrock's  hotel  "bu  Furil 
spurred  an  exodus  of  call  reaped  50%  gaii  ni,,.  j 
Dl J  bankers.  One  of  the  iiif|,jj 

firm's  greatest  losses:  star  Kenneth  D.  Moel  n),,, , 
who  has  left  for  Credit  Suisse's  rival,  UBS  Ws  ir,.  ,, 
burg,  along  with  25  investment  bankers  in  I  |s  i,,. 
West  Coast  team.  ^  l,, 

The   best   place   to   look   for  2000's   losei  )kj,, 
though,  is  in  the  rubble  of  the  tech  sector  Wi  |i„|ji 
the  Nasdaq  40%  off  its  March  peak,  the  marke  1 1,„ 
are  littered  with  tech  turkeys.  11^.,,^ 

For  2000's  bad-timing  award,  two  players  a  ii.j„,,  (, 
running  neck-and-neck.  The  first  candidate:  M(  j,„„,, 
gan  Stanley  Dean  Witter.  Encouraged  by  tl  \,,\„^^^^ 
360%)  rise  in  Internet  stocks  during  1999,  j^,,,  , 
launched  its  Morgan  Stanley  Internet  Index  wi  |,|„|^ 
great  fanfare  on  Mar  24,  with  index-based  0  [i,j,| 
tions  trading  on  the  American  Stock  Exchang  [f,J|^^ 
Talk  about  catching  the  peak:  The  index,  launchi  ^  j 
at  a  value  of  122.8,  has  since  fallen  below  39-|j,|| 
68%,  drop. 

Another  ill-fated  move  was  made  by  Ryan  J  ut„ 
cob,  top-rated  manager-  of  Kinetics  Internet  P'ur  j^ 
After  posting  triple-digit  gains  in  li)98  (up  196<  1 
and  1999  (up  216%0,  Jacob  struck  out  on  his  ov 
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2000  to  found  Jacob  Inter- 
t  Fund — and  ran  straight 
0  the  dot-bomb  implosion, 
e  fund  has  lost  72.57%  this 
ir,  the  second-worst  perfor- 
ince  among  3,100  equity 
ids  tracked  for  BUSiNP:ss 
,EK  by  Standard  &  Poor's. 
;ob  is  now  redirecting  his 
rtfolio,  admitting  that  he 
;ck  too  long  with  startups 
it  depended  heavily  on  ad- 
vising from  other  Internet 
npanies  for  revenues. 
Prolonged  loyalty  to  failed 
ernet  strategies  was  com- 
n  on  Wall  Street  in  2000. 
st  big-name  Internet  stock  analysts  remained 
lish — boosterish  even — ^for  far  too  long.  Merrill 
ach  &  Co.'s  Henry  M.  Blodget,  who  made  his 
tune  projecting  a  400  price  target  for  Ama- 
i.com  Inc.  late  in  1998,  served  as  a  contrarian 
icator  for  this  bellwether  in  2000:  He  upgrad- 
ihis  rating  in  February,  just  as  Amazon  hit  a 
3f  split-adjusted  peak  above  80,  and  he  stayed 
lish  until  it  had  fallen  almost  to  30  in  late 


BEFORE  THE  FALL:  Wall  Street  had 
a  hard  time  seeing  past  the  party 


POWERED  OP:  Seattle  broker  Stroufe's  utility  picks  have  climbed  H5% 


July.  Morgan  Stanley's  Mary  G.  Meeker  isn't  do- 
ing much  better:  Her  picks  are  off  68%  this  year. 
Indeed,  investors  seeking  wisdom  on  the  New 
Economy  needed  to  look  in  out-of-the-way  cor- 
ners. One  of  the  year's  most  prescient  forecasts 
came  from  Ravi  Suria,  a  Lehman  Brothers  bond 
analyst.  Instead  of  hstening  to  dot-com  CEOs' 
strategic  insights,  Suria  crunched  the  numbers — 
and  announced  in  June  that  Amazon  was  suffer- 
ing from  "extremely  weak  and  deteriorating" 
credit.  It  took  the  sell-side  pack — including 
Lehman's  Internet  analyst.  Holly  Becker — an- 
other month  to  downgrade  the  stock. 
HOT  POCKETS.  Where  could  investors  find  so- 
lace in  2000?  How  about  in  the  low-tech  world  of 
hotels?  Salomon  Smith  Barney  lodging  and  gam- 
ing analyst  Michael  J.  Rietbrock  put  the  "buy" 
sign  on  Starwood  Hotels  &  Resorts  Worldwide 
Inc.  when  he  saw  that  "lots  of  cities  just  don't 
have  enough  hotel  rooms."  Clients  who  followed 
that  call  reaped  50%  gains.  Indeed,  real  estate  in- 
vestment trusts  (REITs)  gen- 
erally defied  rising  interest 
rates  to  notch  strong  gains  in 
2000.  Another  unglamorous 
winner:  electric  utilities,  with 
stocks  in  the  sector  up  35% 
for  the  year.  Investors  who 
followed  the  advice  of  Lesa  A. 
Stroufe,  CEO  of  Seattle-based 
brokerage  Ragen  MacKenzie, 
did  even  better:  Her  utility 
picks  are  up  145%  this  year. 

Will  the  bitter  experience 
of  2000  put  an  end  to  momen- 
tum investing,  overpriced 
mergers,  and  analysts  who 
grab  headlines  by  setting  out- 
landish price  targets  for  the  stocks  they  follow? 
Perhaps — but  only  to  make  way  for  a  new  set  of 
fads.  For  all  we  know,  next  year's  biggest  bloop- 
er may  turn  out  to  be  betting  on  today's  hot 
small-cap  value  stocks.  There's  one  thing  you 
can  take  to  the  bank:  On  Wall  Street,  excess  al- 
ways follows  success. 

With  Emily  Thornton,  Marcia  Vickers, 
and  bureau  reports 


Most  high-profile 
Internet 
analysts  stayed 
bullish-even 
boosterish-on 
companies 
with  failing  Web 
strategies 
for  far  too  long 
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strategies  for  Stocks 


The  Pros 


Where 
The  Buys  Are 

The  experts  give  us  their  best  ideas 


BY  ANNE  TERGESEN 


Maura  Shaughnessy 

MFS  Capital  Opportunities  Fund 

COMPANY/SYMBOL                                   PRICE* 

P-E** 

CALPINE  CPN 

$38.31 

32.0 

EXTREME  NETWORKS  extr 

81.94 

86.6 

GLOBAL  CROSSING  GX 

15.69 

NA 

GRANT  PRIDECOgrp 

15.13 

15.3 

LEHMAN  BROTHERS  leh 

61.81 

9.8 

MICRON  TECHNOLOGY  MU 

34.69 

7.8 

PARTNER  COMM.  ptnr 

5.75 

NA 

SANTE  FE  INTERNATIONAL  SDC  29.00 

15.1 

TYCO  INTERNATIONAL  tyc 

57.00 

17.3 

XO  COMMUNICATIONS  xoxo 

16.69 

NA 

•As  of  Dec,  8    "Based  on  estimated  2001  earnings 

DATA:  ANALYSTS  SURVEY,  BLOOMBERG  FINANCIAL  MARKETS 


hen  the  stock  market  was  soaring,  it 
seemed  like  everyone — from  taxi 
drivers  to  Wall  Street  gurus — was  a 
winner.  Over  the  past  year,  though, 
making  money  was  no  small  feat.  So 
kudos  to  two  of  the  four  participants 
in  BUSINESS  week's  annual  stock-pick- 
ing contest  who  managed  to  earn  impressive 
gains  on  hypothetical  $100,000  portfolios  in- 
vested in  10  stocks. 

Michael  H.  Winer,  manager  of  the  Third  Av- 
enue Real  Estate  Value  Fund,  rode  a  turnaround 
in  long-neglected  real  estate  stocks  to  a  24%  gain. 
Catellus  Development,  For- 
est City  Enterprises,  and 
Echelon  International  rose 
over  40%  each,  while  only 
one  of  his  picks  fell. 

The  aptly  named  Eu- 
gene A.  Profit  finished  next 
with  a  21.2%  gain.  The 
manager  of  the  Profit  Val- 
ue Fund  did  well  with  in- 
vestments including  Mer- 
rill Lynch,  Merck,  and 
Berkshire  Hathaway.  Prof- 
it's biggest  hit  was  Elan 
Corp.,  whose  stock  rose 
91.7%,  benefiting  from  this 
year's  rise  in  biotech 
shares. 

Our  other  two  contes- 
tants didn't  fare  so  well. 
Mary  Lisanti,  manager  of 
the  Pilgrim  Small-Cap  Op- 
portunities Fund,  posted  a  16.4%  decline.  Of 
course,  small-cap  growth  stocks — her  specialty — 
were  out  of  favor.  Biotech  company  Abgenix 
Inc.  and  drugmaker  King  Pharmaceuticals  Inc., 
soared  261%  and  42%,  respectively.  Declines  in 
seven  of  the  other  eight  dragged  returns  down. 
Last  place  went  to  Sevgi  Ipek,  manager  of 
the  socially  responsible  Citizens  Global  Equity 
Fund.  Heavily  exposed  to  two  lagging  invest- 
ment themes — technology  and  international — 
Ipek's  portfolio  lost  27.4%.  Only  three  stocks,  in- 
cluding tech  star  .ids  Uniphase  Inc.,  finished  in 
the  black.  Good  luck  to  this  year's  contestants. 


Buying  Growth 
At  the  Right  Price 


le  m 

'",  liiil 


MFS  Capital  Opportunities  is  the  kind  of  m 
tual  fund  most  stock  pros  would  love  to  n 
Although  primarily  a  large-cap  fund,  mi  fA 
cap  and  foreign  stocks  are  fair  game.  So  a  ]^f,^ 
unglamorous  but  steady  engines  of  the  Old  Ecc  uj^,^.^ 
omy,  and  dynamic  New  Economy  upstarts.  I  ^  ^j 
deed,  manager  Maura  Shaughnessy  says,  "I'll ,  (j^,j 
anywhere  the  ideas  are."  tim,-' 

To  find  the  best  ideas,  Shaughnessy  blen 
the  aim-for-the-stars  growth  investing  style  wi 
its  bottom-feeding  value  counterpart.  She  loo 
for  companies  that  can  imi)r()ve  earnings  at 
fast  clip.  But  she  buys  only  when  the  price 
right.  By  that  she  means  stocks  that  are  che;  |«  T 
relative   to   their   "history,    peer   group,   ai  Hj  | 
prospects."  That  approach  has  paid  off.  In 
three  years  ending  Dec.  8,  MKS  ('apital  Opport 
nities  earned  an  average  of  20.;i'/r  a  yeai-,  placii  i 
it  in  the  top  2%  of  its  large-cap  peers. 

Where  does  Shaughnessy  find  opportuniti 
now?  Beaten-up  telecom  stocks.  "Many  of  t 
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UMany  of  the  telecom  stocks  have  been  so  badly  beaten  that  if 
you  have  a  one-year  time  frame,  I  feel  confident  you  potentially 
are  going  to  make  a  lot  of  money  9  9 


—  MAURA  SHAUGHNESSY 


telecom  stocks  have 
been  so  badly  beaten 
that  if  you  have  a  one- 
year  time  frame,  I  feel 
confident  you  potential- 
ly are  going  to  make  a 
lot  of  money."  Take 
Global  Crossing  Ltd.,  a 
worldwide  telecom 
player.  Its  stock,  down 
from  62  in  February  to 
15.69,  sells  at  a  lower 
cash-flow  multiple  than 
some  of  the  Baby 
Bells  with  three  times 
the  growth  potential, 
she  says. 

Another  pick,  tele- 
com company  xo  Com- 
munications Inc.,  has 
been  punished.  But 
Shaughnessy's  cash-flow 
models  show  it's  worth 
50  a  share.  Hit  by 
falling  chip  prices.  Mi- 
cron Technology  Inc.'s 
fundamentals  are  un- 
likely to  worsen,  "and 
er  time  should  get  a  lot  better,"  she  adds. 
Shaughnessy  is  also  betting  on  Israeli  cell- 
one  company,  Partner  Communications,  and 
.treme  Networks  Inc.,  a  broadband  provider. 
Although  oil  stocks  have  run  up  this  year, 
aughnessy  believes  that  Sante  Fe  Interna- 
nal  Corp.  and  Grant  Prideco  Inc.  have  a  ways 
go.  Indeed,  both  are  trading  closer  to  their 
/s  than  to  their  highs  for  the  year.  The  last  of 
aughnessy's  picks  are  independent  power  com- 
ly  Calpine  Corp.  and  investment  bank  Lehman 
others  Inc.  Shaughnessy  believes  both  are  un- 
'valued,  but  Lehman  could  also  be  a  takeover 
get.  At  61.81,  the  stock  trades  at  a  little  over 
ice  book  value,  while  acquirers  have  paid  3  to 
times  for  its  competitors. 


Value  Manager 
11)0  Thinks  Small 


uzz  Zaino  is  a  contrarian.  Growing  up  in  the 
11950s,  the  Bronx  (N.Y.)  native  rooted  for  the 
Brooklyn  Dodgers — the  Subway  Series  rival 
lis  borough's  home  team,  the  Yankees. 
^ow,  Zaino's  contrarian  bent  has  found  an 


outlet  in  his  approach  to  investing.  The  manager 
of  the  $275  million  Royce  Opportunity  Fund 
hunts  for  small-cap  value  plays.  That  entails 
buying  beaten-down  stocks,  betting  on  recovery. 

For  the  past  three  years,  that  strategy  has 
suffered  as  small-stock  buyers  clamored  for  tech 
stocks,  not  the  gritty  manufacturing  and  indus- 
trial companies  of  the  value  universe.  But  unlike 
most  value  managers,  Zaino  thrived.  In  the 
three  years  that  ended  on  Dec.  8,  Royce  Op- 
portunity returned  16.6%  vs.  1.8%  for  its  small- 
cap  value  peers.  This  year,  it  is  up  18.3%,  vs. 
12.5%  for  its  rivals. 

Many  value  managers 
shun  technology,  but 
Zaino — who  once  worked 
as  an  office-equipment  an- 
alyst— is  not  afraid  to 
jump  in  when  the  sector 
gets  cheap.  "That's  what 
a  value  manager  should 
do — go  where  the  best 
values  are,"  Zaino  says. 
His  high-tech  pick  for  the 
BUSINESS  WEEK  contest  is 
Westell  Technologies,  a 
maker  of  telecommunica- 
tions products  that  sells 
for  5.38,  or  just  about 
book  value  (assets  minus 
liabilities). 

Zaino  also  finds  value  in 
small  suppliers  to  the 
aerospace  and  defense  in- 
dustries. Many  have  yet  to 
recover  from  Asia's  1998 
downturn,  when  overseas 
buyers  canceled  orders. 
That's  left  Fansteel,  Tita- 
nium Metals,  and  Evans  & 
Sutherland  Computer  each 
selling  below  book  value. 


at  a  44%  premium  to  its 
book  value  but  is  cheap 
compared  to  its  industry 
and  growth  prospects. 

The  rest  of  Zaino's  picks 
hail  from  a  number  of  in- 
dustries. Contract  manu- 
facturer Deswell  Indus- 
tries Inc.,  says  Zaino,  is 
highly  profitable,  cash-rich, 
and  debt-free.  At  15.50,  it's 
trading  at  6.7  times  next 
year's  projected  earnings 
of  $2.30  a  share.  Another 


Buzz  Zaino 

Royce  Opportunity  Fund 

COMPANY/SYMBOL                                 PRICE* 

P-E** 

COLORADO  MEDTECH  cmed 

$4.47 

10.4 

DESWELL  INDUSTRIES  dswl 

15.50 

6.7 

DONNA  KARAN  INT'L  dk 

4.63 

5.6 

EVANS  &  SUTHERLAND 
COMPUTER  Escc 

6.44 

6.4 

FANSTEEL  fnl 

3.69 

4.3 

LADISH  LDSH 

9.75 

6.9 

SPIEGEL  SPGLA 

4.94 

4.4 

TITANIUM  METALS  tie 

6.69 

N/A 

VOLT  INFORMATION 
SCIENCES  VOL 

19.13 

7.4 

WESTELL  TECHNOLOGIES  WSTL 

5.38 

8.9 

*As  of  Dec.  8    **Based  on  estimated  2001  earnings 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 
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Strategies  for  Stocks 


The  Pros 


favorite  is  staffing  company  Volt  Information 
Sciences  Inc.  Hit  by  big  expenditures  on  one  of 
its  divisions,  Volt's  stock  has  slid  from  39.88  to 
19.18  this  year.  Zaino  figxires  the  stock  wiU  return 
to  39  if,  as  he  expects,  earnings  rise  from  $2.25 
this  year  to  $2.60  in  2001. 

In  the  health-care  sector,  Zaino  likes  med- 
ical-product manufactui'er  Colorado  MEDtech  Inc. 
Although  a  thwarted  suitor  bid  12  a  share  for 
the  company,  the  stock  is 
languishing       at       4.47. 
Thanks  to  new  manage- 
Putnam  International  "^^nt,    Zaino   thinks   it's 

Growth  &  Income  Fund  o^ily  a  matter  of  time  be- 

fore the  $12  bid  looks  too 
low.    "This    is    a   bet    on 
AIFUL8515,T  $S.5;24        14.2      management,"  he  says. 


Debby  Kuenstner 


COMPANY/SYMBOL* 


Likewise,  he  says,  re- 
tailers Donna  Karan  Inter- 
national Co.  and  Spiegel 
Inc.  are  trading  at  or  be- 
low discounts  to  their  book 
values.  But  the  turnaround 
MISYS  MYS.L  ....?;.^.l      ,^.2;'^.      under  way  at  each  compa- 

ROYAL  PHILIPS  40.19       14.0      ny  should  jump-start  eam- 

ELECTRONICS  phg  ings,  propeUing  their  stock 

prices  up  as  well. 


ASTRAZENECA  azn 

BCE  BCE 

GRANADA  COMPASS  GCPL 
INVENSYS  isYS L 


48.88 

27.81 

9.12 

2.39 


25.4 

16.8 

20.9 

9.4 


RHODIA  RHA 


14.00 


8.2 


A  Yen  for 
The  Euro  Zone 


If  it  has  been  a  tough  year  for  domestic  il 
vestors,  those  who  held  international  stocl 
have  had  an  even  harder  time.  That's  wlj 
Debby  F.  Kuenstner,  a  member  of  the  threl 
manager  team  that  runs  the  $1  billion  Putna| 
International  Growth  &  Income  Fund,  feels 
dicated  by  her  fund's  2.3%  decline.  Indeed,  t^ 
average  international  fund  is  down  more  than 
times  that.  The  reason  the  fund  is  doing  bettj 
than  its  peers  is  simple:  The  value  stocks  it  sp 
cializes  in  have  perked  up. 

Next  year,  Kuenstner  expects  all  the  stars 
ahgn  for  her  fund.  "Valuations  are  more  attra 
tive  outside  the  U.  S.,"  she  says.  Kuenstner 
bullish  on  restructuring  efforts  in  Europe,  whej 
60%  of  the  fund's  money  is  invested.  Moreova 
the  beleaguered  euro  is  strengthening  vs.  til 
doUar,  which  means  currency  moves  should  helj 
rather  than  hurt,  performance. 


VODAFONEvoD  38.69       53.0 

ZUR I CH  F I N ANC I AL  z u RZN . s    5 50 . 00       14.0 

*Reuters  symbols     **As  of  Dec.  8 
***Based  on  estimated  2001  earnings 

DATA.  BLOOMBERG  FINANCIAL  MARKETS 


A  AWe  like  to  buy  improving  companies 
dirt  cheaply 


—  DEBBY  KUENSTNER 

To   determine   when  a  stock  is   attracti\ 
Kuenstner  &  Co.  rely  on  Putnam's  proprieta 
rankings.  These  weigh  factors  such  as  a  stoclj 
cheapness  compared  to  its  home  market  and  tl 
ratio  of  a  company's  cash  flow  to  its  "enterpril 
value" — or  its  equity  plus  debt.  Then,  they  zero  f 
on  prospects  vdth  catalysts  that  can  propel  th€ 
stocks  back  to  a  normal  valuation.  "We  like 
buy  improving  companies  dirt  cheap,"  she  say! 

One  choice  is  Rhodia,  a  French  specialty-chei] 
ical  company.  With  management  cutting  cos 
and  demand  likely  to  improve  with  the  wor 
economy,  Kuenstner  thinks  the  stock  has  room 
rise  by  at  least  30%.  Another  pick,  Japanese 
nancial  services  outfit,  Aiful  Corp.,  stands 
benefit  from  consolidation  among  companies  th 
make  unsecured  loans  to  consumers. 

Kuenstner  also  believes  the  market  has  m| 
priced  the  stocks  of  British  engineering  firm 
venys;  British  conglomerate  Granada  Compa^ 
and  Zurich  Financial  Services  Group,  the  prodi 
of  a  rocky  merger  between  Swiss  and  GermJ 
insurers  that  Kuenstner  thinks  is  now  on  trao 

Unlike  some  value  pros,  Kuenstner  says  tej 
stocks  haven't  fallen  enough  to  qualify  as  ba 
gains.  Two  exceptions  are  British  business- 
business  software  firm  Misys,  which  is  expandi^ 
its  market  share,  and  Dutch  giant,  Phili})s  Kle 
tronics,  which  Kuenstner  thinks  has  been  e| 
cessively  punished. 

Although  Kuenstner  calls  European  telecc 
stocks  pricey,  she  thinks  Canada's  wcv.  Inc.  isl 
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"With  Infinium 
eBusiness  we've  been 
able  to  launch  strategic 
HR  initiatives  over  the 


/ 


Web  that  help  us  maintain 

the  lowest  turnover 

In  our  industry." 
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THE  CUSTOMER:  Bellagio,  Las  Vegas,  Nevada 

THE  GOAL:  Integrate  disparate  operations  data  and 
generate  strategic  reports  for  managers 

THE  SOLUTION:  Infinium  eBusiness 

THE  RESULT:  HR  staff  of  50  now  does  worl<  of  100. 
Managers  transformed  from  supervisors  to  analysts. 


The  Complete  Story: 
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infinium.com/greatwork 
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'Strategies  for  Stocks 


The  Pros 


good  value.  Wireless  giant  Vodafone  GrouiJ  plc  is 
a  favorite  because  it  has  a  big  slice  of  each  of  its 
markets.  Finally,  Kuenstner  thinks  AstraZeneca 
PLC  will  benefit  from  the  successor  to  its  block- 
buster ulcer  drug  Prilosec  and  a  cholesterol-low- 
ering drug  in  the  pipeline. 


Hunting  Among 
Tech's  Fallen  Stars 


The  $1  biUion  Dresdner  rcm  Global  Technology 
Fund  is  down  5.4%  through  Dec.  8.  But  with 
the  average  tech  fund  down  24.8%,  it's  a  winner. 
One  reason  for  its  success:  It  dumped  most  dot- 
com holdings  when  the  sector  started  to  collapse. 

That  doesn't  mean  manager  Walter  C.  Price 
Jr  has  given  up  on  e-tailers.  Price  and  co-man- 
ager Huachen  Chen  are  betting  on  eBay  Inc. 
As  the  economy  slows,  Price  believes  people  will 
move  down-market  to  the  second-hand  goods 
that  trade  there.  "There  is  a  countercyclical  ele- 
ment to  eBay  that  is  not  appreciated,"  he  says. 

Price  generally  looks  for  price-earnings  ratios 
that  are  not  more  than  two  times  a  company's 
projected  earnings  growth,  in  percentage  terms. 
And  though  he  can  invest  globally,  Price  says  the 
best  buys  are  in  the  U.S.  One  overseas  pick  is 
Infosys  Technologies  Ltd.,  an  Indian  software 


Walter  Price 


Dresdner  RCM  Global  Technologies  Fund 

COMPANY/SYMBOL  PRICE*  P-E* 


CHECK  POINT  SOFTWARE 
TECHNOLOGIES  CHKP 

$158.88 

89.6 

CISCO  SYSTEMS  csco 

52.38 

51.9 

COMMERCE  ONE  cmrc 

40.75 

2144.7 

COMPAQ  COMPUTER  cpq 

19.50 

13.4 

EBAY  EBAY 

38.63 

103.0 

INFOSYS  TECHNOLOGIES  INFY 

125.44 

66.1 

INTUIT  INTU 

49.13 

47.9 

LEXMARK  INTERNATIONAL  lxk 

43.81 

15.7 

MICRON  TECHNOLOGY  MU 

34.69 

7.8 

TYCO  INTERNATIONAL  tyc 

57.00 

17.3 

*As  of  Dec.  8     **Based  on  estimated  2001  earnings 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 

producer  that  benefits  from  low  labor  cost 

Superstar  networker  Cisco  Systems  Inc 
another  of  Price's  choices  for  2001.  Cisco  no 
trades  at  50  times  projected  earnings  for  2001 
$1.05  a  share.  That  nearly  matches  the  compan; 
estimated  three-year  growth  rate  of  40% — 
reasonable  valuation."  Another  bargain  is  Coi 
paq  Computer  Corp.,  at  13.4  times  2001  eamin. 
estimates.  That's  a  discount  to  its  growth  rat 
which  Price  pegs  at  at  least  18%. 

Battered  during  this  year's  technology  se 
off,  Lexmark  International  Inc.,  a  manufactur 
of  laser  printers,  now  sells  for  15.7  times  tl 
$2.80  a  share  that  Price  estimates  it  will  earn 
2001.  Meanwhile,  its  profit  margins  and  mark 
share  in  printing  supplies  are  improving. 

Price  likes  two  other  busted  growth  stocl 
Micron  Technology  Inc.  and  Tyco  Intematiori 
Ltd.  In  Micron's  case.  Price  figures  chip  pric 
will  rebound,  propelling  the  stock  higher.  As  f 
Tyco,  it  trades  at  about  17  times  Price's  es 
mates  of  2001  earnings — well  below  its  Ion 
term  growth  rate  of  25%. 

Another  pick.  Intuit  Inc.,  is  best  known  for  i 
financial  software.  Quicken.  But  Price  likes  t 
company  because  it  is  a  leading  provider  of  a 
counting,  payroll,  and  other  services  to  sm; 
businesses,  which  it  delivers  over  the  Interne 

Price  doesn't  only  like  cheap  stocks — and  bu: 
ness-to-business  software  maker  Commerce  Oi 
Inc.  is  certainly  no  bargain.  But  if  Commer 
One  hits  Price's  earnings  target  of  $1.50  to 
share  in  2002,  the  stock  could  quadruple,  Pri 
figures.  Also  expensive.  Check  Point  Softwa 
Technologies  Ltd.  is  nonetheless  a  favorite  b 
cause  it  controls  70%  of  the  market  for  Intern 
security  systems  and  is  poised  to  grow  at  a  65 
clip  over  the  next  three  years. 


BusiiiossWbok  onliiu* 


Listen  to  our  pros  talk  about  their  stocks 
in  the  Dec.  25  issue  online  at  www.businessweek.com 
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WHAT  SAVIN  IS 

DOING  TO 

MAKE  XEROX  YOUR 

X-DOCUMENT 
OUTPUT  COMPANY. 

I 


You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital  docu- 
ment solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technology  essential 
to  boosting  productivity  in  today's  digital  offices.  Like  our  fast,  versatile,  connectable  digital 
imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple -right 
from  your  desktop.  And  full-color  digital  imaging  systems  that  turn  electronic  documents 
into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
^r^       themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
^y'-'-    Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
>,  '^      most  easy  to  work  with  name  in  the  business.  With  smart,  energetic,  highly- 

#'  trained  Savin  professionals  willing  to  do  whatever  it  takes  to  give  you  the 

satisfaction  and  service  you  deserve. 
1^,^.  To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact  us  at 

fi  1       1-800-234-1900  or  wrww.savin.com. 


sai/m 

WEVE  GO!  VIHM  IT  TAKES  TO  WIN  YOU  OVER" 

SAVIN  CORPORATION  333  LUDLOW  ST    STAMFORD,  CI  06904 
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Feeding  a  growint 


intcl. 
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in 


Pentium®/// 
xeon-'T 


Dell  offers  a  complete  line  of  Intel'  processor-based  systems.  Expand  your  e-buslness  with  robust  Dell 
PowerEdge" servers  based  on  the  Intel  Pentium  III  Xeon"  Processor,  Including  the  PowerEdge  8450  with 
up  to  eight  processors  and  expandable  to  32GB  RAM. 


iniei,  the  Intel  Inside  logo  and  Pentium  ore  regisieted  trodemdrks,  and  Pentium  III  Xeon  Is  a  trodemorK  of  Intel  Corporollon.  Dell,  PowerEdge,  PowerApp  and  the  Dell  logo  ore  registered  trddemorks  of 
Dell  Computer  corpordtion  Tfiese  devices  tiave  not  been  approved  Dy  tne  Federal  Communlcotlons  Commission  tor  use  In  o  residential  environment.  These  devices  are  not,  and  moy  not  be,  0fr«i*d 
for  sale  or  lease,  or  sold  or  leased  (or  use  In  a  resldenllol  environment  until  the  approval  of  the  FCC  has  been  obtained.  ffiJOOO  Dell  Computer  Corporation.  All  Rights  Reserved. 


Building  an  e-business  isn't  easy.  But  Dell  can 
make  it  a  lot  easier. 

We've  had  the  experience 
of  growing  to  $15  billion  a 
year  in  e-commerce. 
powerEdge2450      That's  Why  we  know  what  it  takes: 

Rack-dense. 

appZZleZ      infrastructure  like  our  reliable,  rack- 
mountable,  scalable  Dell  PowerEdge" 
servers  and  PowerApp"  appliances.  They  „       ^_      _^^ 

^^      ^^  '  PowerEdge  6450 

Mission-critical 

can  grow  as  easily  as  your  e-business  grows,     e-business  seiner 


-business  made  easy 


PowerApp' 

Turnkey  web 

&  cache 

appliance  servers 


We  also  make  it  easier  with  everything 
from  custom  integration  of  your  operating 
system  options  online  to  service 
centers  that  let  you  test  your  solution 
before  you  buy.  Not  to  mention  our 
on-site  service  and  pre-failure  alert 
program. 

All  of  which  is  why  companies 
like  Monster.com  and  NaviSite  are 
powered  by  Dell  PowerEdge  servers  with 
Inter  Pentium®  III  Xeon™  processors. 

Why  not  make  the  care  and  feeding  of 
your  e-business  a  lot  easier? 


PowerEdge  8450 

Back-end 
database  server 


800.50I.DELL  www.dell.com 

D0LL 


Strategies  for  Stocks 


Economics 


How  Risky  is 
TIte  M  Premium? 

Economists  square  off  over  stock  volatility 


BY  PETER  COY 


Over  the  past  75  years,  stocks  have  out- 
performed bonds  and  other  debt  securities 
by  a  huge  margin.  The  annual  return  on  a 
broad  portfolio  of  stocks  has  averaged  9 
percentage  points  more  than  the  return 
on  risk-free  U.  S.  Treasury  bills.  With  that 
glorious  history  in  mind,  many  invest- 
ment advisers  are  saying  that  the  longer  your  in- 
vestment horizon  is,  the  more  you  should  be  in 
stocks — right  on  up  to  100%  of  your  portfoUo. 

But  beware:  Many  finance  scholars  say  that  in- 
vestors would  be  making  a  big  mistake  to  as- 
sume that  stocks  will  earn  them  9% — or  even 
7% — a  year  above  the  rate  on  T-bills.  Past  per- 
formance, they  say,  is  no  guarantee  of  future 
returns. 

For  long-range  planning,  the  debate  about  the 
merits  of  stocks  vs.  Treasury  bills  or  bonds  boils 
down  to  what  economists  call  the  "equity  risk 
premium."  This  is  a  tricky  and  often  misunder- 
stood concept.  In  a  nutshell,  it's  the  extra  return 
that  investors  want  and  expect  to  receive  from 
stocks  because  of  the  higher  volatility  of  stock 
prices.  Let's  say  you're  choosing  between  a  stock 
that  fluctuates  a  lot  in  price  and  a  bond  that's 
more  stable.  Because  you  dislike  volatihty,  you'll 
pay  less  for  the  stock  than  for  the  bond.  And  be- 
cause your  cost  basis  is  lower  for  the  stock,  the 


Debate  Over  the  Eaiiitv  Risk  Premium 


Stocks  have  trounced  Treasury  bills  by  9%  a  year  over  the  past  75 
years.  Academics  cite  the  "equity  risk  premium" — the  idea  that  in- 
vestors demand  a  higher  return  from  stocks  to  compensate  for  their 
higher  volatility.  But  they  have  trouble  explaining  such  a  big 
performance  gap.  What  comes  next? 


THE  BULLS 


JAMES  GLASSMAN  and  KEVIN 

HASSETT,  authors  of  Dow  36,000,  ar- 
gue that  investors  will  soon  realize 
that  stocks  are  no  riskier  than  bonds, 
so  they  won't  demand  an  equity  risk 
premium  anymore.  Stocks  will  make  a 
one-time  leap  to  Dow  36,000.  At  that 
point,  their  expected  future  returns 
will  be  no  higher  than  those  of  bonds. 


THE  BEARS 


ROBERT  ARNOTT,  managing  partner  of 
asset  manager  First  Quadrant,  argues 
that  investors  have  already  bid  up 
stocks  to  levels  where  there's  no  remain- 
ing premium  for  the  genuine  extra  risk  of 
holding  stocks.  He  thinks  stocks  will  un- 
derperform  bonds  over  the  next  20  years, 
and  that  Dow  3,600  is  more  likely  than 
Dow  36,000  over  the  next  decade. 


total  annual  return  will 
be  higher. 

What  makes  the  eq- 
uity premium  such  a 
puzzle  is  why  it's  so 
big,  given  that  stocks 
are  only  shghtly  more 
volatile  than  bonds.  Af- 
ter all,  bond  returns 
fluctuate,  too.  What's 
more,  the  tax  system 
favors  stocks  over 
bonds.  Wrestling  with 
this  puzzle,  some  peo- 
ple have  concluded  that 
the  equity  premium  is  a 
case  of  mass  delusion — 
one  that's  about  to  end. 
That's  the  the- 
sis of  James  K. 
Glassman  and 
Kevin  A.  Hassett's 
best-selling  book,  Dow 
36,000.  The  two  schol- 
ars at  the  American 
Enterprise  Institute,  a 
conservative  think  tank, 
say  the  equity  risk  pre- 
mium is  unjustified — 
i.e.,     stocks     are     too 

low — because  in  the  long  run,  stocks  aren't  mc 
volatile  than  bonds.  They  argue  that  investc  ■ 
will  soon  catch  on  to  that  fact  and  will  be  contc 
to  receive  the  same  low  return  from  stocks  tl 
they  get  from  bonds.  The  cute  part  is  how 
get  from  here  to  there.  Stock  prices  will  need 
be  higher  than  they  are  now,  so  people  who  b 
stocks  in  the  fiiture  wiU  have  a  smaller  upside 
their  investment.  That  imphes  a  huge  but  oi 
time-only  leap  in  prices.  They  advise  readers 
buy  before  the  leap,  because  after  it,  stock  : 
turns  will  be  as  low  as  bond  returns.  When  th 
published  in  September,  1999,  they  predicted  t 
Dow  would  hit  36,000  in  three  to  five  years 
MEASURING  THE  PREMIUM.  But  critics  questiiiH 
whether  investors  will  ever  be  content  to  es 
as  little  from  stocks  as  they  earn  from  bom 
As  a  result,  they  doubt  that  the  leap  in  pri( 
that  Glassman  and  Hassett  forecast  will  e\ 
take  place.  Says  Robert  D.  Arnott,  managi 
partner  of  First  Quadrant,  a  Pasadena  (Cal 
asset  manager:  "Their  core  thesis  completi 
overlooks  the  fundamental  reality  of  why  peo] 
own  stocks." 

What  makes  the  equity  premium  so  hotly  ( 
bated  is  that  there's  no  direct  way  to  mea.sure  (r 
If  you  can't  be  sure  how  big  it  is  now,  you  d  [( 
tainly  can't  know  how  big  it  will  be  in  the  futu 
For  example,  many  people  assume  that  stoc 
historical  9%  edge  over  T-bills  is  a  good  indical 
of  what  their  future  outpc^rformance  will  be.  E 
who  knows?  Maybe  stocks  have  been  rising 
part  because  people  have  been  losing  their  fe 
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of  stock  volatili- 
ty. The  two-decade- 
long  bull  market  proba- 
bly caused  people  to  become 
s  fearful  of  stocks  and  shrank  the  risk  premi- 

they  demanded,  says  Harvard  University 
momist  John  Y.  Campbell.  He  thinks  that  if 
•  mood  changes  for  the  worse,  the  premium 
1  get  bigger  again,  albeit  not  quite  to  its  orig- 
1  size.  People  will  demand 
be  compensated  for  stocks' 
kiness,  and  that  will  put 
vnward  pressure  on  stock 
ces. 

rheories  for  why  the  equity 
!mium  is  so  big  range 
OSS  the  board.  In  a  recent 
)er,  Stephen  Cecchetti  and 
3  co-authors  from  Ohio 
ite  University  say  that  in- 
;tors  use  a  rule  of  thumb 

decisionmaking  that  makes 
m  overly  pessimistic  about 

likelihood  that  good  times 
I  continue — so  they're  afraid  to  own  stocks, 
ler  scholars  finger  "disappointment  aversion," 
ing  that  investors  shy  away  from  the  volatil- 

of  stocks  because  they  dislike  losses  more 

n  they  like  gains. 

\n  easier  way  to  resolve  the  puzzle  is  to  say 
't  it's  a  case  of  mistaken  identity — that  the 

mium  isn't  as  big  as  it  appears  fi-om  looking 
the  historical  data.  Eugene  F.  Fama  of  the 


Thrills  and  Chills 


Many  experts  say 

the  extra  return  from 

stocks  in  the  future  will 

be  lower  than  most 

investors  are  counting 

on  receiving 


University  of  Chicago  and 
Kenneth  R.  French  of  Massachu- 
setts Institute  of  Technology  argue 
that  the  risk  premium  over  the  past  half-century 
was  only  4%.  Their  calculation  is  based  on  going 
back  to  the  past  and  analyzing  what  kinds  of 
returns  investors  had  a  reasonable  right  to  ex- 
pect for  the  future,  given  companies'  dividend 
yields  and  expected  dividend  grov^^th  rates.  The 
return  they  got  exceeding  4% 
was,  they  say,  the  result  of  a 
series  of  surprises,  such  as  the 
end  of  the  cold  war  and  the 
development  of  the  comput- 
er— windfalls  that  can't  be 
counted  on  to  repeat  them- 
selves. They  expect  stocks  to 
outperform  risk-free  securities 
by  only  3%  to  3.5%  a  year  in 
the  long  term,  and  by  less 
than  1%  in  the  short  term. 

Among  the  people  who  have 
studied  the  equity  premium 
closely,  most  think  it  is  proba- 
bly no  more  than  a  few  percentage  points  above 
Treasury  bills.  But  their  skepticism  hasn't  filtered 
out  to  investors,  advisers,  or  even  rank-and-file  fi- 
nance professors,  who  still  peg  the  long-term  pre- 
mium at  7%,  according  to  a  survey  published  last 
year  by  Ivo  Welch,  then  a  professor  at  ucla's 
Anderson  School  and  now  of  Yale  University.  If 
those  high  estimates  turn  out  to  be  wrong,  a  lot  of 
investors  are  in  for  a  lot  of  pain.  a 
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he  Investment  Spectrum 


Mutual  Funds 


A  Year 
Upside  Down 

Low-key  value  and  muni-bond  funds  look  great 


BY  MARA 

DER  HOVANESIAN 


During  the  latter  half  of  the  1990s,  mutual- 
fund  investors  might  have  gotten  the  im- 
pression that  fat,  double-digit  returns 
were  an  entitlement.  This  year  shattered 
that  belief.  Higher  interest  rates,  slower 
economic  gi'ovii.h,  and  a  bear  market  for 
tech  stocks  resulted  in  the  most  disap- 
pointing year  for  fund  investors  since  1994.  All 
told,  equity  mutual  funds  fell  an  average  2.37%, 
w^hile  U.  S.-only  funds  eked  out  a  scant  0.46%  to- 
tal return  (appreciation  plus  reinvestment  of  div- 
idends and  capital  gains  through  Dec.  8).  Mutual- 
fund  data  were  prepared  for  BUSINESS  WEEK  by 
Standard  &  Poor's  Corp. 


The  funds  that  fell  the  hardest  were  the  i  (jxalili 
perstars  of  yesteryear — large-cap  growth  po  .[ff(  j 
folios  like  Janus  Twenty  Fund  and  Internet  pk  g^j  sti 
like  Munder  NetNet.  In  contrast,  value-fund  ^  oy 
turns — and  value  managers'  spirits — have  :  ^  j,, 
vived.  "The  darlings  of  last  year  are  the  dogs  |J,cfj ; 
this  year,"  says  David  Winters,  co-manager  jj^i^ 
Franklin  Templeton's  Mutual  Beacon  Fund  y^,i^ 
large-cap  value  fund  up  12%.  ,  j^^ . 

Not  that  the  new  darlings  are  all  that  i  '^  (jjj 
pressive.  Large-cap  value  funds,  up  4.63%,  earr  i  j^^ 
less  than  the  average  money-market  fund.  Sm  i|p(jt, 
cap  and  mid-cap  value  funds  were  virtually  t: ,( \,j 
at  11.80%  and  11.76%  respectively  Still,  all  thi^^ 
value  categories  left  their  grovii^h  counterparts  ; 
the  dust:  Large-cap  growth  funds  shed  6.71  |g^  jj; 
small-caps  dropped  4.61%,  and  mid-caps  m5j_^„, 
aged  a  slim  1.80%  gain  (table,  page  126).         |_;|,j 

That's  sweet  revenge  for  managers  such  .jqjI,. 
Edward  T.  Shadek  Jr  His  $375  million  Putn;  |j,„| 
Small  Cap  Value  Fund  earned  a  respectal  j^  j,|,j 
18.53%  return,  buying  companies  with  low  pri  i.  '^  ,f| 
earnings  ratios,  such  as  Bindley  Western  Ind  „,p^,j 
tries,  a  drug  distributor,  and  Bank  United  Coi  u^^^j 
a  Texas  thrift.  A  year  ago,  he  was  virtually  ',^  „ 
nored  in  the  company  lunchroom  and,  ssl"  Jj 
Shadek,  "no  one  cared  that  we  owned  solid  co  « . 
panies  in  decent  businesses  with  good  ca'  j 
flows."  Today,  his  colleagues  are  constantly  sei  u,.; , 
ing  him  out  for  investment  advice.  ^J^^ 

The  comeback  of  value  funds  isn't  the  o; 


The  Best  Returns 


FUND 

TOTAL  RETURN* 

SCHRODER  CAPITAL  MICRO  CAP  INV. 

128.46% 

EVERGREEN  HEALTH  CARE  Y 

117.84 

AMERICAN  EAGLE  CAPITAL  APPRECIATION 

85.40 

MUNDER  FRAMLINGTGN  HEALTHCARE  A 

85.33 

DRESDNER  RCM  BIOTECHNOLOGY  N 

82.62 

EATON  VANCE  WLDWD.  HEALTH  SCIENCES  A 

79.99 

MONTEREY  MURPHY  NEW  WORLD  BIOTECHNOLOGY  75.46 

ORBITEX  HEALTH  &  BIOTECHNOLOGY  A 

70.62 

DRESDNER  RCM  GLOBAL  HEALTH  CARE 

68.84 

PRUDENTIAL  HEALTH  SCIENCES  A 

68.80 

FRANKLIN  GLOBAL  HEALTH  CARE  A 

66.69 

SCUDDER  HEALTH  CARE 

61.37 

ICON  ENERGY 

59.25 

FRANKLIN  BIOTECHNOLOGY  DISCOVERY  A 

55.62 

KINETICS  MEDICAL 

55.31 

AMERICAN  EAGLE  TWENTY 

55.00 

FIDELITY  SELECT  MEDICAL  DELIVERY 

54.93 

MORGAN  STANLEY  DEAN  WIHER  HEALTH  SCI.  E 

53.85 

VANGUARD  HEALTH  CARE 

53.59 

FIDELITY  SELECT  NATURAL  GAS 

52.61 

STATE  STREET  RESEARCH  GLOBAL  RESOURCES  52.05 

FIDELITY  SELECT  INSURANCE 

50.93 

T.  ROWE  PRICE  HEALTH  SCIENCES 

50.16 

FIDELITY  SELECT  MEDICAL  SYST.  &  EQPMNT. 

47.28 

GALAXY  II  UTILITY  INDEX 

46.82 

FUND 

AMERICAN  GAS  JNio^EX  A 
OPPENHEIMER  REAL  ASSET  A 


TOTAL  RETURN 


46.477c 


43.92 


m 


AIM  GLOBAL  HEALTH. CARE  A  43.84 

BOSTON  PARTNERS  LONG  SHORT  EQUITY  INV.    43.42 
FIRST  AMERICAN  HEALTH  SCIENCES  Y  42.28 


MpNUMENT  MEDICAL  SCIENCES  A 
BURNHAM  FINANCIAL  SERVICES  A 
SG  COWEN  INCOME  +  GROWTH  I 


42.17 


42.16 


m 


41.25 


WARBURG  PINCUS.GLOBAL  HEALTH  SCI.  COMM.    41.14 
LORD  ABBETT  MID  CAP  VALUE  P  40.60 

FIDELITY  SELECT  BIOTECHNOLOGY  40.02 


■iri 


FIDELITY  SELECT  HOME  FINANCE 
RYDEX  BIOTECHNOLOGY  INV. 
ICON  FINANCIAL 


38.61 


38.47 


38.46 


BRUCE 

SENTINEL  SMALL  COMPANY  A 
FBR  FINANCIAL  SERVICES  A 


38.35 


38.31 


37.68 


MERCURY  HW  MID-CAP  VALUE  I 
MERjRILL  LYNCH  HEALTHCAREP. . 
CENTURY  SHARES 


37.34 


37.24 


37.09 


PUTNAM  HEALTH  SCIENCES  A  36.77 

BJURMAN  MICRO-CAP  GROWTH  .  36.21 

FIDELITY  SELECT  AIR  TRANSPORT  35,97 

BOSTON  PARTNERS  SMALL  CAP  VALUE  W  INSTL  35.83 
TCW  GALILEO  VALUE  OPPORTUNITIES  I  35.73 


■  ll«II 


■  Ur 


*Appreciation  phis  feinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  3  thiough  Dec.  8,  2000 


DATA:  STANDARD  &  POOR'S 
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How  the  Big  Funds  Fared 


ig  that  has  turned  1999  on  its  heacJ.  Boring 
taxable  money-market  funds,  up  5.18%,  and 
-free  money  funds,  up  '.i.VWc,  handily  out- 
ised  stock  funds.  Among  specialized  equity 
ds.  Old  Economy  stalwarts  like  financial  ser- 
3s,  up  2;i71%,  and  real  estate,  up  21.09%, 
inced  New  Economy  tech  and  telecom  port- 
)s,  down  20.85%  and  24.02%,  respectively. 
Jinny  sorts  of  bond  funds  outdistanced  equi- 

The  average  tax-free  bond  gained  8.47%, 
le  taxable  funds  posted  4.74%  (table,  page 
).  A  flight  to  safety  and  a  U.  S.  Treasury  buy- 
k  led  to  11.75%  gains  in  long-term  govem- 
it  bond  funds.  High-yield  bond  funds,  hit  by 
^riorating  credit  quality  and  rising  defaults, 
■e  down  9.7.3%. 

^ST  SECTOR.  And  what  of  those  300-odd  won- 
-mostly  Internet,  tech,  and  .Japanese 
]s_that  racked  up  100%  to  500%  gains  last 
r?  Only  a  handful  are  in  the  black  for  2000, 

most  barely  at  that.  Funds  that  invest  in 
an,  which  posted  120%  gains  in  1999,  now 
<  as  the  year's  worst  sector,  down  32.77% 
average.  Corporate  restructuring  in  .Japan 

hasn't  gone  far  enough  to  revive  the  coun- 
■;  sluggish  economy. 

ine  of  the  best  ways  to  play  the  tech  sector 
000  was  to  bet  against  it.  Turns  out,  the  Po- 
ac  Fund's  Internet/Short  Fund  gained  23% 
netting  that  the  Dow  Jones  Internet  Index 

heading  south.  Still,  ICON  Information  Tech 


Fund,   which   is 
long  stocks,  did 


FUND 

NET  ASSETS 

BILLIONS 

TOTAL 
RETURN* 

VANGUARD  500  INDEX 

$104.4 

-5.70% 

FIDELITY  MAGELLAN 

101.6 

-5.04 

INVESTMENT  CO.  OF  AMERICA  A 

56.6 

2.85 

WASHINGTON  MUTUAL  INVESTORS  A      46.8 

4.60 

JANUS 

46.5 

-5.90 

FIDELITY  CONTRAFUND 

42.4 

-5.76 

FIDELITY  GROWTH  &  INCOME 

42.0 

0.47 

GROWTH  FUND  OF  AMERICA  A 

39.4 

11.74 

AMERICAN  CENTURY  ULTRA  INV. 

38.6 

-12.34 

JANUS  WORLDWIDE 

37.8 

-9.93 

19.43%.  Its  secret: 
invest  only  in  tech 
companies  with 
earnings. 

As  for  Inter- 
net-specific funds, 
the  market  made 
mincemeat  of  them 
all.  The  most  bat- 
tered was  Jacob 
Internet  Fund, 
which  only  got 
started  about  a 
year  ago.  The  now 
$63  million  fund 
lost  72.57%  in  its 
first  year — the  second-worst  of  all  equity  funds 
(table).  That  was  a  comeuppance  for  portfolio 
manager  Ryan  Jacob,  who  in  1998  and  1999  led 
the  Kinetics  Internet  Fund  to  gains  of  196%  and 
216%,  respectively. 

It  was  also  a  year  when  some  little-known 
funds  had  their  day.  Consider  the  Oppenheimer 
Real  Asset  Fund,  a  natural  resource  fund 
launched  in  1997.  "It  came  out  at  the  wrong 
time  and  just  went  straight  down  for  a  year  and 
a  half,"  says  co-manager  John  S.  Kowalik.  The 
fund  is  up  43.92%  this  year,  more  than  twice 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes, 
Jan.  3  through  Dec.  8,  2000 

DATA:  STANDARD  &  POOR'S 


'1                    The  Worst  Returns 

TOTAL  RETORN* 

FOND 

TOTAL  RETORN* 

DSON  INVESTORS 

-77.20% 

MIDAS  U,S,.&  OVERSEAS 

--45,.4.5.%. 

:0B  INTERNET 

-72.57 

PILGRIM  WORLDWIDE  EMERGING  MKTS.  A 

..-4.4...7.0 

TOMAC  INTERNET  PLUS 

-69.41 

FIDELITY  JAPAN  SMALL  COMPANY 

..^4.4,5.0 

'  EX  MID  CAP  GROWTH 

-68.66 

FIRSTHAND  E-COMMERCE 

..-4.4,.o.i 

tRBURG  PINCUS  JAPAN  SMALL  COMPANY 

-65.11 

PAYDENiRYGEL  EUROPEAN  GRTH,..fc.|.N.C...R 
VAN  ECK  ASIA  DYNASTY  A 

..-4.3...83 

.-43,.7.0..... 

tRBURG  PINCUS  JAPAN  GROWTH 

-61.73 

>  EDIT  SUISSE  INSTL  JAPAN  GROWTH 

-59.91 

KEMPER  ASIAN  GROWTH  A 

INVESTEC  INTERNET.COM  INDEX 

..-43,.5Q 

-43.15 

S  INTERNET  A 

-58.89 

OFUNDS  ULTRA  OTC  PROFUND  INV. 

-58.35 

FE.DE.R.AT.E.D.AG.G.R.E.SS|yE..G.RpWTHA. 

WWW  INTERNET 

..-43.04 

^3.01 

0CKJUNGLE.COM  PURE  PLAY  INTERNET 

-58.33 

(ETICSIMRNET.EMERGING  GROWTH 

FERNET  INDEX 

.-58,20 

-58.10 

IPS  NEW  FRONTIER 

-42.18 

MUNDER  NETNET  A 

-41.97 

iNTEREY  MURPHY  NEW  WORLD  TECHNOLOGY 

f -51.66 

FEDERATED  WORLD  ASIA  PACIFIC  GROWTH  A 

-41.82 

ERINDO  TECHNOLOGY  A 

-51.63 

KINE.TI.CS..INTERNET  INFRASTRUCTURE 

H&QIPQ,«.  EMERGING  COMPANY. CQMM, 

PUTNAM  OTC  EMERGING  GROWTH  A 

..-41...60 

..-41..3.3 

-40.41 

ERITOR  INDUSTRY 

-51.11 

ITHMRNEY  WORLD  PACIFI.C.A.   

TTHEWS  ASIAN  TECHNOLOGY  i 

.-50,10 

-49.93 

JANUS  VENTURE 

-40.18 

NUMENT  DIGITAL  TECHNOLOGY  A 

-49.91 

PRUDENTIAL  PACIFIC  GROWTH  A 

-40.17 

JiJ.RLpW  GROWTH 

..-4.9,.7.3 

INVESTEC  ASIA  SMALL  CAP 

-39.75 

lETICS  INTERNET 

-48.07 

SELIGMAN  EMERGING  MKTS.  GROWTH  A 

-39.36 

>l  JAPAN  GROWTH  A 

-48.00 

PUTNAM  ASIA  PACIFIC  GROWTH.A 

ASAF  JANUS  SMALL  CAP  GROWTH  k 

..-39,.26 

-38.92 

iDNTIER  EQUITY 

-46.99 

HHEWS  KOREA  1 

-46.31 

PILGRIM  SMALL  CA.P..A.S.IA.GROWTH  A 
MUNDER  FRAMLINGTON  EMERGING  MKTS.  A 

..r38...44 

-38.23 

ERTY  NEWPORT  JAPAN  OPPORTUNITIES  A 

-46.00 

GRIM  ASIA-PACIFIC  EQUITY  A 

-45.58 

RS  INTERNET  AGE                                      .738.01 

,  Jan.  3  through  Dec.  8,  2000                                DATA:  STANDARD  &  POORS 

" 

ipreciation  plus  reinvestment  of  dividends  and  capital 

gains  before  taxes 

Most  fund 
managers  believe 
the  new  decade 
will  deliver  more 
modest  returns 
than  the  past 
one-from 
7%  to  15%  for 
the  next  few  years 
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Mutual  Funds 


Stellar  Returns  for  Most  Bond  Funds 


TOTAL  RETURN* 


LONG  GOVERNMENT 

11.75% 

MUNI.  CALIF.  LONG 

11.22 

MUNI.  NEW  YORK  LONG 

9.95 

INTERMEDIATE  GOVERNMENT 

9.40 

MUNI.  NATIONAL  LONG 

9.23 

MUNI.  SINGLE-STATE  LONG 

9.20 

MUNI.  NEW  YORK  INTERM. 

7.99 

LONG  (GENERAL) 

7.96 

INTERMEDIATE  (GENERAL) 

7.95 

MUNI.  CALIF.  INTERM. 

7.94 

MUNI.  SINGLE-STATE  INTERM. 

7.22 

MUNI.  NATIONAL  INTERM. 

7.20 

SHORT  GOVERNMENT 
SHORT  (GENERAL) 


TOTAL 
6 


EMERGING  MARKETS  BOND 
ULTRASHORT 


MUNI.  SHORT 
INTERNATIONAL  BOND 


CONVERTIBLES 
MUNI.  HIGH  YIELD 


MULTISECTOR 
HIGH  YIELD 


Evergreen  Health  Care  Fund,  run 
Lui-Er  Chen,  who  is  also  a  physici; 
The  year-old,  85-stock  fund  invests 
i'.^.^.^.^.'!.*  six  different  health-care  sectors,  incii 
.73%  ing  distributors  and  services.  A  third 
its  $60  million  in  assets  are  in  its  top 
holdings,  which  include  heavyweigl 
Genentech  Inc.  and  Pfizer  Inc.  Che 
not  sure  he  can  replicate  the  fun 
117.84%  return,  but  he's  confident  t 
sector's  supercharged  performance  isn' 
•  56  flash  in  the  pan  like  last  year's  Inten 

37  runup.  He  shrugs  off  the  threat  of  g( 

emment-imposed  drug  price  controls 
cites  aging  demographics  and  a  stro 
.92  demand  for  biotech  products  that  tn 


.44 
.60 
.35 
.39 


.17 


ALL  TAXABLE  BONDS 
ALL  NONTAXABLE  BONDS 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  3  through  Dec.  8,  2000. 

DATA:  STANDARD  &  POOR'S 

the  return  of  the  average  natural  resource  fund, 
and  among  the  top  50  of  all  equity  funds  (table, 
page  124).  The  Oppenheimer  fund  has  differ- 
ent results  because  it  invests  in  commodity- 
linked  bonds  and  futures  and  forward  contracts 
rather  than  the  stocks  of  oil  and  other  natural- 
resource  companies.  Kowalik  says  the  fund's 
unique  approach  "is  beginning  to  prove  its 
case." 

Health-care  funds,  boosted  by  the  booming 
biotech  sector,  are  also  in  the  vvdnner's  circle, 
with  gains  of  50.89%.  Half  of  the  50  best-per- 
forming funds  came  from  this  category.  One  of 
the  two  funds  with  triple-digit  returns  is  the 


A  Wide  Range  In  Equity-Fund  Returns 


CATEGORY 

TOTAL  RETURN* 

HEALTH 

50.89% 

FINANCIAL 

23.71 

REAL  ESTATE 

21.09 

NATURAL  RESOURCES 

19.65 

SMALL-CAP  VALUE 

11.80 

MID-CAP  VALUE 

11.76 

MID-CAP  BLEND 

9.28 

UTILITIES 

6.03 

LARGE-CAP  VALUE 

4.63 

SMALL-CAP  BLEND 

3.07 

DOMESTIC  HYBRID 

1.91 

MID-CAP  GROWTH 

1.80 

AUCAP 

-0.42 

MISCELLANEOUS 

-1.65 

L/RGE-CAP  BLEND 
INTERNATIONAL  HYBRID 

-2.17 
-122 

CATEGORY                              TOTAL  RETURN* 

SMALL-CAP  GROWTH 

-4.61 

LARGE-CAP  GROWTH 

-6.71 

WORLD 

-9.15 

EUROPE 

-11.79 

FOREIGN 

-15.68 

LATIN  AMERICA 

-15.93 

PRECIOUS  METALS 

-17.57 

TECHNOLOGY 

-20.85 

PACIFIC/ASIA  EX-JAPAN 

-23.98 

COMMUNICATIONS 

-24.02 

DIVERSIFIED  EMERGING  MKTS 

-26.72 

DIVERSIFIED  PACIFIC/ASIA 

-31.17 

JAPAN 

-32.77 

US.  DIVERSIFIED  FUNDS 

0.46 

ALL  EQUITY  FUNDS 

-2.37 

S&P  500 

-5.76 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  3  through  Dec.  8,  2000 

DATA;  STANDARD  &  POOR'S 


.g  73  cancer  and  rare  diseases. 

—  Bigger  was  not  better  this  year. 

..^-:.  .f:. of  the  10  largest  equity  mutual  fu: 

8.47  lost  money  (table,  page  125).  That 

eludes  the  $104.4  billion  Vanguard 
Index,  down  5.70% — its  first  negat: 
performance  in  a  decade.  Similarly, 
$101.6  bilhon  Fidelity  Magellan  Fund  clocked 
its  first  losses  since  1994.  Whatever  succ^ 
stories  there  were  among  the  big  funds 
longed  to  value  managers:  Vanguard  Wind 
II,  which  lost  6%  in  1999,  climbed  12.39%  t 
year. 

The  turmoil  in  the  equity  markets  sent  m; 
investors  fleeing  to  bonds  for  the  first  time 
years — and  municipal  bond  funds  turned  up  th| 
best  returns  since  1997.  The  strong  Treas 
market  helped  munis,  but  that  was  not  all.  N 
issues  fell  to  $185  bilhon  from  $225  billion 
1999,  and  the  shrinkage  in  supply  hit  the  marl 
just  when  demand  was  picking  up. 
BIGGEST  RISK.  Investors  haven't  yet  shov^n 
interest  in  high-yield  bond  funds,  which  had  tl 
worst  year  since  1990.  They're  an  opportunit 
you're  a  contrarian,  contends  Jeffrey  L.  Ripp| 
co-manager  of  $460  million  in  high-yield  assets 
Columbia  Funds  Management  Co.  "Our  expec| 
tions  will  be,  simply,  a  soft  landing"  for  the  eci 
omy,  says  Rippey,  who  has  been  adding  beati 
down  telecom  bonds  such  as  McLeodusA  I 
and  Level  3  Communications  Inc.  to  his  portfoi 
Stakes  in  the  more  stable  gaming  and  ene: 
sectors  have  helped  to  smooth  out  some  bu 
along  the  way,  he  says.  He  says  the  biggest 
for  high-yield  investors  in  2001  is  that  the 
won't  further  ease  interest  rates,  causing 
capital  markets  to  clamp  up,  prompting  e 
more  defaults. 

That  dire  scenario  isn't  likely,  say  most 
managers.  Still,  even  if  the  economic  soft  lai 
ing  comes  to  pass,  most  fund  managers  beli 
the  new  decade  wall  have  more  modest  retu 
than  the  old  one.  They  expect  the  stock  mar 
to  deliver  returns  of  7%  to  15%  for  the  n 
several  years,  which  is  more  like  the  aver: 
annual  returns  earned  before  the  late  199i 
frenzy.  Says  John  G.  Goode,  10-year  veto 
manager  of  $2.3  billion  Smith  Barney  Fun 
mental  Value  Fund:  "We're  getting  back  to 
real  world." 
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IREO  FOR 
WEB  HOST 

MUCH  EXP 


You  are  the  person  charged  with  hiring  a  web  hosting  provider. 

If  you  do  it  well,  no  one  will  thank  you.  If  you  do  it  poorly,  everyone  will  blame  you. 

You  are  the  unsung  hero  of  the  Internet  Age.  But  even  heroes  sometimes  need  help. 

Enter  WorldCom.  As  the  leader  of  the  digital  generation,  we  have  the  kind  of  web 
hosting  experience  few  other  companies  can  muster. 

By  teaming  up  Digex  with  our  UUNET  arm,  we're  able  to  offer  you  a  comprehensive 
e-business  solution."  Not  just  one  of  the  most  reliable  IP  networks  in  the  industry.  Not  just 
data  centers  all  over  the  world.  But  the  far  more  critical,  human  element:  an  all-star  team  of 
web  hosting  experts  that  blue  chip  companies  trust  with  their  mission-critical  applications. 

All  of  which  should  alleviate  any  thoughts  you  have  of  being  fired.  And  replace  them 
with  thoughts  of  being  promoted. 

For  more  details,  visit  us  at  www.wcom.com/generationd. 

generation  d 
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Backing 
The  Right  Horse 

Bands  could  be  a  great  bet-but  not  just  any  bonds 


BY  SUSAN 
SCHERREIK 


It  finally  looks  as  if  the  Federal  Reserve  will 
ease  interest  rates  to  shore  up  a  sputtering 
economy.  That's  great  news  for  bond  investors. 
"We  expect  bonds  to  rally,"  says  Sung  Won 
Sohn,  chief  economist  for  Wells  Fargo  &  Co. 
But  don't  expect  all  bonds  to  behave  equal- 
ly. Over  the  past  year,  the  bond  market  has 
been  bipolar,  with  U.  S.  Treasuries  performing 
smartly  while  corporate  and  high-yield  bonds 
sagged.  As  the  economy  slows,  worries  about 
waning  earnings  will  weigh  down  corporate  and 
high-yield  bonds.  Meanwhile,  U.S.  government 
and  other  supersafe  bonds  figure  to  flourish 
against  a  backdrop  of  moderate  economic  growth 


and  a  tame  inflation  rate.  Owners  of  high-qual 
bonds  should  get  some  price  appreciation  at 
their  yields. 

U.S.  Treasury  bonds  probably  won't  be  1 
best  high-quahty  choice,  however.  Treasur 
have  already  had  a  big  move,  thanks  largely 
Uncle  Sam's  using  some  of  the  budget  surp 
to  retire  debt.  You'll  get  more  bang  for  y( 
buck  from  Treasury  Inflation-Indexed  Seci 
ties  (tips),  government  agency  bonds,  and  n 
nicipal  bonds. 
BIG  TIPS.  The  best  approach  for  2001  is  t\ 
pronged — build  a  portfolio  from  two  extreme 
sitions  in  the  bond  market,  a  variation  on  wl 
bond  pros  call  a  "barbell,"  suggests  Robert  R 
riguez,  manager  of  fpa  New  Income  fund.  U< 
ally  this  is  done  with  very  short-  and  very  lo 
term  bonds,  but  Rodriguez  has  fashione 
credit-quality  barbell  with  high-grade  and  hij 
yield,  or  junk,  bonds. 

Rodriguez'  biggest  bet  is  in  tips.  These 
usual  bonds  adjust  their  payout  depending 
changes  in  the  consumer  price  index.  Recen' 
TIPS  maturing  in  10  years  yielded  7.2%,  reflect 
a  CPI  at  a  3.4%  rate.  Rodriguez,  who  keeps  4 
of  his  $500  million  fund  in  TIPS,  says  at  this 
terest  rate,  these  securities  are  better  buys  tl 
10-year  Treasury  notes  as  long  as  the  aver; 
annual  inflation  rate  stays  above  1.7%  over 
next  decade.  That's  a  pretty  safe  bet,  since 
flation  has  historically  averaged  over 
TIPS  are  also  a  great  way  to 
versify  a  bond  portfolio 
cause,  unlike  conventio 
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Make  A  First-Time  Booking  On  P0\mCO^  By  1/31/01  And  Receive  4000  A^'Advantage- 
Bonus  Miles.*  Plus,  Earn  Other  AAdvantage  Bonuses  On  Future  Online  Bookings. 
Details  At  www.aa.com/bonus  Or  AOL  Keyword:  AA  Bonus 

AA.coM.  The  Ultimate  Site  For  Everything  AmGriCdnAirlJnGS' 

Airlerican/^ 

■  In  addition  to frie  existing  1000  AAdvantage  tx)nus  miies  otter  fa  bootong  on  AAcom,  AAdvantage  menntDers  are  eligibie  to  earn  the  one-time  3,000  AAdvantage  bonus  rriiles  on  Afnertcan  Ariines  and  An-^rican  Eagle  rDi/Yj-lrtp  tickets 
txxiked  on  AA  com  from  1 1/1/00  ttirough  1/31/01  -  fTotal  /^Advantage  Ixmus  miles  you  can  earn  fa  lirst-lime  bootong  s  4.000.)  A  first-tme  bool<er  is  defined  as  someone  «*»  f«s  never  bodied  tra^S  vb  tre  Arwcan  Adres  web  SUB. 
firsi-iime  txxiking  bonus  only  apples  to  ttie  traveler.  Travel  must  be  completed  b/  2/28/01 .  Miles  will  tje  aedited  after  travel  is  completed.  Bonus  miles  do  not  co/il  toward  ^e-status  qualification  and  do  not  apply  to  AAdvantage  trav^ 
award  bookings  American  Airlines,  /\merican  Eagle.  AAdvantage.  AA.com  and  The  Ultimate  Site  Fo  Everyttiing  are  marls  of  American  Airlines.  Inc.  Amercan  Eagle  is  American's  regoial  artme  afflkatc.  American  Artnes  resaves  tre  ngCJ 
to  o  lange  the  AAdvantage  program  at  any  time  without  notice.  /Vmencan  Airlines  is  not  responsible  la  aoducts  a  sennoes  offered  by  other  partioi»ting  companies  Fa  complete  details  about  the  /VAOv»ilage  aogram.  wst  www.aa.com. 
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FOI  TIE  RECORD 


Robert  Rodriguez  manages  the 
$500  million  FPA  New  Income  Jund. 

Productivity  gains  are  level- 
ing otf,  and  unit  labor  costs 
could  rise  as  a  result.  The 
wildcard  is  the  dollar,  which 
has  been  strong  relative  to 
other  currencies  over  the 
past  two  years.  If  the  dollar 
weakens,  export  prices  will 

rise,  sparking  inflation. 

MMFUniNI  

The  bond  market  is  dis-         |i^4imij!y|j|m  M  TK  KST  MM  BITS 
counting  a  positive  inflation    ^^^mprnM^H   High-yield  bonds  are  cheap, 
outlook,  but  threats  exist.       ^m|^^^^^^   ^^^  ^1^1^  ^g^^^^  remains  risky. 

'The  wild  card  is  tlie  dollar' 


ON  IR  B8MIIY 

The  economy  should  be 
more  resilient  in  the  first 
half  of  the  year  than  most 
people  expect.  It  still  has  a 
full  head  of  steam,  with  rel- 
atively high  employment 
and  consumer  confidence. 


Bz.:  Bet 


HOT  TIPS 

Treasury  Inflation- 
Indexed  Securities,  or 
TIPs,  will  deliver  more 
bang  for  your  buck  than 
regular  U.S.  Treasuries. 
These  unusual  bonds 
adjust  their  payout 
according  to  changes  in 
the  consumer  price 
index.  Recently,  TIPs 
maturing  in  10  years 
yielded  7.2% 


bonds,  they  perform  well  when  inflation  rises. 
"They  help  to  reduce  your  portfolio's  volatility," 
Rodriguez  explains. 

Another  place  to  get  good  yield  and  excellent 
quality  is  in  mortgage-backed  bonds  issued  by 
Fannie  Mae  and  Freddie  Mac,  both  quasi-gov- 
ernment  corporations.  These  bonds  offer  yields 
that  range  from  one-half  to  nearly  a  full  per- 
centage point  above  comparable  Treasury  notes, 
yet  the  credit  quality  is  AAA. 

For  investors  in  high  tax  brackets  who  are 
seeking  safety,  investment-grade  municipal  bonds 
look  like  the  best  deal  around.  During  the  past 
few  years  of  vibrant  economic  expansion,  the 
credit  quality  of  the  nation's  states,  counties, 
and  cities  has  only  improved,  notes  David  Baldt, 
managing  director  for  fixed  income  at  Deutsche 
Asset  Management. 

"DIRT  CHEAP."  At  first  glance,  the  4.4%  yield  on 
a  five-year,  AAA-rated  insured  muni  doesn't  look 
very  appetizing.  But  for  investors  in  the  36% 
federal  tax  bracket,  that  translates  into  a  6.8% 
yield;  for  those  in  the  39.6%  bracket,  the  aftertax 
return  is  7.3%.  The  muni  payoff  is  even  better  in 
high-tax  states  such  as  New  York  and  California, 
where  there's  often  no  state  or  city  income  tax 
on  muni  income  from  lo- 
cally issued  bonds.  Mari- 
lyn Cohen,  president  of 
Envision  Capital  Man-      BOND  type  recommendation 

agement,  a  Los  Angeles      

fixed-income  manage-     CORPORATES     Ford  Motor  Credit 
ment    firm,    especially  7%%  of  2010 


bonds  with  a  5%  coupon  and  recently  yieldij 
5.08%. 

In  the  corporate  sector,  some  pros  believe 
time  to  start  buying.  Stephen  Kane,  co-portfo 
manager  of  Metropolitan  West  Total  Rett 
Bond  Fund,  says  top-drawer  corporate  bonds 
Ford  Motor,  Bank  of  America,  and  Lehr 
Brothers — are  attractive  buys.  They  yield  soil 
two  percentage  points  above  comparable  UJ 
Treasuries.  The  pickup  in  yield  you  get  fro 
high-grade  corporates  is  even  greater  than| 
was  during  the  1991  recession.  That's  because 
corporate  sector  has  been  roiled  by  an  uptil 
in  bankruptcies  and  the  credit  collapse  of  hou^ 
hold-name  companies  such  as  Xerox  and  J. 
Penney.  "The  consensus  calls  for  a  soft  landij] 
and  corporate  bonds  have  priced  in  a  substant 
slowing  in  the  economy,"  says  Robert  Auwaer 
senior  fixed-income  portfoHo  manager  at 
guard  Group. 

The  fund  manager  says  he  is  sticking  to  coj 
panies  in  sectors  that  continue  to  do  well  as  ei 
nomic  grovi^h  moderates,  such  as  electric  utj 
ties,  life  insurance,  pharmaceuticals,  al 
aerospace  and  defense.  Conversely,  he  is  avol 
ing  cyclical  industries  such  as  chemicals  al 
basic  industries.  One  corporate  bond  that's  "d| 
cheap"  is  Ford  Motor  Credit's  7%%  bond 
2010,  which  recently  yielded  7.63%,  adds  M^ 
ropolitan  West's  Kane. 

RISK  AND  REWARD.  In  the  junk-bond  sector, 
ing  default  rates  have  spooked  investors  o\ 
the  past  year.  As  a  result,  junk-bond  yields  ha 
spurted  from  an  average  of  less  than  5  perce^ 
age  points  over  comparable  Treasuries  a  ye 
ago  to  more  than  9  now.  That's  also  the  high^ 
level  since  1991.  Deutsche  Asset  Managemer 
Baldt  notes  that  junk-bond  mutual  funds, 
way  most  individuals  invest  in  this  sector, 
yielding  8.5  percentage  points  more  than  Trd 
suries,  twice  the  normal  yield  spread.  "Youl 
well  compensated  for  the  risk  involved,"  he  saj 
The  biggest  danger  of  buying  into  the  junk  s 
tor  right  now,  he  says,  is  that  prices  will  go  s 
lower  But  that's  not  likely  to  happen  unless 
economy  slips  into  a  recession,  he  adds. 

Investors  learned  in  2000  how  rewarding 
and  punishing — the  debt  markets  can  be, 
pending  on  which  securities  they  bought.  Tha| 
a  lesson  to  keep  in  mind  as  you  map  out  yo| 
strategy  for  the  year  ahead. 


Best  Buys  in  Bonds 


YIELD  TO 
MATURITY* 


COMMENT 


7.53%     Price  reflects  highly 

unlikely  "50-50  chance" 


likes  the  New  York  City      °1^.^1^^.^L 


general  obligation  bonds 
with  a  5.5%  coupon  and 
maturing  in  2015,  re- 
cently yielding  5.6%  to 
maturity,  and  the  East 
Bay  California  Municipal 
Utility  District  15-year 


MUNICIPiU. 


N.Y.  City  General 
Obligation 
5/2%  of  2015 


5.60        Strong  credit,  high  yield 


TREASURIES       10-year  TIPS 


7.20 


Higher  yield  than 
10-year  T-notes 


*As  of  Dec.  8 
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WE  DiDIM'T 
WRITE  THE  BOOK 

aiM  THE 
IMEW  ECaiMOMY. 

JUST 
THE  THAI  IM I  IMG 

MAIMLfAL, 


II I  r  inn  ^^  "^ 

►Learning. 


SmartForce" e-Learning.  It's  not  just  the  training  manual  for  the  new  economy,  it's  the  catalyst  for 
getting  there.  That's  because  SmartForce  e-Learning  gives  your  people  the  skills  they  need  to  succeed 
in  this  new,  Internet-driven  world.  A  world  that  demands  a  total  solution  for  enterprise  e-Learning. 
Just  ask  Unisys,  PricewaterhouseCoopers  or  CSC,  who  already  use  our  platform  to  create  smarter, 
more  e-savvy  work  forces.  Better  yet,  see  for  yourself  how  the  world's  #7  e-Learning  company  can 
help  transform  your  business  to  e-Business.  SmartForce  e-Learning.  The  new  economy  best  seller. 


Go  to  www.smartforce.com/neweconomy  or  call  1-888-395-0014 


SmartR)rce" 

The  e-Learning  Company 


W  SmartForce  All  Rights  Reserved. 


The  Investment  Spectrum 


The  Art  Market 


A  Blue  Period 
For  Art  Buyers 

Peak  prices  have  many  collectors  biding  their  time 


BY  THANE 
PETERSON 


Londoner  Michael  G.  Wilson,  a  producer  of 
James  Bond  movies,  is  a  renowned  photo 
collector.  But  these  days,  when  he  peruses 
the  offering's  of  dealers,  he's  often  shocked  to 
find  classic  works  by  such  artists  as  Man 
Ray  or  Gustave  Le  Gray  priced  at  $500,000 
or  more.  "I  used  to  say  a  good  photo  cost 
the  price  of  a  used  car,"  Wilson  says.  "Then  it 
was  a  new  car,  and  then  a  condo.  Now,  it's  mea- 
sured in  houses." 

Wilson's  experience  is  typical  of  what's  hap- 


A  PICASSO  RECORD 

77(6  (iurly  Woman 
with  Crossed  Arms 
fetched  $55  viiiiion 


pening  to  art  prices  th^ 
days.  Photography,  scu 
ture,  and  other  relativ 
overlooked  market  segmei 
have  turned  red-hot  in 
past  year.  Old  Master  paintings  are  commandi 
top  dollar.  The  most  torrid  price  appreciati( 
however,  is  for  risky,  avant-garde  contempor; 
art,  whose  prices  blew  through  the  roof  at  the  t 
vember  art  auctions  in  New  York.  A  male  m; 
nequin  sculpture  by  Charles  Ray  went  for  $ 
million,  a  photograph  by  Cindy  Sherman,  $259,0 
and  a  painting  by  Cecily  Brovra,  a  young  Brit: 
artist  now  working  in  New  York,  $87,000 — recc 
or  near  record  prices  for  each  artist. 
DANGER  AHEAD?  Similar  works  by  the  sai 
artists  could  have  been  had  for  a  fraction  of  the 
prices  just  months  earlier.  "Recommending  tl 
someone  buy  contemporary  art  now  is  like  n 
ommending  a  dot-com  stock  at  the  peak,"  cc 
tends  New  York  dealer  John  Herring. 

Indeed,  there  are  signs  the  art  market  is  r 
for  a  nasty  correction.  "If  we  see  a  [deeper]  en 
in  the  stock  market,  some  of  those  works  tl 
commanded  huge  prices  at  the  fall  auctions  are 
ing  to  be  selling  for  less,"  predicts  longtime 
lector  Eli  Broad,  chairman  of  SunAmerica  Inc. 
Los  Angeles  financial-services  company. 

Signs  of  weakness  are  most  apparent  in  t 
huge  impressionist  and  modem  art  category,  wh 
accounted  for  two-thirds  of  the  $457  million  gi 
erated  at  the  flagship  New  York  auctions  in  I 
vember.  The  very  best  works  are  still  bei 
snapped  up,  but  buyers  have  begun  to  balk 
high  prices  for  lesser  works.  "There  was  a  tii 
when  a  weak  piece  by  a  great  artist  commandec 
great  price,  but  that  isn't  so  anymore,"  s. 
Boston  financier  Thomas  H.  Lee. 

Prices  for  top  modem  works  are  astonis 
Womayi  with  Crossed  Ar-rns,  an  ultra-rare  can' 
from  Picasso's  Blue  Period,  went  for  $55  millioi 
Christie's  International,  an  all-time  record  for 
artist.  An  Alberto  Giacometti  sculpture,  Gra 
Fermne  Debout,  fetched  $14.3  million.  And 
many  nouveau-riche  collectors  in  the  market,  d| 
orative  works — that  look  good  on  the  wall 
aren't  hard  to  explain — often  go  for  huge  pre: 
ums.  For  instance,  many  dealers  were  bemu^ 
when  La  Robe  Persmt)ie,  a  pretty  Matisse  paint 
of  a  woman  in  a  striped  dress,  fetched  $17.1  n 
lion.  One  dealer  says  the  buyer  was  Steve  Wy 
the  Las  Vegas  impresario  who  is  flush  from  sell 
Mirage  Resorts  Inc.  Wynn  won't   comment 

But  'with  today's  prices  not  far  below  the  p6 
they  reached  just  before  the  1990  crash,  sav 
buyers  are  turning  cautious.  As  a  result,  42% 
the  impressionist  and  modem  works  up  for  auct 
this  fall  failed  to  sell.  Says  ('hristopher  Bur 
who  used  to  head  Christie's  U.S.  o])erations:  " 
of  the  auction  houses  were  at  fault  in  pushi 
some  price  estimates  too  far." 

One  big  reason  is  mounting  competition  am^ 
the  auction  houses.  (Jiants  C'hristie's  and  Sotl 
by's  Holdings  Inc.  have  been  WTacked  by  a  pri 
fixing  scandal  that  forcetl  them  to  anti'  up  a  tc 
of  $512  million  to  settle  lawsuits  against  the 


i 


i. 


Miiri. 
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The  average  investor  loses  272  percentage  points  of  return  each  year  to  taxes.^ 
That's  a  lot  of  water  over  the  bow. 


erformance  is  not  just  about  what  you  make.  It's  about  what  you  keep.  To  increase  after 
:  returns,  Vanguard  pioneered  the  first  series  of  Tax-Managed  Funds  in  1994,  and  today 
offer  five.  All  use  a  disciplined  investment  strategy  to  minimize  the  impact  of  taxes, 
d  none  has  ever  paid  a  capital  gains  distribution.  You  might  want  to  talk  to  Vanguard 
3ut  this  Call  1-800-523-2152. 


TH^ansuandGROuR 

www.  vanguard,  com 


er  the  past  ten  years,  taxes  on  income  dividends  and  capital  gains  distributions  reduced  the  pretax  total  return  of  the  average  U.S.  stock  fund  by 
ut  2.5  percent.  For  more  complete  information  about  Vanguard®  funds  including  risks,  charges,  and  expenses,  call  for  a  prospectus.  Read  it  care- 
'  before  you  invest  or  send  money.  ©  2000  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  (Vlarketing  Corporation,  Distributor. 
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stment  Spectrum 


The  Art  Market 


TALL  FIGURE:  A  buyer 
paid  $H.3  million  for 
Giacometti's  Grande 
Femme  Debout 


That's  creating  an  opening  for  No.  3,  Phillips 
Auctioneers.  Backed  by  its  parent,  France's  LVMH 
Meet  Hennessy  Louis  Vuitton,  Phillips  is  making 
a  vigorous  bid  for  key  consignments,  forcing  all 
three  auction  houses,  dealers  say,  to  hike  the 
minimum  prices,  already  high,  that  they  guaran- 
tee to  sellers  to  win  their  business.  The  auction 
houses  are  now  stuck  with  many  works  that 
failed  to  reach  those  minimums. 
ON  THE  SIDELINES.  Many  smart  buyers  are  sitting 
on  their  wallets.  For  the  second  year  in  a  row, 
Boston  money  manager  Scott  Black,  a  careful 
collector,  failed  to  buy  any  paintings  at  the  fall 
auctions.  He  bid  aggressively  on  a  Monet  that 
eventually  sold  for  $1.5  million,  double  the  pre- 
auction  estimate,  but  dropped  out  when  the  tab 
hit  $1.3  million.  Thomas  Lee  and  his  wife,  Ann 
Tenenbaum,  also  didn't  buy  anything  at  the  auc- 
tions, but  they've  been  picking  up  photographs 
privately.  Dealers  and  other  collectors  say  that 
brothers  Ronald  and  Leonard  Lauder,  both  major 
collectors,  haven't  been  buy- 
ing much  either. 

But  a  few  collectors  are 
still  sniffing  out  bargains.  Eli 
Broad   was   outbid    on   an 
Andy  Warhol  portrait  of  ac- 
tress   Elizabeth   Taylor 
that  went  for  $4.4  mil- 
lion. But  he  nailed 
down  an  Alexan- 
der Calder  mo- 
bile for  $950,000 
at    Christie's 
and  privately 
paid  just  over 
$200,000  for 
a  Roy  Licht- 
enstein  that 
had         just 
failed  to  sell 
at  auction.  He 
also  believes  he 
got  a  major  deal 
when  he  nabbed 
a  Joan  Miro  sculp- 
ture for  $350,000  at 
the  sparsely  attend- 
ed first  New  York 


'-^;1 


CINDY  SHERMAN  RISING:  This  self- 
portrait  by  the  photographer  soldf 
$259,000  at  Christie's  in  November 


sale  held  by  Alice,  an  upstart  Paris  a 
tion  house.  "Frankly,  I  was  prepar 
to  pay  more  than  the  $600,000  high 
timate"  for  the  Miro,  Broad  says. 

New  York  money  manager  Arth 
Goldberg  also  is  still  buying  conte 
porary  art,  focusing  lately  on  mov 
like  works  on  videotape  by  su 
artists  as  Bill  Viola  and  Slat 
Bradley.  One  reason:  flat-screen  tei 
nology  has  become  good  enough  tl 
much  video  art,  long  a  staple' 
mixed-media  installations,  can  now 
hung  on  the  wall  like  a  painting. 

A  good  strategy  is  to  scope  out  talented  arti 
before  they  become  well  known.  In  its  anni 
art-market  survey,  the  German  magazine  Capi 
tabs  America's  Walter  de  Maria,  63;  Britain's  S; 
Taylor- Wood,  33;  and  China's  Cai  Guo-Qiang,  43, 
potential  shooting  stars. 

Meantime,  Chicago  collector  Lewis  Manilow 
buying  works  by  Alex  Katz,  an  established  art 
who  recently  had  a  major  retrospective  at  Pit 
burgh's  Carnegie  Museum  of  Art.  San  Franci; 
art  dealer  Richard  Polsky  recommends  box  C( 
structions  by  the  late  Joseph  Cornell,  which  st: 
at  around  $75,000.  And  Stephen  J.  Abt  III,  pre 
dent  of  ArtFact  Inc.,  a  North  Kingstown  (R.  I.) 
research  firm,  says  he  has  high  hopes  for  such  C 
ifomia  artists  as  Edgar  Payne,  William  Wen 
and  Maurice  Braun. 

Serious  collectors  never  stop  buying.  But  w 
prices  so  high,  many  are  taking  precautio 
The  first  rule — always — ^is  don't  buy  art  solely 
an  investment.  Rather,  buy  works  you  enj 
hving  with.  It's  also  probably  best  to  avoid  t 
pretty,  decorative  works  that  new  collectors 
bidding  up  right  now. 

And  don't  be  afraid  to  wait  if 

don't  find  exactly  what  you  want.  D 

ing   the   early    1990s   slump,   s 

Black,  he  loaded  up  on  works 

rock-bottom  prices."  Many  coll 

tors  figure,  given  today's  strat 

pheric  prices,  that  a  simi 

buying  opportunity  can't 

fai-  in  the  future. 


COLLECTORS  LEE 
AND  TENENBAUM: 

Not  buying  mn 
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Thra  announccmant  apMara  as  a  mattfti  of  (acofd  onlv  Ooutscho  Banc  Alex.  Brown  idanttlios  itw  invesiment  banking  aciivilles  oi  DB  Ale«  Brown  LLC  and  Deutsche  Bank  Securilies  Inc  .  which  are  indued  sgbsidiai 
and  ifwesimanl  banking  Kirvttios  ar«  Mr'wmwd  by  Deutsche  Banc  AIm  Brown  and  its  secuiities  atMiaies,  lending  and  other  commercial  banking  aciiviiies  are  perlormed  by  Deutsche  Bank  AG  and  Us  aHiliaies 
•  10/1/99 -W30/00  tSource  SOC  1/1/00  -  9/30/00    tT  Tfademaik  applicaiw  pending 


Deutsche  Banc  Alex.  Brown 


GLOBAL  MERGERS  &  ACQUISITIONS 


M&A  advice 

that  knows  no  borders 


C.O"fin'ty 

^^^UTT  Communications 

^^mannesmann 

$13.6  billion 

Merger  with  Viacom 

¥583  billion 

Has  acquired  Verio 

€203  billion 

Has  been  acquired 
by  Vodafone 

Financial  Advisor 

Financial  Advisor 

Financial  Advisor 

Pending 

August  2000 

May  2000 

INDUSTRY  TRANSFORMING 

M&A  COMBINATIONS 

In  the  last  twelve  months,  Deutsche  Bank  has 
advised  on  transactions  valued  at  more  than 
$300  billion.'  And  looking  back  five  years,  we've 
partnered  with  over  1700  companies,  bringing 
focused  M&A  expertise  and  execution. 

In  partnership  with  our  clients,  Deutsche  Bank 
identifies  the  most  viable  and  creative  solutions  for 
long-term  success.  This  client-driven  approach  has 
allowed  Deutsche  Bank  to  become  one  of  this 
year's  top  10  global  M&A  advisors.' 

Providing  strategic  insight  and  advice  on  a 
worldwide  basis  -  another  reason  why 
Deutsche  Bank  is  leading  to  results. 


^ 


1./ 


GLOBAL   REACH 

leading  to  results^ 


Deutsche  Bank 
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The  Investment  Scoreboard 


Looking  Ahead 


It's  Back  to  Basics 
For  Stock  Investors 

Our  Scoreboard  can  help  you  make  wiser  choices 


BY  ROBERT  J. 
ROSENBERG 


For  years,  it  seemed  just  about  any  stock- 
picking  strategy  would  do,  whether  it  was 
index  investing,  momentum  investing,  or 
buying  tech  stocks.  Each  approach  had  its 
gurus,  each  yielded  good  returns,  and 
seemingly  the  only  decision  for  investors 
was  whether  to  reach  for  double-  or  triple- 
digit  returns.  The  year  2000  began  no  different- 
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Industry  Group  Winners  &  Losers 

2000  WINNERS 

2001  WINNERS 

EARNINGS  CHANGE  FROM  1999 

EST.  EARNINGS  CHANGE  FROM  2000 

POLLUTION  CONTROL 

1067% 

TEXTILES 

900% 

HOTEL  &  MOTEL 

694 

PETROLEUM  SERVICES 
TELECOM  EQUIPMENT  &  SVCS. 

135 
132  ' 

NONFERROUS  METALS 

444 

COAL,  OIL  &  GAS 

266 

DRUG  DISTRIBUTION 

90 

PERSONAL  CARE 

195 

FOOD  RETAILING 
COMPUTERS  &  PERIPHERALS 

80 
""79" 

ALUMINUM 

181 

GENERAL  MANUFACTURING 

124 

NONFERROUS  METALS 

71 

CHEMICALS 

FOOD  DISTRIBUTION 

104 
'88" 

ALUMINUM 

66 

SEMICONDUCTORS 
COMPUTER  SOFTWARE  &  SVCS. 

52 
52 

SEMICONDUCTORS 

87 

2000  LAGGARDS 

2001  LAGGARDS 

EARNINGS  CHANGE  FROM  1999 

EST.  EARNINGS  CHANGE  FROM  2000 

TEXTILES 

-88% 

COAL,  OIL  &  GAS 

-9% 

TELECOM  EQUIPMENT  &  SVCS. 

-75 

FOREST  PRODUCTS 

-8 

AIRLINES 

-33 

HOTEL  &  MOTEL 

-3 

TIRE  &  RUBBER 

-27 

AUTO  PARTS  &  EQUIPMENT 

-2 

CARS  &  TRUCKS 

-26 

BUILDING  MATERIALS 

+1 

FOREST  PRODUCTS 

-25 

CARS  &  TRUCKS 

+7 

FINANCIAL  SERVICES 

-20 

CHEMICALS 

+7 

FOOD  RETAILING 

-18 

ELECTRICAL  PRODUCTS 

+8 

PUBLISHING 

-18 

TOBACCO 

+9 

MACHINE  &  HAND  TOOLS 

-13 

BANKS-SOUTH  &  SOUTHEAST 

+9 

Because  of  losses  in  1999  and  estimated  losses  in  2000  and  2001,  earnings  gains  or  losses  cannot  be  calculated  on  a 

percentile  basis 

for  broadcasters 

DATA  l/B/E/S  INTERNATIONAL  INC  ,  COMPUSTAT,  PROVIDtO  BY  STANDARD  &  POOR'S  INSTITUTIONAL  MARKET  SERVICES 
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ly.  At  first,  the  sky  seemed  the  limit.  But  tl    ijrf 
winter  gave  way  to  spring,  and  the  sky — ale 
with  Nasdaq  and  other  markets — began  to  f 
By  December,  all  that  remained  was  to  calcul; 
if  those  losses  were  in  the  single  or  double  dig    Wf 
The  lesson  for  investors?  It's  time  to  reti   jger 
to  basics.  BUSINESS  week's  Investment  Outk  \ooi 
Scoreboard  can  help  you  make  wiser  choic 
whether  you're  on  the  lookout  for  the  next  hij 
flier  or  shopping  for  bargains.  Comprising 
companies  grouped  into  24  industries,  the  Sco 
board  offers  information  on  America's  bigg 
companies.  Historical  data,  such  as  price-eamii 
ratios  and  yields,  were  provided  by  compusta' 
product  of  Standard  &  Poor's  Institutional  Mar; 
Services.  Research  firm  i/b/e/s,  a  division  of  Th^ 
son  Financial,  provided  the  eamings-per-share 
timates  and  projected  long-term  growth  ra 
based  on  its  survey  of  5,523  analysts.  To  h 
narrow  your  search,  we've  provided  six  lists  ba^ 
on  popular  investment  approaches.  In  2000,  ( 
lists  returned  5%  on  average.  This  year,  we 
tweaked  a  few  old  ones  and  added  new  ones 

Conservative  investors  might  wish  to  be, 
vdth  dividends  in  picking  stocks,  focusing 
large  cap  companies  with  a  history  of  p 
ing  dividends.  We  decided  to  look  beyc 
utilities,  which  typically  dominate  lists 
high-yielding  stocks.  Instead,  our  table  f 
tures  such  money-center  banks  as  Fi 
Union  Corp.,  yielding  7.6%.  For  those  \^f  * 
fear  an  economic  downturn,  food  and 
bacco  giant  Philip  Morris  Cos.  yields  5.( 
and  its  dividend  seems  sohd. 
FOLLOW  THE  NEWS.  Banks  also  dominal 
our  list  of  companies  trading  at  a  relativ 
low  book  value,  another  yardstick  for  va 
investors.  This  could  reflect  jitteriness  0 
the  loans  on  their  books.  We  decided 
limit  our  table  to  big-cap  stocks  bearing 
least  an  A-  S&P  equity  rating,  such  as  Nf'** 
folk  Southern  Corp.,  trading  at  94%  of 
book.  But  undervalued  stocks  can  beco 
more  undervalued:  Witness  Raytheon  ( 
which  fell  after  saying  it  would  not  m^ 
2001  profit  projections. 

Value  investors  focusing  on  low  p-e 
price-to-book  ratios  also  will  want  to  look 
our  cheap  stocks  table.  Last  year's  list  1 
returned  19%  as  of  Nov.  30.  One  cave 
Cheap  stocks  can  get  cheaper.  Auto-pa 
maker  Visteon  Corp.  fell  on  Dec.  6,  whei  ^\^ 
announced  fourth-quarter  earnings  wo 
be  below  expectations.  Follow  the  news 

Look  at  our  table  of  stocks  with  big  pi  llllim 
increases  this  year.  Generally,  shares  tl  p., 
do  well  in  one  year  continue  to  perfo 
well  the  next.  Of  course,  the  Internet  '''W 
bade  in  2000  was  an  exce|)tion  to  that  n  |[j|||. 
This  year's  list  is  made  up  of  comeb* 
stars  such  as  Oxford  Health  Plans  Inc 
managed-care  insurer  on  the  mend  fr  III 
com{)uter-system  and  fintincial-controls  \)X  j. 
lems  of  a  few  years  ago. 

In  a  year  when  tech  stocks  went  do 
like  the  Titanic,  the  contnu-ian  in  you  ha* 
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!  our  high-growth  tech-stock  list.  Many  of 
companies  are  way  down  and  may  fall  fur- 
r  before  the  tax-loss  selling  season  ends, 
erica  Online  Inc.'s  earnings  are  expected  to 
p  .')()%  for  the  next  three  to  five  years,  and 
merger  with  Time  Warner  Inc.  appears  cer- 
.  No  one  can  predict  how  content  and  com- 
ce  will  shake  out  on  the  Internet,  but  AOL 
e  Warner  is  sure  to  be  a  big  player. 
lOoking  for  earnings  growth?  Our  "high 
is"  screen  consists  of  companies  where  real 
rejected  earnings  for  1999,  2000,  and  2001  are 


positive,  and  each  year  is  greater  than  the  year 
before.  Our  list  reflects  the  strength  in  oil  ser- 
vices: Weatherford  International  Inc.'s  earnings 
are  expected  to  grow  126%  next  year. 

But  any  list  is  only  a  starting  point.  For  ex- 
ample, one  stock  that  almost  made  our  table  of 
companies  where  earnings  are  expected  to  jump 
in  2001  is  KLA-Tencor  Corp.  This  leader  in  mon- 
itoring equipment  for  chipmakers  is  expected  to 
earn  $2.28  in  2001.  So  get  ready  to  dig  into  the 
data.  There  are  other  gems  to  be  uncovered. 
And  remember,  the  sky  is  no  longer  falling,     n 


A  Menu  of  Investment  Opportunities 


These  six  tables  show  the  companies  that  scored  the  highest  based  on  various  financial  criteria. 
Remember,  this  is  just  the  start  for  further  research. 


BIG  CAPS  WITH 
HE  HIGHEST  DIVIDEND  YIELD 

ese  companies  with  a  market  capitalization 

ot  at  least  $5  billion  pay  the  highest 
dividends  percent.  Utilities  were  excluded. 

PBICENT 


RST  UNION  FTU 

7.6% 

ISOUTH  BANCORP  ASO 

5.6 

\m.  OF  AMERICA  BAC 

5.6 

IRFOLK  SOUTHERN  NSC 

5.6 

IILIP  MORRIS  MO 

5.6 

RD  MOTOR  F 

5.3 

ICHOVIAWB 

4.8 

;Xcsx 

4.6 

CIDENTAL  PETROLEUM  OXY 

4.6 

IIONAl  CITY  NOG 

4.6 

STOCKS  WITH  BIG 
PRICE  INCREASES 

The  prices  of  these  companies'  stocks 
jumped  the  most  in  2000. 

PRICE  CHANGE 
DEC.  31.1 999-NOVjajOm 


BORATORY  CORP.  OF  AMERICA  LH    285% 


EST  DIAGNOSTICS  DGX 


268 


lERISOURCE  HEALTH  AAS 


224 


FORD  HEALTH  PLANS  OXHP 


220 


\VENTRY  HEALTH  CARE  CVTY 


215 


llVERSAL  HEALTH  SVCS.  UHS 


185 


EEREST  RE  GROUP  RE  170 

EECISION  CASTPARTS  PCP  169 


KNA  CIEN 

EEBOK  INTERNATIONAL  RBK 


164 
160 


STOCKS  WITH  A  LOW 
PRICE-TO-BOOK  RATIO 

These  companies  have  an  S&P  Equity  Ranking  of  at 
least  A-  and  a  relatively  low  price-to-book  ratio. 


CHEAP 
STOCKS 

Companies  with  both  a  low  price-to-book 
ratio  and  a  low  price-earnings  ratio. 


PRICE  AS 
PERCEHT  OF 
BOOK  VALUE 

S4P 
EOUITY 
RANKING 

NORFOLK  SOUTHERN  NSC 

94% 

A- 

CINCINNATI  FINANCIAL  CINF 

107 

A 

RAYTHEON  RTN  B 

111 

A- 

TELEPHONE  &  DATA  TDS 

121 

A- 

DTE  ENERGY  DTE 

137 

A- 

BANK  OF  AMERICA  BAC 

139 

A- 

CONSOLIDATED  EDISON  ED 

142 

A 

REGIONS  FINANCIAL  RGBK 

160 

A 

KEYCORP  KEY 

163 

A+ 

WACHOVIA  WB 

167 

A 

PRICE  AS 
PERCENT  OF 
BOOK  VALUE 

P-E 
RATIO 

PACIFICARE  HEALTH  PHSY 

22% 

2.2 

DURA  AUTOMOTIVE  DRRA 

24 

2.2 

SHOPKO  STORES  SKO 

25 

3.9 

AMERICA  WEST  AWA 

44 

4.4 

TOWER  AUTOMOTIVE  TWR 

50 

4.3 

VISTEONVC 

55 

4.3 

WABASH  NATIONAL  WNC 

44 

5.5 

AMERICAN  GREETINGS  AM 

50 

5.6 

HUGHES  SUPPLY  HUG 

58 

5.1 

UNITED  AUTO  GROUP  UAG 

34 

6.6 

HIGH  GROWTH  TECH  STOCKS 

Technology  companies  projected  to  have  higher  than 
average  long-term  earnings  growth. 


PRICE  CHANGE 
BEC.31,198S- 
NOV.30. 2000 

LONG-TERM 
EARNINGS 
GROWTH 

S&P 

Eomrv 

RANKING 

LINEAR  TECHNOLOGY  LLTC 

32 

25.0% 

A- 

CISCO  SYSTEMS  CSCO 

-11 

32.5 

B+ 

EMC  EMC 

36 

30.0 

B+ 

COMVERSE  TECHNOLOGY  CMVT 

19 

30.0 

B+ 

SOLECTRON  SLR 

-41 

30.0 

B-i- 

MAXIM  INTEGRATED  PRODS.  MXIN 

I         8 

28.0 

B+ 

ORACLE  ORCL 

-5 

25.0 

B+ 

SCI  SYSTEMS  SCI 

-35 

25,0 

B+ 

BMC  SOFTWARE  BMCS 

-78 

25.0 

B+ 

AMERICA  ONLINE  AOL 

-46 

50.0 

B 

HIGH  HOPES  FOR 
EARNINGS 

These  companies'  earnings  are  forecast 
to  move  ahead  strongly  in  2001. 

PERCENT  CHANGE 
200fi-aW1 


WEATHERFORD  INTL.  WET 

126% 

CISCO  SYSTEMS  CSCO 

119 

SANMINA  SANM 

113 

BAKER  HUGHES  BHI 

100 

FLOWERS  INDUSTRIES  FLO 

89 

BOWATER  BOW 

87 

CSX  CSX 

86 

BROCADE  COMM.  BRCO 

86 

NORFOLK  SOUTHERN  NSC 

82 

HAUIBURTON  HAL 

78 

All  data  as  of  Nov,  30, 
OATAI/B/E/S  INTERNATIONAL  INC,  COMPUSTAT 
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VARIATION:  The  percentage  by  wl 
two-thirds  of  the  2001  earnings  eMtm 
mates  are  above  or  below  the  aver 
estimate.  The  lower  this  figure  is, 
more  analysts  agree  on  their 
estimates. 

LONG-TERM  EARNINGS  GROWTH: 

median  estimate  by  analysts  of  th 
annual  growth  rate  of  earnings  cor    '^'* 
piled  by  I/B/E7S  International  Inc 
most  companies,  this  is  for  the  m 
3-5  years. 

S&P  EQUITY  RANKING:  A  measurA|F|||{| 

a  company's  historical  grovrth  of  e 
ings  and  dividends,  using  Standar 
Poor's  computerized  scoring  syste 
based  on  the  most  recent  10  year 
earnings  per  share  and  dividends. 


m 
iitt 

ME 


Glossary 


MARKET  VALUE:  Share  price  on  Nov. 
30,  2000,  multiplied  by  the  latest 
available  common  shares  outstanding. 
RECENT  SHARE  PRICE:  Price  for  a  sin- 
gle share  of  a  company's  most  widely 
traded  issue  of  common  stock  as, of 
the  close  of  trading  Nov.  30,  2000. 
PRICE  CHANGE:  Percentage  change  in 
the  company's  most  widely  traded 
common-stock  issue  since  Dec.  31, 
1999. 

EARNINGS  GROWTH:  Compound 
annual  growth  rate,  calculated  using 
the  1995  and  1999  restated  basic 
earnings  per  share  (unless  noted 
otherwise). 


RETURN  ON  EQUITY:  The  latest  avail- 
able net  income  available  for  share- 
holders divided  by  total  equity. 

PRICE  AS  PERCENTAGE  OF  BOOK 

VALUE:  Share  price  on  Nov.  30, 
2000,  as  a  percentage  of  the  latest 
available  book  value  per  share,  which 
is  the  sum  of  common  stock  at  nomi- 
nal balance-sheet  value,  capital  sur- 
plus, and  retained  earnings  as  shown 
in  company  accounts  divided  by  the 
number  of  shares  outstanding. 
p-E  RATIO:  Price-earnings  ratio  based 
on  the  latest  available  12  months 
earnings  and  Nov.  30,  2000,  stock 
price. 

PRICE-SALES  RATIO:  Based  on  the 
latest  available  12  months  sales  and 
the  Nov.  30,  2000,  stock  price. 


PRICE-EARNINGS  TO  GROWTH  RATE: 

The  price-earnings  ratio  based  on  the 
2000  earnings  estimate  and  Nov.  30, 
2000,  stock  price,  divided  by  the 
long-term  earnings  growth  rate. 
DIVIDEND  YIELD:  Indicated  annual 
dividend  as  a  percent  of  the  Nov.  30, 
2000,  stock  price. 

EARNINGS  PER  SHARE:  Diluted  earn- 
ings per  share-net  income  (including 
proceeds  from  certain  convertible  se- 
curities, warrants,  and  options  that 
are  common-stock  equivalents,  but 
excluding  extraordinary  profits  or  loss- 
es) divided  by  number  of  common 
and  common  equivalent  shares. 

EARNINGS  PER  SHARE  ESTIMATES: 

Analysts'  consensus  estimates  for 
2000  and  2001  compiled  by  l/B/E/S 
International  Inc.,  New  York,  N.Y. 
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EARNINGS  PER  SHARE 


m- 


COMPANY  STOCK  SYMBOL  (FY) 
ALL-INDUSTRY  AVERAGE 


2000  EARNINGS 
RECENT      PRICE       GROWTH     RETURN 
MARKET      SHARE     CHANGE      1995-99        ON 
VALUE       PRICE          %  % 


HE 


%  OF  PRICE-         TO 

BOOK       P-E       SALES     GROWTH     YIELD 
EQUITY       VALUE     RATIO      RATIO        RATE  % 


2000 
1999       ANALYST 
ACTUAL        EST. 


2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA-      GROWTH       S 
CON-        TION  RATE       EQ 

SENSUS        %  %        RAtpiiUCiSi 


13869.0     108 


3      15.0     17.4    383      25       2.2     1.7     1.64     2.79       2.92     3.53       7.8     14.8 


AEROSPACE  &  DEFENSE 


INDUSTRY  AVERAGE  16400.1  55 

BOEING  BA  59056.2  69 

GENERAL  DYNAMICS  GO  15192.4  76 

GOODRICH  (B.F.)  GR  3857.3  38 

LOCKHEED  MARTIN  LMT  14663.0  34 

NEWPORT  NEWS  SHIPBUILDING  NNS  1948.2  55 

NORTHROP  GRUMMAN  NOG  6047.4  84 

PRECISION  CASTPARTS  PCP  (3)  1753.4  35 

RAYTHEON  RTNB  11917.9  35 

UNITED  TECHNOLOGIES  UTX  331654  71 


64       16.4       16.7      347        20        0.9      1.7       1.38       2.74        3.34 


67 
45 
38 
■  56. 
100 
56 
169 
32 
9 


NM 
40.7a 

NA 

4.2 
20.9a 

9.8 

14.6 

NA 

8  2 


19.0 
24.6 
27.1 
-4,5 
34.4 
16,3 
12.0 
3.6 
17  9 


486 
425 
333 
207 

744 
159 
214 
111 

447 


26 
17 
13 
NM 
20 
10 
18 
31 


1.1 
1.5 
0.7 
0,6 
1,0 
0,8 
0,9 
0,7 
1,3 


1.7 
1.7 
1.0 
3.3 
2.0 
1.0 
1.2 
2,2 
1,3 


0.81 
1.36 
2.90 
1,29 
0.29 
1.90 
0.34 
2,28 
1  27 


2.49 
4.36 
1.53 
1.92 
2.72 
6.93 
1.74 
1.34 
1,66 


2.74 

4.01 
3,28 
1.05 
2,71 
8.84 
2.41 
1,46 
3.54 


3,78 

3.68 
4.49 
3.57 
1.25 
2.95 
9.49 
2.77 
1,72 
1.07 


2.5 

1.4 
0,7 
2,0 
2.4 
1.7 
2.9 
7.6 
2,9 
0  7 


11.8 

15.0 
11.0 
12.0 
10.0 
10.0 
10.0 
12.0 
11.0 
15,0 


INDUSTRY  AVERAGE 


5194.7      23      -31       13.7       20.2      115 


0.2      0.8      2.55       4.09       3.38       3.44 


8.7      10.7 


Kmi 


Wltlll 

a  Id 

mm 

KKlll* 

man. 


(A)  CARS  &  TRUCKS 

GROUP  AVERAGE  15466.3  38  -10  25.2 

FORD  MOTOR  F  43139.4  23  -25  13.7 

GENERAL  MOTORS  GM  27985.9  50  -32  11.8 

NAVISTAR  INTERNATIONAL  NAV  (10)  1924.0  33  31  52.1 

0SHK0SHTRUCKOTRKB(9)  648.8  39  33  NM 

PACCAR  PGA R  3633.8  48  7  23.1 


23.9 

33.5 
17.3 
28.1 
16.1 
24.8 


170 

236 
89 
147 
215 
161 


0.3 

0.3 
0.2 
0.2 
0.5 
0.4 


1.1 

1.5 
0.8 
1.4 
0.8 
1.0 


2.55 

5.28 
4.04 
0.00 
0.89 
2.53 


6.48 

5.86 
8.53 
8.20 
2.39 
7.41 


4.81 

3.52 
9.22 
2.58' 
2.96* 
5.78 


5.13 

3.74 
9.02 
4.90 
3.43 
4.55 


7.3 

5.3 

10.2 

7.4 

1.8 

12.1 


9.6 

7.0 
7.0 
9.0 
17.0 
8.0 


(B)  PART*  ft  EQUIPMENT 

GROUP  AVERAGE  1786.2  19  -38  13.2 

AMERICAN  AXLE  &  MFG.  HOLDINGS  AXL  487  5  10  -20  35  6 

ARVINMERITOR  ARM  (9)  616.2  13  -49  NA 

AUTOLIVALV  2023.3  21  -30  4,1 

BORGWARNER  BWA  959.5  37  -10  12.5 

DANA  DC N  2476.6  17  -44  2,5 

DELPHI  AUTOMOTIVE  SYSTEMS  DPH  7732.0  14  12  8.6 

DURA  AUTOMOTIVE  SYSTEMS  DRR A  106.0  6  -66  10.7 

EATON  ETN  4908.8  70  -3  13.5 

FEDERAL-MOGUL  F MO  136.7  2  -90  NM 


20.5 

36.0 
58.9 
11.1 
11.4 
15,3 
31.6 
11.3 
20.7 
6.4 


100 

133 

167 

107 

89 

91 

216 

24 

171 


0.2 

0.2 
0.1 
0.5 
0.4 
0,2 
0.3 
0.0 
0,5 
0.0 


0.5 

0.4 
0.3 
1.2 
0.6 
0.6 
0.7 
0.1 
1.1 
0.2 


2.05 

0.00 
6.67 
2.14 
1.64 
7.40 
2.03 
0.00 
2.51 
0.52 


3.55 

2.34 
3.75 
1.95 
5.07 
3,08 
1.95 
2.94 
8.36 
3.59 


3.16 

2.69 
4.12' 
2.18 
5.18 
2.83 
2.08 
3.70 
6.65 
1.30 


3.10 

8.9 

11.4 

2.76 

5,1 

10.0 

2.82 

9.9 

10.0 

2.33 

4.7 

8.0 

5.23 

3.1 

12.0 

2.26 

11.5 

10.0 

2.21 

5.0 

10.0 

3.83 

8.9 

15.0 

7.41 

3.8 

10.0 

0,54 

33.3 

7.5 

iKysi 


FOOTNOTES:  Actual,  not  estimated  data.  NA=not  available.  NM=not  meaningful.  NR=not  ranked,  (a)  Four-year  compound  growtti  rate,  (b)  Final  year  of 
(c)  Pro  forma  data.  Data  compiled  by  COMPUSTAT,  a  product  of  Standard  &  Poor's  Institutional  Market  Services,  from  such  sources  sucti  as  statistical 
and  company  reports  that  SPIMS  believes  to  be  reliable  but  are  not  guaranteed  by  SPIMS  or  BUSINESS  WEEK  as  to  correctness  or  completeness.  This 
sell  any  security.  Additional  data;  l/B/E/S  International  Inc.,  New/  York,  N.Y.  l/B/E/S  is  a  registered  trademark  of  l/B/E/S  International  Inc. 
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EARNINGS  PER  SHARE 

2001  ESTIMATES  FROM  ANALYSTS 

MMPANY  STOCK  SYMBOL  (FY) 

MARKET 
VALUE 

RECENT 
SHARE 
PRICE 

2000 

PRICE 

CHANGE 

% 

EARNINGS 

GROWTH 

1995-99 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

1999 
ACTUAL 

l/B/E/S 
2000 

ANALYST 
EST. 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 
% 

.ONG-TERM 

GROWTH 

RATE 

% 

S&P 
EQUITY 
RANKING 

lYES  LEMMERZ  INTCRNATIONAL  HAZ  (1)     242  9 

8 

-54 

27.6 

23.4 

99 

4 

0.1 

0.3 

0.00 

2.06 

1.66 

1.45 

NA 

14.5 

NR 

;ar  1  ( A 

1408.8 

22 

32 

18.9 

19.5 

93 

5 

0.1 

0.4 

0.00 

3.80 

4,31 

4.47 

3.4 

12.5 

NR 

STEON  VC 

1948.6 

15 

NA 

24.2a 

12.7 

55 

4 

0.1 

0.7 

1.61 

5.65 

3.34 

3.72 

6.2 

6.0 

NR 

,  ABASH  NATIONAL  WNC 

173.4 

8 

-50 

4.5 

7.9 

44 

5 

0.1 

0.3 

2.12 

1.59 

1.09 

1.23 

12.2 

22.5 

B+ 

:)  TIRE  *  RUBBER 

ROUP  AVERAGE 

1671.1 

13 

-40 

-6.4 

8.6 

73 

11 

0.2 

1.7 

5.81 

1.66 

1.22 

1.44 

11.2 

8.8 

lOPER  TIRE  &  RUBBER  CTB 

671.0 

9 

-41 

7,3 

12.7 

70 

6 

0.2 

0.6 

4.54 

1.79 

1.69 

1.88 

5.3 

9,5 

A 

NWYEAR  TIRE  &  RUBBER  GT 

2671.3 

17 

-40 

-20.1 

4.5 
■1 

77 

17 
■i 

0.2 

2.8 
■i 

7.08 

1.52 

0.75 

1.00 

17.0 

8.0 

A- 

DUSTRY  AVERAGE 

14176.7 

38 

5 

13.2 

15.9 

278 

20 

2.3 

1.3 

3.22 

2.50 

2.69 

2.99 

2.6 

11.6 

)  BANKS  -  EAST 

JOUR  AVERAGE 

18412.8 

51 

21 

19.1 

18.3 

325 

17 

2.6 

1.3 

2.75 

3.01 

3.24 

3.55 

2.6 

12.0 

SOCIATED  BANC-CORP  ASBC 

1656.6 

25 

-20 

9,3 

18.6 

178 

10 

1.5 

1.1 

4.68 

2.34 

2.45 

2.55 

1.2 

9.0 

A 

MK  OF  NEW  YORK  BK 

40875.0 

55 

38 

19.3 

23.4 

691 

30 

5.7 

2.2 

1.31 

,2.27 

1.92 

2.17 

1.4 

13.0 

A 

NKNORTH  GROUP  BKNG 
lASE  MANHAHAN  CMB 

2781,4 

19 

27 

16,5 

13.4 

212 

14 

1.9 

1.1 

2.61 

1.37 

1.62 

1.82 

2.8 

11.0 

B 

48305.6 

37 

-29 

19.7 

16.9 

169 

9 

1.3 

0.9 

3.47 

4.18 

3.55 

4.08 

3.7 

12.0 

B-t- 

LONIAL  BANCGROUP  CN6 

1027.1 

9 

-10 

15.6 

16,6 

142 

9 

1.1 

0.8 

4.73 

1.06 

1.09 

1.16 

6.0 

11.0 

A- 

EETBOSTON  FINANCIAL  FBF 

33936.0 

38 

8 

14.7 

16.6 

226 

13 

1.6 

0.9 

3.52 

2.10 

3.40 

3.73 

1.3 

12.0 

B+ 

IT  BANK  MTB 

4210,5 

55 

32 

14.8 

15,1 

227 

16 

2.2 

1.4 

1.83 

3,28 

3.64 

3,82 

1.3 

10.5 

A+ 

INA  KRB 

30398.4 

36 

31 

28.0 

19.0 

483 

25 

4.1 

1.2 

0.90 

1.21 

1.51 

1.84 

2.7 

20.0 

A-^ 

ILON  FINANCIAL  MEL 

22874  5 

47 

38 

13.9 

24.6 

567 

24 

3.9 

1.8 

1,88 

1.90 

2.03 

2.28 

1.3 

13.0 

A- 

IRGAN  (J.P.)  JPM 

21538.9 

135 

6 

13.6 

18.0 

191 

12 

1.1 

1.2 

2.97 

10,39 

11.46 

12.24 

8.4 

9.5 

B+ 

RTH  FORK  BANCORPORATION  NFB 
C  FINANCIAL  SERVICES  GROUP  PNC 

3690.6 

21 

22 

31,2 

16.0 

275 

16 

3.4 

1.2 

3.40 

1,62 

1.68 

1.89 

2.1 

11.0 

B 

19218.5 

67 

49 

36.7 

18.6 

301 

16 

2.5 

1.5 

2.89 

4.15 

4.30 

4.73 

1.3 

10.5 

A- 

WE  STREET  STT 

20812.2 

129 

77 

26.6 

22.6 

674 

30 

3.7 

2.4 

0.53 

3.78 

3.64 

4.15 

1.2 

15.0 

A^■ 

MMIT  BANCORP.  SUB 

6455.5 

37 

21 

7.9 

16.5 

213 

13 

2.1 

1.3 

3.77 

2.54 

3.00 

3.26 

1.5 

9.8 

A- 

BANKS  -  MIDWEST 

OUP  AVERAGE  16012.3  37  9  11.7  16.3  299  23  2.6  1.4  2.88  2.25 

NK  ONE  ONE  41409.1  36  12  8.2  2.1  217  102  1.7  1.7  2.35  2.95 

WERICACMA  8156.1  52  12  15.3  18.6  227  12  2.1  1.1  3.07  4.14 

AMERCE  BANCSHARES  CBSH  2387.2  38  17  13,7  15,8  213  14  2,3  1,4  1,64  2.47 

fH  THIRD  BANCORP  FITB  24764.0  54  10  12.5  16.7  558  34  6.0  1.9  1.34  1.43 

STAR  rSR  18404.5  19  -8  4.4  19.4  297  16  2,7  0,9  3,36  0,87 

STMERITFMER  2114.6  24  4  NA  18.0  236  13  2.3  1.2  3.67  1.38 

NTINGTON  BANCSHARES  HBAN  3825,5  15  -30  11.8  16.1  168  10  1.5  1.3  5.25  1.66 

rCORPKEY  10655.0  25  13  10.6  15.3  163  11  1.3  1.2  4.49  2.45 

RSHALL8.ILSLEYMI  4431.3  43  -32  13.0  15.0  208  14  1.7  1.2  2.49  3.14 

riONAL  CITY  NOG  15057.9  25  4  14,5a  20.7  234  11  1,7  1.3  4.61  2.22 

«THERN  TRUST  NTRS  19101.0  86  63  17.5  19,5  853  43  5,7  3.2  0,72  1.74 

I  KENT  FINANCIAL  OK  5327.0  39  15  12.1  16.6  335  20  2.7  1.6  2.47  2.01 

IVIDENT  FINANCIAL  GROUP  PEG  I  1538.9  32  -12  14.5  11.4  158  14  1.4  1,0  3,04  3,29 

FINANCIAL  TCB  3273.2  41  64  22.6  20.8  381  18  2.9  1.4  2.09  2.00 

.BANCORP  USB  17981.2  24  2  14.8  18.9  221  12  1.9  1.0  3.56  2.06 

LLS  FARGO  WFC  77770.3  47  17  -9.2  16.1  312  19  3.2  1.4  2.02  2.23 


BANKS  -  SOUTH  A  SOUTHEAST 

3UP  AVERAGE  11314.5  30  -9  10.5  13.4  217  21  1.8 

SOUTH  BANCORPORATION  ASO  5580.2  15  -23  -3  2  5.1  202  43  1.5 

IK  OF  AMERICA  BAC  65131.9  40  -20  10.8  17.1  139  8  1.2 

•TBBT  13277.5  33  22  21.6  12.6  306  22  2.8 

TURA  BANKS  CBC  1679.9  42  -5  11.2  10.6  191  16  1.7 

!PASS  BANCSHARES  CBSS  2387.6  20  -11  12.2  17.7  180  10  1,5 

iT  TENNESSEE  NATIONAL  FTN  3234.1  25  -11  11.9  17.2  247  15  1.4 

:T  UNION  FTU  24773.4  25  -24  11.0  2.3  167  84  1.1 

iRNIAHIB  1899.7  12  12  3.0  13.3  138  10  1.4 

lONAL  COMMERCE  BANCORP  NCBC        4514,1  22  -3  18,9  11.6  349  28  3.6 

IONS  FINANCIAL  RGBK  5374.1  24  -3  13.1  15.7  160  10  1.5 

THTRUSTSOTR  5678.3  34  -11  13.7  14.9  178  12  1.5 

TRUST  BANKS  STI  15131.4  51  -26  10.1  15.5  197  13  1.8 

OVUS  FINANCIAL  SNV  6287.5  22  11  NA  18.7  468  25  3.4 

IN  PLANTERS  UPC  4581.7  34  -14  3.1  14.4  165  12  1.5 

:i:HOVIA  WB 10185.8  50  -26  10.1  14.0  167  12  1.4 


1.1 

1.0 
0.7 
1.3 
1.1 
1.0 
1.2 
0,9 
0.8 
1.4 
1.2 
1.1 
1.0 
1.6 
1.4 
1.1 


4.17 

5.65 
5.61 
2.76 
3.23 
4.45 
3.49 
7.64 
4.36 
2,36 
4.45 
2.96 
2.91 
1,99 
5.88 
4.79 


2.46 

0.86 
4.48 
1.83 
3.62 
1.88 
1.85 
3.33 
1.06 
0,99 
2.35 
2.63 
3.50 
0.80 
2.85 
4.90 


2.37 

2-16 
4.60 
2.75 
1.88 
1.51 
1.80 
1.40 
2.30 
3.29 
2.17 
2.08 
2.28 
2,64 
2.28 
2,17 
2.54 

2.63 

1.47 
5.01 
2.17 
3.34 
2.02 
1.74 
2.97 
1.30 
1,27 
2.32 
2.85 
4.39 
091 
3.00 
4.62 


2.66 

2.88 
5.07 
3.01 
2.19 
1.77 
1.96 
1.38 
2.54 
3.58 
2.35 
2.34 
2.49 
3,17 
2,58 
2.40 
2.90 


2.0 

2.4 
0.8 
1.3 
2.3 
1.7 
2.0 
2.9 
2.0 
5.0 
1.7 
2.1 
1.6 
1.3 
1.9 
1.7 
1.7 


11.3 

10.0 
10.5 
10.0 
15.0 
14,0 
11.0 
8,5 
90 
11.0 
9.0 
13.0 
11.0 
12.0 
13.0 
11.0 
13.0 


2.87 

1.45 
5,47 
2.46 
3.69 
2.21 
1.97 
2.79 
1.42 
1.52 
2.42 
3.07 
4.81 
1,04 
3.25 
5.51 


2.7 

2.8 
4.9 
1.2 
2.4 
2.7 
2.0 
6.8 
2.8 
2,0 
29 
2.6 
1.9 
1.0 
3.1 
2.0 


10.9 

10,0 
11.0 
12.0 
11.5 

9.5 
12.0 
10.0 
11.0 
12.5 

8.5 
11.0 
11.5 
15.0 

8.0 
10.0 


tBANKS  -  WEST  A  SOUTHWEST 

'UP  AVERAGE  5028.7  32  -13  7.8  15.8 

CWESTBWE  2603.7  21  7  4.6  10.7 

IFIC  CENTURY  FINANCIAL  BOH  1182  6  15  -20  3.3  9.5 

VIDIAN  FINANCIAL  PVN  12844.3  45  -1  NA  33,0 

INBANCALUB  3762.7  24  -40  11.1  17.6 

S  BANCORPORATION  ZION  4750.4  55  -8  12.3  8.1 


266 

134 
95 
709 
117 
277 


17 

13 
10 
22 
7 
34 


1.8 

1.8 
0.9 
2.4 
1.2 
2.6 


1.1 

1.3 
1.3 
0.7 
0.8 
1.3 


2.82 

3.26 
4.84 
0.27 
4.26 
1.47 


1.96 

1.38 
1.64 
1.89 
2.64 
2.26 


2.40 

1.73 
1.44 
264 
3.32 
2.85 


2.78 

1.92 
1.80 
3.38 
3.54 
3.27 


4.0 

1.6 
5.6 
1.8 
9.0 
1.8 


13.3 

9.5 
8.0 

25.0 
9.0 

15.0 


A 

A 
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A- 

A 

A+ 

A- 

A 
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A- 
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A+ 
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A■^ 
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A+ 

A+ 

A+ 

B+ 
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A-- 
A- 
NR 
B+ 
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INVESTMENT  OUTLOOK  SGI 

9REB0A 

MARKET 
VAIIIE 

ROI 

RECENT 
SHARE 

PRICf 

?000 
PRICE 
CHANGE 

EARNINGS 
GROWTH 

RETURN 

ON 

KniiiY 

PRICE  AS 
%0F 
BOOK 

VAlUt 

P-E 

HA  1 10 

PRICE- 
SALES 

RAno 

P-E 

TO 

GROWTH 

KAIf 

■■ 

INGS  PER  SHARE 

■ 

YIELD 

EARN 

S« 
EQU 
(ANI 

COMPANY  SUICKSYMHOl  (lY) 

m<) 

ACIIIAI 

l/B/E/S 

2000 

ANALYST 

i  M 

2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA-      GROWTH 
CON           HON          RATE 

,1  MMJ",          %                 X 

t 

a 

■d 

I 

INDUSTRY  AVERAGE 

4761.7 

7346.1 

24 

34 

-22 

-5.1 

44.7 

405 

18 

0.7 

1.3 

1.9 

2.92 

0.97 

2.09 

1.98 

0,57* 

2.12 

2.71 

7.9 

1.5 

10.4 

11.7 

A 

i 

AIR  PRODUCTS  &  CHEMICALS  APD  (9) 

3 

-25.3 

4,7 

278 

60 

5.2 

2,21 

1 

CABOT  CBT  (9) 

1617.6 

24 

20 

-10,5b 

10,0 

216 

4 

1.1 

0.3 

1.80 

1.11 

5.71* 

2.00 

10.0 

16.5 

B 

1 

CROMPTON  CK 

992.0 

9 

-35 

NM 

2.2 

132 

51 

0.3 

1.0 

2,29 

-1.91 

0.91 

1.05 

9.5 

10.0 

B 

CYTEC  INDUSTRIES  CYT 

1389.3 

35 

50 

9.3 

24.1 

256 

U 

1.0 

1.2 

0.00 

2.73 

2.87 

3.14 

1.9 

10.0 

N 

( 

DOW  CHEMICAL  DOW 

20734.7 

31 

'31 

-3.8 

16.7 

225 

14 

1.0 

1,6 

3,80 

1.98 

2.26 

2.37 

7.6 

8.5 

8 

1- 

1 

DUPONT  OD 

43938.6 

42 

-36 

-47.1 

4.6 

338 

76 

1.5 

1.5 

3.31 

0.19 

2.80 

3.13 

3.8 

10.0 

B 

[ 

EASTMAN  CHEMICAL  EMN 

3309.8 

43 

-9 

-45.4 

11.2 

186 

17 

0.6 

1.3 

4.08 

0.61 

3.88 

4.28 

9.8 

8.5 

N 

S' 

FERRO  FOE 

712.3 

21 

-6 

15.7 

24.0 

314 

U 

0.5 

0.9 

2.80 

1.85 

1.97 

2.16 

2.3 

12.0 

B 

i 

FULLER  (H.B.)  FULL  (11) 

481.7 

34 

-39 

9,2 

12.4 

121 

10 

0-4 

0.8 

2.46 

3.15 

3.49 

4.11 

2.0 

12.0 

B 

GRACE  (W.R.)  GRA 

151.2 

2 

-84 

NM 

124.2 

134 

1 

0.1 

0.1 

0.00 

1.76 

1.86 

2.08 

1.4 

12.0 

B 

^ 

GREAT  LAKES  CHEMICAL  GLK 

1757.4 

35 

-9 

4,6 

15.1 

197 

14 

1.1 

1.5 

0.92 

2.41 

2.28 

2,49 

2.8 

10.5 

A 

K 

HERCULES  HPC 

2041.9 

19 

-32 

-14.0 

16.7 

237 

14 

0.6 

1.8 

0.00 

1,62 

0.94 

1.07 

22.4 

11.5 

A 

0 

1    1 

IMC  GLOBAL  IGL 

1363.2 

12 

-27 

NM 

-61.1 

124 

NM 

0.6 

1.5 

3.00 

-5,33 

0.93 

1.37 

12.4 

8.5 

B 

1 

! 

INTL.  FLAVORS  &  FRAGRANCES  IFF 

1845.3 

19 

-50 

-9.1 

24.5 

286 

12 

1.3 

1.4 

8.13 

1.53 

1.53 

1.40 

13.6 

9.0 

A 

'I 

LUBRIZOL  LZ 

1125.9 

22 

-30 

-1.3 

15.9 

151 

10 

0.7 

1.4 

4.82 

2.25 

1.96 

2.15 

5.6 

8.0 

B 

'' 

LYONDELL  CHEMICAL  LYO 

1587.1 

14 

6 

NM 

38.8 

135 

3 

0.4 

1,3 

6.67 

-0.77 

1.10 

1.19 

23.5 

9.7 

B 

MILLENNIUM  CHEMICALS  MCM 

1019.3 

16 

-20 

NM 

-28.8 

104 

NM 

0.6 

1,1 

3.40 

-4.71 

1.86 

1.36 

10.3 

8.0 

N 

M 

MONSANTO  MON 

6465.8 

25 

NA 

NA 

1.4 

97 

NA 

1.2 

1.4 

0.00 

NA 

1.65 

1.77 

4.0 

11.0 

N 

1 

POLYONE  POL 

536.6 

6 

NA 

37.4 

4.9 

61 

6 

0.4 

0.9 

4.50 

NA 

0.64 

0.60 

10.0 

10.0 

N 

r 

PRAXAIR  PX 

5699.9 

36 

-29 

10.0 

19.5 

237 

12 

1.2 

1.0 

1.73 

2.72 

2.99 

3.25 

1.9 

12.0 

N 

T 

ROHM  &  HAAS  ROH 

6535.5 

30 

-27 

-2.4 

10.2 

178 

18 

1.0 

1.5 

2.69 

1.27 

1.76 

2  15 

6.1 

11.0 

A 

'1 

SCOTTS  SMG  (9) 

882.3 

32 

-21 

NM 

14.0 

185 

14 

0.5 

0.9 

0.00 

2.27 

2.25* 

2.82 

2.8 

16.0 

B 

10 

SOLUTIA  SOI 

1307.2 

13 

-18 

9.4 

800.0 

5683 

7 

0.4 

1.1 

0.32 

1.80 

1.20 

1.41 

10.6 

10.0 

<' 

UNION  CARBIDE  UK 

5833.9 

43 

-35 

-23.1 

12.7 

211 

17 

0.9 

2.2 

2.08 

2.27 

1.99 

2.57 

10.9 

10.1 

B 

H 

; 

USEC  USU  (6) 

368  2 

5 

-35 

NA 

-0,3 

40 

NM 

0.3 

15  2 

12  06 

1.52 

0.10' 

0.48 

10.4 

3,0 

N 

' 

' 

o        msmmm 

i!l 

INDUSTRY  AVERAGE 

45942.8 

1603.0 

24 

20 

-24 

-U 

11.3 

-5.6 

10.5 

13.2 

246 

151 

18 

12 

1.0 

0.7 

1.2 

2.65 

1.32 

1.82 

2.12 

4.2 

13.2 

ALLEGHENY  TECHNOLOGIES  ATI 

1.0 

4.03 

1.16 

1.94 

2.27 

4.9 

10,0 

n\ 

ANIXTER  INTERNATIONAL  AXE 

699.4 

19 

-10 

72.5 

14.3 

135 

10 

0.2 

0.5 

0.00 

1.83 

2.15 

2.46 

1.2 

18,5 

B 

GENERAL  ELECTRIC  GE 

491100.0 

50 

-4 

13.8 

25.6 

1029 

40 

3.9 

2.6 

1.10 

1.07 

1.27 

1.49 

3.4 

15,0 

A 

HONEYWELL  INTERNATIONAL  HON 

38877.4 

49 

-15 

6.8 

15.1 

416 

28 

1.6 

1.1 

1.54 

1.90 

3.03 

3.42 

2.3 

14,5 

B 

tu 

IKON  OFFICE  SOLUTIONS  IKN  (9) 

441.6 

3 

-56 

-35,1 

1.8 

31 

15 

0,1 

1,7 

5.33 

0,23 

0.20* 

0.60 

0.0 

9,0 

B 

w 

PALL  PEL  (7) 

2454.7 

20 

-8 

0.9 

19.4 

322 

17 

2.0 

1.2 

3.31 

0,41 

1.18* 

1.45 

4.8 

14.0 

B   ' 

TENNECO  AUTOMOTIVE  TEN 

140.4 

4 

-58 

NM 

-33.3 

39 

NM 

0.0 

1.5 

5.08 

-1,87 

0.52 

0.47 

17.0 

5.0 

B 

* 

,                       1' 

TEXTRON  TXT 

7219.0 

51 

-34 

30.0 

15.5 

168 

11 

0.6 

0.8 

2,57 

4.05 

4.66 

5.26 

0.8 

13.5 

A    « 

1                         ' 

TRW  TRW 

4126.1 

33 

-36 

6,4 

24.1 

149 

6 

0.2 

0.8 

4,23 

3,80 

4.15 

4.14 

5.1 

10.0 

A 

ll« 

U.S.  INDUSTRIES  USI  (9) 

513.9 

7 

-52 

-20,1 

4.4 

63 

16 

0.2 

1.0 

2,99 

1.64 

0.43* 

1.25 

4.8 

15.0 

N 

w 

i 

VI AD  VVI 

2092.7 

23 

-19 

60,7a 

19.2 

268 

14 

1.2 

0,7 

1.59 

1.32 

1.64 

1.91 

2.1 

20.0 

B 

It? 

WHITMAN  WH 

2046.0 

15 

12 

i 

-5.6 

7.2 

176 

25 

0.8 

1.8 

0.27 

0.35 

0.63 

0.75 

4.0 

13.5 

B  C 

INDUSTRY  AVERAGE 

14690.4 

33 

.J 
7 

22.3 

25.8 

510 

23 

1.4 

1.4 

2.04 

1.51 

1.97 

2.28 

5.8 

14.5 

■ 

u 

It 

(A)  APPAREL 

GROUP  AVERAGE 

2749.3 

3883.3 

24 

33 

18 

21 

31.6 

28.2 

8.7 

19.1 

198 

279 

22 

15 

0.6 

1.0 

0.9 

2.78 

1.73 

1.99 

2.33 

14.4 

13.8 

20.0 

B 

lit 
in 

JONES  APPAREL  GROUP  JNY 

0,7 

0.00 

1.60 

2.50 

2.99 

1.7 

it 

KELLWOODKWD(l) 

482.3 

20 

4 

NA 

15.5 

110 

7 

0.2 

0.5 

3.18 

NA 

2.64 

3.17 

1.3 

16.0 

E 

im 

LIZ  CLAIBORNE  LIZ 

2083.2 

39 

4 

16.7 

22.9 

245 

11 

0.7 

0,9 

1.15 

3.12 

3.59 

4.02 

0.8 

12.3 

B 

Kl 

NIKENKE(5) 

11513.0 

43 

-14 

2.1 

17.8 

349 

20 

1.3 

1.2 

1.13 

2.07 

2.35 

2.65 

2.3 

15.0 

A 

Hi 

PHILLIPS-VAN  HEUSEN  PVH  (1) 

351.5 

13 

55 

180.6 

10.0 

134 

13 

0.3 

0.8 

1.17 

0.62 

1.08 

1.26 

0.8 

15.0 

B 

if(i 

; 

POLO  RALPH  LAUREN  RL  (3) 

2029.1 

21 

23 

NA 

3.5 

279 

84 

1,0 

0.9 

0.00 

1.49 

1.68 

1.94 

1.0 

13.3 

h 

1 

REEBOK  INTERNATIONAL  RBK 

1215.7 

21 

160 

-44.5 

10,3 

209 

20 

0,4 

1.4 

0.00 

0,20 

1.37 

1.58 

4.4 

11.0 

B 

j^i 

VFVFC 

3060.1 

27 

-10 

26.2 

15.5 

136 

9 

0.5 

1.0 

3.27 

2,99 

2.97 

3.26 

2.2 

9.5 

JIO 

WARNACO  GROUP  WAC 

125.6 

2 

-81 

11.8 

-36.7 

36 

NM 

0.1 

NM 

15,16 

1.72 

-0.29 

0.13 

115.4 

12.5 

E 

Ion 

:| 

(B)  APPUANCES  A  HOME  FUHraSI 

GROUP  AVERAGE 

HHCS 

2807.1 

5890,6 

24 

21 

-17 

20 

37.1 

34.2 

26.6 

22.7 

381 

908 

15 

0.8 

0.8 

1.07 

1.70 

1.95 

2.24 

4.6 

18.0 

ISi 

BED  BATH  &  BEYOND  BBBY  (2) 

41 

2,8 

1.4 

0.00 

0.46 

0.58 

0.72 

1.4 

25.0 

^ 

H^ 

BEST  BUY  BBY  (2) 

5345.6 

26 

49 

NM 

25.0 

342 

14 

0.4 

0,6 

0.00 

1.63 

1.86 

2.21 

2.7 

25.0 

B 

CIRCUIT  CITY  GROUP  CC  (2) 

2606.1 

13 

72 

NA 

14.7 

118 

8 

0.2 

0,6 

0,55 

1.60 

1.37 

1.81 

18.8 

19.0 

A 

FURNITURE  BRANDS  INTL.  FBN 

784.9 

16 

28 

34,1 

20.3 

140 

7 

0.4 

0,4 

0.00 

2.14 

2.15 

2.37 

3.4 

17.0 

N 

]■ 

HARMAN  INTERNATIONAL  INDS.  HAR  (6) 

1173.8 

37 

30 

7,6 

17.8 

278 

17 

0,7 

1,0 

0.27 

0.33 

2.07* 

2.44 

1.2 

17.0 

B 

■  < 

LA-Z-BOY  l.ZB  (4) 

858.2 

14 

-15 

22.7 

13.8 

127 

9 

0,4 

0.8 

2.53 

1.60 

1.55 

1.74 

2.9 

11.5 

A 

1 

LEGGEH  &  PLAn  LEG 

3199.6 

16 

-24 

17.7 

16,4 

179 

11 

0,8 

0.9 

2,70 

1,45 

1.43 

1.59 

1.3 

13.0 

A 

LINENS  'N  THINGS  LIN 

1096.6 

27 

7 

NM 

14.0 

260 

19 

0.7 

0.7 

0.00 

1,27 

1.61 

2.00 

0.5 

25.0 

^ 

ft 

■  1 

MAYTAG  MYf. 

2201.8 

29 

40 

NM 

99.8 

77/ 

8 

0.6 

0.6 

2.62 

3,66 

3.33 

3.75 

5.6 

15.0 

e 

li: 

PIER  1  IMPORTS  PIR  (2) 

1064,7 

11 

74 

63.2 

17.6 

221 

13 

0.8 

0.8 

1.45 

0.76 

0.97 

1.05 

1.9 

14.0 

Bfci, 

RADIOSHACK  U'M 

8733,9 

47 

5 

16,9 

43.1 

1201 

28 

1.9 

1.4 

0.47 

1.43 

1,85 

220 

1.8 

180 

B 

tllO 

IISIMFS^--.  WFFK  /  DFCFMRFR  ?'S,  2000 


EARNINGS  PER  SHARE 


OMPANY  SIOCK  SYMBOL  (FY) 


2000  EARNINGS  PRICE  AS 

RECENT      PRICE  GROWTH  RETURN       %  OF 

MARKET      SHARE     CHANGE      1995-99  ON          BOOK        P-E 

VALUE       PRICE          %              %  EQUITY       VALUE      RATIO 


(HIRLPOOL  WHR 
(ILLIAMS-SONOMAWSU(l) 


2603.2 
933.3 


39 
17 


-40       15.0         24.9 
-64     122.3         16.0 


156 
245 


P-E 
PRICE-         TO 
SALES      GROmn      YIELD 
RATIO        RATE  % 


3.48 
0.00 


l/B/E/S 
2000 
1999       ANALYST 
ACTUAL        EST. 


2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA-      GROWTH       S&P 
CON-         TION  RATE        EQUITY 

SENSUS         %  %         RANKING 


0.3 
0.6 


0.7 
0.7 


4.56 
1.16 


5.60 
0.94 


6.05 
1.19 


10.4 
8.4 


9.7 
25.0 


;)  BEVERAGES 

ROUP  AVERAGE  35819.3  51  33  8.6  19.7  641  34  2.5  2.1  0.94  1.84  2.28  2.60  2.6  14.6 

HHEUSER-BUSCH  BUD  427911  47  34  14.7  37,5  1046  28  3.5  2.8  1.39  1.47  1.68  1.90  2.1  10.0  A 

ROWN-FORMAN  BF  B  (4)  4436.6  65  13  8.3  21.9  423  19  2.3  1.9  1.92  3.18  3.52  3.79  0.5  9.5  A 

JCA-COLA  KG  155272,0  63  8  -4.5  19.2  1577  82  7,6  3.1  1.09  0,98  1.45  1,73  2.3  14.0  A 

XA-COLA  ENTERPRISES  CCE  9165.8  22  9  -11.3  6.9  323  47  0.6  2.2  0.73  0,13  0.50  0.68  5.9  20,0  B 

JNSTELLATION  BRANDS  STZ  (2)  899.1  49  -4  21,5a  16.3  163  10  0,4  0,6  0,00  4,18  5,13  5,92  2,7  17,5  B-i- 

MRS  (ADOLPH)  RKY  2765.1  75  43  22.1  12.0  302  26  1.3  2.3  0.99  2.46  3.03  3.38  1.8  10.7  B 

;PSI  BOnUNG  GROUP  PBG  5703.1  39  136  6.7  14.2  346  25  0.7  1.2  0.21  0.92  1.50  1.78  3.4  22.0  NR 

•PSICO  PEP  65521.5  45  29  11.7  29.9  951  32  3.3  2.4  1.23 L37 1.45  1.63  1.8  13.0  A 

I)  PERSONAL  CARE 

ROUP  AVERAGE  22724.2  40  -16  20.9  31.2  1002  32  2.2  2.3  1.42  0.41  1.21  1.52  2.0  12.7 

(ON  PRODUCTS  AVP  9903.3  42  26  3,0  NM  NM  23  1,8  1,7  1,78  1.17  1,87  2,10  1,0  13.0  A- 

.0R0XCLX(6)  10528.0  45  -11  8.4  22.3  577  26  2,6  2.3  1.88  1.03  1,64*  1,96  1,5  12,0  A 

IIGATE-PALMOLIVE  CL  33618,9  59  -10  56.8  64.6  2153  36  3,6  2,7  1.07  1.47  1,69  1,90  0.5  13,0  A 

ALDL  1115.4  12  -52  53.4a  8.9  365  45  0.7  2.4  2.72  1,17  0.50  0,63  6,4  10.0  NR 

IQLAB  ECl  5520.1  43  11  16,0  26  0  741  30  2.5  1.9  1.11  1.31  1.50  1,71  0.6  15.0  A 

TEE  LAUDER  EL  (6)  10302.2  43  -14  19.9  19.9  888  35  2.3  2.4  0.46  1.03  1.20*  1,35  1.5  15.0  NR 

LLETTE  G  35670,4  34  -18  4.4  49.8  1502  29  3,8  2,2  1,92  1,14  1,20  1,35  3,0  13,0  A 

lOCTER  &  GAMBLE  PG  (6)  97622.0  75  -32  5  1  27.0  789  30  2.4  2,8  1.87  2.59  2.47*  3.18  1.6  11.0  A 

VLON  REV  237.6  5  -42  NM  NM  NM  NM  0.2  NM  0.00  -7.25  -1.16  -0.54  NA  12.0  NR 


) TOBACCO 

lOUP  AVERAGE 

WON  DMN  (6) 

KLIP  MORRIS  MO 

.  REYNOLDS  TOBACCO  HOLDINGS  RJR 

ilVERSAL  UVV  (6) 

TUST 

ITTTTTm 

DUSTRY  AVERAGE 


18813.5  27  46 

153.3  3  6 

85176.6  38  66 
3991.6  39  123 

877.2  32  39 

3869.0  24  -6 


S  &  PACKAGING 


1399.9       19      -38 


3.2 

-19.0 

10.2 

NA 

16.6 

5.0 

-1.6 


57.1 

6,2 

56,1 

5.9 

21.7 

195.7 


509 

38 
572 

57 

174 

1702 


7.1      142 


9 

6 
10 
10 
9 
9 

11 


0.9 

0,1 
1.4 
0.5 
0.3 
2.5 


1.1 

0,7 
0.9 
2,0 
0.7 
1.3 


6.11 

5,82 
5.55 
7.87 
3.92 
7.41 


2.17 

-0.63 
3.19 
1.80 
3.80 
2.69 


2.89 

0,40' 
3.69 
3.88 
3.77* 
2.69 


3.14 

0,49 
4.11 
4,15 
4.05 
2.92 


4.4 

10,2 
1.5 
3.6 
4.4 
2.1 


10.0 

13,0 
12.0 

5.0 
13.0 

7.0 


0.5      1.6      3.35       1.47        1.70       2.09       12.3        9.7 


I  GLASS,  METAL  A  PLASTIC 

;OUP  AVERAGE  547.1  13  -54 

LLRLL  1123,2  39  -1 

OWN  CORK  &  SEAL  CCK  510.3  4  -82 

»ENS-ILLINOIS  01  419.8  3  -89 

GAN  HOLDINGS  SLGN  135.0  8  -43 


I  PAPER 

CUP  AVERAGE  1710.0  21 

VIIS  BMS  1577,7  30 

IL-WELL  MW/L  234,1  5 

:KAGING  CORP.  OF  AMERICA  PKG  1554  7  15 

;TIV  ''TV  1848.6  12 

FLATCH  PCH  890.2  31 

:K-TENN  RKT  (9)  220,5  7 

ILED  AIR  SEE  2656,8  32 

URFIT-STONE  CONTAINER  SSCC  3074.7  13 

10C0  PRODUCTS  SON  1716,1  17 

/IPLE-INLAND  TIN  2262.0  46 

STVACOW(IO)  2774.5  28 


FASHION  RETAIL 


-31 

-15 
-65 
NA 
10 
-30 
-56 
-39 
-48 
-24 
-30 
-16 


13.1 

19.8 
13.1 

6.5 

NM 

-6.5 

NA 

22.8 

-35,5 

NM 

-21,5 

-9,5ab 

6,2 

-22.2 

4,2 

-8.0 

4.9 


-1.9 

9,6 

-0.3 

-15.1 

NM 

9.5 

16.3 
12.7 
16,5 
-4.1 
-1.1 
-4.1 
7.0 
18.4 
20.4 
12.0 
10.9 


75 

173 
20 
30 

NM 

161 

197 
59 
267 
123 
105 
57 
392 
129 
193 
126 
119 


12 

19 

NM 

NM 

4 

11 

12 
5 
16 
NM 
NM 
NM 
17 
7 
10 
11 
11 


0.1 

0.3 
0.1 
0,1 
0.1 

0.6 

0.8 
0.1 
0,8 
0.6 
0,5 
0.2 
0,9 
0.4 
0.6 
0.6 
0.8 


0.6 

1.1 
0.7 
0.2 
0,4 

2.0 

1.0 
0.4 
NA 
1.2 
8.6 
NM 
0,9 
1.6 
1.0 
1.5 
1.8 


6.54 

1,54 

24,62 

0,00 

0.00 


1.91 

3,15 
1.36 
1.79 
1.32 


2.04 

3,68 
0.81 
1.55 
2.11 


2.29 

4,10 
1,02 
1,76 
2.26 


5.0  9.3 

6.3  10,0 

4,9  7,0 

5,7  11,0 

3.1  9.0 


2.18 

3.23 
0.00 
0.00 
0.00 
5,56 
4,62 
0,00 
0,00 
4  64 
2.78 
3.19 


1.31 

2.18 
1.20 
0,39 
-0.67 
1.41 
1.13 
1,68 
0.74 
1.83 
3.43 
1.11 


1.58 

2.41 
1.01 
1.25 
0.89 
0.56 
-0,46* 
1,99 
1,06 
1  77 
4.27 
2.53* 


2.02 

2.61 
1,27 
1,60 
1,06 
1,14 
1.14 
2.32 
1.51 
1.95 
4.41 
3.19 


14.9 

1.5 
8.7 

26.3 
4.7 

54.4 
3.5 
2.2 

33.8 
2,6 

15,4 

11.3 


9.9 

12,0 
12,0 

NA 
11.0 

5,5 
11.0 
17,0 

7,5 
10,0 

7.0 

6.0 


)ustry  average 

;erto-culver  acv  (9) 

az0n.com  amzn 

es  department  stores  ames  (1) 

'ozone  azo  (8) 

INES&  NOBLE  BKS(l) 

WHOLESALE  CLUB  BJ(l) 
IDERS  GROUP  BGP(l) 
ILINGTON  COAT  FACTORY  BCF  (5) 
V  COMPUTER  CENTERS  CDWC 
!SOLIDATED  STORES  CNS(l) 
TCO  W/HOLESALE  COST  (8) 

AUTOCAOd) 
.ARD'S  DOS  (1) 
LAR  GENERAL  DG(1) 
IILY  DOLLAR  STORES  FOG  (8) 


10891.6 

22 

-18 

20.6 

16.8 

294 

17 

1.2 

1.0 

0.68 

1.21 

1.51 

1.38 

1.83* 

1.69 

1.90 

6.7 

0.5 

17.1 

2044.5 

37 

42 

13,1 

16,2 

321 

20 

0.9 

2.2 

0.82 

9.0 

8791,4 

25 

-58 

NM 

NM 

NM 

NM 

3.6 

NM 

0.00 

-2.20 

-1.21 

-0.69 

20.3 

50.0 

58,8 

2 

-93 

NA 

1,4 

11 

9 

0,0 

NM 

0,00 

0.66 

-1,04 

0.75 

33.3 

15,0 

3136,4 

26 

-20 

15.5 

27.0 

316 

13 

0,7 

0.9 

0.00 

1.63 

2.00* 

2.31 

0.4 

15.0 

1741,2 

27 

32 

NM 

10.7 

218 

22 

0.4 

1.0 

0.00 

1.81 

1.51 

1  95 

3,1 

19.0 

2431.1 

34 

-8 

28.7 

20.5 

400 

20 

0,5 

1.1 

0.00 

1.47 

1.78 

2.07 

4.4 

17.0 

1005,2 

13 

-21 

NM 

11.5 

127 

11 

0,3 

0.6 

0,00 

1,13 

1.26 

1,53 

1,3 

17,6 

601.2 

14 

-2 

24.5a 

9,7 

106 

11 

0.3 

0.6 

0.15 

1.37 

1.57 

1.75 

NA 

15.0 

3996,9 

46 

17 

47.5 

25,8 

686 

28 

1.1 

1.1 

0,00 

l.U 

1  83 

234 

3,4 

230 

953.5 

9 

-47 

0.3 

12,2 

78 

6 

0.2 

0.6 

0.00 

085 

0.90 

1.03 

3.9 

15.0 

14593,1 

33 

-28 

21.8 

14,9 

344 

24 

0,5 

1,6 

0,00 

1,11 

1.35* 

1,50 

2.0 

15,0 

81,8 

3 

-83 

NM 

7,0 

59 

9 

0.1 

0.1 

0.00 

0.98 

1.30 

1,50 

0.0 

18.0 

1012,0 

11 

-46 

1.2 

2,5 

37 

15 

0,1 

08 

1,46 

1,55 

1.42 

1.63 

16.0 

10.0 

4715.1 

14 

-21 

22.9 

22.4 

469 

21 

1.1 

0.9 

0.89 

0.65 

0.71 

0.86 

4.7 

23.0 

3326.5 

19 

19 

30.0 

21.6 

417 

19 

1.1 

1,0 

1  13 

0.81 

1.00* 

1.22 

1.6 

20.0 

NR 

A 

NR 

B+ 

A+ 


A 

NR 

NR 

NR 

B 

NR 

NR 

NR 


A•^ 

NR 

NR 

B+ 

NR 

NR 

NR 

B+ 

NR 

B 

B 

NR 

A 

A+ 

A 
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^^^H 

M|M 

MMH 

^^^K 
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^ 

■ 
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^^^B 

^^B 

^^M 

^^B 

^HHl 

H^H 
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II 

RECENT 
SHARE 
PRICE 

----- 

2000 

PRICE 

CHANGE 

% 

EARNINGS 

GROWTH 

1995-99 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 

TO 

GROV/TH 

RATE 

YIELD 
% 

EARNINGS  PER  SHARE 

i 

MARKET 
COMPANY  SIOCK  SYMBOL  (FY)                              VALUE 

1999 
ACTUAL 

l/B/E/S 
2000 

ANALYST 
EST, 

2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA-      GROV«H 
CON-         TION          RATE 
SENSUS        %             % 

S& 
EQU 
?ANK 

'  ; 

FEDERATED  DEPARTMENT  STORES  FD  (1)6 15875" 

^0 

76.4 

-1.1 

98 

NM 

03~ 

0.8 

0.00 

3.62 

3.06 

4.08 

3.2 

13.0 

Nl 

FOOTSTARFTS                                                 831.0 

43 

40 

NA 

20,6 

280 

14 

0.4 

1.0 

0.00 

2.89 

3,15 

3.63 

0.6 

14,0 

N 

; 

GAP  GPS  (1)                                                 21186.7 

25 

-46 

36.5 

38,9 

809 

22 

1.6 

1.1 

0.36 

1.26 

1.12 

1.38 

8.7 

20,0 

A 

I 

HOME  DEPOT  HD(1)                                    90840.3 

39 

-43 

31.0 

18,6 

628 

34 

2.0 

1,5 

0.41 

1.00 

1.16 

1,40 

2.1 

23,0 

A- 

INSIGHT  ENTERPRISES  NSIT                            893.2 

22 

-19 

46.8 

21.0 

362 

18 

0.5 

0.5 

0.00 

0.83 

1.39 

1.73 

1.2 

30,0 

N 

INTIMATE  BRANDS  IBI  (1)                              7323.4 

16 

-31 

20,6 

110.6 

1621 

15 

1.5 

0.8 

1.87 

0,91 

1.08 

1.25 

0.8 

17,0 

N 

KMART  KM  (1)                                                2640.5 

6 

-45 

NM 

-1.8 

45 

NM 

0.1 

0.9 

0,00 

1,22 

0,62 

0.70 

27.1 

10.0 

B 

KOHL'S  KSSd)                                                17680.9 

54 

48 

34.2 

15.6 

880 

57 

3.2 

2.2 

0,00 

0,78 

1.04 

1.26 

1.6 

23.0 

N 

LANDS' END  LE(1)                                            754.9 

25 

-28 

15.8 

10.3 

248 

24 

0.6 

1.3 

0.00 

1,56 

1.28 

1.75 

13.7 

15.0 

B 

LIBERTY  MEDIA  GROUP  LMG.A                    34935.5 

14 

-52 

NA 

4.5 

89 

20 

27.4 

NM 

0.00 

NA 

0.00 

-0.30 

0,0 

15.0 

N 

LIMITED  LTD  (1)                                             8272.3 

19 

-10 

-6.0 

24,1 

394 

17 

0.8 

1.1 

1.54 

1,00 

1.19 

1.37 

0,7 

15.0 

B. 

LOWE'S  LOW  (1)                                                 15338.2 

40 

-33 

25.0 

15,3 

287 

19 

0.9 

08 

0.35 

1,75 

2.21 

2.67 

2,3 

22.0 

A- 

MAY  DEPARTMENT  STORES  MAY  (1)             8348.6 

28 

-13 

10.7 

24,3 

247 

11 

0.6 

1.0 

3.31 

2,60. 

2.57 

2.88 

2.8 

11.0 

A- 

MICHAELS  STORES  MIKE  (1)                            919.0 

26 

-11 

NM 

11.2 

132 

11 

0,4 

0.4 

0.00 

2,01 

2.45 

2.95 

2,7 

25  0 

B. 

NEIMAN  MARCUS  GROUP  NMG.A  (7)             1430.1 

30 

8 

NA 

17.5 

173 

11 

0.5 

0.8 

0.00 

1,93 

2.75* 

3.06 

3.6 

14.5 

B 

NORDSTROM  JWN(l)                                     2074.3 

16 

-39 

10.1 

12.3 

180 

15 

0.4 

0,9 

2,24 

1,46 

1.23 

1.41 

9,2 

15.0 

A- 

OFFICE  DEPOT  GDP                                         1980.2 

7 

-40 

7.6 

17.0 

112 

7 

0.2 

0.6 

0,00 

0.69 

0.73 

0,79 

3,8 

15.0 

B. 

OFFICEMAX  OMX(l)                                         268.2 

2 

-56 

-46.0 

-2.4 

25 

NM 

0.1 

NM 

0,00 

0.09 

-0.28 

0.14 

57.1 

110 

N 

PAYLESSSHOESOURCEPSS(l)                     1479.4 

57 

42 

34.4 

32.2 

380 

13 

0.5 

0.9 

0.00 

4.35 

5.32 

6,05 

1.2 

13.8 

N 

PENNEY  (J.C.)JCP(l)                                    2512.1 

10 

-52 

-24.2 

-2.5 

38 

NM 

0.1 

3.4 

5.20 

1,16 

0.35 

0,84 

17,9 

8.0 

B 

i 

1 

PEP  BOYS-MANNY,  MOE  &  JACK  PBY  (1)         207.6 

4 

-55 

-19.3 

-9.8 

31 

27 

0.1 

1.2 

6.65 

0.58 

0.22 

0.48 

10,4 

15.0 

A- 

1 

PETSMARTPETM  (1)                                        298.7 

3 

-53 

NM 

-3.7 

98 

NM 

0.1 

0.6 

0.00 

-0,28 

0.19 

0.40 

2,5 

25.0 

C 

ROSS  STORES  POST  (1)                                 1260.8 

15 

-14 

39.4 

34.9 

295 

9 

0.5 

0.6 

0.98 

1,64 

1.80 

2.01 

2.5 

15.0 

B 

SAKSSKS(l)                                                 1193.0 

8 

-46 

NM 

6.3 

54 

9 

0.2 

0.7 

0.00 

1,36 

0.99 

1.14 

12.3 

12.0 

B 

SEARS,  ROEBUCK  S                                      10922.6 

32 

7 

10.6 

25.5 

170 

7 

0.3 

0.7 

2.84 

3,81 

4.52 

4.97 

3.2 

10.0 

B 

SHOPKO  STORES  SKO(l)                                 174.0 

6 

-74 

33.0a 

6.5 

25 

4 

0.1 

0.4 

0,00 

3,70 

1.07 

1.70 

2,4 

15.0 

B 

SPIEGEL  SPGLA                                                663.4 

5 

-28 

NM 

17.4 

86 

5 

0.2 

0.2 

3,18 

0,65 

0.94 

1.13 

4,4 

25.0 

B- 

SPORTS  AUTHORITY  TSA  ( 1 )                            58.6 

2 

-9 

NM 

NM 

45 

NM 

0.0 

1.7 

0,00 

-5.19 

0.11 

0.24 

8,3 

10,0 

N 

STAPLES  SPLS(l)                                          5602.8 

12 

-42 

23,9 

15,6 

301 

20 

0.6 

0.8 

0,00 

0.66 

0.64 

0.81 

2,5 

25,0 

B- 

TALBOTSTLB(l)                                            3281.1 

53 

137 

0,8 

18,7 

630 

35 

2,2 

2.0 

0,53 

0,93 

1.67 

1.94 

2,1 

15,8 

N 

TARGET  TGT(l)                                            27151.6 

30 

-18 

40,9 

20.7 

457 

22 

0.8 

1.4 

0,73 

1,27 

1.40 

1.60 

3.1 

15.0 

A 

TIFFANY  TIF  (1)                                           4964.2 

34 

-23 

34,7 

22.3 

581 

27 

3.0 

1.4 

0,47 

0,98 

1.34 

1.56 

2.6 

18.0 

B- 

TJX  TJX  (1)                                                         7225.6 

26 

25 

82.7 

48.4 

659 

14 

0.8 

0,9 

0.62 

1,66 

1.88 

2.16 

0.9 

15,0 

B- 

TOYS 'R' US  TOY  (1)                                       3864.1 

19 

32 

20.5 

11.3 

112 

12 

0.3 

1,3 

0.00 

1.14 

1.52 

1,59 

3.0 

10,0 

B 

VALUE  CITY  DEPARTMENT  STORES  VCD  (1)    226.6 

7 

-55 

24.4 

8.0 

65 

8 

0.1 

0,8 

0,00 

1.02 

0.61 

0.77 

22.1 

14.0 

B 

VENATOR  GROUP  Z  ( 1)                                    1852.2 

13 

92 

-12.3 

9.3 

160 

17 

0.4 

1,0 

0,00 

0.13 

0.80 

1.00 

6.0 

17.0 

B 

VI^AL-MART  STORES  WMT(l)                    233106  3 

52 

-25 

20.1 

21  2 

797 

37 

1,3 

2,4 

0,46 

1,25 

1,45 

1.65 

1,8 

15.0 

A- 

ZALEZLC(7)                                                            846,3 

24 

-50 

25.4 

14.4 

111 

8 

0,5 

0,4 

0,00 

2,21 

3  ir 

3.76 

08 

20,0 

Nl 

! 

1 

INDUSTRY  AVERAGE                                18313.3 

46 

-6 

12.6 

15.2 

472 

39 

5.8 

1.5 

0.72 

1.16 

1.74 

2.26 

5.6 

22.4 

(A)  ELECTRICAL  PRODUCTS 

GROUP  AVERAGE                                        7209.4 

45 

-7 

9.1 

19.6 

290 

15 

1.2 

1.1 

2.80 

2.75 

3.19 

3.44 

1.6 

13.1 

AMERICAN  POWER  CONVERSION  APCC         2287.2 

12 

-55 

9.3 

18.5 

218 

12 

1,6 

0,5 

0,00 

1,05 

1,12 

1.21 

2.5 

23.0 

B- 

COOPER  INDUSTRIES  CBE                              3809.0 

41 

1 

21.9 

19.1 

207 

11 

0,9 

1,1 

3.43 

3,50 

3.81 

4,18 

1.9 

10.0 

A- 

EMERSON  ELECTRIC  EMR  (9)                       31 129.3 

73 

27 

10.1 

22.2 

486 

22 

2,0 

1,8 

2.10 

3,00 

3.30' 

3,69 

1.1 

12.0 

A- 

HUBBELLHUB.B                                             1546.4 

26 

-5 

4.9 

17,5 

197 

12 

1.1 

1,0 

5.10 

2,21 

2.42 

2,68 

1.1 

11.0 

B- 

NATIONAL  SERVICE  INDUSTRIES  NSI  (8)         839.5 

21 

-30 

3.8 

14,9 

126 

8 

0.3 

0,8 

6.42 

3,03 

2.45* 

2.44 

2.1 

10.0 

A 

ROCKWELL  INTERNATIONAL  ROK  (9)             7498.6 

40 

-16 

21.2 

23,8 

281 

12 

1.1 

1,1 

2.53 

3,00 

3.35* 

3.12 

2.2 

11.0 

B- 

SPX  SPW                                                            3356.0 

106 

31 

-7.6 

21.5 

515 

24 

1.3 

1.2 

0.00 

3.46 

5.89 

6.77 

0.6 

15.0 

B 

(B)  ELECTRONICS 

GROUP  AVERAGE                                     23156.9 

46 

-9 

20.9 

6.4 

376 

41 

4.5 

2.1 

0.24 

1.14 

1.49 

1.88 

13.5 

22.6 

HARRIS  HRS  (6)                                             2065.1 

31 

15 

-25.4a 

-1.6 

168 

NM 

1,1 

4.1 

0,65 

0.63 

0.34* 

1.36 

2.9 

22.0 

B- 

HUGHES  ELECTRONICS  GMH                        28168.6 

22 

-32 

NA 

-5  9 

280 

NM 

4,1 

NM 

0.00 

NA 

-0.33 

-0.24 

66.7 

27.5 

B- 

L-3  COMMUNICATIONS  HOLDINGS  LLL          2148.9 

65 

55 

NA 

11.3 

326 

30 

1,2 

1.4 

0,00 

1.75 

2.32 

2.81 

2.5 

20.0 

Nl 

i  1 

LinON  INDUSTRIES  LIT  (7)                           2737.2 

60 

21 

10.6 

14.7 

183 

13 

0,5 

1.2 

0.00 

2.58 

4.80- 

4.90 

1.4 

11.0 

B 

MOTOROLA  MOT                                           43822.8 

20 

-59 

-21.0 

7.4 

212 

29 

1,2 

1,1 

0.80 

0.44 

0.96 

1.18 

2.5 

20.0 

A 

aUALCOMM  QCOM  (9)                                  59999.0 

80 

-54 

119.6 

12.2 

1088 

94 

18.8 

2.7 

0.00 

0.31 

0.85* 

1.28 

4.7 

35.0 

B 

1  ' . 

(C)  INSTRUMENTS 

GROUP  AVERAGE                                        8575.6 

57 

24 

6.1 

19.0 

605 

40 

3.4 

2.0 

0.23 

1.15 

2.03 

2.42 

2.8 

18.9 

r\ 

AGILENT  TECHNOLOGIES  A  (10)                   19831.4 

52 

-33 

3.8 

14.4 

377 

31 

1.8 

1,6 

0.00 

1.35 

1.66' 

2.24 

2.2 

20.0 

Nl 

1      :   ! 

APPLIED  BIOSYSTEMS  GROUP  ABI  (6)         1 7382.2 

83 

37 

NA 

21.2 

1793 

87 

11.9 

4.8 

0.21 

0.72 

0.86* 

1.05 

1.0 

20.0 

B 

BECKMAN  COULTER  BEG                                2275.8 

77 

51 

20.8 

39.7 

745 

19 

1.2 

1.5 

0.89 

3,57 

4.02 

4.46 

1.6 

13.0 

B 

OANAHER  DHR                                               9247.6 

65 

35 

NA 

16.8 

499 

30 

2.6 

1.8 

0.12 

1.79 

2.21 

2.56 

2.3 

16.5 

B- 

I'f 

KLA-TENCOR  KLAC  (6)                                    5115.1 

28 

51 

3.5 

17.8 

285 

17 

2.9 

0.8 

0.00 

0.21 

1.32* 

2.28 

2,6 

25.0 

B 

ij 

PERKINELMER  PKI                                       4275.7 

89 

114 

-0.8 

11.6 

630 

56 

2.6 

2.1 

0.63 

0.61 

2.52 

3.03 

1.3 

16.5 

B- 

TERADYNETER                                               5267.5 

30 

-54 

3.4 

27.5 

305 

11 

1.9 

0.4 

0,00 

1.07 

2,87 

2.94 

78 

25.0 

B 

THERMO  ELECTRON  TMO                             5209.3 

29 

93 

NA 

3.0 

203 

64 

2.1 

2.9 

0.00 

-0.11 

0.66 

0.79 

3.8 

15.0 

8 

i 

L 
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four  business  survived 
he  blizzard  of  '96. 

'he  flu  epidemic  of  '98. 

)ut  will  it  survive  a  network 
ipgrade  in  '01? 


3Com- 


Simple  sets  you  free. 


3Com  SuperFast  Ethernet 

Business  is  booming.  But  your  networl<'s  about  to  bust.  Fortunately, 
there's  SCom's  new  line  of  SuperFast  Ethernet  Switches.  All  engi- 
neered to  give  any  network  a  boost  by  providing  massive  bandwidth 
to  relieve  increasing  network  demand,  as  well  as  exploit  the 
Internet  to  its  fullest.  (And  not  a  moment  too  soon,)  Just  talk  to 
your  3Com  reseller  or  click  3Com.com.  Home.  Office.  Beyond. 
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IREBOA 

MARKET 
VALUE 

Dni 

^^^ 

^^^ 

^^_ 

^^^ 

^^^_ 

y 

nUl 

RECENT 
SHARE 
PRICE 

2000 
PRICE 
CHANGE 

EARNINGS 
GROWTH 
1995-99 

RETURN 
ON 

EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

^^H 

EARNINGS  PER  SHARE 

■ 

S8 
EQU 
RAN) 

PRICE- 
SALES 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

COMPANY  SIOCK  SYMBOL  (FY) 

1999 
ACTUAL 

l/B/E/S 

2000 

ANALYST 

EST. 

2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA        GROWTH 
CON-         TION          RATE 
SENSUS        %             % 

(O)  SIUMICONDUCTORS  &  OTHER  COMPONENTS 

GROUP  AVERAGE 

23587.0 

43 

-15 

13.9 

14.8 

504 

46 

8.2 

1.3 

0.39 

0.69 

1.29 

1.96 

5.6 

26.2 

ADVANCED  MICRO  DEVICES  AMD 

4919,7 

15 

5 

NM 

30,8 

170 

6 

1,1 

0.3 

0.00 

-0.30 

2,51 

2,45 

7.8 

18.5 

C 

AMKOR  TECHNOLOGY  AM  KR 

2423.2 

16 

^44 

-3.9 

10,5 

191 

18 

1.1 

0.4 

0.00 

0.63 

1,58 

2.21 

4.5 

23.5 

N 

ANALOG  DEVICES  ADI  (10) 

17730.4 

50 

7 

32.2 

26,4 

770 

31 

6,9 

1.3 

0.00 

0.66 

1,59* 

2,56 

3.1 

25.0 

B 

ATMELATIV1L 

4501.5 

10 

-35 

-9.1 

11,9 

251 

21 

2.5 

0.7 

0.00 

0.20 

0,54 

0,88 

5.7 

25.0 

B 

AVX  AVX  (3) 

3274.8 

19 

-25 

3.5 

31,7 

266 

8 

1.5 

0.3 

0,75 

0.90 

3,43 

3,99 

3.3 

16.0 

B 

BROADCOM  BRCIVI 

22932.3 

98 

-28 

NM 

4,9 

993 

224 

25.0 

1,9 

0,00 

0.36 

1,01 

1,45 

6.2 

50.0 

N 

CONEXANT  SYSTEMS  CNXT  (9) 

4602.9 

20 

-69 

NA 

-6,6 

158 

NM 

2,2 

NM 

0,00 

0.06 

-0.90* 

0,67 

9,0 

26.5 

N 

INTEL INTC 

256157.3 

38 

-8 

19.5 

27,7 

679 

25 

7,7 

1,1 

0.21 

1,06 

1.68 

1,76 

4,6 

20.0 

A 

JABIL  CIRCUIT  JBL  (8) 

5945.3 

31 

-14 

40.1 

11,5 

468 

40 

1,7 

1,3 

0,00 

0,49 

0,78* 

1.17 

1,7 

30,0 

B 

JDS  UNIPHASE  JDSU  (5) 

48136.5 

50 

-38 

NM 

-7.5 

200 

NM 

24.2 

NM 

0,00 

-0,54 

-1.27* 

0.81 

2.5 

49.5 

C 

LINEAR  TECHNOLOGY  LLTC  (6) 

14978.4 

47 

32 

19.9 

22.8 

1029 

47 

19.0 

2.2 

0.25 

0,61 

0.88- 

1.35 

3.0 

25.0 

A 

LSI  LOGIC  LSI 

5742.2 

18 

-47 

-13.2 

11.3 

241 

22 

2.2 

0.7 

0.00 

0.51 

1.24 

1.77 

5.1 

20.0 

B, 

MAXIM  INTEGRATED  PRODUCTS  MXIM  (6)  14535.0 

51 

8 

18.6 

26.5 

1222 

52 

15.0 

2.1 

0,00 

0,64 

0.88* 

1.28 

2.3 

28.0 

B 

MICRON  TECHNOLOGY  MU  (8) 

17869,9 

32 

-19 

17.6 

23.4 

278 

12 

2.4 

0.6 

0,00 

-0,13 

2.56* 

3.49 

26.7 

20.0 

B 

ll 

MOLEX  MOLX  (6) 

8029.6 

41 

-9 

11.2 

14.0 

466 

34 

3.4 

2.4 

0,24 

0,91 

1.12* 

1.40 

2,9 

15.0 

A 

II 

NATIONAL  SEMICONDUCTOR  NSM  (5) 

3315.0 

19 

-57 

28.0 

39.3 

180 

5 

1.4 

0.4 

0,00 

3,27 

2.41 

2.70 

9.6 

18.0 

C 

II 

PMC-SIERRA  PMCS 

14733.6 

92 

15 

31.4 

8.2 

1914 

239 

27.1 

2,2 

0,00 

0,60 

1.03 

1.70 

4.7 

40.0 

B 

SANMINA  SANM  (9) 

11521.4 

76 

53 

11.5a 

11.6 

677 

60 

3.0 

2,0 

0,00 

0,82 

1.27* 

2.70 

1,9 

30.0 

N 

SCI  SYSTEMS  SCI  (6) 

3910.1 

27 

-35 

18.5 

14.5 

275 

19 

0.5 

0,8 

0,00 

1,00 

1,34* 

1.74 

2,9 

25.0 

B 

SDLSDLI 

15889.1 

182 

67 

NM 

-4.8 

474 

NM 

41.0 

3,0 

0,00 

0,37 

1.50 

2.48 

3,2 

40.0 

N 

SOLECTRON  SLR  (8) 

16940.0 

28 

-41 

28.3 

13.2 

446 

35 

1,2 

1,2 

0,00 

0,61 

0.80* 

1.19 

3.4 

30.0 

B 

TEXAS  INSTRUMENTS  TXN 

64547.8 

37 

-23 

7.1 

23.0 

519 

23 

5.7 

1,2 

0,23 

0.84 

1,26 

1.58 

4.4 

25.0 

B 

THOMAS  &  SETTS  TNB 

848,1 

15 

-54 

6  9 

-14,0 

85 

NM 

0,4 

NM 

7,66 

2  56 

-0  23 

1,12 

115 

12,0 

B 

VISHAY  INTERTECHNOLOGY  ,    - 

^bOi  ^ 

in 

4,3 

24,8 

156 

6 

1,1 

0,3 

0,00 

0,65 

3,90 

4,62 

5.4 

160 

B 

ll 

fnam 

WBSt 

■HBj 

m.: 

,i 

1 

INDUSTRY  AVERAGE 

6510.S 

31 

10 

9.2 

60.6 

924 

22 

0.9 

1.6 

1.67 

1.41 

1.65 

1.96 

4.0 

12.4 

II 

(A)  FOOD  DISTRIBUTION 

GROUP  AVERAGE 

4444.3 

30 

35 

13.4 

8.7 

331 

22 

0.3 

1.5 

1.74 

0.89 

1.67 

1.94 

1.9 

13.2 

FLEMING  FLM 

457.9 

12 

15 

NM 

-18.5 

98 

NM 

0.0 

1.6 

0,68 

-1,17 

1,50 

1.73 

2,3 

5.0 

B 

INTERNATIONAL  MULTIFOODS  IMC  (2) 

362.0 

19 

46 

12,6 

9.8 

142 

15 

0.2 

0.8 

4,14 

1.31 

1.55 

1.78 

1,7 

15.0 

B 

PERFORMANCE  FOOD  GROUP  PFGC 

638.4 

45 

86 

13.6 

12.0 

308 

26 

0,3 

1.2 

0,00 

1.35 

1,82 

2.18 

1,4 

20.0 

B 

SUPERVALU  SVU  (2) 

2398.3 

18 

-9 

11.4 

13.8 

128 

10 

0,1 

0.7 

3,03 

1.87 

2,12 

2,36 

2.1 

12.0 

B 

SYSCO  SYY  (6) 

18354.9 

55 

40 

16.1 

26.2 

979 

37 

0.9 

2.9 

0.87 

1.09 

1.36* 

1.63 

1.8 

14.0 

A 

(B)  FOOD  PROCESSING 

GROUP  AVERAGE 

6284.5 

33 

8 

11.6 

82.0 

1183 

22 

1.2 

1.7 

1.76 

1.62 

1.88 

2.08 

4.5 

11.9 

B 

ARCHER  DANIELS  MIDLAND  ADM  (6) 

8073.6 

13 

10 

-19,2 

6,1 

131 

22 

0.6 

2.3 

1,57 

0.43 

0,47* 

0.74 

12.2 

12-0 

B 

II 

CAMPBELL  SOUP  CPB  (7) 

14317,9 

33 

-14 

3.9 

533,6 

11186 

21 

2.3 

2.3 

2.70 

1.63 

1.65* 

1.63 

1.8 

9.0 

A 

CONAGRA  FOODS  GAG  (5) 

13561.9 

25 

12 

19.3 

11,8 

349 

27 

0.5 

1.4 

3.54 

0,86 

1.87 

2.09 

2.9 

10.0 

A 

CORN  PRODUCTS  INTERNATIONAL  CPO 

852.8 

24 

-26 

-14.1 

5,3 

86 

17 

0.5 

1.3 

1.65 

2,06 

1.77 

2.20 

9.1 

11.0 

N 

DEAN  FOODS  OF  (5) 

986.3 

28 

-30 

NM 

15,5 

146 

10 

0.2 

0.8 

3.24 

2.77 

3.05 

3.61 

3.6 

12,0 

B 

DEL  MONTE  FOODS  DLM  (6) 

411.3 

8 

-36 

48.8 

774,9 

2405 

3 

0.3 

0.2 

0.00 

0.68 

2.50* 

1.01 

2.0 

15.0 

N 

DOLE  FOOD  DDL 

726.0 

13 

-20 

-19.4 

8,1 

129 

16 

0.1 

0.9 

3.08 

0.85 

1.-12 

1.82 

1.1 

10.0 

B 

EARTHGRAINS  EGR  (3) 

961.7 

23 

41 

49.6a 

7.0 

146 

20 

0.4 

1.4 

1.06 

1.30 

1.05 

1.73 

4.1 

15.0 

N 

FLOWERS  INDUSTRIES  FLO 

1626.2 

16 

2 

-38,5 

10.0 

298 

30 

0.4 

2.0 

3.26 

0,07 

0.53 

1.00 

5.0 

15.0 

B 

GENERAL  MILLS  CIS  (5) 

11630.1 

41 

15 

8,1 

NM 

NM 

20 

1.7 

2.1 

2.68 

2.00 

1.75 

2.03 

1.0 

11.0 

B 

HEINZ  (HJ.)  HNZ(4) 

15824.1 

46 

15 

8,8 

54,5 

992 

19 

1.7 

1.7 

3.44 

2.47 

2.79 

3.07 

2.3 

9.5 

A 

HERSHEY  FOODS  HSY 

8608.1 

63 

33 

18,0 

28.8 

783 

28 

2.1 

2.7 

1.77 

3.26 

2.37 

2.67 

2.3 

10.0 

A 

HORMEL  FOODS  HRL(IO) 

2615,0 

19 

-8 

9,3 

20.0 

308 

16 

0,7 

1.5 

1.87 

1.11 

1.20' 

1.38 

2.2 

10.5 

A 

IBP  IBP 

2369.7 

22 

25 

3.5 

13.3 

125 

9 

0.2 

1.1 

0.46 

3.36 

2.47 

2.65 

7.2 

8.0 

B 

INTERSTATE  BAKERIES  IBC  (5) 

965.9 

15 

-16 

39.1 

14.5 

168 

12 

0.3 

0.9 

1.84 

1.31 

1.67 

1.97 

16.7 

10.0 

B 

KEEBLER  FOODS  KBL 

3501.6 

41 

46 

NA 

32.2 

677 

22 

1.3 

1.6 

1.09 

1.01 

1.86 

2.09 

2.9 

14.0 

N 

KELLOGG  K 

9987.9 

25 

-20 

-7.2 

65.5 

1099 

17 

1.4 

1.7 

4.10 

0,83 

1,61 

1.59 

12.6 

9.0 

B 

McCORMICKMKC(ll) 

2549.1 

37 

25 

7.9 

38.5 

734 

20 

1.2 

1.7 

1.07 

1,43 

1,98 

2.17 

2.3 

11.0 

A 

QUAKER  OATS  OAT 

11396.2 

87 

32 

-11,1 

109.4 

3677 

32 

2.3 

2.6 

1.31 

3.23 

3,37 

3.73 

1.9 

10.0 

B 

RALSTON  PURINA  RAL  (9) 

7500.5 

26 

NM 

23,5b 

112,6 

1934 

18 

2.7 

1.6 

1.06 

1.33 

1.60* 

1.23 

1.6 

11.0 

B 

SARA  LEE  SLE  (6) 

20^,11.9 

24 

9 

10,5 

109,4 

1980 

19 

1.2 

1.9 

2.42 

1.19 

1.27' 

1,41 

0.7 

10.0 

A 

SMITHFIELD  FOODS  SFD  (4) 

1538.8 

28 

18 

29.4 

14,5 

165 

11 

0.3 

0.6 

0.00 

1.52 

2.92 

3.10 

3.2 

16.5 

B 

STARBUCKS  SBUX  (9) 

8510.4 

46 

88 

32.8b 

8,5 

766 

93 

3.9 

3,7 

0.00 

0.54 

0.49* 

0,91 

1.1 

25.0 

B 

SUIZA  FOODS  SZA 

1174.5 

43 

9 

53.3 

19,6 

208 

12 

0.2 

0,9 

0.00 

3.11 

3.84 

4,31 

1.2 

12.0 

N 

TYSON  FOODS  TSN  (9) 

3150.0 

14 

-14 

13.8 

7,0 

145 

21 

0.4 

1,7 

1.14 

1.00 

0.67* 

0,63 

17.5 

12.0 

B 

tor 

WfRIGLEY  (WM.)  JR.  WWY 

10246.7 

91 

9 

8.4 

29.8 

943 

32 

4.8 

2.7 

1.54 

2.66 

2.91 

3.20 

0.9 

11,5 

A 

(C)  FOOD  RETAILING 

GROUP  AVERAGE 

8536.0 

28 

1 

-5.9 

26.1 

483 

20 

0.4 

1.2 

1.33 

1.09 

0.89 

1.60 

3.4 

13.5 

ALBERTSON'S  ABS(l) 

10761,6 

26 

-21 

-13.2 

13,2 

185 

14 

0.3 

1,0 

2.97 

1.00 

2.25 

2.52 

3.6 

12.0 

A 

GREAT  ATLANTIC  &  PACIFIC  TEA  GAP  (2) 

314.0 

8 

71 

-29,5 

3,4 

37 

11 

0.0 

NM 

0.00 

0.37 

-0.73 

0.80 

7.5 

9  8 

B 

KROGER  KR(l) 

21783.0 

27 

40 

NA 

25,5 

795 

32 

0.5 

1.2 

0.00 

0.74 

1.36 

1.57 

1.9 

ll.H 

H 

144  RIJSINFSS  WFFK  /  DFCFMBFR  ?6,  ?000 

YOU'RE  CHANGING  JOBS  AND  HAVE  TO  ROLL 
OVER  YOUR  401(k).  SO  YOU: 


_]  Generously  write  a  check  to  the  IRS  for  407.  in  taxes. 
It's  not  like  you  have  big  plans  for  this  money 


.wa-<r» 


^  Go  to  Vegas.  The  odds  are  against  you,  but  it's  just 
play  money  right?j| 

I 

Z]  Call  the  Rollover  Specialists  at  T  Rowe  Price.  This  is 
serious  money  You  can't  afford  to  make  a  mistake. 


hwest  With  Conjuknce ' 

T.RoweFWce 


'Ik 


Call  the  Rollover  Specialists  at  1-800-541-5845 

Get  our  free  kit  on  managing  your  retirement  plan  distribution,  plus  prospectuses  for  a  broad  range  of  no-load  mutual  funds. 

www.troweprice.com '•'OJIover 

For  more  information,  including  fees,  expenses,  and  risks,  read  ttie  prospectus  carefully  tiefore  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  OistritHJtor. 

IRA(l057«)e 


INVESTMENT  OUTLOOK  SGOREBOARDI 


EARNINGS  PER  SHARE 


COMPANY  SIOCKSYMBOL(fY) 
RUDOICK  RDK  (9) 
SAFEWAY  SWY 
7-ELEVEN  SI 

WHOLE  FOODS  MARKET  WFMI  (9) 
WINN-DIXIE  STORES  WIN  (6) 


2000  EARNINGS  PRICE  AS                                P-E 

RECENT      PRICE  GROWTH  RETURN       %  Of  PRICE-         TO 

MARKET      SHARE      CHANGE  1995-99  ON          BOOK  P-E       SALES  GROWTH      YIELD 

VALUE       PRICE          %  %  EQUITY       VALUE  RATIO      RATIO        RATE          % 


?001  ESTIMATES  FROM  ANALYSTS 
l/B/E/S  LONG-TERM 

2000  l/B/E/S      VARIA-      GROWTH       S) 

1999       ANALYST  CON-         TION  RATE        EQt 

ACTUAL        ESI,  SENSUS        %  %        RAN. 


560.4  12  -22 

29374.7  59  65 

884.0  8  -5 

1592.6  59  27 

3017.8  22  -10 


4.6 
26.2 
-17.5 

NM 

N  M 


10.7 
22.1 

154.4 
8,5 

.?9  2 


118 
592 
1304 
470 

365 


11 

27 

9 

36 

MM 


0.2  0.9  2.97 

0,9  1.6  0.00 

0,1  0.7  0.00 

0,9  1,8  0,00 

0  2  MM  4,72 


1.08  1.10*  1.19  3.4  12,0 

1.88  2.26  2.62  1.2  16.0 

0.85  0.85  1.01  3,0  14.0 

1.53  1,62*  2,33  1,3  20  0 

1,23  1,57'  0  72  'i  G  8  0 


JNDUSTRY  AVERAGE 
(A)  COAL,  OIL  &  GAS 


19136.9      41 


15 


1.3      1.3       2.09       1.00        3.41       3.33       13.0      13.6 


GROUP  AVERAGE 

21761.7 

41 

19 

13.2 

18.4 

233 

14 

1.2 

0.9 

2.53 

1.15 

4.21 

3.83 

13,7 

12.3 

k 

AMERADA  HESS  AHC 

5425.2 

61 

8 

NM 

23,0 

153 

7 

0,5 

1,1 

0,98 

485 

10,09 

7,70 

18,3 

5,6 

B 

^ 

ANADARKO  PETROLEUM  APC 

14938,1 

60 

74 

8.6 

6.2 

247 

28 

8,6 

1.0 

0,34 

0.25 

3,88 

4,19 

16.0 

15,0 

B 

APACHE  APA 

6453,5 

52 

41 

57.7 

15.5 

202 

11 

3,2 

0,7 

0.27 

1,72 

5,39 

5,43 

15.8 

13,5 

B 

ARCH  COAL  ACI 

388.8 

10 

-10 

NM 

NM 

183 

NM 

0,3 

NM 

2.26 

-9.12 

-0,61 

0,23 

34,8 

NA 

^ 

ASHLAND  ASH  (9) 

2259.0 

31 

-5 

29.4ab 

14.9 

115 

8 

0,3 

0,9 

3,51 

3,90 

4,10* 

4,32 

4,2 

8,5 

B 

BURLINGTON  RESOURCES  BR 

8789.2 

41 

23 

NM 

8,3 

254 

31 

3,4 

1,1 

1.35 

0,00 

2,41 

2,49 

20,9 

15.0 

B 

CHEVRON  CHV 

52548,8 

82 

-5 

21.9 

23.8 

278 

12 

1,2 

1.0 

3.18 

3,14 

7,58 

6,22 

13,5 

10.5 

B 

1 

COASTAL  CGP 

15761.9 

73 

107 

16.3 

14,1 

361 

25 

1.4 

1.9 

0.34 

2,30 

2,91 

3,37 

5,1 

13.5 

E 

1 

CONOCO  COC  B 

15614.7 

25 

1 

-2.6 

32.8 

305 

9 

0,5 

1,2 

3.03 

1.17 

2,76 

2,52 

17,1 

7.5 

CONSOL  ENERGY  CNX  (6) 

1497.9 

19 

91 

-0.9a 

42,5 

634 

15 

0,7 

1.2 

5.88 

1.37 

1.35* 

1,57 

1,9 

12.0 

N 

EXXON  MOBIL  XOM 

305904.6 

88 

9 

NA 

19.6 

449 

23 

1,6 

2.0 

2,00 

2,25 

4,52 

4,29 

8,9 

10,0 

A 

KERR-McGEE  KMG 

5736.3 

61 

-2 

NA 

28.4 

243 

9 

1,5 

0,5 

2.96 

1,69 

8,69 

7.06 

13.7 

13.5 

B 

MURPHY  OIL  MUR 

2466,7 

55 

-5 

NM 

23.3 

208 

9 

0.8 

0,6 

2,74 

2.66 

6,63 

5.94 

16.7 

13.0 

E 

OCCIDENTAL  PETROLEUM  OXY 

7987.7 

22 

0 

17.5 

38.1 

177 

5 

0.7 

0.7 

4.62 

1.58 

3,52 

2,82 

12.1 

9,1 

B 

PENNZOIL-QUAKER  STATE  PZL 

929.4 

12 

16 

NM 

-34.7 

102 

NM 

0,3 

0,4 

6,35 

-4,12 

0.71 

1,00 

7,0 

40,0 

N 

PHILLIPS  PETROLEUM  P 

16000.1 

57 

20 

7.7 

25.2 

294 

11 

0.8 

0.8 

2.41 

2,39 

6,88 

6,15 

15,3 

10,0 

B 

SUNOCO  SUN 

2359.3 

28 

18 

NM 

18.7 

150 

8 

0.2 

0.9 

3,60 

1,07 

3,96 

3,56 

7.3 

8,0 

B 

TESORO  PETROLEUM  ISO 

290.8 

9 

-18 

NM 

2.8 

60 

29 

0.1 

0.7 

0.00 

0,62 

1.34 

1.38 

18.1 

10.0 

B 

TEXACO  TX 

31942.6 

58 

7 

13.5 

17,5 

249 

14 

0.7 

1.5 

3.10 

2,14 

4.91 

4,14 

15.2 

8,0 

B 

TOSCO  TOS 

4151.0 

29 

6 

44.0 

23,7 

169 

8 

0.2 

0.8 

0.98 

2.83 

2,99 

3.40 

11.5 

12,5 

B 

ULTRAMAR  DIAMOND  SHAMROCK  UDS 

2396,5 

28 

21 

11,2 

20.3 

139 

7 

0,2 

0.4 

3.99 

2,00 

4.75 

3,89 

16,7 

13,3 

^ 

UNOCAL  UCL 

8290,2 

34 

2 

-5.9 

24.0 

320 

14 

1.0 

1.1 

2.34 

0,46 

3.09 

2.80 

16.4 

10,0 

B 

USX-MARATHON  GROUP  MRO 

8233,4 

25 

7 

NA 

17.2 

155 

9 

0,3 

0.8 

3.49 

2.11 

3.91 

3.26 

14.1 

9,0 

^ 

VALERO  ENERGY  VLO 

1915.6 

31 

58 

-34.2 

18.2 

133 

7 

0.2 

0.4 

1.02 

0.25 

5.22 

4.20 

9.3 

15.0 

N 

(B)  PETROLEUM  SERVICES 

GROUP  AVERAGE 

10137.5 

40 

1 

-14.8 

2.6 

306 

81 

1.9 

2.5 

0.59 

0.50 

0.68 

1.60 

10.3 

18,5 

J 

BAKER  HUGHES  BHI 

10977.3 

33 

57 

-24.4 

2.1 

357 

174 

2.3 

3,4 

1.39 

0,16 

0.60 

1.20 

7,5 

16,0 

E 

COOPER  CAMERON  CAM 

2925.4 

54 

11 

NM 

5.3 

349 

67 

2.2 

1.7 

0.00 

0,78 

1.56 

2.44 

5.7 

20.0 

^ 

HALLIBURTON  HAL 

14918.6 

33 

-17 

-10.7 

6,1 

319 

52 

1,2 

2.9 

1.50 

0,67 

0,78 

1,39 

10.8 

15.0 

E 

SCHLUMBERGER  SLB 

35498.2 

62 

10 

-15.2 

6.8 

437 

65 

3.9 

2.5 

1.21 

0,58 

1.26 

1,96 

6.6 

20.0 

E 

SMITH  INTERNATIONAL  SI  1 

2889.1 

58 

17 

-9.0a 

6,7 

366 

54 

1.1 

2,0 

0,00 

1,15 

1.42 

2,51 

6.0 

20,0 

E 

TRANSMONTAIGNE  TMG  (6) 

93.0 

3 

-57 

NM 

-12.4 

58 

NM 

0.0 

NM 

0,00 

-0.01 

-1.52' 

0,14 

28.6 

NA 

^ 

WEATHERFORD  INTERNATIONAL  WFT 

ITS 

3660,7 

33 

-17 

NM 

3.7 

259 

71 

2.2 

2.5 

0.00 

0.16 

0.68 

1.54 

7.1 

20.0 

E 

EiJi 

INDUSTRY  AVERAGE 

,    ,  Ji 
30115.4 

48 

64 

17.7 

15.0 

693 

40 

3.6 

1.9 

0.43 

0.94 

1.52 

1.84 

4.6 

17.1 

■ 

(A)  DRUG  DISTRIBUTION 

GROUP  AVERAGE 

9645.6 

33 

59 

29.7 

6.3 

436 

33 

0.5 

1.6 

0.45 

0.63 

0.70 

1.33 

6,2 

17.0 

AMERISOURCE  HEALTH  AAS  (9) 

2542,2 

49 

224 

23.9a 

35.1 

901 

26 

0,2 

1,4 

0,00 

1,38 

1.90* 

2.25 

0.9 

18.0 

l> 

BERGEN  BRUNSWIG  BBC  (9) 

2029,5 

15 

81 

-6.8ab 

-66.5 

281 

NM 

0,1 

NM 

0,27 

0,71 

-3.58* 

0.75 

8.0 

13.0 

P 

BINDLEY  WESTERN  INDUSTRIES  BDY 

1113,5 

32 

109 

13,0 

5.4 

251 

51 

0,1 

1,3 

0,25 

1,05 

1,29 

1,52 

0,7 

19.5 

E 

CARDINAL  HEALTH  CAH  (6) 

27894.6 

100 

109 

NM 

17,3 

659 

39 

0,9 

2.0 

0,12 

1.68 

2.39* 

3.10 

0,7 

21,0 

A 

CAREMARK  RX  CMX 

2404,8 

11 

115 

48,3 

NM 

NM 

28 

0,6 

1,0 

0,00 

0.29 

0,43 

0,60 

1,7 

25,0 

^ 

CVS  CVS 

22248,7 

57 

43 

72,4 

17,3 

584 

32 

1,1 

1,9 

0,40 

1,55 

1.80 

2,11 

1,0 

17,0 

E 

D&K  HEALTHCARE  RESOURCES  DKWD  (6)         53  4 

13 

-13 

68,4a 

17,4 

114 

7 

0,0 

0,4 

0,00 

1,58 

1,84* 

1,86 

0,5 

18,0 

^ 

LONGS  DRUG  STORES  LOG  (1) 

743.0 

20 

-23 

11,1 

9.0 

110 

13 

0,2 

1.2 

2.82 

1,76 

1,46 

1.62 

2.5 

11,0 

A 

McKESSON  HBOC  MCK  (3) 

9334.8 

33 

46 

22,8 

5.4 

255 

48 

0,2 

1,8 

0,73 

0.66 

1,01 

1.29 

6.2 

18.0 

^ 

OMNICARE  OCR 

1508.7 

16 

36 

24.8 

4.7 

142 

30 

0,8 

1.5 

0.55 

0.63 

0,71 

0.92 

9.8 

15.0 

A 

RITE  AID  RAD  (2) 

829.8 

3 

-78 

NA 

NM 

NM 

NM 

0,1 

NM 

0,00 

-4.34 

-1.63 

-0.90 

41.1 

11.0 

'U 

WALGREEN  WAG  (8) 

45044.1 

45 

52 

19.3 

18.4 

1064 

59 

2.1 

3.5 

0,31 

0.62 

0.76* 

0.86 

1.2 

17.0 

J 

1 

(B) DRUGS  &  RESEARCH 

GROUP  AVERAGE 

99271.6 

66 

36 

19.3 

31.3 

1521 

58 

11.1 

2.7 

0.82 

0.89 

1.60 

1,83 

3,3 

19.8 

1 

ABBOTT  LABORATORIES  ABT 

85149,4 

55 

52 

10,9 

32,4 

1024 

32 

6,3 

2.6 

1.38 

1.57 

1.79 

2.02 

3,0 

12.0 

A 

ALLERGAN  AGN 

12162,1 

93 

87 

25.6 

26.7 

1553 

59 

7.6 

2.9 

0,35 

1.39 

1.58 

1.90 

1.6 

20.0 

AMERICAN  HOME  PRODUCTS  AHP 

78625.1 

60 

53 

NM 

55,5 

1242 

23 

5,8 

2.3 

1.53 

-0.94 

1.90 

2.19 

0,9 

13.8 

AMGEN  AMGN 

65724.6 

64 

6 

20.4 

30.6 

1663 

57 

18.2 

3.3 

0.00 

1.02 

1.07 

1.23 

1.6 

18.0 

BRISTOL-MYERS  SOUIBB  BMY 

135750.4 

69 

8 

239 

44.6 

1483 

34 

7,2 

2.5 

1.41 

2.06 

2.34 

2.59 

2.3 

12,0 

GENENTECH  ONA 

35723.4 

68 

1 

NM 

-3.7 

631 

NM 

23.6 

4.1 

0.00 

-2.23 

0.60 

0,77 

3.9 

28.0 

rl^l 

IMMUNEX  IMNX 

19342.6 

37 

2 

NM 

22.2 

3540 

162 

25,0 

2,7 

0.00 

0.08 

0.27 

0.30 

16.7 

50.5 

LILLY  (ELI)  LLY 

105612.0 

94 

41 

16.5a 

50,7 

1742 

33 

10.0 

2,4 

1.11 

2.30 

2,65 

2,85 

2.1 

15.0 

/> 

i 
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BY  USING  LOTUS, 

1.  a  STATE  STREET 

INCREASED  THEIR  CLIENT  BASE  p 

31  BY  400%.  i 

r  "  AND  NO,  THEY'RE  NOT 

A  DOT-COM 

STARTUP. 


lake  that  447o/o,  to  be  exact.  They  did  it  simply  by  providing 
better  customer  relationship  management  State  Street,  one  of 
the  world's  largest  fmancial  services  providers,  created  OnCourse, 
a  powerful  suite  of  integrated  applications  using  Lotus  Notes* 
and  Domino    R5.  This  unified  system  gives  employees  shaied  acc^ 
to  data  on  their  clients.  Employees  use  this  data  to  provide 
customized  solutions  to  fit  theii  clitnis  needs.  It's  just  one  of  the  ways 
superhuman. software  helps  e- business  people  work  together.  Jf 
To  learn  more,  visit  www.lotus.com/superhumansoftware 

SUPER.HUMAN.SOFTWARE 


Lotus, 


An  IBM  Company 


J^ 

INVESTMENT  OUTLOOK  8C 

COMPANY  SI  OCK  SYMBOL  (FY) 

DREBOA 

MARKET 
VALUE 

RDI 

RECENT 
SHARE 
PRICE 

2000 

PRICE 

CHANGE 

% 

EARNINGS 

GROWTH 

1995-99 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

EARNINGS  PER  SHARE 

1999 
ACTUAL 

l/B/t/S 
2000 

ANALYST 
EST. 

2001  tSIIMATES  FROM  ANALYSTS 
LONG  TERM 
l/B/E/S      VARIA-       GROWTH       S. 
CON-         TION          RATE        EQI 
SENSUS        %             %        RAN 

MERCK  MRk 

212971.6 

"93"" 

38" 

~'l6".8~"' 

49.0~ 

T575'" 

33 

5.6 

2.7 

1.47 

2.45 

2.90 

3.19 

2.2 

12.0        A 

PFIZER  Pf  t 

279566.1 

44 

37 

22.3 

20.2 

1729 

73 

10.8 

2.1 

0,81 

0.82 

1.02 

1.29 

2,3 

21.0        A 

1 

PHARMACIA  PHA 

78668.6 

61 

72 

18,1a 

6.5 

659 

95 

4,9 

2.1 

0,79 

e.77 

1.44 

1.77 

1,1 

20.0        E 

SCHERING-PLOUGH  SGP 

81962.6 

56 

32 

19.3 

40.6 

1412 

35 

8,4 

2.3 

1,00 

1.42 

1.64 

1.90 

1.6 

15.0        A 

(C)  HEALTH-CARE  SERVICES 

GROUP  AVERAGE 

4674.2 

46 

100 

9.9 

6.8 

344 

38 

0.9 

1.8 

0.01 

0.97 

1.80 

2.03 

5.6 

16.3 

BEVERLY  ENTERPRISES  BEV 

570.3 

6 

26 

NM 

-6.4 

90 

NM 

0,2 

1.4 

0,00 

-1.31 

0.34 

0.41 

12,2 

12.0        C 

1 

COVENTRY  HEALTH  CARE  CVTY 

1261.0 

21 

215 

NM 

9.8 

240 

25 

0,5 

1.7 

0,00 

0.69 

0.85 

1.00 

3.0 

15.0        E 

ii 

DAVITA  DVA 

863.2 

11 

58 

NM 

-45.1 

261 

NM 

0,6 

1.7 

0,00 

-1.81 

0,38 

0.69 

4,4 

15.3        r 

1 

EXPRESS  SCRIPTS  ESRX 

2884.3 

75 

17 

62.9 

13,7 

432 

33 

0,5 

1-1 

0,00 

4.25 

2,40 

3.03 

1.3 

27.5        1 

HCA-THE  HEALTHCARE  CO.  HCA 

22908.7 

41 

41 

-7.7 

5,4 

424 

83 

1,4 

1.7 

0,19 

1.11 

1,60 

1,82 

1  1 

15.0        £ 

HEALTH  MANAGEMENT  ASSOCS.  HMA  (9)     5173.8 

21 

59 

17.7 

16,3 

502 

31 

3.3 

2.1 

0.00 

0.59 

0,68* 

0,79 

1.3 

15.0        E 

HEALTH  NET  HNT 

2877.9 

24 

136 

-5.9 

15,3 

284 

19 

0.3 

1.2 

0.00 

1.21 

1,32 

1,53 

2,0 

15.0        h 

HEALTHSOUTH  HRC 

5384.5 

14 

159 

-15.4 

1,7 

158 

93 

1.3 

1.4 

0.00 

0.18 

0.71 

0,81 

1.2 

14.5        ( 

HUMANA  HUM 

2011.0 

12 

47 

NM 

-26,7 

152 

NM 

0,2 

1,6 

000 

-2.28 

0.53 

0,66 

7.6 

14.0        C 

LABORATORY  CORP.  OF  AMERICA  LH 

4908.5 

142 

285 

NM 

6.9 

589 

51 

2,7 

1,7 

0.00 

1.20 

3.22 

4.85 

1.4 

26.0        E 

MANOR  CARE  HCR 

1744.2 

17 

6 

NM 

-14.8 

176 

NM 

0,8 

1,4 

0.00 

-0.51 

0,82 

0.95 

3,2 

15,0        h 

MID  ATLANTIC  MEDICAL  SERVICES  MME 

1041.3 

21 

156 

-16.7 

18.1 

529 

23 

0,7 

1.5 

0.00 

0.64 

0,93 

1.10 

4.6 

15.0         E 

OXFORD  HEALTH  PLANS  OXHP 

3493,2 

41 

220 

44.3 

73.3 

1086 

9 

0,9 

1.4 

0.00 

3.26 

1,88 

2.43 

3.3 

15,0        E 

PACIFICARE  HEALTH  SYTEMS  PHSY 

440.7 

13 

-76 

14.1 

10.8 

22 

2 

0,0 

0.2 

0.00 

6.23 

4.22 

1.06 

46.2 

15,0        E 

QUEST  DIAGNOSTICS  DGX 

5181.8 

112 

268 

NM 

6.3 

526 

86 

1,5 

2.0 

0.00 

-0.04 

2.23 

2.95 

2.7 

25,0        r 

QUORUM  HEALTH  GROUP  QHGI  (6) 

1045.5 

15 

57 

-5.1 

-1.2 

167 

NM 

0.6 

1.4 

0.00 

0.52 

0.72* 

0.89 

1.1 

15,0        f 

SIERRA  HEALTH  SERVICES  SIE 

80.2 

3 

-56 

NM 

NM 

97 

NM 

0.1 

0.5 

0.00 

-0.17 

0.45 

0.38 

15.8 

14.5        E 

TENET  HEALTHCARE  THC  (5) 

13446.5 

43 

81 

-10.7 

8.5 

313 

37 

1.2 

1.4 

0.00 

1.08 

2.10 

2.40 

1.7 

14.5        E 

TRIAD  HOSPITALS  TRIM 

1035.1 

30 

98 

NM 

-7.5 

177 

NM 

0.9 

8.3 

0.00 

-3.12 

0.24 

0.49 

8.2 

15.0        h 

TRIGON  HEALTHCARE  TGH 

2693.3 

72 

143 

NA 

12.0 

272 

23 

1.1 

1.5 

0.00 

0.49 

3.26 

3.80 

1,5 

15.0        h 

UNITEDHEALTH  GROUP  UNH 

18704.1 

117 

121 

19.3 

18.7 

511 

29 

0.9 

1.7 

0.03 

3.20 

4.11 

4.87 

1,9 

15.5        A 

UNIVERSAL  HEALTH  SERVICES  UHS 

3045.1 

102 

185 

18.0 

12.8 

441 

36 

1.4 

2.2 

0.00 

2.43 

3.14 

3.64 

2.2 

15.0        E 

VI/ELLPOINT  HEALTH  NETWORKS  WLP 

6712.5 

108 

64 

14.4 

22.4 

454 

21 

0,8 

1.4 

0.00 

4.38 

5,23 

6,05 

1,0 

15.0        E 

(D)  MEDICAL  PRODUCTS 

GROUP  AVERAGE 

30216.7 

50 

18 

12.0 

23.0 

767 

32 

4.2 

1.8 

0.93 

1.36 

1.81 

2.03 

1.5 

15.9 

BAUSCH  &  LOMB  BOL 

2337.5 

44 

-36 

NA 

10,2 

224 

23 

1,3 

1.1 

2.37 

1,75 

2,59 

2,70 

0,7 

15.5        E 

BAXTER  INTERNATIONAL  BAX 

25426.5 

87 

38 

23.4 

23,8 

865 

37 

3,8 

2.2 

1.35 

2.64 

3,06 

3,43 

0.9 

13.0        E 

BECTON,  DICKINSON  BOX  (9) 

8509.6 

34 

26 

8.8 

19,9 

446 

23 

2,4 

1.8 

1.09 

1.04 

1,49* 

1,64 

0.5 

12.5        f 

BOSTON  SCIENTIFIC  BSX 

5218.1 

13 

-41 

NM 

21.7 

270 

13 

1.9 

0.8 

0.00 

0.90 

1.04 

1,17 

4.3 

16.0        E 

GUIDANT  GOT 

16591.4 

54 

15 

38.8 

40.3 

1451 

36 

6,7 

1.7 

0.00 

1.11 

1,61 

1,89 

2,1 

20.0        ^ 

JOHNSON  &  JOHNSON  JNJ 

139035.6 

100 

7 

13.9 

25.2 

752 

30 

4.8 

2.3 

1.28 

2.94 

3,40 

3.82 

0.5 

13.0      ;• 

MEDTRONIC  MDT  (4) 

63846.8 

53 

46 

18.3 

25.1 

1347 

54 

11.9 

2,7 

0.38 

0.90 

1,08 

1,27 

2.4 

18.0        t 

OWENS  &  MINOR  CM  1 

462.8 

14 

57 

NM 

15.8 

227 

15 

0,1 

1,0 

1,79 

0.82 

0,94 

1,07 

1.9 

15,0        E 

STRYKER  SYK 

10422.5 

53 

53 

-31  3 

25,0 

1316 

54 

4,7 

2  4 

0  IJ 

0  10 

1,10 

1,32 

0,0 

20  0         E 

ESI 

INDUSTRY  AVERAGE 

1740.9 

28 

11 

20.8 

16.8 

148 

10 

0.5 

0.7 

1.55 

2.81 

3.34 

3.62 

7.9 

12.6 

(A)  BUILDING  MATERIALS 

GROUP  AVERAGE 
AMERICAN  STANDARD  ASD 

2437.3 

2905.5 

25 

42 

-18 

-9 

11.2 

16,9 

16.8 

NM 

162 

NM 

10 

10 

0.7 

0.8 

2.67 

2.85 

3.63 

2.70 

4,36 

2.74 

5,02 

6.1 

2,0 

12.3 

15,0        f 

0,4 

0.6 

0,00 

JOHNS  MANVILLE  JM 

1486.5 

10 

-28 

21.1 

21,9 

157 

7 

0.7 

0.6 

2,39 

1.68 

1,50 

1.49 

4,0 

12,0        E 

LAFARGE  LAP 

1449.7 

20 

-29 

19.0 

14,9 

78 

5 

0,5 

0.5 

3,04 

3.77 

3,65 

3,92 

3,3 

10.0        E 

LENNOX  INTERNATIONAL  LI  1 

400.7 

7 

-24 

15.5 

8,9 

54 

6 

0,1 

0.5 

5,43 

1.81 

1,04 

1,23 

11.4 

13.0        r 

MARTIN  MARIEHA  MATERIALS  MLM 

1843.0 

39 

-4 

16.4 

14,6 

217 

15 

1,4 

1.1 

1,42 

2.68 

2,62 

2.99 

4.0 

13,5        r 

MASCO  MAS 

8618.6 

19 

-24 

23.1 

20,6 

245 

12 

1,2 

0.8 

2,69 

1.28 

1.57 

1.67 

2.4 

15,5        [ 

PPG  INDUSTRIES  PPG 

7035.0 

42 

-33 

-3,7 

20,9 

224 

11 

0,8 

1.2 

3,84 

3.23 

3.91 

4.22 

7.1 

9,0        / 

RPM  RPM  (5) 

956.4 

9 

-8 

-14.8 

9.6 

146 

16 

0,5 

1.2 

5,33 

0.38 

0.81 

0.90 

2.2 

10,0        / 

SHERWIN-WILLIAMS  SHW 

3507.2 

22 

4 

11.3 

17.9 

196 

11 

0,7 

0.9 

2.48 

1.80 

1,96 

2.18 

2.3 

11,9        / 

TECUMSEH  PRODUCTS  TECUA 

774.6 

41 

-13 

6.5 

8.2 

78 

10 

0.5 

0.9 

3.13 

7.00 

4,37 

4.56 

15.4 

10.0        E 

USG  USG 

794,5 

18 

-61 

NM 

38.2 

80 

2 

0.2 

0.4 

3.28 

8.39 

6,40 

3.41 

9,4 

8,0       r 

VALSPARVAL(IO) 

1177.3 

28 

-34 

12.1 

19.8 

269 

14 

0.8 

0.9 

1.88 

1.87 

2.00* 

2.19 

4.1 

15.0        / 

VULCAN  MATERIALS  VMC 

4329.6 

43 

7 

11,1 

17.2 

297 

17 

1.8 

1.4 

1.96 

2,35 

2.53 

3.03 

7,3 

12.0        / 

WATSCO  wso 

287.0 

U 

-7 

NA 

9.9 

91 

10 

0.2 

0,5 

0.93 

0.99 

1.13 

1.30 

4.6 

18.0        f 

\ 

YORK  INTERNATIONAL  YRK 

993.8 

26 

-5 

NM 

12  7 

129 

10 

0.3 

0,8 

2.30 

1.93 

2.58 

3.04 

12.5 

12.0        I, 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  AVERAGE                                          994.9 

30 

41 

32.4 

16.7 

134 

9 

0.4 

0.5 

0.34 

2.76 

4.03 

4.57 

9.9 

13.0 

BEAZER  HOMES  USA  BZH  (9) 

265.3 

31 

63 

23.9 

16,1 

98 

5 

0.2 

0,5 

0.00 

4.15 

5,06' 

5.96 

1,0 

13.0         1 

j 

CtNTEXClX(i) 

2088.7 

35 

43 

46.6 

15,7 

137 

9 

0.3 

0.7 

0.45 

4.22 

4,19 

4.92 

6,1 

12.0        / 

CHAMPION  ENTERPRISES  CHB 

147.6 

3 

63 

-2.3 

1,3 

33 

24 

0.1 

NM 

0.00 

1.02 

0.21 

0.14 

92,9 

6.0         i 

CLAYTON  HOMES  CMH  (6) 

1383.9 

10 

10 

9.4 

12.9 

130 

10 

1.1 

0,6 

0.64 

1.06 

1.03" 

0.99 

7,1 

16.6        / 

H0RT0N(D.R.)DHI(9) 

1250.9 

19 

46 

25,3 

19,8 

129 

7 

0,3 

0,4 

0.86 

2.29 

2,81' 

3.15 

1,9 

16.0        / 

KAUFMAN  &  BROAD  HOME  KBM  (1 1) 

1234.8 

31 

30 

52.1 

29.3 

180 

7 

0,3 

0,5 

0.96 

3,08 

4,14 

4.62 

4,1 

15.0        1 

LENNARLENMl, 

1982.9 

32 

96 

27.6a 

16.1 

178 

11 

0,5 

0,6 

0.16 

2,74 

3,37 

3.88 

1.6 

15.0        / 
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IINTERNATIOHAt:  KNOWS  THE  PEN 
US  MIGHTIER 

I  WAN  THE  SWORD. 

LOTUS  KNOWS  r 

MH    0THE  MOUSE  IS 

FASTER  THAN  THE  PEN. 


With  Lotus  and  Interliantt  a  Lotus  Business  Partner,  Amnesty  International  can  now 
respond  to  cases  of  human  rights  violations  in  record  time  via  the  Urgent  Action  Network. 

Instead  of  waiting  days  for  reports,  members  receive  them  in  seconds,  so  they  can 
take  lifesaving  action  even  faster.  Plus,  Amnesty  International  can  now  share  case  updates 
among  members  through  a  worldwide  knowledge  base.  It's  just  one  of  the  ways 
Lotus  helps  people  work  together.  To  learn  more,  visit  www.lotus.com/superhumansoftware 
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INVESTMENT  OUTLOOK  SG 

OREBOA 

MARKET 
VALUE 

RDI 

^^ 

^■B 

■■■ 

H| 

■Hj 

^H 

^H 

■j^H 

■jH 

RECENT 
SHARE 
PRICE 

2000 

PRICE 

CHANGE 

% 

EARNINGS 

GROWTH 

l99e.-99 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 

RATIO 

PRICE^ 
SALES 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 

% 

EARNINGS  PER  SHARE 

COMPANY  SIOCK  SYMBOL  (FY) 

1999 
ACTUAL 

l/B/E/S 
2000 

ANALYST 
EST 

2001  ESTIMATES  FROM  ANALYSTS      1 
LONG-TERM       1 
l/B/E/S      VARIA-      GROWTH       Sl 
CON-         TION          RATE       EqI 
SENSUS        %             %        RAt| 

M.D.C.  HOLDINGS  IVIOC 

590,4 

28 

'   '79~ 

~  NA 

25,1 

134 

5 

0,4 

0,4 

0.86 

TsE' 

5.40 

5.61 

2.1 

13.0        E 

NVR  NVR 

804.6 

91 

91 

77,8 

61,2 

303 

7 

0,4 

0,6 

0.00 

9,01 

13,19 

15.10 

0,6 

15.0         1 

i 

PULTE  PHM 

1571.7 

39 

72 

46,3 

17,8 

138 

8 

0,4 

0,7 

0.41 

4.07 

4.95 

5.43 

4.6 

11,8         f 

RYLAND  GROUP  RYL 

459.1 

35 

52 

NM 

16,8 

109 

7 

0,2 

0,6 

0.46 

4.30 

6.78 

6.28 

1.0 

10  0         £ 

TOLL  BROTHERS  TOL  (10) 

1451.3 

40 

114 

17,2 

17,5 

210 

12 

0,9 

0,7 

0.00 

2.75 

3,66 

4.22 

1,0 

16,0         i 

WEBB  (DEL)  WBB  (b) 

446  8 

24 

3 

NM 

15,4 

89 

5 

0,2 

0,4 

0,00 

3.11 

4, 00' 

4  28 

0,7 

150        E 

i 

I 

WYNDHAM  INTERNATIONAL  WVN 

251,1 

'S 

49 

NA 

-:'0.7 

13 

NM 

0  1 

NM 

0.00 

-7,14 

-0  88 

-0  65 

13,9 

8,0         t 

IJikfl 
INDUSTRY  AVERAGE 

7043.3 

i 

23 

-5 

13.9 

14.4 

228 

24 

mm 
1.1 

1.1 

1.29 

1.12 

1.50 

1.72 

13.0 

15.3 

(A)  EATING  PLACES 

GROUP  AVERAGE 

BRINKER  INTERNATIONAL  EAT  (6) 

6725.6 

2676.6 

27 

41 

24 

69 

22.8 

15.1 

282 

344 

17 

22 

1.1 

1.2 

1.2 

1,5 

0.22 

0.00 

1.48 

1,25 

1.60 

1,75* 

1.81 

2.10 

23.8 

1,9 

14.4 

41,4 

16.2 

15.5        E 

CBRLGR0UPCBRL(7) 

1359.1 

22 

124 

-0.7 

7.3 

161 

20 

0,8 

1,4 

0.09 

1,16 

1,02* 

1.36 

2.2 

15.0        A 

1     1 

CKE  RESTAURANTS  CKR(l) 

123.1 

2 

-59 

NM 

-14.3 

23 

NM 

0.1 

NM 

0.00 

-0,57 

-0,33 

-0.04 

200.0 

10.0        E 

1 

DARDEN  RESTAURANTS  DRI  (5) 

3150.1 

26 

46 

30,9 

19.2 

324 

18 

0.8 

1,2 

0.30 

1,34 

1.50 

1.81 

1.7 

13.5        r 

•' 

JACK  IN  THE  BOX  JBX  (9) 

1034.8 

27 

31 

49,8 

37.1 

383 

11 

0.6 

0,5 

0.00 

1.96 

2.55* 

2.25 

0.9 

17.5        r 

MCDONALD'S  MCD 

41797.7 

32 

-21 

9,8 

20.9 

475 

22 

3.0 

1.8 

0.68 

1,39 

1.50 

1.58 

2.4 

12.0        A 

OUTBACK  STEAKHOUSE  OSI 

2088.7 

27 

5 

18,0 

17.9 

257 

15 

1.1 

0.8 

0.00 

1.67 

1.87 

2.17 

0.9 

17.5        E 

TRICON  GLOBAL  RESTAURANTS  YUM 

5256.0 

35 

-7 

NA 

NM 

NM 

13 

0.7 

0.8 

0.00 

3.92 

2.95 

3.23 

2.2 

15.0        ^ 

WENDY'S  INTERNATIONAL  WEN 

3044,4- 

27 

29 

10.2 

16.3 

283 

18 

1.4 

1.3 

0.89 

1.32 

1.50 

1.59 

1.8 

14,0        A 

(B)  ENTERTAINMENT 

1      'J 

GROUP  AVERAGE 

14859.6 

24 

9 

-8 

-31 

14.2 

NM 

5.1 

-1.0 

144 

27 

34 

NM 

1.5 

1.5 

0.12 

0.87 

0.58 

-0.44 

0.92 

0,65 

1.15 

0.80 

15.6 

8.8 

18.4 

BLOCKBUSTER  BBI 

1618,8 

0.3 

0.7 

20.0         T 

FOX  ENTERTAINMENT  GROUP  FOX  (6) 

11585,0 

15 

-36 

-28.1 

1.8 

149 

84 

1.4 

4.2 

0.00 

0.33 

0,20* 

0,33 

24.2 

19.0      r 

HARRAH'S  ENTERTAINMENT  HET 

3268,5 

28 

6 

22,6 

14.4 

225 

15 

1.0 

1.1 

0.00 

1.71 

1,64 

2,05 

2.4 

15.4         E 

;     i' 

MANDALAY  RESORT  GROUP  MBG  (1) 

1511,6 

20 

-1 

-14.5 

10,7 

145 

14 

0.5 

0.8 

0.00 

0.70 

1,64 

1,91 

5.2 

15.0        E 

i 

MGM  MIRAGE  MGG 

4551,3 

29 

14 

14.0 

5,9 

195 

28 

1.8 

1.0 

0.00 

0.79 

1,66 

1.87 

3.7 

17.0        E 

PARK  PLACE  ENTERTAINMENT  PPE 

4012.6 

13 

8 

1.1 

4.4 

105 

25 

0.9 

1.3 

0.00 

0.45 

0,69 

0.79 

2.5 

15.0         h 

VIACOM  VIA  8 

77469.7 

51 

-15 

89.9 

-0.5 

161 

NM 

4.4 

NM 

0.00 

0.51 

-0.01 

0,29 

62.1 

27.5         E 

(C)  HOTEL  &  MOTEL 

GROUP  AVERAGE 
CRESTLINE  CAPITAL  CLJ 

4009.2 

375.8 

22 

24 

9 

16 

12.3 

NA 

11.8 

183 

15 

0.7 

1.0 

0.72 

0.18 

1.43 

1.39 

2.9 

15.7 

9,8 

93 

11 

0.1 

1,4 

0.00 

1.91 

2,36 

NA 

NA 

7.5        h 

HILTON  HOTELS  HLT 

3456.0 

9 

-2 

9.5 

16,5 

244 

14 

1.1 

1,1 

0.85 

0.66 

0,69 

0.79 

3.8 

13.0        E 

MARRIOTT  INTERNATIONAL  MAR 

9944,4 

41 

31 

15.2a 

13,9 

328 

26 

1.0 

1,4 

0.58 

1.61 

1,91 

2,17 

0.9 

15.0        ^ 

i     I 

MERISTAR  HOTELS  &  RESORTS  MMH 

82.9 

2 

-35 

NA 

9,2 

86 

9 

0.1 

0,3 

0.00 

0.24 

0,28 

0,35 

5.5 

25.0        h 

STARWOOD  HOTELS  &  RESORTS  HOT 

6187.0 

32 

35 

NM 

9,5 

166 

18 

1.4 

1.0 

2.15 

-3.41 

1.92 

2.23 

1.4 

17.0        h 

(D)  OTHER  LEISURE 

GROUP  AVERAGE 

4221.5 

19 

-29 

7.1 

19.9 

258 

28 

1.1 

0.9 

2.89 

1.53 

1.75 

2.06 

6.7 

14.0 

AMERICAN  GREETINGS  AM  (2) 

584.4 

9 

-51 

-2.9 

9,4 

50 

6 

0.3 

0.7 

4.35 

1.37 

1,30 

1.60 

10.7 

10.0        A 

BRUNSWICK  BC 

1501.3 

17 

-23 

-26.3 

3,9 

144 

36 

0.4 

0.5 

2.91 

0.41 

2,72 

3,01 

0.7 

13.0         E 

CARNIVAL  COL  (11) 

13260.5 

23 

-53 

20.8 

17,7 

230 

13 

3.5 

0.9 

1.86 

1.65 

1,63 

1,81 

3.3 

16,0        A 

1 

EASTMAN  KODAK  EK 

12607.1 

42 

-37 

4.5 

44,6 

333 

8 

0.9 

0.9 

4.19 

4.33 

5,07 

6.44 

4.8 

9,0       e 

FLEETWOOD  ENTERPRISES  FLE  (4) 

409.3 

13 

-39 

13.4 

0,7 

75 

89 

0.1 

NM 

6.08 

2.41 

-0,33 

0.93 

NA 

14.0        E 

HARLEY-DAVIDSON  HDI 

13769.4 

45 

42 

24.0 

24,3 

1018 

43 

4.8 

2,1 

0.22 

0.87 

1.09 

1.28 

2.3 

19.6        E 

i 

HASBRO  HAS 

1992.4 

12 

-39 

5.3 

6,3 

134 

24 

0.5 

2,2 

2,08 

0.93 

0.43 

0.58 

13.2 

12.6        E 

MATTEL  MAT 

5356.8 

13 

-4 

NM 

3,6 

410 

115 

1.1 

1,6 

2.86 

-0.21 

0.67 

0,84 

7.1 

12,0        E 

1 

MUSICLAND  STORES  MLG 

208.6 

7 

-23 

NM 

51,8 

220 

4 

0.1 

0,3 

0.00 

1.60 

1.58 

1.67 

5.6 

16,0        r 

POLARIS  INDUSTRIES  PI  1 

873.0 

37 

2 

9.0 

42,0 

458 

11 

0.6 

0.7 

2.39 

3.07 

3.46 

3.85 

0.3 

16,0        A 

POLAROID  PRO 

338,9 

8 

60 

NM 

18,8 

88 

6 

0.2 

0,5 

8.00 

0.20 

1.24 

1,51 

16.6 

11,0        E 

ROYAL  CARIBBEAN  CRUISES  RCL 

3583.9 

20 

60 

16,4 

13  1 

104 

8 

1.3 

0,5 

2.62 

2,05 

2.30 

2.45 

6.1 

18,0        A 

1 
i 

TRANS  WORLD  ENTERTAINMENT  TWMC  (1 )     394  1 

8 

23 

NM 

i,:',9 

84 

7 

0,3 

0  3 

0,00 

1,15 

1  5  3 

1,79 

y.  ■! 

7  ' ,         E 

Ea            ...*«— 

KHBBI 
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INDUSTRY  AVERAGE 

7308.5 

31 

-14 

12.9 

17.8 

235 

15 

0.9 

1.1 

1.73 

1.85 

2.23 

2.79 

7.5 

13.3 

(A)  GENERAL  MANUFACTURING 

1 

1 

GROUP  AVERAGE 
AVERY  DENNISON  AVY 

8954.0 

6078,3 

39 

55 

-2 

-25 

18.2 

12,6 

18.9 

35,7 

317 

765 

19 

19 

1.4 

1,6 

1.1 

1,5 

1.89 

1.96 

1.77 

2,13 

2.62 

2.95 

3.17 

2.5 

2.5 

14.3 

2.87 

13,0        A 

P' 

CARLISLE  CSL 

1280.2 

42 

18 

22,1 

19.8 

237 

12 

0,7 

0,8 

1.89 

3,13 

3.62 

4.08 

0.7 

15.0        A 

CORNING  GLW 

51643,8 

59 

36 

NM 

7,9 

558 

80 

7,9 

1,9 

0.41 

0,65 

1.17 

1.42 

2.1 

27,0        E 

ENERGIZER  HOLDINGS  ENR  (9) 

1845.3 

19 

NA 

NA 

25,5 

261 

13 

1,0 

1,0 

0.00 

1,56 

1.49* 

1.87 

1.6 

13,0        r 

EXIDE  EX (3) 

230,3 

9 

9 

NA 

NM 

NM 

NM 

0,1 

1,2 

0.88 

5,40 

0.61 

0.93 

3.2 

12,0        f 

1 

FORTUNE  BRANDS  FO 

4498,7 

29 

-13 

NM 

13,0 

175 

14 

0,8 

1.0 

3.33 

5.35 

2.32 

2.58 

2.3 

12.0        E 

1 

HARSCOilvC 

850,7 

21 

-33 

15,4 

14,8 

130 

9 

0,5 

0,7 

4.41 

2.21 

2.45 

2.87 

4.2 

12,0        A 

It    ■ 

HILLENBRAND  INDUSTRIES  HB  (11) 

3187,6 

51 

61 

10.2 

15.4 

387 

26 

1,6 

1.7 

1.57 

1.87 

2.44 

2.74 

1.8 

12.0        A 

1,1'    ■■ 

lOHNSON  CONTROLS  JCI  (9) 

4733,6 

55 

-3 

20.3 

18,9 

212 

11 

0,3 

0,7 

2,03 

4,48 

5.09' 

5.53 

2.2 

15,0        A 

MINNESOTA  MINING  &  MFG.  MMM 

39394,0 

100 

2 

9,0 

29,5 

612 

21 

2,4 

1,9 

2.32 

4,34 

4.76 

5,27 

1.3 

11.0        A 

1 

NEWELL  RUBBERMAID  NWL 

5181,8 

19 

-33 

NA 

16,8 

218 

13 

0,8 

0,8 

4,32 

0,34 

1.71 

1,83 

2.2 

15,0        A 

♦.4^' 
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tre  are  a  lot  of  cities  in  Asia  just  waiting  for  your  business.  But  there's  only  one  riglit  way  to  connect  with  them. 
Communications.  As  Japan's  largest  telecommunications  company,  NTT  Communications  can  provide  your 
illness  with  everything  it  needs  to  stay  ahead  of  the  competition,  including  our  one-stop  network  solutions 
'iice:  Arcstar.  Currently  serving  25  major  cities  around  the  world  and  available  in  53  countries,  Arcstar  can 
e;lop  the  network  solution  that's  right  for  you.  And  with  special  focus  on  IP  (Internet  Protocol),  Arcstar  offers  top 
iility,  high-speed  and  secure  access  to  the  Internet.  So  when  it  comes  to  connecting  to  Shanghai,  or  anywhere 
■    in  the  world,  connect  with  NTT  Communications.  Yo  u  r   trusted    partner    in    Network   Solutions. 

Global  Connections  From  East  to  West.  ' 


NTT  Communications 


www.ntt.com/world 


.-^'ISeoul     Beijing     Shanghai     Taipei     Hong  Kong      Hanoi      Bangkok      Manila     Kuala  Lumpur     Singapore     Jakarta      _,_ 
Geneva      Dusseldorf      Frankfurt      Milan      New  York      Washington  O.C.      Virginia      San  Francisco      Los  Angeles      Rio  de  Ja 


nmunications  Group  in  the  Americas:  NTT  America  New  York  Head  Office  +1-212-661-0810  /  Washington  D.C.  Office  *  1  -202-312-1444  /  Virginia  Office  +1-703- 
3  /  New  England  Office  +1-978-392-4764  /  Chicago  Office  +1-773-693-0080  /  l^ounlain  View  Office  +1-650-940-1414  /  Seattle  Office  +1-425-254-0900  /  Los 
I  Office  +1-310-516-2111  /  NTT  do  Brasil  Telecomunicacoes  Ltda.,  Sao  Paulo  Head  Office  +55-11-253-0108  /  Rio  de  Janeiro  Office  +55-21-553-7297 
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EARNINGS  PER  SHARE 

■^ 

■ 

2001  ESTIMATES  FROM  ANALYSTS 

COMPANY  SIOCK  SYMBOL  (FY) 

MARKET 
VALUE 

RECENT 
SHARE 
PRICE 

2000 

PRICE 

CHANGE 

% 

EARNINGS 

GROWTH 

1995-99 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE 
SALES 
RATIO 

P-E 

TO 

GROVIfTH 

RATE 

YIELD 
% 

1999 
ACTUAL 

l/B/E/S 
2000 

ANALYST 
EST. 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 
% 

LONG-TERM 

GROWfTH 

RATE 

% 

S8 
EQL 
RANI 

PARKER  HANNIFIN  PH  (6) 

4505.3^" 

39 

-25 

11.6 

17.5 

188 

10 

""oTi"' 

1.0 

1.76 

2.83 

3.31* 

3.67 

1.1 

11.8 

A- 

TELEFLEX  1  f  X 

1515.9 

40 

27 

15.8 

16,0 

230 

15 

0.9 

0,9 

1,51 

2.47 

2.82 

3,18 

1.6 

16,0 

A 

TOWER  AUTOMOTIVE  TWR 

410.3 

9 

-41 

45.4 

14.4 

50 

4 

0.2 

0.3 

0.00 

2.10 

1.97 

2.12 

8.0 

15.0 

N 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  AVERAGE 

1607.5 

26 

-22 

7.5 

27.2 

219 

10 

0.6 

0.9 

2.16 

3.06 

2.66 

3.07 

3.4 

12.2 

BLACK  &  DECKER  BDK 

29802 

36 

-31 

9.6 

44.8 

388 

9 

0,6 

0,6 

1,33 

3.40 

4,00 

4,42 

2.0 

15,0 

B 

KENNAMETAL  KMT  (6) 

884.1 

29 

-15 

-10.0 

6.7 

113 

17 

0.5 

1.4 

2.37 

1.31 

1.71* 

2,49 

6.8 

12,0 

8 

SNAP-ON  SNA 

1509.2 

26 

-2 

4.3 

16.1 

184 

11 

0,7 

1,1 

3,70 

2.16 

2,44 

2,75 

3.6 

10,0 

B 

STANLEY  WORKS  SWK 

2315.5 

27 

-11 

26.1 

27.3 

330 

12 

0.8 

1.2 

3.42 

1.67 

2.23 

2,44 

2.1 

10.0 

B 

TEREX  TEX 

348.4 

13 

-53 

NM 

40.9 

78 

2 

0.2 

0.3 

0.00 

6.75 

2.94 

3.25 

2.5 

14.0 

8 

(C)  SPECIAL  MACHINERY 

GROUP  AVERAGE 

10007.5 

580,9 

32 

10 

-18 

8.7 

16.2 

-4.1 

216 

75 

13 

NM 

0.9 

1.2 

1.65 

0.41 

2.17 

-0,20 

2.58 

2.94 

12.4 

32,9 

13.2 

10.0 

N 

AGCO  AG 

-27 

NM 

0,3 

3.6 

0.27 

0.70 

APPLIED  MATERIALS  AM  AT  (10) 

32800.7 

40 

-36 

4.9a 

29.1 

462 

17 

3,4 

0.7 

0.00 

0,88 

2.40* 

3.11 

8,7 

25.0 

B 

BRIGGS  &  STRATTON  BGG  (6) 

801.8 

37 

-31 

17,1 

26.9 

206 

8 

0,6 

0,8 

3,34 

4,52 

5,97* 

4,28 

2,8 

8.0 

A 

CATERPILLAR  CAT 

13513.6 

39 

-16 

-1,8 

18.5 

244 

13 

0.7 

1.4 

3.46 

2,63 

2,90 

3,40 

7,1 

10,0 

B 

CUMMINS  ENGINE  CUM 

1352.5 

35 

-27 

-6.9 

10,5 

93 

9 

0,2 

1,1 

3.40 

4,13 

4.09 

4,14 

8,0 

8,0 

B 

DEERE  DE(IO) 

9545.1 

41 

-6 

-9.9 

11.2 

219 

20 

0,7 

2.0 

2.16 

1,02 

2.06* 

2,66 

5,3 

10,0 

B 

DOVER  DOV 

8314,3 

41 

-10 

9.2a 

22.4 

359 

16 

1,6 

1.1 

1.22 

1,92 

2.58 

2.94 

2.0 

14.5 

A 

FMC  FMC 

2067.8 

68 

18 

12.9 

24.8 

284 

12 

0,5 

1.1 

0.00 

6.67 

6.48 

7.31 

2.1 

10.0 

B 

ILLINOIS  TOOL  WORKS  ITW 

17013.1 

56 

-17 

14.3 

17,7 

322 

18 

1,7 

1,3 

1.42 

2.76 

3,30 

3.75 

1.1 

13.0 

A 

INGERSOLL-RAND  IR 

6460.8 

40 

-27 

21.5 

17,1 

190 

11 

0.8 

0.9 

1.69 

3.29 

3.75 

4,12 

3.6 

12.0 

A 

ITT  INDUSTRIES  ITT 

2928,6 

33 

0 

67.0a 

22,5 

254 

12 

0,6 

0.8 

1.80 

2,53 

2.91 

3.30 

1.2 

14.0 

N 

LAM  RESEARCH  LRCX  (6) 

1866.2 

15 

-60 

4.1 

34.8 

264 

8 

1.3 

0.5 

0.00 

-0,98 

1,53* 

2.12 

3,3 

20.0 

C 

McDERMOn  INTERNATIONAL  MDR 

542.9 

9 

-1 

NA 

-2,5 

68 

NM 

0,3 

2.7 

0.00 

NA 

0.22 

0.60 

10,0 

15,0 

B 

MILACRON  UZ 

523.8 

15 

-1 

9.3 

15.1 

110 

8 

0,3 

0.6 

3.15 

1.89 

2.04 

2.22 

1,4 

12.0 

B 

PENTAIR  PNR 

1367.8 

28 

-27 

11.8 

12.2 

132 

11 

0,5 

0.8 

2,41 

2.33 

2.35 

3.37 

3.9 

15.0 

A 

TIMKEN  TKR 

806.5 

13 

-34 

-13.5 

6.6 

80 

12 

0,3 

1,1 

5.36 

1.01 

1.18 

1.29 

10.1 

10.0 

B 

TOROTTC(IO) 

425.4 

33 

-10 

-3,2a 

13,6 

131 

10 

0,3 

0.8 

1-44 

2.64 

3.43 

3,92 

0.8 

12.0 

B 

TYCO  INTERNATIONAL  TYC  (9) 

89005.5 

53 

35 

NA 

29.4 

579 

24 

3,1 

1.2 

0.10 

1.53 

2.18* 

2,74 

2.2 

20.0 

B 

UNOVA  UNA 

225.0 

4 

-69 

2,5 

3.0 

31 

10 

0.1 

NM 

0.00 

0.54 

-0.62 

-0.10 

130.0 

12.0 

N 

(D)  TEXTILES 

GROUP  AVERAGE 

764.0 

14 

-19 

20.9 

11.8 

132 

15 

0.3 

0.8 

NM 

1.33 

0,00 

1.53 

-0.57 

0.19 

-10.12* 

1.90 

0,00 

7.2 

NA 

12.4 

10,5 

C 

BURLINGTON  INDUSTRIES  BUR  (9) 

68.9 

1 

-67 

NM 

NM 

73 

NM 

0,0 

INTERFACE  IFSIA 

427.7 

8 

46 

-6,9 

4.0 

118 

30 

0,3 

0.9 

2.14 

0,46 

0.60 

0.76 

10.5 

15,0 

B 

MOHAWK  INDUSTRIES  MHK 

1255.7 

24 

-10 

88,1 

22,4 

172 

8 

0,4 

0.6 

0.00 

2.61 

3.08 

3.40 

3,2 

14,0 

B 

SHAW  INDUSTRIES  SHX 

2331.5 

19 

21 

36,7 

16,4 

291 

19 

0,6 

0.8 

1.06 

1.62 

1,58 

1.88 

4.3 

15.0 

B 

SPRINGS  INDUSTRIES  SMI 

488.4 

27 

-32 

0,7 

9,8 

60 

6 

0,2 

0.8 

4,84 

3,80 

4,00 

4,51 

5,3 

9,0 

A 

UNIFI  UFI  (6) 

460.8 

9 

-30 

-14,0 

6  3 

77 

13 

0.4 

17 

000 

0  97 

065' 

0  75 

120 

80 

B 

WESTPOINT  STEVENS  WXS 

3153 

6 

-64 

NM 

NM 

NM 

NM 

0,2 

0,3 

1,26 

1  84 

1  52 

1  98 

8  1 

15,0 

^ 

UM                                                               mmm.                           m 

INDUSTRY  AVERAGE 

2281.6 

15 

-AA 

-9.8 

4.4 

138 

29 

0.4 

3.6 

2.42 

0.53 

1.08 

1.69 

29.7 

10.9 

I 

(A)  ALUMINUM 

T 

GROUP  AVERAGE 

12382.2 

24381.5 

17 

28 

-35 

6.6 

37.7 

378 

12 

0.7 

1.6 

0.89 

0.37 

1.04 

1.85 

1.73 

2.57 

30.0 

19.1 

11.8 

ALCOA  AA 

-32 

6,6 

13.0 

223 

16 

1.2 

1.2 

1.77 

1.41 

12.5 

B 

KAISER  ALUMINUM  KLU 

382.9 

5 

-37 

NM 

62.5 

533; 

8 

0.2 

2.0 

0.00 

-0.68 

0.22 

0.88 

40.9 

11.0 

(B)  STEEL 

1  1 

GROUP  AVERAGE 

737.2 

13 

-52 

-52 

-10.5 

-45,3 

-1.0 

8,3 

73 

75 

21 

9 

0.2 

1.2 

2.93 

0.80 

1.16 

1.68 

40.7 

14,1 

9.1 

7,8 

N 

AK  STEEL  HOLDING  AKS 

982.2 

9 

0.2 

0.9 

5,48 

0.62 

1,37 

1.70 

BETHLEHEM  STEEL  8S 

298.1 

2 

-73 

NM 

-6.3 

24 

NM 

0,1 

NM 

0.00 

-1.72 

-0.86 

-0.64 

76.6 

4,9 

B 

COMMERCIAL  METALS  CMC  (8) 

322.7 

25 

-28 

1,9 

11,0 

77 

8 

0,1 

1.5 

2.12 

3.22 

3,25* 

3.20 

4,4 

5,0 

A 

NATIONAL  STEEL  NS 

72.3 

2 

-76 

NM 

-9.1 

9 

NM 

0,0 

NM 

0,00 

-1.04 

-2,62 

-0.46 

176.1 

10,0 

B 

NUCOR  NUE 

2705,9 

35 

-37 

-2,8 

15,9 

131 

9 

0,6 

0,6 

1.73 

2.80 

3.63 

4.00 

11,8 

15,0 

A 

RYERSON  TULL  RT 

185.8 

8 

-61 

5,9 

0.3 

27 

94 

0.1 

2.5 

2.67 

1.56 

0.34 

0.80 

21.3 

9.0 

B 

TEXAS  INDUSTRIES  TXI  (5) 

468.8 

22 

-48 

-2,2 

11,0 

65 

6 

0,3 

0,7 

1.35 

3,15 

3,38 

4,29 

9.3 

10,0 

8 

USX-U.S.  STEEL  GROUP  X 

1264.9 

14 

-57 

-39.3 

7.0 

61 

9 

0.2 

1,5 

7.02 

0,48 

1.37 

1.92 

40.6 

6.9 

^ 

WALTER  INDUSTRIES  WLT  (5) 

283.3 

6 

-43 

NM 

-59.9 

145 

NM 

0.1 

0.9 

1.96 

-2.15 

0.65 

0.70 

NA 

10.0 

^ 

WORTHINGTON  INDUSTRIES  WOR  (5) 

787.9 

9 

-45 

8.3 

12.3 

117 

10 

0.4 

0.7 

6.97 

1.06 

1.10 

1.30 

12.3 

12,5 

A 

(C)  OTHER  METALS 

GROUP  AVERAGE 

1601.9 

17 

-34 

4 

-12.1 

11,6 

2.6 

24.3 

166 

49 

0.6 

0,5 

7.1 

1,0 

2.14 

2,03 

0.18 

1,47 

0.98 

1,73 

1.68 

1,81 

15.6 

2,8 

13.1 

12,0 

U 

ENGELHARD  EC 

2515,7 

20 

279 

12 

1 

FREEPORT-McMORAN  COPPER  &  GOLD  FCX   1197.1 

8 

-62 

-10.8 

3.8 

NM 

73 

0,6 

1,8 

0.00 

0,61 

0,21 

0,99 

26.3 

21,0 

T 

GENERAL  CABLE  BGC 

168,7 

6 

-25 

7.9 

35.6 

142 

NM 

0,1 

0,4 

3,52 

0.95 

1.37 

1,53 

2.6 

10,0 

w  ■ 

NEWMONT  MINING  NEM 

2628. 1 

16 

-36 

-37.0 

1.3 

180 

142 

1,8 

370 

0,77 

0.15 

0.02 

0,62 

43.6 

21.1 

B 

OLIN  OLN 

780.8 

17 

13 

-32.3 

21  9 

225 

10 

0,5 

1,4 

462 

0,36 

1,86 

2.41 

5.0 

6.5 

B 

PHELPS  DODGE  PD 

3866. 1 

49 

27 

NM 

-6.1 

123 

NM 

0.9 

7.5 

4,07 

■4.13 

1,09 

3.42 

28.7 

6.0 

B 

SUPERIOR  TELECOM  SUT 

56.9 

3 

81 

NA 

8.5 

48 

6 

0,0 

0,3 

0.00 

1.86 

0.60 

1.00 

0.0 

160 

-k 
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Truth  is,  it  can  be  a  lot  of  fun. 

Especially  when  you're  creating 
breakaway  opportunities.  The  kind 
that  transforms  companies  and 
launches  careers.  At  Acxiom, 
we  help  you  invent  exciting  new 
ways  to  build  more  meaningful 
customer  relationships  every  day. 

We  do  it  through  innovative  data 
services  and  technologies  such  as 
Solvitur  SM,  InfoBase  ,  the  Acxiom 
Data  Network    and  our  exciting, 
newAbiliTec.  The  Customer  Data 
Integration  software  that  gives 
your  entire  organization  the  most 
accurate  picture  of  your  customer 
ever  assembled. 

Join  us  in  a  very  bright  future. 
One  where  we  reach  the  top 
together  and  just  keep  climbing. 

Acxiom.  Innovations  through 
Customer  Data  Integration. 
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INVESTMENT  OUTLOOK  SCI 

IREBOA 

MARKET 
VALUE 

Rni 

^_ 

^^ 

^^ 

^^ 

^ 

I 

num 

RECENT 

SHARE 
PRICE 

2000 
PRICE 

CHANGE 

EARNINGS 
GROWTH 

I9<)S-9S 

RETURN 

ON 

EQUITY 

PRICE  AS 
%0F 
BOOK 

VAI  UE 

P-E 

RATH) 

PRICE- 
SALES 

RAIHI 

P-E 

TO 
GROWTH 

RAIt 

YIFIO 

EARNINGS  PER  SHARE 

"1 

1 

COMPANY  STOCK  SYMBOL  (FY) 

ACTUAL 

l/B/E/S 
2000 

ANALYST 

EST 

2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA-       GROWTH       S 
CON-         TION           RATE        EQ 
SENSUS         %              %         \il\t. 

1 

UM        '-imifMH  ^ 

■oaa^i 

ILbbi,  ■-. 

INDUSTRY  AVERAGE 

18276.2 

889 

27 

21.3 

12.6 

261 

20 

1.5 

1.6 

1.53 

16.59 

13.73 

17.29 

5.7 

13.4 

(A)  FINANCIAL  SERVICES 

GROUP  AVERAGE 

27497.9  2167 

20 

29.3 

19.2 

379 

24 

1.8 

1.5 

1.13 

37.83 

30.17 

0.81 

38.37 

1.46 

5.3 

15.4 

ADVANCE  PARADIGM  ADVP  (3) 

832.8 

33 

54 

138.5 

21.5 

773 

37 

0,4 

1,4 

0.00 

0.85 

2.1 

30.0        1 

AMERICAN  EXPRESS  AXP 

73012.6 

55 

-1 

14.8 

24.4 

651 

27 

2.9 

1.9 

0.58 

1.81 

2.07 

2.36 

0,9 

13.8        ( 

BEAR  STEARNS  8SC  (5) 

4904.3 

46 

7 

NA 

16.5 

119 

NA 

NA 

0.7 

1,31 

NA 

5,81 

6,15 

20.8 

12.0        / 

BERKSHIRE  HATHAWAY  BRKA 

100497.5 

65900 

17 

11.2 

3.8 

169 

44 

3,7 

6.9 

0.00 

1025.00 

852.00 

1095,67 

8.8 

11.3         f 

BL0CK(H8.R)HRB(4) 

3212.0 

35 

-20 

20,5 

27.8 

385 

15 

1,2 

0.8 

3.41 

2.55 

2.92 

3,41 

2.4 

15,0        / 

CAPITAL  ONE  FINANCIAL  COF 

10979.7 

56 

16 

30.2 

24.7 

618 

27 

2,2 

1.0 

0.19 

1.72 

2.25 

2,89 

1.4 

25,0        1 

It 

CIT  GROUP  CIT 

4205.2 

17 

-20 

11.9 

9.5 

72 

8 

0,8 

0.6 

2.38 

2.22 

2.38 

2,73 

3.7 

12,0        t 

CITIGROUP  C 

223750.6 

50 

19 

16.5 

22.7 

431 

19 

2.4 

1.3 

1.12 

2.15 

2.76 

3.09 

2.9 

14,0        / 

COUNTRYWIDE  CREDIT  INDS.  CCR  (2) 

4255.3 

37 

47 

16.2 

12.0 

136 

11 

1.3 

0.9 

1,08 

3.52 

3.11 

3.50 

2.9 

14,0        / 

DUN  &  BRADSTREET  DNB 

1883.2 

23 

NA 

29.6 

NM 

NM 

16 

1.2 

1,5 

6,38 

NA 

1.43 

1.61 

9.3 

11.0        1 

E*TRADE  GROUP  EGRP  (9) 

2481.0 

8 

-69 

4.7 

1.0 

134 

133 

1,3 

4,7 

0,00 

-0,20 

0.06* 

0.22 

27.3 

28.5        ( 

EDWARDS  (A.G.)  AGE  (2) 

3622.7 

45 

40 

23.3 

24.7 

223 

10 

1.2 

NA 

1,43 

4.08 

4.29 

4.43 

4.1 

NA        / 

EQUIFAX  EFX 

4473.1 

33 

41 

15,6 

72.2 

1458 

21 

2,3 

1,2 

1,11 

1.55 

1.70 

2.01 

1,5 

16,0        / 

FANNIE  MAE  FN M 

78707.7 

79 

27 

17.3 

21.2 

468 

19 

2.0 

1,3 

1.42 

3.73 

4.28 

4.86 

0.6 

14.0        / 

FIDELITY  NATIONAL  FINANCIAL  FNF 

1629.2 

24 

67 

50.0 

7.7 

158 

18 

0.7 

0,9 

1.67 

2.27 

1.89 

2.34 

5,1 

14.5        f 

FIRST  AMERICAN  FAF 

1382.3 

22 

75 

128.8 

5.8 

165 

29 

0.5 

2.1 

1.10 

1.34 

1.01 

1.25 

11.2 

10.5        i 

FRANKLIN  RESOURCES  BEN  (9) 

8818,9 

36 

13 

15.1 

19.0 

297 

16 

3.8 

1.1 

0.66 

1.69 

2.28* 

2.38 

2.9 

14.0        / 

FREDDIE  MAC  ERE 

41779.7 

60 

28 

20.3 

17.3 

418 

18 

1.5 

1.2 

1.13 

2.95 

3.38 

3.87 

0.8 

14.5        / 

GOLDMAN  SACHS  GROUP  6S  (11) 

37939.8 

82 

-13 

NA 

25.1 

299 

13 

1.2 

1.0 

0.58 

5.57 

6.31 

6.68 

5.7 

13.0        1 

HELLER  FINANCIAL  HF 

2549.2 

26 

32 

4.5a 

11.9 

120 

9 

1.3 

0.7 

1.51 

2.74 

2.68 

3.05 

1.3 

15.0        1 

Ejii, 

HOUSEHOLD  INTERNATIONAL  HI 

23540.3 

50 

34 

20.8a 

21.2 

312 

15 

2.1 

0.9 

1.52 

3.07 

3.55 

4.05 

1.0 

15,0        / 

KANSAS  CITY  SOUTHERN  INDS.  KSU 

490.0 

8 

NM 

12.0 

6.9 

77 

4 

0.5 

1.0 

0.00 

5.58 

0.56 

0.78 

10.3 

15.5        E 

LANDAMERICA  FINANCIAL  GROUP  LEG 

405.1 

30 

63 

13.7 

3.9 

70 

17 

0.2 

1.3 

0.67 

2.79 

1.76 

2.34 

3.0 

13.5        I 

LEGG  MASON  LM  (3) 

2961.1 

46 

26 

30.7 

18.6 

346 

18 

2.0 

1.6 

0.79 

2.33 

2.46 

2.80 

2.1 

11.5        / 

LEHMAN  BROTHERS  HOLDINGS  LEH  (11) 

11906.0 

50 

17 

37.7a 

21,0 

178 

8 

0.5 

0.7 

0.44 

4.08 

6.24 

6.40 

5.9 

11.5        r 

MARSH  &  McLENNAN  MMC 

31608.4 

115 

20 

10.7 

18.8 

632 

35 

3.2 

2.0 

0.70 

2.62 

4.11 

4.75 

1.5 

14.0        / 

MERRILL  LYNCH  MER 

46701.6 

58 

39 

23.8 

21.2 

279 

14 

1.1 

1.1 

1.11 

3.09 

4,08 

4.15 

4.3 

13,5        / 

MORGAN  STANLEY  DEAN  WITTER  MWD  (11) 

71081.3 

63 

-11 

38.3 

31.3 

391 

12 

1.7 

0.9 

1.26 

4.10 

5,02 

5,44 

7.4 

14,0      r 

SCHWAB  (CHARLES)  SCH 

38298,8 

28 

9 

33.5 

18.6 

948 

51 

5.6 

2.2 

0.16 

0,47 

0,63 

0,76 

5.3 

20,0        / 

TD  WATERHOUSE  GROUP  TWE  (10) 

5032.2 

13 

-20 

NA 

9.5 

226 

24 

3.2 

1.2 

0.00 

0.28 

0.55* 

0,66 

7.6 

20.0        1 

USA  EDUCATION  SLIVI 

9495.0 

58 

_1L. 

NA 

37.3 

811__ 

19 

2.4 

1.3 

1.21 

3.06 

2.88 

3.53 

1.7 

15.0        / 

(B)  INSURANCE 

GROUP  AVERAGE 

13367.3 

49 

28 

14.0 

7.5 

186 

18 

1.3 

1.8 

1.75 

2.62 

2.92 

3.44 

6.4 

12.1 

AETNA  AET 

9514.6 

57 

21 

NA 

5.9 

84 

14 

0.3 

1.3 

1.19 

4.72 

4,20 

4.55 

6.2 

12.0       i 

AFLAC  AFL 

18660.5 

70 

49 

15.7 

15.2 

455 

31 

1.9 

2.0 

0.48 

2.07 

2.41 

278 

1.4 

15.0       t 

ALLMERICA  FINANCIAL  AFC 

3307.9 

62 

12 

NA 

8.9 

140 

16 

1.1 

0.9 

0.40 

6.21 

5.57 

6.22 

3.1 

12.0        [■ 

ALLSTATE  ALL 

28113.8 

38 

59 

12.5 

12.4 

167 

14 

1.0 

1.6 

1.78 

3.38 

2.61 

3.00 

4.3 

9.0        f 

AMERICAN  FINANCIAL  GROUP  AEG 

1120.0 

19 

-28 

-10.7 

3,9 

83 

21 

0.3 

1.2 

5,25 

2,44 

1.11 

1.81 

9.4 

14.0        E 

AMERICAN  GENERAL  AGC 

18869.4 

75 

-1 

14.0 

13.7 

272 

20 

1.7 

1,2 

2.35 

4,40 

5.17 

5.83 

1.2 

12.0        E 

AMERICAN  INTERNATIONAL  GROUP  AIG 

224465.3 

97 

34 

16.4 

14.9 

614 

42 

5.5 

2.8 

0.15 

2.15 

2.45 

2.81 

1.4 

14.0        t, 

AON  AOC 

7954.8 

31 

-22 

4.1 

12.4 

250 

20 

1.1 

1.3 

2.83 

1.33 

2.04 

2,34 

5.1 

12,0        i 

AXA  FINANCIAL  AXF 

24492.9 

56 

66 

8,1 

12,1 

383 

33 

2.8 

1.8 

0.18 

2.39 

2.05 

2,65 

11.3 

15,0       r 

BERKLEY  (W.R.)  BKLY 

911.7 

36 

72 

NM 

-3,7 

147 

NM 

0.5 

2.4 

1.45 

-1.34 

1.24 

2.49 

9.6 

12.0        E 

CHUBB  CB 

14233.6 

82 

45 

-0,5 

10,6 

212 

20 

2.0 

1.7 

1.62 

3.66 

3.96 

4.69 

2.8 

12.0        E 

CIGNA  CI 

20223.9 

132 

64 

-2.1 

18.6 

376 

22 

1.0 

1.3 

0,94 

3.54 

6.78 

7.63 

1.3 

15.0        E 

CINCINNATI  FINANCIAL  CINF 

5881.7 

37 

17 

3.3 

3.8 

107 

29 

2.6 

3.3 

2,08 

1.52 

1.40 

1.79 

5.6 

8.0       ; 

CNA  FINANCIAL  CNA 

6821.0 

37 

-4 

-53.5 

7,6 

73 

10 

0.4 

2.5 

0,00 

0.19 

1.90 

2.49 

4.4 

8,0        £ 

CONSECO  CNC 

2338.3 

7 

-60 

-2.4a 

-18,2 

58 

NM 

0,3 

0.9 

0.00 

1.79 

0.51 

1.07 

23.4 

15,0        £ 

EVEREST  RE  GROUP  RE 

2756.6 

60 

170 

324.9 

11.9 

187 

16 

2.0 

1.2 

0.40 

3.25 

4.00 

4.55 

2.9 

12.8        E 

FREMONT  GENERAL  FMT 

188,2 

3 

-64 

NM 

-62,5 

39 

NM 

0.1 

0.3 

6.95 

-0,64 

0.73 

0,98 

13.3 

11,0        f 

HARTFORD  FINANCIAL  SVCS.  GROUP  HIG 

15930,5 

71 

49 

12.5 

13,7 

236 

17 

1.1 

1.4 

1.41 

3,79 

4.26 

4,77 

1.1 

11,5        l> 

JEFFERSON-PILOT  JP 

7035.0 

68 

0 

17.1 

16,9 

234 

14 

2.3 

1.5 

2.17 

4.42 

4,27 

4,74 

1.1 

11,0        t 

JOHN  HANCOCK  FINANCIAL  SERVICES  JHF    9925.7 

32 

NA 

NA 

7,1 

177 

24 

1.3 

0.9 

0.95 

NA 

2,36 

2.59 

1.5 

14,5     r 

LIBERTY  FINANCIAL  L 

2031.1 

42 

83 

3,3 

8.5 

154 

18 

1.6 

1.6 

0.95 

2.07 

2,65 

2.84 

4.2 

10,0     r 

LINCOLN  NATIONAL  LNC 

8657.3 

45 

13 

11.6 

11.2 

191 

17 

1.3 

1.0 

2.57 

2.30 

3.61 

3.94 

3.3 

12.0       t 

LOEWS  LTR 

9319.0 

95 

56 

-24.8 

11.0 

88 

8 

0,5 

0.7 

1.06 

4.80 

10,90 

13.33 

4.4 

13.0        E 

MERCURY  GENERAL  MCY 

2087.3 

39 

73 

10.4 

11.8 

212 

18 

1.6 

1.6 

2,49 

2.44 

2.02 

2,30 

4.8 

12.0       t 

METLIFE  MET 

22722.4 

30 

NA 

NA 

62 

149 

24 

0,8 

1.2 

0,00 

NA 

1  96 

2,24 

1.3 

13.0     r 

MONY  GROUP  MNY 

1956.6 

42 

45 

NA 

18.2 

97 

6 

1,4 

0.8 

1,06 

5.24 

5.32 

2,62 

6.1 

10.0        t 

NATIONWIDE  FINANCIAL  SERVICES  NFS 

5284.7 

41 

47 

NA 

15.1 

187 

12 

1.7 

0,8 

1,17 

2.96 

3.51 

3.96 

1.5 

16.0     ^ 

OHIO  CASUALTY  OCAS 

493.8 

8 

-49 

6.6 

-5.9 

46 

NM 

0,3 

NM 

5.84 

1.73 

-1.25 

0.60 

28.3 

11.0     i 

OLD  REPUBLIC  INTERNATIONAL  ORI 

3070.0 

26 

91 

0.0 

10.9 

132 

12 

1,5 

1,2 

2.15 

1.75 

2.16 

2.46 

11.0 

10.0        t 

PROGRESSIVE  PGR 

6858.1 

94 

28 

4.7 

0.1 

245 

NM 

1,0 

12.6 

0.30 

3.96 

0.53 

3.16 

21.8 

14.0        1 

PROTECTIVE  LIFE  PL 

1548.3 

24 

-25 

16.0 

15,4 

151 

10 

0,9 

0,8 

2.17 

2.32 

2.37 

2.37 

0.8 

12.0        t 

REINSURANCE  GROUP  OF  AMERICA  RGA 

1767.1 

36 

29 

-8.8a 

11.6 

213 

18 

1.1 

0.9 

0.67 

1.15 

2.54 

2.90 

2.1 

15.0    J 

\   'A     Iv  J    !<:    ;  M  1    ■            i.A/l     [    1/      /     1,1    i      C   ^/l  [J  L"  D 
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And  here.  ^.^ 

And  here. 
.An^bere.     -» 

And  here. 


And  lie 


And  here. 


M 


And  here.    T 


Alcatel  is  here. 


And  here 


And  here.,,    ^nd  here. 


And  here. 


And  here 


/<*   V 


J 


"m 


And  here.    . 


And  here. 
And  here. 


And  here. 


to  bring  you  the  fastest  Internet. 


From  East  to  West,  the  Internet  has  taken  off,  and  the  world's  demand  for  high  bandwidth  data 
transmission  is  growing  exponentially.  The  companies  that  optimize  the  Internet  best  are  the 
companies  that  will  go  the  farthest.  And  the  technology  partner  that  can  create  an  advantage 
is  Alcatel.  We  hold  world  records  in  DWDM  terrestrial  and  submarine  transmission.  We  were 
the  first  to  demonstrate  DWDM  transmission  at  40  Gbits/s  on  1  28  channels.  When  it  comes 
to  end-to-end  solutions,  there  is  no  area  where  Alcatel  doesn't  excel.  And  that's  something  you 
can  never  get  enough  of.  Alcatel,  v/orld  leader  in  intelligent  optical  net>^orking. 


ARCHITECTS    OF    AN    INTERNET    WORLD 


! 

INVESTMENT  OUTLOOK  SC( 

IREBOA 

MARKET 
VALUE 

RDI 

RECENT 
SHARE 
PRICE 

M^H 

^^H 

^^^H 

^^^^mm 

B^^^ 

^^^ 

2000 

PRICE 

CHANGE 

% 

EARNINGS 

GROWTH 

1995-99 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 

10 

GROWTH 

RATE 

YIELD 
% 

EARNINGS  PER  SHARE 

■n 

COMPANY  STOCK  SYMBOL  (FY) 

1999 
ACTUAL 

l/B/E/S 

2000 

ANALYST 

EST. 

2001  ESTIMATES  FROM  ANALYSTS 
LONGTERM 
l/B/E/S      VARIA        GROWTH       S( 
CON-        TION          RATE       E0[ 
SENSUS        %             %        RAN 

'      1 

SAFECO  SAFC 

3421.2 

27 

8 

-12.0 

3.5 

80 

23 

0.5 

5.8 

5.52 

1.90 

0.46 

1,41 

19.9 

10  0        E 

1 

ST.  PAUL  SPC 

10927.3 

50 

49 

NA 

14.6 

156 

11 

1,3 

1.8 

2.16 

3.19 

2.78 

3,22 

2.5 

10,0        E 

j 

STANCORP  FINANCIAL  GROUP  SFG 

1383.2 

43 

72 

NA 

11,1 

154 

14 

1,1 

1,2 

0.65 

NA 

3.02 

3,42 

0.9 

12,1         N 

TORCHMARK  IMK 

4797.5 

38 

31 

6.4 

16.1 

228 

15 

2.0 

1,3 

0,95 

1.93 

2.85 

3.16 

1.0 

10,0        A 

f 

TRANSATLANTIC  HOLDINGS  TRH 

3311.0 

95 

22 

9,0 

9.9 

184 

19 

1,7 

1,6 

0.57 

5.37 

5.48 

5.98 

3.3 

11,0        A 

UNITRIN  UNIT 

2440.3 

36 

-4 

10.4 

7.4 

146 

21 

1.3 

NA 

4.17 

2.74 

1.45 

1.90 

18.4 

NA        E 

j: 

UNUMPROVIDENT  UNM 

6503.2 

27 

-16 

NM 

10.5 

126 

12 

0.7 

1.0 

2.19 

-0.77 

2.38 

2.71 

3.3 

12.0        E 

(C)  SAVINGS  &  LOAN 

GROUP  AVERAGE 

6473.2 

33 

45 

20.4 

12.9 

185 

155 

14 

10 

1.6 

1,4 

0.9 

0.9 

2.04 

2.45 

2.76 

3.10 

3.3 

12.1 

ASTORIA  FINANCIAL  ASFC 

2243.4 

45 

47 

25.4 

16.0 

2.32 

4,37 

4.28 

4.38 

3,4 

11.5      r 

CHARTER  ONE  FINANCIAL  CF 

4985.2 

24 

32 

24.7 

14.8 

214 

15 

2,0 

1.0 

3.00 

1.46 

2,09 

2.31 

2.2 

12,0        E 

DIME  BANCORP  DME 

2727.2 

25 

64 

36,6 

8.1 

169 

19 

1,3 

1,0 

1.61 

2,17 

2.39 

2.74 

2,6 

11,0        E 

GOLDEN  STATE  BANCORP  GSB 

3422.9 

26 

48 

-1.1 

17.8 

177 

11 

0,8 

1.0 

1.57 

2.29 

2.43 

2.67 

3.8 

11.0      ^ 

i 

GOLDEN  WEST  FINANCIAL  GDW 

9260.2 

59 

75 

21.5 

14.8 

265 

18 

2,6 

1.4 

0.43 

2.87 

3.38 

4,11 

4.4 

12.0        f 

1 

j 

GREENPOINT  FINANCIAL  GPT 

3078.5 

30 

28 

19,1 

12.0 

148 

11 

2,0 

0.9 

3.29 

2.23 

2.80 

3.15 

3.2 

12.0      ^ 

i 

SOVEREIGN  BANCORP  SVRN 

1573,0 

7 

-9 

10,7 

-05 

83 

NM 

07 

04 

1,47 

1  01 

1,20 

1  32 

3  8 

14  0         A 

WASHINGTON  MUTUAL  WM 

24494,8 

45 

76 

25,7 

19,9 

26,3 

13 

1,6 

1,0 

2,64 

3,16 

3,50 

4  11 

3  2 

13,0     e 

EM 

HHH 

m^m 

gl|gj]j|j 

■H^ 

^g^.,. 

:■! 

INDUSTRY  AVERAGE 

30247.9 

37 

-11 

22.7 

17.9 

838 

61 

9.0 

2.5 

0.52 

0.90 

0.93 

1.37 

8.1 

23.7 

i 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  AVERAGE                                        2465.5 

26 

1 

17.7 

23.5 

291 

14 

0.9 

1.0 

2.47 

1.99 

1.95 

2.32 

2.4 

14.6 

DELUXE  DLX 

1689.0 

23 

-15 

23,2 

36.9 

333 

9 

1,0 

0,8 

6,35 

2.64 

2,64 

2,63 

4,9 

11,0     e 

1    " 

DIEBOLD  DBD 

2068,1 

29 

23 

13,8 

15.1 

227 

15 

1,3 

1.0 

2.14 

1.85 

1.99 

2,21 

1.8 

14.0        A 

HON  INDUSTRIES  HNI 

1463.6 

24 

11 

21,1 

18,9 

259 

14 

0.7 

0.9 

1,81 

1.44 

1.89 

2.16 

2,8 

15.0         A 

MILLER  (HERMAN)  MLHR  (5) 

1819.1 

24 

3 

39.9 

48.7 

631 

13 

0.9 

0.8 

0,61 

1.74 

2.02 

2,35 

1.3 

15.0        E 

NCR  NCR 

4550.2 

47 

25 

NM 

18.9 

268 

14 

0.8 

1,0 

0,00 

3,35 

2.41 

2,90 

1.7 

20,0        h 

PITNEY  BOWES  RBI 

7327.6 

29 

-40 

17.9 

48.6 

544 

12 

1.6 

0,9 

3,92 

2,42 

2,45 

2,70 

1.1 

13,0        A 

REYNOLDS  &  REYNOLDS  REY  (9) 

1441.8 

19 

-18 

11,3b 

15.8 

258 

17 

1,5 

NA 

2.37 

1,09 

1,11* 

1,33 

3,0 

NA        A 

STEELCASE  SCS (2) 

2020.2 

14 

13 

10.9 

12.8 

126 

10 

0,5 

0,8 

3,26 

1,21 

1.46 

1,61 

4.4 

12.0        ^ 

TECH  DATA  TECD(l) 

1642.1 

31 

13 

44.3 

14.9 

150 

11 

0,1 

0,5 

0,00 

2,34 

3.01 

3.63 

1.1 

20,0        E 

WALLACE  COMPUTER  SERVICES  WCS  (7) 

633.2 

16 

-6 

-23.4 

4.1 

115 

29 

0,4 

2.6 

4.24 

1.80 

0.55* 

1.68 

1.8 

11.0        A 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  AVERAGE 

31892.7 

27 

-27 

26.2 

18.8 

657 

60 

3.6 

2.4 

0.23 

0.47 

0.61 

1,13 

14.1 

20.8 

APPLE  COMPUTER  AAPL  (9) 

5538.7 

17 

-68 

NM 

19,1 

137 

8 

0,7 

0.5 

0,00 

1,81 

2.18* 

1.12 

6.3 

15.0        E 

COMPAQ  COMPUTER  CPQ 

36557.5 

22 

-21 

-13,3 

12.2 

282 

24 

0,9 

1,1 

0,47 

0.34 

1.05 

1.48 

2,7 

19.5        E 

1 

DELL  COMPUTER  DELL  (1) 

49973.0 

19 

-62 

64,6 

37.0 

825 

23 

1,7 

0,8 

0,00 

0,61 

0.92 

1.11 

2,7 

25,0        E 

EMC  EMC 

162733.8 

74 

36 

35.6 

19.0 

2169 

117 

20,0 

3.2 

0,00 

0.46 

0.77 

1.02 

2,9 

30.0        E 

GATEWAY  GTW 

6139,9 

19 

-74 

22,7 

21.0 

241 

12 

0,7 

0.4 

0,00 

1.32 

1,85 

2.28 

2.2 

25.0        ^ 

HEWLETT-PACKARD  HWP  (10) 

62535.0 

32 

NM 

15.1 

25.1 

440 

18 

1.3 

1,2 

1.01 

1.49 

1.73* 

1.97 

2.5 

15.0        A 

INTERNATIONAL  BUSINESS  MACHINES  IBM  165904.5 

94 

-13 

23.8 

38.3 

860 

23 

1,9 

1,6 

0,56 

4,12 

4.43 

5.03 

2.2 

13,0        E 

IOMEGA  lOM 

1299.0 

5 

42 

NM 

35.9 

276 

8 

0.9 

0,6 

0.00 

-0.38 

0.39 

0.44 

20.5 

20.0        C 

LEXMARK  INTERNATIONAL  GROUP  LXK 

5844.2 

46 

-49 

62,8 

44.3 

785 

19 

1.6 

1,2 

0,00 

2.32 

2.32 

2.70 

3.3 

16,0        h 

i 

MAXTOR  MXTR 

689.6 

6 

-18 

NM 

10.3 

231 

24 

0.3 

1.0 

0.00 

-0.48 

0.23 

0.42 

52.4 

25.0        h 

MICRON  ELECTRONICS  MUEI  (8) 

513.7 

5 

-52 

-3,2 

8.2 

101 

12 

0.3 

0,6 

0.00 

0.38 

0,43* 

0,62 

17.7 

22,0        E 

NETWORK  APPLIANCE  NTAP  (4) 

15605.0 

49 

19 

49,5 

13.0 

2394 

210 

18.5 

2.5 

0.00 

0.21 

0.41 

0.58 

3.5 

47,5        ^ 

i| 

PALM  PALM  (5) 

20458,7 

36 

NA 

NM 

5.1 

1934 

402 

16,0 

6.9 

0.00 

0,09 

0,14 

0.23 

26.1 

37,5        ^ 

QUANTUM  DLT  &  STORAGE  SYS.  DSS  (3) 

2011.0 

14 

-11 

NA 

29.0 

361 

13 

1.4 

1.1 

0.00 

0.86 

1.20 

1.38 

6.5 

10.0      ^ 

QUANTUM  HARD  DISK  DRIVE  HDD  (3) 

693.2 

9 

26 

NA 

4,8 

HI 

26 

0.2 

14,6 

0.00 

-1.26 

0.03 

0,25 

64.0 

20,0      ^ 

SILICON  GRAPHICS  SGI  (6) 

765.2 

4 

-59 

NM 

NM 

133 

NM 

0.4 

NM 

0,00 

0.28 

-4,52* 

-0.46 

15.2 

13.0        C 

1 

STORAGE  TECHNOLOGY  STK 

927.4 

9 

-51 

NM 

-5,5 

103 

NM 

0.5 

2,8 

0,00 

-0.75 

0.22 

0.67 

22.4 

15.0         E 

SUN  MICROSYSTEMS  SUNW  (6) 

122459.1 

38 

-2 

NA 

25,2 

1473 

61 

7.0 

3,1 

0,00 

0.32 

0.55* 

0.71 

2.1 

22.0        E 
17,0        E 
17.0        C 
12.0        ( 

, 

UNISYS  UIS 

3851.4 

12 

-62 

NM 

16,1 

177 

11 

0,6 

0,7 

0.00 

1.63 

1,06 

1.36 

4,4 

WESTERN  DIGITAL  WDC  (6) 

518.5 

3 

-22 

NM 

NM 

NM 

NM 

0.3 

NM 

0.00 

-5.51 

-2.89* 

-0.63 

4.8 

XEROX  XRX 

4627.7 

7 

-69 

4.8 

-0,1 

114 

NM 

0.2 

1.8 

2.88 

1.96 

0.33 

0.70 

31.4 

] 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  AVERAGE                                      37198.9 

48 

-5 

23.3 

15.8 

1098 

78 

14.6 

2.9 

0.14 

0.84 

0.83 

1.26 

6.1 

27.9 

ADOBE  SYSTEMS  ADBE  (11) 

15231,7 

63 

88 

31,4 

45,4 

2261 

53 

12,8 

2.6 

0,08 

0,92 

1,07 

1.29 

1.6 

23.0        E 

AFFILIATED  COMPUTER  SERVICES  ACS  (6)    2988  3 

56 

22 

26.0 

15.3 

399 

26 

1.5 

1.4 

0.00 

1.66 

2,07* 

2.45 

0.4 

20.0        i 

AMERICA  ONLINE  AOL  (6) 

94727.3 

41 

-46 

NM 

21.2 

1443 

77 

12.8 

1,7 

0,00 

0,30 

0.48' 

0,60 

5.0 

50.0        E 

AMERICAN  MANAGEMENT  SYSTEMS  AMSY    767. 1 

19 

-41 

16.8 

13.5 

228 

17 

0,6 

0.6 

0.00 

1.34 

1.52 

1.83 

4.9 

20.0        E 

ARIBA  ARBA(9) 

14978,3 

62 

-30 

NM 

-22,7 

428 

NM 

53,7 

NM 

0.00 

-0.42 

4,10' 

0,18 

11,1 

55,0        t' 

AUTOMATIC  DATA  PROCESSING  ADR  (6) 

41656.4 

66 

23 

14.5 

18.4 

883 

49 

6.4 

3.4 

0.62 

1.10 

1,31* 

1,53 

0,7 

15.0        fi 

BEA  SYSTEMS  BEAS(l) 

22256,3 

59 

67 

NM 

3.0 

4248 

NM 

31,2 

5,0 

0.00 

-0.06 

0,24 

0,37 

2,7 

49,0        ^ 

BMC  SOFTWARE  BMCS  (3) 

4250.4 

17 

-78 

15,9 

9.0 

233 

27 

2.7 

1.0 

0.00 

0.96 

0.69 

1.09 

20.2 

25.0       1 

|:i :. 

BROCADE  COMMUNICATIONS  BRCD  (10) 

18500,2 

168 

90 

NM 

17,4 

4733 

300 

66.2 

6.0 

0.00 

0.02 

0.56' 

1,04 

29 

50.0     ^ 

CABLETRON  SYSTEMS  OS  (2) 

2901.6 

16 

-39 

28,9 

20.9 

219 

U 

2.3 

11,3 

0.00 

2.46 

0.07 

0.57 

7.0 

20.0       1 

CERIDIANCItJ 

3340.5 

23 

6 

31.0 

8.5 

349 

41 

2,7 

1,4 

0.00 

1  01 

1,01 

1.16 

11.2 

16.0        i 

■L 

1 

CISCO  SYSTEMS  CSCO  (7) 

341731.8 

48 

-11 

25.0 

11.0 

1236 

113 

15.9 

4,1 

0.00 

0.29 

0.36' 

0.79 

1.3 

32,5       E 

iir-ji-'A>  \i  >i 


The  moment  of  truth  is 
ififhen  the  best  price  is  yours. 


Vt  Instinct,  we  don't  hold  a  port- 
•  or  take  a  position  in  any  of  the 
irities  we  handle  for  clients. 
X^e're  neutral.  Objective.  Yours. 
>o  you  never  worry  about  us 
peting  with  your  trades,  or  taking 
•sition  against  you  or  giving  you 
e  nonsense  about  spreads.  No 
ads  here. 

)ur  only  goal  is  to  help  you  get  the 
St  trade  at  the  best  price  —  and 
lie  all  the  follow-up  automatically, 
'erhaps  that's  why  thousands  of 


institutions  worldwide  use  Instinct  to 
electronically  access  some  of  the 
broadest,  deepest  —  most  liquid  — 
trading  opportunities  around  the  globe. 

With  all  those  institutions  at  your 
fingertips  every  day,  you  have  a 
greater  possibility  of  finding  a  buyer 
or  seller  when  you  need  one. 

The  fact  is,  we  pioneered  elec- 
tronic brokerage  over  30  years  ago. 
Since  then,  we've  helped  U.S.  pension 
funds  and  mutual  funds  save  billions  of 
dollars  —  three  billion  last  year  alone. 


For  more  info,  call  toll  free  1-877- 
INSTINET  or  visit  www.instinet.com 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price,'"* 


;cnty  broker.  Instinct  docs  not  come  bcrwccn  its  clients  antl  the  best  price  We  do  not  commil  capital,  make  markets  or  make  profits  on 
<''Zi)iH)  Instinet  Corponition.all  riRhis  ^eser^'ed  INSl'INKT  and  the  INSllNET  miirque  arc  registered  service  marks  in  the  United  Slates  ;md 
luntries  thn>u>;houi  the  world  Instinct  Corporation  is  member  NASD/SlPC.and  Instinct  UK  Limited  is  regulated  in  the  U.K.  by  the  SFA. 


If  it's  part  of  a  focused  strategy, 
your  people  embrace  it, 

your  customers  buy  it  and 
your  technology  supports  it... 

0n6  Jcl63<^3"*3i^®y<>" 

where  you  want  to  go. 

From  innovation  to  execution, 


our  people  deliver. 


Cap  Gemini 
Ernst  &YOVNG 


>3  Cap  Gemini  Ernst  &  Young 


www.cgey.co 


MgilcMil  liiclmuloyies,  liiq 


Notice  the  way  the  bubbles  catch  the 
light?  We  did.  Photonic  switching  from 
Agilent  can  deliverthe  wide-open  speed 
of  an  all-optical  network  by  bending  light 


with  bubbles.  Bottlenecks  are  broken. 


Fiber  is  uncorked.  Data  flows  like,  well, 
you  know.  Cheers. 


IPWEIi 
CUSCI! 

Ilil- 


lOADC, 

SPJHS; 


*] 


Agilent  Technologi 

innovating  the  HP  Way 


CWWIl 

(it 

llSOtl 
WlUWii 

m 


Agilent  Technologies  is  a  new  com 
composed  ot  the  former  Hewlett-Pai 
test  and  measurement,  chemical  an 
semiconductor  components  and  me 
products  businesses,  wwwagilent 
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EARNINGS  PER  SHARE 


2001  ESTIMATES  FROM  ANALYSTS 

MPANY  STOCK  SYMBOL  (FYl 

MARKET 
VALUE 

2000      EARNINGS 
RECENT      PRICE       GROWTH 
SHARE     CHANGE      1995-99 
PRICE          %              % 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

1999 
ACTUAL 

l/B/E/S 

2000 

ANALYST 

EST. 

l/B/E/S 
CON- 
SENSUS 

VARIA- 
TION 
% 

ONG-TERM 

GROWTH 

RATE 

% 

S8,P 
EQUITY 
RANKING 

M0ISC0CDO(9) 

1854.8 

12 

-67      - 

14.5b 

21.0 

""l53 

8 

0.5 

0.5 

0.82 

0.44 

1.58* 

1,85 

'2"2 

15.5 

B+ 

MPUTER  ASSOCIATES  INTL.  CA  (3) 

15167.8 

26 

-63 

NM 

14.2 

226 

15 

2.4 

1.1 

0,31 

1.25 

1.54 

2,01 

0,5 

16.0 

B-H 

MPUTER  SCIENCES  CSC  (3) 

11504  6 

68 

-28 

32.7 

13.4 

359 

27 

1.2 

14 

0.00 

2.37 

2.92 

3,44 

1,5 

17,0 

B+ 

MPUWARECPWRO) 

2508.0 

7 

-82 

65.7 

16.2 

198 

13 

1.1 

0.8 

0,00 

0.91 

0.43 

0.80 

20,0 

20,0 

NR 

•CTRONIC  ARTS  CRTS  (3) 

4932.8 

36 

15 

22.0 

1.7 

552 

264 

3.9 

9.1 

0,00 

0.88 

0.17 

1.02 

6,9 

23,0 

B+ 

[CTRONIC  DATA  SYSTEMS  EDS 

247242 

53 

-21      - 

18.4 

17.3 

496 

29 

13 

1.6 

1,13 

0.85 

2.27 

2.65 

1.9 

15,0 

A 

ST  DATA  FDC 

20270.5 

51 

4 

NM 

38.6 

581 

16 

3.6 

1.7 

0,16 

2.76 

2.13 

2.43 

1.2 

14,0 

B+ 

ERV  MSV 

6911.7 

56 

46 

NM 

13.6 

562 

42 

4.3 

2.1 

0,00 

1.09 

1,36 

1,61 

0.6 

20,0 

B+ 

LIIEC  INTERNATIONAL  GLC 

1714.9 

19 

-36 

NA 

32.8 

370 

12 

1,1 

0.9 

1.87 

2.21 

1,79 

1,89 

3.7 

12,0 

NR 

TECHNOLOGIES  I  TWO 

19286.1 

48 

-1 

41.4 

-11.4 

218 

NM 

20.9 

5.1 

0.00 

0.04 

0,22 

0,34 

4.5 

43,0 

NR 

;RAM  MICRO  IM 

2062.4 

14 

8 

12.2 

13.1 

112 

9 

0.1 

0.7 

0.00 

1.21 

1,03 

1,47 

2.7 

20,0 

NR 

4IPER  NETWORKS  JNPR 

39301.4 

125 

120 

NA 

15.0 

6627 

470 

92.8 

5.3 

0.00 

-0.05 

0,47 

0,80 

2.5 

50.0 

NR 

:R0S0FT  MSFT  (6) 

305005.6 

57 

-51 

40.1 

21.6 

673 

32 

13.1 

1.7 

0.00 

1.42 

1,70* 

1,92 

1.0 

20.0 

A- 

VEILNOVL(IO) 

1732.6 

5 

-87      - 

19.1 

4.0 

139 

35 

1.5 

1.8 

0.00 

0.55 

0.15* 

0,28 

46.4 

20.0 

B 

WLE  ORCL  (5) 

148332.4 

27 

-5 

80.3 

1222 

2762 

24 

14.3 

2.2 

0.00 

1.05 

0,49 

0,60 

5.0 

25.0 

B+ 

3PLES0FT  PSFT 

9419.7 

33 

56 

NM 

11.0 

1076 

101 

5.9 

6.4 

0.00 

-0.67 

0,26 

0,55 

10.9 

20.0 

B-i- 

3RE  HOLDINGS  TSG 

4607.8 

36 

-30 

21.4a 

36.8 

626 

18 

1.8 

1.3 

0.00 

2.54 

1,98 

2,36 

1.3 

13.5 

NR 

BEL  SYSTEMS  SEBL 

29433.9 

70 

66 

NA 

10.4 

2928 

358 

20.3 

3.2 

0.00 

0.27 

0.48 

0.67 

6.0 

45,0 

NR 

ngard  data  systems  SDS 

6521.1 

49 

107 

NA 

14.4 

472 

33 

4.1 

1.5 

0.00 

0.56 

1.62 

1.93 

2.1 

20,0 

B+ 

)M  COMS  (5) 

4267.3 

12 

NM 

12.4 

10.3 

103 

10 

1.1 

NM 

0.00 

1.72 

-0.16 

0.82 

15.9 

22,5 

B 

<ISIGN  VRSN 

17075.3 

87 

-55 

NM 

-9.2 

87 

NM 

56.0 

5.1 

0.00 

0.03 

0.34 

0,55 

1.8 

50,0 

NR 

IITAS  SOFTWARE  VRTS 

39868.5 

98 

2 

NM 

-21.5 

1286 

NM 

37.5 

3.4 

0.00 

-1.59 

0.58 

0,79 

2.5 

50,0 

NR 

<00  YHOO 

22127.5 

40 

-82 

NM 

11.2 

1156 

115 

22.1 

1.7 

0,00 

0,10 

0,48 

0,58 

3  5 

48,0 

NR 

iU 

PER  A  FOREST  PRODUCTS 

I 

lUSTRY  AVERAGE 

8085.7 

35      ■ 

-25 

-6.7 

13.0 

181 

14 

0.8 

2.1 

2.66 

2.29 

2.54 

3.02 

19.7 

8.2 

FOREST  PRODUCTS 

OUP  AVERAGE 

1764.5 

4300.9 

15 

25 

-38 

-50 

16.3 

NA 

12.0 

17.4 

90 

8 

0.2 

0,2 

1.2 

0.6 

3.51 

2.53 

1.89 

1.74 

27.0 

10.7 

IRGIA-PACIFIC  GROUP  GP 

106 

6 

1,99 

4,07 

3,86 

3,83 

26.1 

11,0 

B 

iisiana-pacificlpx 

735.7 

7 

-50 

NM 

5.4 

55 

10 

0.3 

2.5 

7.93 

2,04 

0,36 

-0.28 

50.0 

8,0 

B- 

VERSAL  FOREST  PRODUCTS  UFPI 

257.0 

13 

-13 

16.3 

13.0 

108 

8 

0.2 

0.7 

0.62 

1,48 

1,45 

1.66 

4.8 

13.0 

NR 

PAPER 

3UP  average 

10794.8 

1655.4 

44 

29 

-19     - 

-29      - 

10.0 

16.2 

13.4 

12.5 

220 

100 

16 

8 

1.0 

0,2 

2.5 

5.1 

2.29 

2,08 

2.19 

2.81 

3.58 

16.6 

7.1 

3.0 

SE  CASCADE  8CC 

3,06 

1,89 

2.59 

26.6 

B- 

vater  bow 

2670.9 

53 

-2      - 

30.3 

7.0 

153 

23 

1,2 

2.2 

1.50 

1.41 

3.10 

5.80 

18.6 

8.0 

B- 

ERNATIONAL  PAPER  IP 

16307.4 

34 

-40      - 

42.6 

6.1 

130 

19 

0,6 

2.9 

2,95 

0.48 

2,37 

3,12 

32.1 

5.0 

B- 

BERLY-CLARK  KMB 

37318.9 

70 

7 

36.0 

32.1 

678 

22 

2.7 

1.9 

1.54 

3.09 

3.32 

3.70 

1,4 

11,0 

A- 

kDMEA 

2659.9 

26 

-39 

5,2a 

9.7 

108 

12 

0.7 

1.6 

2.57 

1.99 

1,82 

2,19 

12.8 

9,0 

B 

rERHAEUSER  WY 

9586.3 

44 

-39 

-6.6 

11.9 

139 

12 

0.6 

1.5 

3.66 

2.98 

4,06 

4.24 

13.0 

7,0 

B+ 

LAMEnE  INDUSTRIES  WLL 

5364.7 

49 

6      - 

15.9 

14.8 

232 

16 

1,2 

2.2 

1.71 

2.33 

3,13 

3,39 

11.5 

7,0 

B^- 

1  z 

BLtSHING  &  BROADCASTING 

r 

1 

USTRY  AVERAGE 

15239.8 

62      - 

-14 

37.6 

10.2 

353 

34 

2.8 

2.7 

0.79 

1.94 

1.26 

1.57 

18.6 

16.8 

BROADCASTING 

)UP  AVERAGE 

22456.4 

36 

-25 

-58 

45.5 

1.1 

188 

47 

4.4 

3.4 

0.07 

-0.72 

-1.24 

-1.04 

37.0 

23.2 

LPHIA  COMMUNICATIONS  ADLAC 

3922.0 

28 

NM 

-11.1 

102 

NM 

1,4 

NM 

0.00 

-3.73 

-3,68 

-3  64 

NA 

16,4 

C 

LEVISION  SYSTEMS  CVC 

13304.2 

76 

1 

NM 

NM 

NM 

NM 

3,1 

NM 

0.00 

-5.12 

-3.22 

-2.48 

12.9 

15.6 

C 

\RTER  COMMUNICATIONS  CHTR 

4616.3 

20 

-10 

NA 

-14.7 

173 

NM 

1,6 

NM 

0.00 

NA 

-3,55 

-3,76 

4,3 

14,0 

NR 

XR  CHANNEL  COMMUNICATIONS  CCU 

29530.2 

51 

-43 

4.1 

1.4 

97 

56 

7,0 

NM 

0.00 

0.26 

-0,21 

-0.28 

82,1 

29.5 

B 

1CAST  CMCSK 

34702.7 

38 

-24 

77.8 

7.2 

247 

37 

4,5 

NM 

0.00 

0.95 

-0.36 

-0.44 

40.9 

15.8 

B- 

COMMUNICATIONS  COX 

23872.5 

40 

-23 

66.6 

20.3 

229 

12 

7.3 

NM 

0.00 

1.51 

-0,54 

-0.37 

37,8 

14.5 

NR 

<EY  (WALT)  DIS  (9) 

61633.5 

29 

-1 

-3.2 

5.1 

265 

51 

2.5 

3,4 

0.73 

0.62 

0,57- 

1.01 

3,0 

15.0 

B-i- 

OSTAR  COMMUNICATIONS  DISH 

13810.9 

29 

-40 

NM 

NM 

NM 

NM 

5,7 

NM 

0.00 

-1.28 

-1,38 

-0.47 

53,2 

66.0 

NR 

NITY  BROADCASTING  INF 

32982.8 

30 

-16 

82.1 

2.6 

210 

78 

9.3 

3,4 

0.00 

0.43 

0.36 

0.49 

8,2 

25.0 

NR 

NETWORKS  USAI 

6188.8 

17 

-39 

NM 

-2.4 

177 

NM 

1.5 

NM 

0.00 

-0.08 

-0,43 

-0.44 

90,9 

20.0 

NR 

PUBLISHING 

)UP  AVERAGE 

10428.7 

1955.0 

79 

17 

-6 

-11 

33.7 

15.1 

15.1 

9,9 

448 

30 

1.8 

1.3 

2.6 

1,6 

1.27 

1.65 

3.54 

2.92 

3.30 

0.96 

7.6 

12.5 

)(A.H.)BLC 

144 

15 

1.50 

0,84 

8,3 

12.6 

A 

'  JONES  DJ 

4949.8 

57 

-17 

11.3 

42.3 

968 

24 

2.3 

1,5 

1,77 

2.99 

3,40 

3.63 

2.2 

11.5 

B-f 

NEHGCI 

14140.5 

54 

-34 

NA 

20.0 

294 

15 

2,4 

1,2 

1,64 

3.26 

3,67 

388 

2.1 

12.0 

A 

COURT  GENERAL  H  (10) 

4040.7 

55 

37 

NA 

22.0 

526 

24 

1,7 

1.6 

1,52 

1.67 

2.25 

2.47 

3.2 

15.0 

B■^ 

LINGER  INTERNATIONAL  HLR 

1425.1 

14 

11       1 

26.1 

3.4 

179 

58 

0,6 

2.1 

3,83 

2.13 

0.52 

0.68 

5.9 

13.5 

NR 

liHT-RIDDER  KRI 

3792.5 

51 

-14 

38.4 

27.8 

242 

11 

1.1 

1.3 

1,79 

3.49 

3.71 

4.02 

1.5 

11.0 

A- 

fRAW-HILL  MHP  tt                                 10380.6       53 
ttBecause  BUSINESS  WEEK  is  owned  by  The  McGraw-Hill  C 

-14 
;ompan 

17.5          26.7       550         21 
es,  the  Scoreboard  does  not  IncI 

2.4          tt         1.77         2  14 
jde  forecasts  of  the  company's  earn 

tt 
ngs. 

tt 

tt 

tt 

tt 

YORK  TIMES  NYT 

5822.2 

35 

-28 

26.1 

29.0 

463 

17 

1.7 

1.4 

1.30 

1.73 

2,08 

2.29 

2.2 

120 

8 

'1EDIAPRM 

1271.6 

8 

-54 

NM 

-45.3 

NM 

NM 

0.8 

NM 

000 

-1.19 

-0,84 

0.54 

500 

15.0 

NR 

OER'S  DIGEST  ASSOCIATION  RDA  (6) 

3908.6 

38 

30 

22.2 

37.0 

822 

23 

1.5 

2.1 

0.53 

1.15 

1.61* 

1.93 

1.6 

11.5 

B 

'OLASTIC  SCHL  (5) 

1249.0 

73 

17 

11.0 

15.2 

295 

21 

0.8 

1.2 

0.00 

296 

422 

4.81 

2  1 

150 

B 

iiPPS  (E.W.)  SSP 

4639.9 

59 

32 

NA 

13.0 

376 

29 

2.7 

2.3 

0.95 

1.86 

2.19 

2,49 

4.4 

12.0 

A~ 
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With  over  146  cubic  feet  of  cargo  space,  a 


powerful,  21()-hp  V-6  engine'  and  room  for 


seven  passengers,  the  Odyssey  can  help 


you  haul  just  about  anything.  Even  the  most 


difficult-to-move  cargo  of  all -kids.  With 


its  comfortable,  roomy,  sound-dampened 


RING    TRANSPORT 


cabin  and  smooth,  c|uiet  ride,  the  Odyssey 


creates  the  ideal  conditions  for  calming 


even  the  most  active,  sugar-addled  toddlers. 


There's  good  reason  for  the  parents  to  relax, 


The  Odyssey 


[y}  HONDA. 


too.  With  3-point  seat  belts  for  each  seat. 


childproof  door  locks  and  a  F"ive-Star  Safety 


Rating,'  the  Odyssey  is  equipped  to  help 


ensure  your  precious  cargo  arrives  safelv. 


n  mO-j.-l-HONDA  '92000  American  Hnmia  Mmor  Co.. Iiu.  'Willi  premium  unlimlcd  fuel.  \NHTSA  NCAP drivers  ami pasneiigers  mle  frrmial-  and sUle-impaci  mil, 


impact  irillninn  rrvrv  EX  model  shown 
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MARKET 
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PRICE 

2000 

PRICE 

CHANGE 

% 

EARNINGS 

GROWTH 

1995-99 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0F 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 

TO 

GROWTH 

RATE 

YIELD 
% 

EARNINGS  PER  SHARE 

COMPANY  SIOCK  SYMBOL  IfY) 

1999 
ACTUAL 

l/B/E/S 
?000 

ANALYST 
EST, 

2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA-      GROWTH 
CON-         TION          RATE       E( 
SENSUS        %             %        RA 

TIME  WARNER  TWX 

82Tl872~ 

62 

-14 

NM 

9.1 

837 

95 

2.9 

12.0 

0.29 

1,43 

0.43 

0.82 

13.4 

12,0 

TRIBUNE  TRB 

IU85.0 

37 

-33 

62.7 

6.2 

194 

26 

2.6 

2.2 

1.08 

5.62 

1.31 

1.58 

5.7 

13.0 

WASHINGTON  POST  WPO 

5452,7 

577 

4 

6.8 

U.O 

381 

35 

2.3 

3.6 

0,94 

22.30 

16.06 

17.81 

9,9 

10.0 

El'-"'^''^ 

E  INDUSTRIES 

INDUSTRY  AVER/ 

(A)  CONSTRUC1 

GROUP  AVERAGE 

kGE 

3175.7 

20 

-5 

18.8 

11.4 

333 

19 

0.8 

1.0 

0.86 

1.00 

1.41 

1.71 

4.4 

16.4 

'ION  &  ENGINEERIN 

G 

816.5 

2298 

20 

4 

-12 

-66 

17.5 

33.8a 

3.9 

3,9 

126 

31 

15 

6 

0.2 

0.1 

1.0 

1.45 

0.90 

1.48 

2.06 

3.3 

13.1 

ENCOMPASS  SERVICES  ESR 

0.3 

000 

1.11 

0.93 

1.28 

3,1 

16.0 

FOSTER  WHEELER  FWC 

163.0 

4 

-55 

NM 

-31.4 

45 

NM 

0.0 

0.4 

6,00 

-3,53 

0.97 

1.03 

3,9 

U.O 

GRANITE  CONSTRUCTION  GVA 

758.9 

28 

51 

16.6 

15.8 

208 

13 

0.6 

1.0 

1.44 

1.96 

2  10 

2.42 

2,6 

13.0 

JACOBS  ENGINEERING  GROUP  JEC  (9) 

1136.9 

43 

33 

5.4 

10.3 

229 

22 

0,3 

1.5 

0.00 

2,47 

1.93* 

3.19 

1,3 

15.0 

MASSEY  ENERGY  MEE  (10) 

2761.9 

37 

-20 

-16.4 

9.3 

168 

28 

0.3 

2.7 

2.74 

1.37 

1.31* 

2.88 

4,5 

10.5 

URS  URS(IO) 

229.7 

14 

-36 

31.3 

11.3 

97 

6 

0.1 

0.5 

0.00 

1,98 

2.26 

2.48 

3,2 

12,0 

WASHINGTON  GRO 

(B)  INDUSTRIAL 

GROUP  AVERAGE 

UPINTL.  WNG(ll) 

435.5 

8 

6 

34.6 

8.0 

105 

13 

0.2 

0.6 

0.00 

0,91 

0.87 

1.17 

4,3 

15,0       , 

DISTRIBUTION 

3786.4 

19 

-6 

12.0 

11.1 

198 

16 

0.3 

0.9 

1.16 

1.09 

0,66 

1.53 

1.88 

4.4 

10,8 

14.6 

10,0 

AIRGAS  ARG  (3) 

499.8 

8 

-21 

-2.9 

6.3 

103 

16 

0.3 

1.3 

0.00 

0.69 

0.65 

APPLIED  INDUSTRIAL  TECH.  AIT  (6) 

353,1 

18 

7 

4.8 

10.8 

117 

11 

0.2 

1.0 

2.70 

0,93 

1,50* 

1.71 

2,3 

12,0 

ARROW  ELECTRONICS  ARW 

2350.5 

24 

-6 

-11.7 

16.6 

133 

8 

0.2 

0.5 

0.00 

1,29 

3,66 

4.66 

4,2 

13,8 

AVNET  AVT  (6) 

1625.3 

18 

-42 

-5.0 

9.6 

78 

8 

0.2 

0.7 

1.70 

2.43 

1,76* 

3.28 

3.1 

15,0 

BRIGHTPOINTCELL 

302.8 

5 

-59 

NM 

18.6 

164 

9 

0.2 

0.4 

0.00 

-1.48 

0,71 

0,89 

2.3 

20,0 

CELLSTARCLST(ll) 

99.6 

2 

-83 

29,7 

-9.2 

48 

NM 

0.0 

0.7 

0,00 

1.12 

0.14 

0.30 

NA 

17,5 

CENTRAL  GARDEN  &  PET  CENT  (9) 

144.8 

9 

-17 

6.7a 

2.9 

29 

13 

0.1 

0.8 

0.00 

0.89 

1.08 

1.27 

3.2 

10,0 

CRANE  CR 

1523.9 

25 

27 

NA 

19.2 

263 

14 

1.0 

1.4 

1.58 

1.50 

1.79 

2.07 

5.8 

10,0 

DYNEGY  OYN 

13791.9 

44 

151 

3.0 

13.9 

476 

33 

0.6 

1.6 

0.68 

0.66 

1.36 

1.72 

4.1 

20,0 

ENRON  ENE 

47844.9 

65 

46 

6.9 

10.1 

496 

47 

0.7 

2.5 

0.77 

1.27 

1.42 

1.66 

2,4 

18,0 

GENUINE  PARTS  GPC 

3321.0 

19 

-23 

5.9 

17.5 

150 

9 

0.4 

1.1 

6.73 

2.11 

2.20 

2.31 

1,7 

8,0 

GRAINGER  (W.W.)  GWW 

3435.6 

37 

-24 

1.5 

11.5 

228 

20 

0.7 

1.6 

1.86 

1.92 

1.86 

2.17 

4,6 

12,0 

HUGHES  SUPPLY  HUG  (1) 

343.4 

15 

-33 

12.2 

11.4 

68 

6 

0.1 

0.4 

2.34 

2.80 

2.76 

3.00 

1.7 

15,0 

METALS  USA  MUl 

91.3 

3 

-71 

4.9 

8.3 

24 

3 

0.1 

0.3 

4.80 

1.04 

0.58 

0.68 

2.9 

15,0 

PIONEER-STANDARD  ELECTRONICS  PIGS  (3)  271.7 

10 

-32 

7.7 

12.5 

77 

7 

0.1 

0.6 

1.22 

1.27 

1.46 

1.68 

4.2 

15,0 

PWINS  RESOURCES  PLX 

324.1 

18 

45 

NM 

-7.8 

874 

NM 

0.1 

0,8 

0.00 

-2.02 

1.10 

2.10 

17.6 

20,0 

PSS  WORLD  MEDICAL  PSSI  (3) 

222.1 

3 

-67 

16.2 

0.7 

60 

63 

0.1 

0.8 

0.00 

0.31 

0.39 

0.56 

6.4 

10,0 

RELIANCE  STEEL  &  ALUMINUM  RS 

655,1 

24 

2 

21.0 

14.7 

151 

10 

0.4 

0.7 

0.92 

2.07 

2.27 

2.47 

2.4 

15,0 

SCHEIN  (HENRY)  HSIC 

1094,1 

26 

99 

NM 

10,8 

198 

18 

0.5 

1.1 

0.00 

1.21 

1.64 

1.89 

3.2 

15,0 

UNITED  STATIONERS  USTR 

882,5 

26 

-10 

86.1 

20.7 

186 

9 

0.2 

0,6 

0.00 

2.37 

2.92 

3.35 

1.2 

15,0 

WESCO  INTERNATIONAL  WCC 

337.7 

8 

-13 

17.5 

33.9 

263 

8 

0.1 

0.4 

0.00 

0.75 

1.03 

1.19 

4.2 

20,0 

(C)  POLLUTION  CONTROL 

GROUP  AVERAGE 

4980.6 

14 

6 

28.3 

4.9 

216 

18 

36 

0.7 

0.4 

1.0 

0.01 

0.09 

1.05 

1.24 

2.8 

12.4 

ALLIED  WASTE  INDUSTRIES  AW 

2423,1 

12 

40 

NM 

3.8 

357 

0.9 

0.00 

-1.33 

0.89 

1,03 

4.9 

15,0 

IT  GROUP  ITX 

87.6 

4 

-56 

NM 

8.4 

32 

4 

0.1 

0,5 

0.00 

1.20 

0.80 

1,13 

3.5 

10,0 

REPUBLIC  SERVICES  RSG 

2531.5 

15 

2 

28.3a 

13.0 

153 

12 

1.2 

0,9 

0.00 

1.14 

1,28 

1,42 

0.7 

13,0 

WASTE  MANAGEMENT  WMI 

14880.3 

24 

39 

NM 

-5,4 

321 

NM 

1.2 

1,7 

0.04 

-0.64 

1.22 

1,39 

2.2 

11,5 

(D)  PRINTING  &  ADVERTISING 

GROUP  AVERAGE 

6203.2 

562.0 

40 

23 

-16 

1 

6.1 

-23.9 

24.2 

16,1 

508 

158 

21 

10 

1.3 

0.4 

1.3 

0.9 

2.06 

2.62 

1.38 

0,59 

2.11 

2,31 

2.36 

2,63 

2.3 

14.0 

BANTA  BN 

1.5 

11,5 

DONNELLEY  (R.R.)  DNY 

2730.7 

22 

-10 

NA 

25,9 

229 

9 

0.5 

0.8 

4.11 

2,40 

2,24 

2,50 

3.6 

13,0 

INTERPUBLIC  GROUP  IPG 

12010,5 

39 

-32 

21.4 

16.9 

643 

37 

2.3 

1,7 

0.97 

1,11 

1,51 

1,73 

1.2 

16,0 

OMNICOM  GROUP  OMC 

13921,3 

79 

-21 

22.5 

38.0 

nil 

30 

2.4 

2,1 

0.89 

2,01 

2,38 

2,79 

2.5 

16,0 

TRUE  NORTH  COMMUNICATIONS  TNG 

1791.6 

36 

-20 

4.4 

23.2 

401 

17 

1.2 

1,2 

1.68 

0,81 

2.12 

2,16 

2.8 

14.5 

(E)  OTHER  SERVICES 

GROUP  AVERAGE 

2553.3 

649.6 

19 

29 

-2 

27.4 

12.0 

13,9 

461 

23 

1.2 

1.0 

0.43 

1.01 

1,65 

1.25 

1.46 

5.2 

19.4 

ABM  INDUSTRIES  ABM  (10) 

40 

16.5 

216 

16 

0,4 

NA 

2.17 

1.80 

2,08 

1,4 

NA 

ACNIELSEN  ART 

1311.6 

23 

■8 

NM 

10,8 

241 

23 

0,8 

0,8 

0.00 

1,29 

1.41 

1,68 

4,8 

21,1 

ADMINISTAFF  ASF 

934.7 

34 

125 

57.7 

14.2 

1002 

73 

0,3 

1.8 

0.00 

0,34 

0,67 

0,77 

2,6 

32,5 

AUTONATION  AN 

2322.5 

6 

-30 

NM 

0.7 

60 

NM 

0,1 

0.4 

0.00 

-0.07 

0.91 

1,01 

4,0 

20,0 

CARMAX  GROUP  KMX  (2) 

102.5 

4 

73 

NA 

6.7 

27 

17 

0,1 

0.7 

0.00 

0,01 

0.39 

0,42 

4,8 

15,0 

CASEY'S  GENERAL  STORES  CASY  (4) 

581.2 

12 

13 

10.5 

12.4 

173 

14 

0,3 

0.9 

0.68 

0,76 

0.91 

1.04 

2,9 

15,0 

COI  CDI 

286.2 

15 

-38 

13,4 

14.6 

87 

6 

0.2 

0.5 

0.00 

2,60 

2,40 

2.62 

2.3 

13,5 

CENDANT  CD 

6695.3 

9 

-65 

NM 

-37.7 

249 

NM 

1.6 

0.7 

0.00 

-0,30 

0,92 

0.93 

5.4 

15,0 

CINTAS  CTAS  (5) 

8583.7 

61 

44 

16.0 

18.4 

786 

43 

4.4 

1.9 

0.37 

1.14 

1,35 

1.59 

1.3 

19,5 

CONVERGYS  CVG 

6469.1 

42 

37 

NM 

16.4 

614 

38 

3.1 

1.5 

0.00 

0.89 

1,24 

1.53 

1.3 

220 

GROUP  1  AUTOMOTIVE  GPI 

191.4 

9 

35 

NA 

15.7 

75 

5 

0.1 

0.2 

0.00 

1.55 

1.87 

2.09 

3.4 

22  6 

IMS  HEALTH  RX 

8222.4 

28 

3 

111.5 

76.8 

3832 

54 

5.6 

1,7 

0.29 

0.78 

0.85 

1.01 

2.0 

20,0 

KELLY  SERVICES  KELYA 

844.2 

24 

6 

6.7 

14.6 

140 

10 

0.2 

1,0 

4.23 

2.36 

2.50 

2.65 

0,0 

10,0 

LITHIA  MOTORS  LAD 

173.7 

14 

22 

28.0 

13.9 

104 

8 

0.1 

0,5 

0.00 

1.60 

1.80 

1.99 

1.0 

163 

MAGELLAN  HEALTH  SERVICES  MGL  (9) 

94.5 

3 

53 

NM 

15.8 

60 

NM 

0.1 

0.3 

0.00 

0.70 

0.64 

099 

14,1 

HrO 

MANPOWER  MAN 

2456.8 

32 

-14 

3.7 

24.7 

364 

15 

0.2 

1.0 

0.62 

1.91 

2.20 

2.46 

2.4 

IbO 
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THE  PRINCIPLES  OF 
AVIATION 

In  the  demanding  world  of  aero- 
nautics, every  single  component 
must  be  officially  approved  and 
certified.  We  apply  the  same 
principle  to  the  manufacturing  of 
our  wrist  instruments. 
Our  movements  meet  all  the 
precision  and  reliability  criteria 
required  to  obtain  chronometer 
certification.  Moreover,  every  last 
detail  of  our  watches  is  designed 
for  intensive  use. 
One  simply  does  not  become  an 
aviation  supplier  by  chance. 
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,  lis  Main  Street  20  East  Temple 

'*  Park  City,  UT  Salt  Lake  City,  UT 

(801)  940-9470  (801)  532-3222 

FOR  A  CATALOG  PLEASE  CALL  800/641  7343 

www.breitling.com 


ESSENCE  OF 
BREITLING 

Chrcinomat.  Selfwinding  chro- 
nograph. Breitling's  leader 
model,  created  in  cooperation 
with  the  Italian  frecce  Trkolori 
elite  flight  team. 
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We  develop  new  vaccines  and  combination  vaccines. 

So  that  protecting  our  childreil 


Wouldn't  it  be  wonderful  if  many  illnesses  were  just  a  memory?  At  Aventis,  we  are  work- 
ing toward  this  goal.  As  a  world-leading  pfiarmaceutical  company  in  the  field  of  human  vaccines,  we  help 
protect  children  around  the  globe  from  infectious  diseases  such  as  polio,  diphtheria,  tetanus,  pertussis, 
meningitis  and  hepatitis  B.  We  can  prevent  up  to  six  illnesses  with  a  single  combination  vaccine.  However, 
for  a  number  of  diseases,  there  is  still  no  comprehensive  protection.  Therefore,  our  scientists  will  continue 
to  strive  to  develop  innovative  vaccines.  So  that  our  children  can  grow  up  more  carefree. 
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alth  is  easier. 


Aventis 


INVESTMENT  OUTLOOK  SGOREBOARDI 


EARNINGS  PER  SHARE 


2001  ESTIMATES  FROM  ANALYSTS 


COMPANY  STOCK  SYMBOL  (FY) 

NOVANIS 

PANTRY  PTRY  (9) 

PAYCHEX  PAYX  (5) 

QUINTILES  TRANSNATIONAL  QTRN 

RENT-A-CENTERRCII 

ROBERT  HALF  INTERNATIONAL  RHI 

SERVICE  CORP  INTERNATIONAL  SRV 

SERVICEMASTER  SVM 

SONIC  AUTOMOTIVE  SAH 

SPHERION  SFN 

STAFF  LEASING  STFF 

UNITED  AUTO  GROUP  UAG 

UNITED  RENTALS  UR I 

WACKENHUT  WAK 


MARKET 
VALUE 


RECENT 
SHARE 
PRICE 


2000 

PRICE 

CHANGE 

% 


EARNINGS 
GROWTH 
1995-99 


RETURN 

ON 
EQUITY 


PRICE  AS 
%0F 

BOOK       P-E 
VALUE      RATIO 


P-E 
PRICE-         TO 
SALES     GROWTH 
RATIO       RATE 


YIELD 
% 


l/B/E/S 
2000 
1999       ANALYST 
ACTUAL        EST. 


l/B/E/S  VARIA- 
CON-  TION 
SENSUS        % 


LONG-TERM 
GROVffH 
RATE       m 
%        HI     '»'< 


1245.0 

159.0 

21637.3 

1731.4 

610.6 
5318.1 

510.6 
2966.5 

340.6 

656.5 
77.7 

144.9 
1093.8 

188.4 


19 

9 

58 

15 
25 
30 

2 
10 

8 
11 

4 

8 
16 
13 


-40 
-38 
118 
-20 

25 
109 
-73 
-20 
-18 
-57 
-62 
-15 

-9 
-16 


46.8 

NM 

35.8 

39.3 

40.7 

35.2 

NM 

8.1 

NA 

13.8 

NM 

7.7a 

8.0 

21.6 


-0.5 

12,7 

33.2 

-1.1 

15.4 

24.6 

-2.6 

17.4 

17.4 

8.5 

4.7 

7.9 

12.2 

10.9 


382 

145 
3489 

110 

215 

745 
15 

246 
77 
56 

100 
34 
73 

108 


NM 

12 

105 

NM 

9 

31 

NM 

15 

4 

7 

21 

7 


0.8 
0.1 
14.2 
1.0 
0.4 
2.1 
0.2 
0.5 
0.1 
0.2 
0.0 
0.0 
0.4 
0.1 


0.6 
0.5 
2.9 
2.3 
0.5 
1.3 
0.4 
1.3 
0.2 
0.4 
3.6 
0.4 
0.3 
0.4 


0.00 
0,00 
0.62 
0.00 
0.00 
0.00 
0,00 
4,05 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 


1.14 
0.65 
0.51 
0.63 
1.74 
0.77 
-0.13 
0.55 
1.27 
1.27 
0.97 
1.01 
1.53 
1.28 


1.25 
0.74' 
0.66 
0,29 
2.59 
1,00 
0,55 
0.63 
1.86 
1.52 
0.05 
1.20 
2.13 
1.36 


1.45 
1.10 
0.85 
0.61 
2.97 
1,22 
0,62 
0,68 
2-10 
1,65 
0.17 
1.32 
2.54 
1.62 


2.1 

9.1 
3.5 

14.8 
1.0 
1.6 

27.4 
2.9 
1.0 
3.6 

29,4 
1.5 
2.8 
2.5 


LECOMMUNICATIO 


39123.9      45 


-18       24.3 


INDUSTRY  AVERAGE 


4575.3      27      -12       19.6       13.4      196 


17 


0.5      2.2      0.94       2.38        2.16       2.59 


(A)  AIRUNES 

GROUP  AVERAGE 

ALASKA  AIR  GROUP  ALK 

AMERICA  WEST  HOLDINGS  AWA 

AMR  AMR 

CONTINENTAL  AIRLINES  GAL 

DELTA  AIR  LINES  DAL  (6) 

NORTHWEST  AIRLINES  NWAC 

SOUTHWEST  AIRLINES  LUV 

TRANS  WORLD  AIRLINES  TWA 

UAL  UAL 

US  AIRWAYS  GROUP  U 


(B)  RAIUTOAOS 

GROUP  AVERAGE  8508.3  28 

BURLINGTON  NORTHERN  SANTA  FE  BNI  10045.7  25 

CSX  CSX  5628.4  26 

NORFOLK  SOUTHERN  NSC  5510  2  14 

UNION  PACIFIC  UNP 12848.9  47 

(C)  TRANSPORTATION  SERVICES 

GROUP  AVERAGE  1941.9  25 

AIRBORNE  FREIGHT  ABF  456.3  10 

AMERCO  UHAL  (3)  411,2  19 

ANC  RENTAL  ANCX  239.8  5 

AVIS  GROUP  HOLDINGS  AVI  1002.6  32 


-9 

4 
-17 
-30 

6 


-6.6 

44,1 

-48.8 

-22.9 

1.2 


7.5 

14,0 
1.8 
3,4 

10.8 


118 

136 
93 
94 

150 


25 

11 
51 
28 
13 


0.9 

1,1 
0.6 
0.9 


1.6  3.45 

1,1  1,90 

2.1  4,63 

2,1  5,57 

1.1  1.72 


1.61 

2,44 
0.24 
0.63 
3.12 


2.02 

2.52 
1.13 
0,68 
3.75 


2.68 

2,80 
2.10 
1.24 
4.56 


5.4 

2,9 
7,6 
8,9 
2.2 


-17 

-57 
-26 
NA 
26 


16.8 

35,4 

15.8 

NA 

33.4 


8.3 

5.0 
6.9 
5.6 
8.6 


198 

52 
60 
26 
135 


20 

11 


NM 
10 


0.5 

0.1 
0.2 
0.1 
0.2 


1.0      0.90 

1,4         1,68 
0,3        0.00 


0,3 
0.6 


0,00 
0.00 


1.83 

1.85 

2.38 

NA 

2.61 


1.77 

0.55 
2.53 
0.93 
3.20 


2.16 

0.72 
2.74 
1.11 
4.01 


7.1 

19,4 
7.3 
5,4 
1.3 


25.0 
25.0 
30.0 
22,5 
20.0 
22,5 
8,0 
12.0 
25,0 
18.0 
20.0 
15.0 
22.5 
25.0 


6.9      535        41        5.1      1.8      0.77       1.07        0.63       0.87       19.3      22.5 


JNDUSTRY  AVERAGE^ 

(A)  EQUIPMENT  &  SERVICES 

GROUP  AVERAGE  21302.9  43  -21  32.2  1.8  571  48  5.7  1.8  0.49  0.76  0.19  0.44  24.0  24.6 

ADC  TELECOMMUNICATIONS  ADCT  (10)      15550.8  20  11  NA  30,5  534  18  4.7  0.6  0.00  0.12  1.13*  0.71  4,2  30,0 

AT&TT  73665.3  20  -61  11.4  7.0  67  11  1.1  1.1  4.48  1.74  1.70  0.89  15.7  10.6 

AT&T  WIRELESS  GROUP  AWE  6491.7  18  NA  NA  -1,3  30  NA  0.7  NM  0.00  NA  0.01  0.06  200.0  35.5 

CENTURYTEL  CTL  4948.9  35  -26  17.9  11.8  251  21  2.8  1.6  0.54  1.70  1.60  1.88  2.1  14.0 

CIENA  CIEN  (10)  21758.6  75  164  -30.6  10.1  2687  281  25.3  7.5  0.00  -0.01  0.27*  0.64  6.3  37.5 

COMVERSE  TECHNOLOGY  CMVT(l)  13704.4  86  19  47.9a  22.1  1497  72  13,4  2,0  0,00  1.07  1.41  1.70  0.6  30.0 

LUCENT  TECHNOLOGIES  LU  (9)  51969.5  15  -79  NM  7.4  199  27  1.5  1.5  0,51  1.10  0.58*  0.39  38.5  18.5 

NEXTEL  COMMUNICATIONS  NXTL  22506.0  31  -40  NM  -27.2  1048  NM  4,8  NM  0.00  -2.29  -1.49  -0,61  50.8  32.5 

SCIENTIFIC-ATLANTA  SFA  (6)  6502.1  40  45  110.9  18.8  500  28  3,3  1.9  0,10  0.65  0.94'  1.57  3.8  22.5 

SPRINT  FON  GROUP  FON  18333.3  23  -66  9.9  13.3  150  13  1.0  1.1  2.17  1.97  1.83  1.66  4.2  11.0 

SPRINT  PCS  GROUP  PCS  20956.9  23  -56  NA  -86,5  870  NM  4,0  NM  0.00  NA  -1.94  -1.11  18.9  30,0 

TELEPHONE  &  DATA  SYSTEMS  TDS  5303.0  90  -28  NA  3.4  121  37  2.5  1.6  0.55  5.02  2,81  3.63  1.1  20.0 

TELLABSTLAB  21757.3  53  -17  43,3  27,5  878  32  7,2  1,1  0.00  1,35  1,67  2,17  2,3  30.0 

U.S.  CELLULAR  USM  4852.7  57  -44  29.9  10.0  221  23  3.2  1.0  0.00  3.28  2.13  2.60  11.2  27.0 

VOICESTREAM  WIRELESS  VSTR  25837.1  114  -20  NA  -10.9  331  NM  18,1  NM  0.00  -4.75  -9.66  -8.12  8,6  20.0 

WILLIAMS  COMMUNICATIONS  GRP.  WCG       5041.7  11  -62  NM  -14.6  253  NM  2.4  NM  0.00  -0.87  -1,45  -1.95  23.1  NA 

WORLDCOM  WCOM              ^  ^  42969.7  15  -72  49.5  8.7  78  9  1.1  0.4  0.00  1.35  1.65  1.31  16.8  24.5 

(B)  TELEPHONE  COMPANIES 

GROUP  AVERAGE  99756.6  50  -8  10.1  24.1  413  24  3.2  1.8  1.73  2.20  2.13  2.35  3.5  15.9 

ALLTEL  AT  19150.1  61  -26  19.9  38.7  382  10  2.8  1.5  2.09  2,47  2.71  3,09  2,9  14.7 

BELLSOUTH  BLS  78021,2  42  -11  23.2  25.2  473  19  2.9  1.6  1.82  1.80  2.22  2.39  0,8  11,7 

QWEST  COMMUNICATIONS  INTL.  Q  62929,3  38  NA  -8,0  0,5  152  52  4,2  2,5  0.13  NA  0.54  0.60  11,7  27,7 

SBC  COMMUNICATIONS  SBC  185963,5  55  13  5,3  27,8  616  22  3,6  1,7  1,85  1,90  2.27  2,59  1,2  14,0 

VERIZON  COMMUNICATIONS  VZ  152718,8  56  -9  10,1  28,5  443  15  2,7  1,7  2,74  2  66  291  3  07  07  II  'i 


8.3      12.2 


3711.2 

30 

-5 

36.1 

20.4 

200 

12 

0.5 

1.3 

0.38 

3.73 

2.50 

3.01 

12.4 

8.6 

738,8 

28 

-20 

41,2 

3,7 

83 

23 

0,3 

2,3 

0.00 

5.06 

1,09 

3.11 

17,0 

11,0 

314.9 

9 

-55 

27,2 

10,9 

44 

4 

0,1 

1,8 

0.00 

3.03 

0,76 

1,69 

24.9 

7,0 

5038.7 

33 

NM 

36.2 

13,3 

71 

6 

0.3 

0,9 

0,00 

4.17 

4,98 

5,29 

6.6 

7,5 

2677.5 

46 

3 

14,6 

30,2 

172 

6 

0.3 

0.8 

0,00 

6.64 

5.65 

6,67 

3.5 

10.0 

5840.2 

48 

-5 

95.1 

21,7 

107 

5 

0.4 

0.4 

0,21 

7.20 

9.90' 

NA 

NA 

11,5 

2140.4 

25 

13 

4.4 

59,5 

598 

7 

0.2 

0.9 

0,00 

3,26 

3.25 

4.08 

11.3 

9.0 

15839.4 

32 

96 

25.4 

17,6 

493 

30 

2.9 

2.0 

0,07 

0.89 

1.15 

1.36 

4.4 

14.0 

107.6 

2 

-45 

NM 

NM 

NM 

NM 

0.0 

NM 

0.00 

-5.57 

-3.23 

-1.65 

11.5 

0.0 

1830.0 

35 

-55 

32,1 

6,6 

36 

16 

0.1 

1,4 

3.56 

9.97 

3.17 

5.32 

13,2 

80 

2585.0 

39 

20 

48,7 

NM 

NM 

NM 

0,3 

NM 

0.00 

2,64 

1.70 

1.25 

19.2 

7.5 

10.3 

9,0 
11.0 
10.0 
11.0 


15.3 

12.0 
22.5 
20.0 
16.5 
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CHANGE 

% 

EARNINGS 

GROWTH 

1995-99 

% 

RETURN 

ON 
EQUITY 

PRICE  AS 
%0f 
BOOK 
VALUE 

P-E 
RATIO 

PRICE- 
SALES 
RATIO 

P-E 

TO 

GROVffH 

RATE 

YIELD 
% 

EARNINGS  PER  SHARE 

^ 

WPANY  STOCK  SYMBOL  (FY) 

1999 
ACTUAL 

l/B/E/S 

2000 

ANALYST 

EST, 

2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA-      GROWTH 
CON-         TION          RATE 
SENSUS        %             % 

S&P 
EQUITY 
RANKING 

3GET  GROUP  BD 

62.9 

2 

-81 

NA 

-17.3 

13 

NM 

0.0 

NM 

0.00 

-1.37 

-056 

0.56 

14.3 

15.0 

NR 

:CNF 

1263.3 

26 

-25 

20.6 

15.4 

121 

9 

0.2 

0.7 

1.54 

3.35 

2.81 

3.11 

3.5 

13.0 

B 

•EDITORS  INTL.  OF  WASHINGTON  EXPD 

2667.5 

52 

18 

33.6 

22.3 

785 

37 

1.6 

1,7 

0,27 

1,10 

1,50 

1.81 

5.0 

20,0 

A- 

CX  FOX  (6)                                                 13630.6 

48 

17 

14,4 

14.1 

275 

20 

0,7 

1,4 

0.00 

2,32 

2.66 

3.05 

3.3 

13.0 

B 

rZ  FRTZ  (5) 

242.2 

7 

-37 

-10,0 

6.2 

87 

14 

0,2 

0,7 

0,00 

0,47 

0.60 

0.79 

6,3 

15,0 

B- 

■XGMT 

2242.8 

47 

39 

NA 

15.9 

256 

16 

1,6 

1,1 

2,55 

3.01 

3.36 

3.80 

1.1 

13,3 

B+ 

'ITZHRZ 

36595 

34 

-32 

33,8 

18,9 

191 

10 

0.7 

0,6 

0,59 

3,10 

3,26 

3,42 

1,5 

17,0 

NR 

1  GROUP  HUBG 

54.0 

7 

-65 

-2,5 

4.9 

40 

8 

0.0 

0.6 

0.00 

1.40 

0.74 

1.33 

13.5 

15.0 

NR 

rSTON  PZB 

783.1 

16 

-31 

NA 

0.0 

105 

72 

0.2 

0,9 

0.66 

0.77 

1.10 

1,80 

11.1 

15.0 

B-^ 

IINSON  (C.H.)  WORLDWIDE  CHRW 

2391.6 

57 

42 

17.8 

23.6 

839 

36 

0.9 

1.9 

0,71 

1.29 

1.66 

1.94 

2.1 

18.0 

NR 

lER  SYSTEM  R 

1037.4 

17 

-29 

-5.0 

5.5 

84 

16 

0.2 

0,9 

3,45 

1,06 

1,89 

2.13 

4,2 

10.5 

B 

IITY  INDUSTRIES  TRN  (3) 

926.5 

25 

-13 

14.2 

8.3 

94 

12 

0.4 

1.4 

2.90 

4.15 

2.03 

2.20 

14,1 

9.0 

B-t- 

TRtlCKINC  A  SHIPPING 

)UP  AVERAGE                                        8955.8 

26 

-9 

16.1 

19.6 

227 

11 

0.4 

5.8 

0.45 

2.08 

2.59 

2.94 

7.7 

11.4 

ANSASBESTABFS 

2927 

15 

22 

NM 

24,7 

109 

5 

0.2 

0,6 

0.00 

2,14 

3.08 

3.40 

2.7 

8,5 

NR 

ISOLIOATEO  FREIGHTWAYS  CFWY 

78.0 

4 

-54 

NM 

-5.0 

30 

NM 

0,0 

40,3 

0.00 

0,12 

0.01 

0.53 

22.6 

9.0 

NR 

IT  (J.B.)  TRANSPORT  SERVICES  JBHT 

461,5 

13 

-5 

NM 

7,4 

111 

15 

0.2 

1,4 

0.00 

0,89 

0.94 

1,25 

10.4 

10.0 

B 

OSTAR  SYSTEM  LSTR 

454,8 

54 

27 

25,4 

49.1 

497 

11 

0,3 

0,6 

0.00 

4,55 

5.22 

5.90 

3.4 

17,5 

NR 

OWAY  EXPRESS  ROAD 

375,7 

19 

-10 

NM 

16.4 

119 

7 

0,1 

0.7 

1.03 

2.39 

2.78 

3,01 

2.7 

10.0 

NR 

TED  PARCEL  SERVICE  UPS                     68877.8 

61 

-12 

-4.0 

31.0 

743 

25 

2.4 

1.7 

1.12 

0.77 

2.40 

2.71 

2.2 

15.0 

NR 

REIGHTWAYS  USFC 

675,7 

26 

-45 

27,0 

17.0 

110 

7 

0,3 

0.6 

1.43 

3.79 

3.68 

3.93 

4,8 

13,0 

A- 

LOW  YELL 

430.0 

18 

8 

NM 

15.9 

97 

6 

0,1 

0.9 

0.00 

2.02 

2,50 

2.81 

12  5 

80 

B- 

tji3 

ILITIES 

^»■;:;v,  V 

■r  r  -■:. 
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USTRY 

AVERAGE                                ( 

>250.8 

35 

34 

5.7 

11.2 

219 

20 

1.3 

2.7 

4.00 

1.90 

2.25 

2.53 

4.9 

8.0 

EL£C1 

ntlC,  WATER  «  COGENFRA1 

ION 

)UP  AVERAGE                                        ( 

5643.1 

34 

31 

5.4 

11.4 

216 

19 

1.3 

2.8 

4.20 

2.07 

2.31 

2.58 

4.9 

7.5 

AES                                                               2 

3790,0 

52 

39 

15.9 

13.9 

594 

41 

4,0 

1.3 

0,00 

0.63 

1,49 

1.90 

4.2 

26.0 

B-f 

;gheny  energy  aye 

4610.7 

42 

55 

5.2 

16.0 

269 

16 

1.3 

2.9 

4.12 

2.45 

2,84 

3.16 

3.2 

5.0 

A- 

ANT  energy  LNT 

2518,5 

32 

16 

4.2 

16.7 

121 

7 

1,0 

4,1 

6,28 

2,51 

2.22 

2.38 

2,1 

3.5 

B-^ 

REN  AEE 

6088.9 

44 

36 

0.8 

12.2 

187 

14 

1.7 

4.6 

5.72 

2.81 

3,24 

3.36 

2.4 

3.0 

A- 

RICAN  ELECTRIC  POWER  AEP              1 

4811,7 

46 

43 

-1.4 

7.4 

176 

21 

1,3 

4,4 

5,22 

2,69 

2,60 

3.42 

1.2 

4.0 

B+ 

RICAN  WATER  WORKS  AWK 

2445,7 

25 

17 

2.1 

8.8 

147 

16 

1.8 

2,6 

3.62 

1.40 

1,61 

1.80 

1,1 

6.0 

A 

TA  AVA 

963,8 

20 

32 

-46.0 

-4.9 

146 

NM 

0,1 

NM 

2,35 

0,12 

-0,14 

0.98 

17,4 

3.5 

B 

'INE  CPN                                             1 

9839.2 

36 

122 

50.4 

12,4 

996 

58 

13.2 

0,9 

0.00 

0.43 

0.97 

1.21 

3,3 

40,0 

NR 

:rgycin 

5077.1 

32 

33 

3,4 

14,3 

184 

13 

0.7 

3,2 

5.64 

2,53 

2.53 

2,62 

2,7 

4.0 

B 

ENERGY  CMS 

3361.8 

28 

-11 

NA 

10.1 

146 

13 

0.4 

1.3 

5.25 

2,32 

2.42 

2.76 

4,7 

9,0 

B 

ECTIV  CIV 

1744.5 

20 

17 

-10,7 

10.7 

151 

U 

0,4 

2,3 

4.47 

1,14 

1.87 

1.93 

3,6 

4,5 

NR 

SOLIDATED  EDISON  ED 

7896.5 

37 

8 

1.8 

11.4 

142 

12 

0.9 

2,9 

5.85 

3,13 

3.18 

3.29 

4,0 

4.0 

A 

STELLATION  ENERGY  GROUP  CEG 

6124,9 

41 

40 

1,9 

8,9 

194 

21 

1,6 

2.4 

4.13 

2,18 

2,40 

3,09 

1,3 

7,0 

A- 

L  ENERGY  CPL 

5892.7 

43 

42 

0,8 

15.2 

187 

12 

1.9 

2.4 

4.77 

2,55 

3.01 

3.31 

3.0 

6.0 

A- 

INION  RESOURCES  D                           1 

4333.2 

60 

53 

4,1 

5.2 

214 

37 

1,9 

2.0 

4,30 

2,81 

3.30 

3,79 

4,2 

9,0 

B 

OPL 

3922.5 

31 

77 

5.5 

20.1 

508 

27 

2.8 

2.0 

3,07 

1,35 

1.51 

1,76 

4.0 

10,0 

A- 

DQE 

1805,5 

35 

0 

4.8 

19.9 

213 

13 

1,4 

1.9 

4.63 

2.62 

2.81 

3,11 

3,5 

6,5 

A- 

ENERGY  DTE 

5412.0 

38 

20 

4.4 

10.8 

137 

13 

1.0 

2.3 

5,43 

3.33 

3,30 

3.58 

2.0 

5.0 

A- 

E ENERGY  DUK                                    3 

3187.1 

90 

79 

-4,2 

12.6 

334 

26 

0.8 

2.4 

2.45 

2.25 

4,13 

4,53 

1,8 

9,0 

A- 

ON  INTERNATIONAL  EIX 

7473,5 

23 

-12 

1.9 

13.4 

153 

11 

0.6 

1.3 

4,88 

1.79 

2.00 

2.24 

2.2 

9,0 

B 

IGY  EAST  EAS 

2390,1 

20 

-3 

14.2 

13.5 

138 

10 

1.0 

1.1 

4,35 

2.11 

2.10 

2.30 

2.2 

9.0 

B 

:rgy  etr 

9052.9 

41 

60 

1,4 

8.6 

128 

15 

1.0 

1.8 

3.06 

2,25 

2.89 

3.07 

1.0 

8.0 

B 

ON  EXC                                                     1 

1295.6 

66 

91 

4,1 

34.2 

654 

18 

2.0 

2.2 

0,96 

3,08 

3,75 

4.33 

6.5 

8,0 

B 

tenergy  fe 

5709.7 

30 

30 

5.1 

10.7 

143 

11 

1,0 

2.2 

5.09 

2,50 

2,63 

2,77 

1.4 

5.0 

B 

JROUP  FPL                                            1 

1718.7 

66 

55 

6,5 

12,9 

206 

15 

1.7 

2,2 

3,26 

4,07 

4,38 

4.69 

1,5 

7,0 

B+ 

GPU 

AIIAN  ELECTRIC  INDUSTRIES  HE 

4269.7 
U14.9 

35 

34 

18 
18 

-0,9 
1,3 

2,9 
10,8 

130 
128 

44 
11 

0,8 
0,7 

3.7 

4,7 

6.20 
7.29 

3.66 
2,88 

3,16 
2.88 

3.33 
3.02 

1.5 
2,3 

3.0 
2.5 

A- 

B+ 

:  ENERGY  LGE 

3233.9 

25 

43 

10,3 

15,0 

327 

19 

1.3 

3,6 

5.25 

1,82 

1.72 

1,81 

1.1 

4.0 

B 

TANA  POWER  MTP 

ARA  MOHAWK  HOLDINGS  NMK 

2515.3 
2634.0 

24 
16 

-34 
18 

30,6 
NM 

9.0 
-0,6 

244 
97 

26 
NM 

2,4 
0.6 

2,2 
22.8 

3,36 
0.00 

1.33 
-0.06 

1.26 
0.09 

1  28 
0,26 

94 
69.2 

8.5 
8.0 

B-i- 
B 

URCE  Nl 

THEAST  UTILITIES  NU 

3116.5 
3096.1 

26 
22 

44 
5 

-1,3 
-41,6 

12,6 
5.3 

230 
128 

17 
22 

0,8 
0,6 

1,7 
2.4 

4.20 
1.86 

1,27 
0.26 

1.85 
1.48 

2.02 
1.72 

3.5 
8.1 

8.0 
6,0 

A 
B 

THWESTERN  NOR 

508.6 

22 

0 

10.3 

13.5 

165 

12 

0,1 

1.0 

5,41 

1.62 

1,80 

1.99 

1,5 

12,0 

A 

IRNST 
ENERGY  OGE 

2091.5 
1722.7 

39 
22 

-3 
16 

7.4 
53 

10.8 

14,1 

158 
159 

14 
U 

0.8 
0,6 

2.2 

1.9 

5.07 
6,01 

2.76 
1.94 

3.21 
1,96 

3.52 
2.10 

2.0 
1.9 

5.7 
6.0 

NR 
A- 

:PCG                                                        1 
ACLE  WEST  CAPITAL  PNW 
iMAC  ELECTRIC  POWER  POM 

3610.4 
3944.3 
2554.5 

27 
47 
23 

34 

52 

0 

-66.0 

8.7 

32.6 

2.9 
12.8 
9.3 

144 
166 
145 

43 

13 
15 

0.5 
1,2 
1.0 

1.4 
1,9 
26 

4,37 
3.22 
7.24 

0.04 
3.17 
1.98 

2.52 
3.51 
1.76 

2.72 
3.63 
1.90 

3.7 
3,6 
2.6 

8.0 
7.0 
6.0 

B 
B 

^PL 

IC  SERVICE  ENTERPRISE  GROUP  PEG 

:T  SOUND  ENERGY  PSD 
UNT  ENERGY  R El                                 1 
i  lA  SCG 

5038.5 
9165.9 
2242.7 
1565,5 
2952.1 

42 
43 
26 
39 
28 

83 
23 

35 
72 

5 

11.3 

6.4 

13.1 

38.2 

0,4 

25,2 
15.9 
11,5 
14,7 
9,8 

318 
221 
161 
201 
143 

12 
13 
13 
13 
14 

1,1 
1.4 
0.8 
0.5 
1.1 

1,9 
2,4 
3,3 
1.4 
27 

2,54 
5.05 
7,03 
3.82 
4.08 

3.14 
3.29 
2,06 
5.82 
1.73 

296 
3.58 
2.00 
2.91 
2.08 

3.23 
3.64 
209 
2.93 
2.25 

3.4 
1.4 
1,0 
1.7 
4.0 

7.5 
5.0 
4.0 
10.0 
6.0 

B+ 

B+ 

B 

B 

B+ 

immu^^am^^^ii^ 
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1995-99 
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RETURN 
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%0F 
BOOK 
VALUE 

P-E 
RATIO 
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SALES 
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P-E 
TO 

GROvnn 
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YIELD 
% 
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1999 
ACTUAL 

l/B/E/S 
2000 

ANALYST 
EST 

2001  ESTIMATES  FROM  ANALYSTS 
LONG-TERM 
l/B/E/S      VARIA-       GROWTH 
CON-         TION          RATE       Ei 
SENSUS        %             %        RA 

SIERRA  PACIFIC  RESOURCES  SRP 

1240.5 

16 

-9 

-14.9 

-3.9 

89 

NM 

0.6 

4.5 

6.32 

0.83 

0.71 

1.67 

60 

5.0 

SOUTHERN  SO 

20532.5 

32 

34 

2.9 

13.6 

219 

15 

1.3 

2.5 

4.25 

1.86 

2.07 

2.13 

6,6 

6,0 

SOUTHERN  ENERGY  SOE 

6630.0 

24 

NA 

127.1 

11.6 

246 

20 

1.1 

1.2 

0.00 

1.33 

1.01 

1.16 

4,3 

20.5 

TECO  ENERGY  TE 

3682.4 

29 

58 

-0.6 

15.9 

249 

16 

1.7 

2,8 

4.58 

1.53 

1.97 

2,14 

3,7 

5.4 

TXU  TXU 

10309.3 

40 

12 

NM 

13.4 

135 

10 

0.5 

1.7 

6.01 

3.53 

3.41 

3.69 

1.4 

7.0 

UTILICORP  UNITED  UCU 

2749.9 

30 

52 

11.1 

12.8 

176 

14 

0.1 

1.7 

4.07 

1.75 

2.13 

2.39 

6,7 

8.0 

WESTERN  RESOURCES  WR 

1591.7 

23 

35 

NM 

1.7 

81 

50 

0.7 

4.0 

5.25 

-0.01 

1.60 

1.84 

13,0 

3.6 

WISCONSIN  ENERGY  WEC 

2578.7 

21 

11 

-4.3 

7.7 

124 

16 

0.9 

3.2 

3.75 

1.79 

1.65 

2.14 

2.3 

4.0 

XCEL  ENERGY  XEL 

9281.1 

27 

40 

-7.6 

8.1 

169 

18 

1.2 

_2.1 

3.20 

1.43 

2.03 

2.19 

2.7 

6.5 

IIA 


(B)  CAS,  OIL  &  TRANSMISSION 

GROUP  AVERAGE  4550.8  37  45  7.9  10.5  232 

EL  PASO  ENERGY  EPG  14034.2  60  55  NM  7.5  409 

KEYSPAN  KSE  4151.6  38  64  -9.7a  10.5  150 

KINDER  MORGAN  KMI  4738.6  41  105  32.7  12.1  272 

MCN  ENERGY  GROUP  MCN  2463.9  27  15  NM  7.1  259 

MDU  RESOURCES  GROUP  MDU  1950.9  30  52  12.7  11.5  233 

NATIONAL  FUEL  GAS  NFG  (9)  2233.3  57  22  4.0  13.1  220 

NICORGAS  1760.4  39  19  7.6  6.5  254 

0NE0KOKE(8)  1191.6  41  62  NA  8.1  100 

SEMPRA  ENERGY  SRE  4997.8  24  41  -0.2  16.3  202 

UGI  UGl  (9)  599.3  22  9  8.4  15.5  224 

WESTERN  GAS  RESOURCES  WGR  785.3  24  84  NM  7.5  209 

WILLIAMS  WMB  15703.0  35  16  NA  10.2  253 


26 

57 
17 
22 
36 
19 
18 
41 
NA 
12 
14 
29 
25 


1.1 

0.8 
1.0 
2.2 
1.0 
1.2 
1.6 
1.0 
NA 
0.8 
0.3 
0,3 
1.5 


2.4 

1.6 
1.7 
1.7 
8.0 
1.9 
2.4 
2.2 
2.3 
1.5 
2.3 
1.8 
1.8 


3.12 

1.37 
4.67 
0.48 
3.74 
2.90 
3.37 
4.31 
3.04 
4.09 
6.99 
0.82 
1.70 


1.11 

-1.06 
1,62 
1.92 

-0,34 
1,52 
2,95 
2.62 
NA 
1.66 
1,74 

-0,82 
0.36 


1.97 

2-59 

2.25 

1,25 

0.68 

1.72 

3.21- 

2,90 

2,91 

2,12 

1,64* 

1,16 

1.26 


2.33 

3.13 
2.45 
1,58 
1.11 
1,95 
4.27 
3.06 
3.33 
2.17 
2.01 
1.59 
1.27 


5.2 

3.2 
2.5 
3.2 
2.7 
2.6 
2.6 
1.0 
5.7 
2.3 
1.0 
27.7 
7.9 


10.0 

15.0 
10.0 
20.0 
5.0 
9.3 
7.5 
6.0 
6.0 
7.5 
6.0 
12.0 
16.0 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Ifr 


a 

A&PIOc 

Abbott  Laboratories  12b 

ABM  Industries  21e 

ACNielsen21e 

ADC  Telecomtp.  22a 

Adelphia  Communications  20a 

Administaft21e 

Adobe  Systems  18c 

Advance  Paradigm  17a 

Advanced  Micro  9d 

AES24a 

Aetna  17b 

Affiliated  Computer  Svcs.  18c 

AFUC17b 

AGC015C 

Agilent  Technologies  9c 

Air  Products  &  Chemicals  4 

Airborne  Freight  23c 

Airgas21b 

AKSteel  Holding  16b 

Alaska  Air  Group  23a 

Alberto-Culver  8 

Albertson's  10c 

Alcoa  18a 

Allegheny  Energy  24a 

Allegheny  Tech.  5 

Allergan12b 

Alliant  Energy  24a 

Allied  Vl/astelnds,  21c 

Allmerica  Financial  17b 

Allstate  17b 

Alltel  22b 

Amazon.com  8 

Amerada  Hess  11a 

Amerco  23c 

Ameren  24a 

America  Online  1 8c 

America  West  Hoi' ines  23a 

American  Axle  &  M;g  2b 

American  Electric  24a 

American  Express  17a 

American  Financial  Group  17b 

American  General  17b 

American  Greetings  14d 

American  Home  12b 

American  IntI,  Group  17b 

American  Management 

Systems  1  Be 

American  Power  9a 


American  Standard  13a 

American  Water  Works  24a 

AmeriSource  Health  12a 

Ames  Dept.  Stores  8 

Amgen  12b 

Amkor  Technology  9d 

AMR  23a 

AmSouth  Bancorporation  3c 

Anadarko  Petroleum  11a 

Analog  Devices  9d 

ANC  Rental  23c 

Anheuser-Busch  6c 

Anixter  International  5 

Aon  17b 

Apache  11a 

Apple  Computer  18b 

Applied  Biosystems  9c 

Applied  Industrial  Tech.  21b 

Applied  Materials  15c 

Arch  Coal  11a 

Archer  Daniels  10b 

AribalBc 

Arkansas  Best  23d 

Arrow  Electronics  21b 

ArvinMeritor  2b 

Ashland  11a 

Associated  Banc-Corp  3a 

Astoria  Financial  17c 

AT&T  22a 

AT&T  Wireless  22a 

Atmel  9d 

Autoliv  2b 

Automatic  Data  18c 

AutoNation  21  e 

AutoZone  8 

Avery  Oennison  15a 

Avis  Group  23c 

Avista  24a 

Avnet21b 

Avon  Products  6d 

AVX9d 

AXA  Financial  17b 

Baker  Hughes  lib 
Ball  7a 
BancWest  3d 
Bank  of  America  3c 
Bank  of  New  York  3a 
Bank  One  3b 
Banknorth  Group  3a 


Banta21d 

Barnes  &  Noble  8 

Bausch&Lomb12d 

Baxter  International  12d 

BB&T3C 

BEA  Systems  18c 

Bear  Stearns  17a 

Beazer  Homes  USA  13b 

Beckman  Coulter  9c 

Becton,  Dickinson  12d 

Bed  Bath  &  Beyond  6b 

BellSouth  22b 

Belo  (A.H,)  20b 

Bemis  7b 

Bergen  Brunswig  12a 

Berkley  (WR,)  17b 

Berkshire  Hathaway  17a 

Best  Buy  6b 

Bethlehem  Steel  16b 

Beverly  Enterprises  12c 

BindleyWesternlnds.  12a 

BJ's  Wholesale  Club  8 

Black  &  Decker  15b 

Block  (H&R)  17a 

Blockbuster  14b 

BMC  Software  18c 

Boeing  1 

Boise  Cascade  19b 

Borders  Group  8 

BorgWarner  2b 

Boston  Scientific  12d 

Bowater19b 

Briggs&StrattonISc 

Brightpoint21b 

Brinker  International  14a 

Bnstol-Myers  Squibb  12b 

Broadcom  9d 

Brocade  Communications  18c 

Brown-Forman6c 

Brunswick  14d 

Budget  Group  23c 

Buriington  Coat  Factory  8 

Buriington  Industries  15d 

Buriington  Northern  Santa  Fe  23b 

Buriington  Resources  11a 

Cabletron  Systems  I8c 
Cablevision  Systems  20a 
Cabot  4 
Calpine  24a 


Campbell  Soup  10b 

Capital  One  Financial  17a 

Cardinal  Health  12a 

Caremark  Rx  12a 

Cariisle15a 

CariVlax  Group  21  e 

Carnival  14d 

Casey's  General  Stores  21  e 

Caterpillar  15c 

CBRL  Group  14a 

CDI21e 

CDW  Computer  Centers  8 

CellSt3r21b 

Cendant 21e 

Centex  13b 

Central  Gardens  Pet  21b 

Centura  Banks  3c 

CenturyTel  22a 

Ceridian  18c 

Champion  Enterprises  13b 

Charier  Communications  20a 

Charter  One  Financial  17c 

Chase  Manhattan  3a 

Chevron  11a 

Chubb  17b 

Ciena  22a 

Cigna  17b 

Cincinnati  Financial  17b 

CINergy  24a 

Cintas21e 

Circuit  City  Group  6b 

Cisco  Systems  18c 

CIT  Group  17a 

Citigroup  17a 

CKE  Restaurants  14a 

Clayton  Homes  13b 

Clear  Channel  Communs.  20a 

Clorox  6d 

CMS  Energy  24a 

CNAFmancial17b 

CNF  23c 

Coastal  11a 

Coca-Cola  6c 

Coca-Cola  Enterprises  6c 

Colgate-Palmolive  6d 

Colonial  BancGraup  3a 

Comcast  20a 

Comdisco  18c 

Comerica  3b 

Commerce  Bancshares  3b 

Commercial  Metals  16b 


Compaq  Computer  18b 
Compass  Bancshares  3c 
Computer  Associates  18c 
Computer  Sciences  18c 
CompuwareISc 
Comverse  Tech.  22a 
ConAgra  Foods  10b 
Conectiv  24a 
Conexant  Systems  9d 
Conoco  11a 
Conseco  17b 
Consol  Energy  11a 
Consolidated  Edison  24a 
Cons.  Freightways  23d 
Consolidated  Stores  8 
Constellation  Brands  6c 
Constellation  Energy  24a 
Continental  Airiines  23a 
Convergys21e 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
Corn  Products  IntI,  10b 
Corning  15a 
Costco  Wholesale  8 
Countrywide  Credit  17a 
Coventry  Health  Care  12c 
Cox  Communications  20a 
CP&L  Energy  24a 
Crane  21b 

Crestline  Capital  14c 
Crompton  4 
Crown  Cork  &  Seal  7a 
CSKAutoB 
CSX  23b 

Cummins  Engine  15c 
CVS  12a 
Cytec  Industries  4 

a         :,:,..-- 

D&K  Healthcare  Resources  12a 

Dana  2b 

Danaher9c 

Darden  Restaurants  14a 

Da  Vita  12c 

Dean  Foods  10b 

Deere  15c 

Del  Monte  Foods  10b 

Dell  Computer  18b 

Delphi  Automotive  2b 


Delta  Air  Lines  23a 

Deluxe  18a 

Dial  6d 

Diebold18a 

Dillard's  8 

Dime  Bancorp  17c 

DiMon  6e 

Disney  (Walt)  20a 

Dole  Food  I  Ob 

Dollar  General  8 

Dominion  Resources  24a 

Donnelley  (R.R.)21d 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

DPL24a 

DQE  24a 

DTE  Energy  24a 

Duke  Energy  24a 

Dun&Bradstreet17a 

DuPont4 

Dura  Automotive  Systems  2b 

Dynegy  21b 

Ql 

E''Trade  Group  17a 

Earthgrains  10b 

Eastman  Chemical  4 

Eastman  Kodak  14d 

Eaton  2b 

EchoStar  Communications  20a 

Ecolab  6d 

Edison  International  24a 

Edwards  (AG)  17a 

El  Paso  Energy  24b 

Electronic  Arts  18c 

Electronic  Data  Systems  18c 

EMC  18b 

Emerson  Electric  9a 

Encompass  Services  21a 

Energizer  Holdings  15a 

Energy  East  24a 

Engelhard  16c 

Enron  21b 

Entergy  24a 

Equifax  17a 

Estee  Lauder  6d 

Everest  Re  Group  17b 

Exelon  24a 

ExidelSa 

Expediters  IntI  23c 


Express  Scripts  12c 
ExxonMobil  11a 


Family  Dollar  Stores  8 
Fannie  Mae  17a 
Federal-Mogul  2b 
Federated  Dept,  Stores  8 
FedEx  23c 
Ferro4 

Fidelity  National  FinI,  17a 
Fifth  Third  Bancorp  3b 
First  American  17a 
First  Data  1 8c 
First  Tennessee  Natl,  3c 
First  Union  3c 
Firstar  3b 
FirstEnergy  24a 
FirstMeritSb 
FIservlBc 

FleetBoston  Financial  3a 
Fleetwood  Ents,  14d 
Fleming  10a 
Flowers  Industries  10b 
FMC15C 
Footstar  B 
Ford  Motor  2a 
Fortune  Brands  15a 
Foster  Wheeler  21a 
Fox  Entertainment  14b 
FPL  Group  24a 
Franklin  Resources  17a 
Freddie  Mac  17a 
Freeport-McMoRan  C&G  1' 
Fremont  General  17b 
Fritz  23c 
Fuller  (HB)  4 
Furniture  Brands  6b 

Galileo  Intl.  18c 
Gannett  20b 
GapB 

Gateway  18b 
GATX  23c 
Genentech  12b 
General  Cable  16c 
General  Dynamics  1 
General  Electric  5 
General  Mills  10b 
General  Motors  2a 


If 


I 
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IDW.  Our  job  is  to  simplify  yours. 


Let's  face  it. Technology  challenges  don't  stop  after  you  purchase 
your  computing  products.  That's  why  successful  businesses  place  such 
value  on  their  personal  CDW  account  nnanager  Together  with  a  team  of 
experts,  your  account  manager  will  custom-configure  best-of-breed  solutions  from 
hundreds  of  top  name  brands.  Respond  to  your  every  need.  And  save  you  time  and  money. 
Add  CDW.com,  our  award-winning  site,  and  you  have  a  total  computing  solutions  resource  from 
the  industry's  only  Direct  Solutions  Provider™  Call  us.  We're  a  trusted  Fortune®  1000  Company.  And 
[ive'll  give  you  the  24x7  attention  you  need  to  rest  easy. 


Computing  Solutions  Built  for  Business 

1-888-239-8283  www.cdw.com 

)  CDW  Computer  Centers,  Inc. 
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Announcing 

The    Tenth    Annual    Forum    ^ 
Chief    Financial    Officer: 

February   Efl-flarch    En   EDDl  ^ 

The    BreakersT   Palm    BeachT  FL 

The    Premier    Corporate    Finance    Event 


rom  February  28-March  2,  2001,  BusinessWeek  will 
gather  together  America's  top  Chief  Financial  Officers 
in  Palm  Beach,  Florida  for  the  year's  most  prestigious 
corporate  finance  event,  i-  This  private,  invitation- 
only  Forum  at  The  Breakers  will  focus  on  the  ways  in 
which  CFOs  can  take  "e.biz''  to  the  next  level,  guiding 
their  companies  toward  utilizing  the  Net's  full 
potential  for  speed,  efficiency  and  innovation. 


Conducted  in  a  retreat-like  setting,  the  Forum 
encourages  collegial  interaction  so  that  participants 
may  gain  the  well-founded  knowledge  that  is  only 
derived  from  exchanging  ideas,  sharing  experiences, 
and  engaging  in  compelling  discussions.  Topics 
include:  "Finding  an  E-Business  Model  that  Works", 
"Supply-Chain  Management  Comes  of  Age"  and 
"The  Implications  of  Going  Wireless."  The  Annual 
BusinessWeek  Forum  of  Chief  Financial  Officers 
is  an  exclusive  event  reserved  for  today's  elite 
financial  leaders.  ■ 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today.  If  yoi 
have  not  received  one,  but  believe  you  should  attend,  please  contact  u^ , 
Simply  call  212.512.6673.  | 


IN  PARTNERSHIP  WITH 

Zurich    Financial    Services 


SPONSORED  BY 

LeapSource 
Hilliman    &    Robertsonn    Inc. 

SAS 

^^^  WITH    SUPPORT    FROn 

/^^^\  GetThere 


ROBERT    H.    BRUST 
Executive  Vice  President  and  CFO 
Eastman  Kodak  Company 


HEIDI    G.     niLLER 

Former  Chief  Financial  Officer  and  SEVP, 

priceline.com  Incorporated 


WARREN    C     JENSON 
Senior  Vice  President  and  CFO 
Amazon.com  Inc. 


JAMES    A.    PARKE 
Vice  Chairman  and  CFO 
GE  Capital 


JERRY    n.    KENNELLY 
Senior  Vice  President,  CFO 
and  Secretary 
Inktomi  Corporation 


PATRICK    J.    SPAIN 
Chairman  and  CEO 
Hoover's,  Inc. 


[^ 


THOMAS  MALONE 

Patrick  J.  McGovern  Professor 

of  Information  Systems 

Sloan  School  of  Management,  MIT 


%:^'^ 


LOU    HOLTZ 

Head  Football  Coach 
University  of  South  Carolina 


BusinessWeek 
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INVESTMENT  OUTLOOK  SCOREBOARD! 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Genuine  Parts  21b 
Georgia-Pacific  Group  1 9a 
Gillette  6d 

Golden  State  Bancorp  17c 
Golden  West  17c 
Goldman  Sachs  Group  17a 
Goodrich  (B.F.)  1 
Goodyear  Tire  &  Rubber  2c 
GPU  24a 
Grace(W.R.)4 
Grainger  (W.W.)  21b 
Granite  Construction  21a 
Great  ASP  10c 
Great  Lakes  Chemical  4 
GreenPoint  Financial  17c 
Group  1  Automotive  21  e 
Guidant  12d 

CI 

Halliburton  lib 

Harcourt  General  20b 

Harley-Davidson  14d 

Harman  International  6b 

Harrah's  Entertainment  14b 

Harris  9b 

HarscolSa 

Hartford  Financial  Services  17b 

Hasbro  14d 

Hawaiian  Electric  24a 

Hayes  Lemmerz  Intl.  2b 

HCA-The  Healthcare  Co.  12c 

Health  Management  Assocs.  12c 

Health  Net  12c 

Healthsouth12c 

Heinz  (HJ.)  10b 

Heller  Financial  17a 

Hercules  4 

Hershey  Foods  10b 

Hertz  23c 

Hewlett-Packard  18b 

Hibernia  3c 

Hillenbrand  1!>a 

Hilton  Hotels  14c 

Hollinger  International  20b 

Home  Depot  8 

HON  Industries  18a 

Honeywell  Intl.  5 

Hormel  Foods  10b 

Morton  (D.R.)  13b 

Household  Intl.  17a 

Hub  Group  23c 

Hubbell  9a 

Hughes  Electronics  9b 

Hughes  Supply  21b 

Humana  12c 

Hunt  U.S.)  23d 

Huntington  Bancshares  3b 


Jacobs  Engineering  21a 
JDS  Uniphase  9d 
Jefferson-Pilot  17b 
John  Hancock  Financial  17b 
Johns  Manville  13a 
Johnsons  Johnson  1 2d 
Johnson  Controls  15a 
Jones  Apparel  Group  6a 
Juniper  Networks  18c 

Ci 

Kaiser  Aluminum  16a 
Kansas  City  Southern  17a 
Kaufmans  Broad  Home  13b 
Keebler Foods  1 0b 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21e 
Kennametal  15b 
Kerr-McGeella 
KeyCorp  3b 
KeySpan  24b 
Kimberly-Clark  19b 
Kinder  Morgan  24b 
KLA-Tencor  9c 
Kmart  8 

Knight-Ridder20b 
Kohl's  8 
Kroger  10c 


12  Technologies  18c 
IBM  18b 
IBP  10b 

IKON  Office  Solutions  5 
Illinois  Tool  Works  15c 
IMC  Global  4 
Immunex12b 
IMS  Health  21e 
Infinity  Broadcasting  20a 
ingersoll-Rand  15c 
Ingram  Micro  18c 
Insight  Enterprises  8 
Intel  9d 
Interface  15d 
International  Flavors  4 
Intl.  Multifoods  10a 
International  Paper  19b 
Interpublic  Group  21d 
Interstate  Bakeries  10b 
Intimate  Brands  8 
Iomega  18b 
IT  Group  21c 
ITTIndustries  15c 


Jabil  Circuit  9d 
Jack  in  the  Box  14a 


a 

L-3  Communications  9b 

Laboratory  Corp.  of  America  1 2c 

Lafarge13a 

Lam  Research  15c 

LandAmerica  Financial  17a 

Lands'  End  8 

Landstar  System  23d 

La-Z-Boy  6b 

Lear  2b 

Legg  Mason  17a 

Leggett&  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar13b 

Lennox  International  13a 

Lexmark  International  18b 

LG&E  Energy  24a 

Liberty  Financial  17b 

Liberty  Media  8 

Lilly  (Eli)  12b 

Limited  8 

Lincoln  National  17b 

Linear  Technology  9d 

Linens 'N  Things  6b 

Lithia  Motors  21  e 

Litton  Industries  9b 

Liz  Claiborne  6a 

Lockheed  Martin  1 

Loews  17b 

Longs  Drug  Stores  12a 

Louisiana-Pacific  19a 

Lowe's  8 

LSI  Logic  9d 

Lubrizol  4 

Lucent  Technologies  22a 

Lyondell  4 

o 

M&TBank3a 

M.D.C.  Holdings  13b 

Magellan  Health  Services  21e 

Mail-Well  7b 

Mandalay  Resort  14b 

Manor  Care  12c 

Manpower  21  e 

Marriott  Intl.  14c 

Marsh  &  McLennan  17a 

Marshall  &llsley  3b 

Martin  Marietta  Materials  13a 

Masco  13a 

Massey  Energy  21a 

Mattel  14d 

Maxim  Integrated  Prods.  9d 

Maxtor  18b 


May  Department  Stores  8 
Maytag  6b 
MBNA  3a 
McCormicklOb 
McDermott  Intl.  15c 
McDonald's  14a 
McGraw-Hill  20b 
McKesson  HBOC  12a 
MCN  Energy  Group  24b 
MDU  Resources  Group  24b 
Mead  19b 
Medtronic  1 2d 
Melton  Financial  3a 
Merck  12b 
Mercury  General  17b 
MeriStar  Hotels  &  Resorts  14c 
Men'ill  Lynch  17a 
Metals  USA  21b 
MetLife17b 
MGM  Mirage  t4b 
Michaels  Stores  8 
Micron  Electronics  18b 
Micron  Technology  9d 
Microsoft  18c 
Mid  Atlantic  Medical  12c 
Milacron  15c 
Millennium  Chemicals  4 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mohawk  Industries  15d 
Molex  9d 
Monsanto  4 
Montana  Power  24a 
MONY  Group  17b 
Morgan  (J.P)  3a 
Morgan  Stanley  Dean  Witter  17a 
Motorola  9b 
Murphy  Oil  11a 
Musicland  Stores  14d 

o 

National  City  3b 
National  Commerce  3c 
National  Fuel  Gas  24b 
National  Semicond.  9d 
National  Service  9a 
National  Steel  16b 
Nationwide  Financial  Svcs.  17b 
Navistar  International  2a 
NCR  18a 

Neiman  Marcus  Group  8 
Network  Appliance  18b 
New  York  Times  20b 
Newell  Rubbermaid  15a 
Newmont  Mining  16c 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
Niagara  Mohawk  24a 
Nicer  24b 
Nike  6a 
NiSource  243 
Nordstrom  8 
Norfolk  Southern  23b 
North  Fork  Bancorp.  3a 
Northeast  Utilities  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Northwestern  24a 
N0VA21e 
Novell  18c 
NSTAR24a 
Nucorlfib 
NVR13b 


Occidental  Pet.  11a 
Office  Depot  8 
OfficeMax  8 
OGE  Energy  24a 
Ohio  Casualty  17b 
Old  Kent  Financial  3b 
Old  Republic  Intl.  17b 
Olin  16c 
Omnicare  12a 


Omnicom  Group  21d 
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PLAN  YOUR  FUTURE. 
ONE  DAY  AT  A  TIME. 


Prepare  for  another 
successful  year  with 
the  2001  BusinessWeek 
Planner  in  desktop  and 
pocket  formats. 


USA  Credit 
card  holders  may  call 

TOLL-FREE 
800-553-3575. 

AskforDeptBC4l. 

We  honor 
AmEx/Diners/Visa/ 

MasterCard 


Materials  and  workmanship  fully 
guaranteed  or  your  money  back. 


Available  in  black  or  burgundy,  the  Business  Week 
Planner  will  keep  you  on  schedule  with  a  1 3-month  calendar, 
international  dialing  codes,  time  conversion  charts,  and 
important  toll-free  numbers.  The  desktop  version  also  features 
a   32-page,   four-color  world   atlas;   detailed    information 
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about  39  U.S.  and  international  cities;  and  even  a  w    M 
vintage  guide. 

Whether  purchased  separately  or  in  a  matching  ski\   J 
leather  set,  the  200 1  Business  Week  Planner  will  ensure  t 
you  make  the  most  of  each  and  every  day. 
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'HINK  YOU  HAVE 

[N  EQUAL  MARRIAGE? 

hen  I  logged  on  to  the  new  Web  site  for 
the  Institute  for  Equality  in  Marriage 
(www.equalityinmarriage.org),  I  was  skep- 
tical that  it  would  have  anything  to  offer  me.  Af- 
ter all,  I'm  happily  married  in  a  dual-income 
household  and  never  doubted  that  my  marriage 
was  a  50-50  partnership.  But  I  printed  some 
questions  about  money  for  my  husband,  Neil, 
and  then  sat  down  with  him  to  see 
what  he  thought. 

To  my  surprise,  we  had  one  of  the 
most  productive  conversations  about 
finances  of  our  six-year  marriage.  We 
spoke  candidly  about  topics  that  both 
of  us  knew  were  lurking  under  the 
surface  but  hadn't  brought  up  be- 
cause we  didn't  know  how.  They  in- 
cluded how  we  view  financial  security, 
how    we    feel    about    each    other's 
spending  habits,  and  whether  the 
assets  we  each  brought  to 
our    marriage    are    joint 
property. 

Thank      you,      Lorna 
Wendt.  She  is  the  founder 
of  the  Institute  for  Equal- 
ity in  Marriage,  a  nonprof- 
it organization  designed  to 
educate   men   and   women 
about  creating  equal  part- 
nerships. Wendt  became  the 
poster  woman  for  divorc- 
•^^^    ing  wives   in   1997 


Lorna 

Jorgenson 

Vfendt 


BORN 

Minot,  N.D.,  1943 
EDUCATION 

BA  in  music 
education,  Univer- 
sity of  Wisconsin 

RESIDENCE 

Stamford,  Conn. 

BIGGEST 
ACHIEVEMENT 


when  she  began  a 
legal    battle    to 
.L;et  half  of  her 
executive  hus- 
band's   estimated    $100 
million  net  worth.  Her 
husband   of  32   years, 
Gary  Wendt,  then  chief 
of    General    Electric 
Capital  and  now  ceo 
of  Conseco,  had  of- 
fered her  $10  mil- 
lion.      A       court 
awarded    her   $20 
million  in  "hard  as- 
sets,"     including      a 
house  and  car,  but  she  is 
i:»pealing  for  a  portion  of 
^o-called  soft  assets,  such 
as  pension  benefits  and 
stock  options. 

Wendt  aims  to  use  the 
Web  site  to  make  it  eas- 
ier for  men  and  women 


"Raised 

two  wonderful 

daughters.  In 

tough  times,  I'm 

able  to  deal  with 

problems" 


to  talk  openly  about  marriage,  money,  and  rela- 
tionship equality.  Let's  face  it:  Many  once-taboo 
subjects  such  as  AIDS,  breast  and  prostate  cancer, 
and  erectile  dysfunction  now  get  airtime  on  na- 
tional TV  and  are  bandied  about  at  cocktail  par- 
ties. But  engaged  and  already-married  couples 
still  have  trouble  bringing  up  financial  issues, 
such  as  those  raised  in  the  following  questions:  If 
our  marriage  ends  in  divorce,  do  we  agree  to  di- 
vide all  marital  assets  on  a  50-50  basis?  If  one  of 
us  becomes  a  stay-at-home  spouse,  would  we 
consider  that  person's  contribution  equal  to  that 
of  the  wage  earner?  "We're  not  here  to  give  an- 
swers to  these  questions,"  says  Wendt.  "What- 
ever people  decide  to  do  is  fine.  We  just  want  to 
get  people  thinking  and  talking  about 
these  things." 

Since  half  of  all  marriages  end  in 
divorce,  there  seems  to  be  a  need  to 
create  such  a  dialogue.  "Imagine  if 
someone  told  you  there  was  a  50% 
chance  you'd  get  cancer,"  says  Ellen 
Sabin,  executive  director  of  the  Man- 
hattan-based institute.  "Wouldn't  you 
do  everything  in  your  power  to  edu- 
cate yourself  and  take  precautions?" 
FIRM  FOUNDATION.  With  that  in  mind, 
Wendt  advises  all  couples  to  draft  a 
prenuptial  agreement — or  a  postnup- 
tial one,  if  you're  already  married. 
Even  for  young  couples  who  haven't 
built  up  substantial  assets,  Wendt 
suggests  writing  down  what  you  are 
saving  money  for  and  who  will  handle 
the  checkbook  and  long-range  finan- 
cial planning.  Unfortunately,  many 
people  see  these  contracts  as  divisive 
rather  than  unifying,  with  the  per- 
son who  has  more  money  acting  to 
protect  what  is  his  or  hers.  But 
Wendt  thinks  these  agreements  can 
help  create  the  foundation  for  an 
equal  partnership  and  keep  both  par- 
ties financially  aware.  "It  is  the  ulti- 
mate form  of  trust,"  says  Wendt,  who  aims  to 
use  equalityinmarriage.org  to  destigmatize  pre- 
and  postnups. 

The  site  is  geared  to  men  and  women  in  all 
stages  of  relationships,  but  in  fact,  most  of  its 
users  are  women  facing  divorce.  The  divorce 
section  covers  26  areas,  from  how  to  avoid  a 
court  trial,  divide  debt,  and  protect  your  credit 
rating  to  the  seven  questions  to  ask  about  re- 
tirement benefits.  My  biggest  criticism  is  that 
some  suggestions  are  trite.  But  Wendt's  inten- 
tions are  sincere,  and  her  message — that  open 
communication  about  finances  is  necessary  for  a 
true  partnership — is  a  valid  one. 
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For  a  Q&A  with  Lorna  Wendt,  or  to  join 

a  discussion  in  our  forum,  see  hers. online  at 

www.businessweek.com/investor/ 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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of  mass  media  is  challenging. 

Exploring  the  possibilities 
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And  working  with 
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makes  for  quite  a  day  at  the  office. 

But  the  thrill  of  a  lifetime? 
Ringing  the  opening  hell 
at  the  New  York  Stock  Exchange, 
right  in  the  center  of  the  action. 

After  all,  we're  in  the  forefront 

of  the  world  of  media,  so 

center  stage  makes  us  feel  right  at  home, 

Gerald  M.  Levin 
Time  Warner  Chairman  and  CEO 
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LOW-PRICED  HELP 
-THAT  ISN'T  WORTH  IT 

The  great  thing  about  being  a  do-it-yourself 
investor  is  never  having  to  talk  to  a  stock- 
broker. The  hell  of  it  is  not  having  anyone 
to  speak  with  about  decisions  that  easily  can  af- 
fect tens  or  hundreds  of  thousands  of  dollars. 

Sensing  this  hunger  for  just  a  bit  of  advice,  T. 
Rowe  Price  recently  introduced  a  service  it's 
calling  Investment  Checkup.  The  idea  is  that 
for  $250,  the  firm's  financial- 
planning  unit  will  help  you 
understand  your  portfolio 
and  see  if  it  meets 
your  goals  and  ap-  ,"*^^ 
petite  for  risk.  "In-  ■ -^^ 
vestment  Checkup 
can  give  you  a  valu- 
able second  opinion," 
ads  promise.  It  fol- 
lows TRP's  successful 
launch  last  year  of  a 
service  to  help  in- 
vestors in  or  near  re- 


BY  ROBERT  BARKER 


Portfolio  Checkup 


T.  Rowe  Price  looked  at  100  client  portfolios  to  see  how  their  asset  alloca- 
tions differed  from  the  firm's  recommendations.  In  this  sample,  investors 
are  considered  to  be  overweighting  or  underweighting  an  asset  if  their 
allocation  differs  by  more  than  five  percentage  points  from  the  firm's. 


'  OVERWEIGHT 


ON  TARGET 


STOCKS 


DATA  T  ROWE  PRICE 


T.  Rowe  Price's 
planners  will 
assess  your 
portfolio,  but  they 
don't  answer 
enough  questions 


tirement  crack  the  problem  of  how  much  of  their 
savings  they  can  safely  spend.  For  $500,  that 
has  proved  to  be  a  true  bargain.  Unfortunately,  I 
can't  say  the  same  about  this  new  service. 

To  test  it  out,  I  created  two  hypothetical  port- 
folios, one  that  a  young,  single  dot-commer 
named  Charlie  might  own,  and  a  second  that 
might  be  held  by  an  elderly  couple,  the  Vin- 
cents. At  the  same  time,  to  gather  a  second 
opinion  about  the  service,  I  asked  Mary  Baldwin, 
a  certified  financial  planner  based  in  Melbourne, 
Fla.,  to  reach  into  her  files  for  a  real-life  case. 

For  each,  we  filled  out  TRP's  12-page  ques- 
tionnaire, which  most  people  could  complete  with- 
in an  hour,  and  sent  them  off  to  TKI'.  In  the  nor- 
mal course  of  things,  one  of  the  firm's  counselors 
would've  phoned  to  acknowledge  getting  it  and  to 


check  any  incomplete  or  uncertain  details.  S| 
TRP  knew  we  were  running  this  test,  it  sir 
analyzed  the  portfolios  and,  within  a  co^ 
weeks,  sent  back  spiral-bound  reports  with 
elusions  and  recommendations. 
BIG  FLAW.  Here's  where  disappointment  set  ir 
Dot-Com  Charlie's  26-page  report,  for  exan 
11  pages  restate  data  from  the  questionni  .ij!;; 
Another  seven  present  general  advice  on  s 
such  as  diversification.  Just  five  pages  truly 
on  what  Charlie  owns  and  what,  if  anything    [^ 
should  do  with  it.  Instead  of  having  91%  oi 
$322,000  portfolio  in  stocks,  trp  suggestec 
dial  back  to  80%  and  broaden  past  dom€ 
large-caps  to  small-cap  (6%),  mid-cap  (10%), 
foreign  stocks  (17%).  The  remaining  20%,  it  ' 
vised,  should  be  split  among  investm 

grade,  high-yield,  and  fori  ■-.■ 

bonds.  Is  there  anything  wi 

with  this?  No,  except  that 

the  sort  of  generic  advice  a' 

able  for  free  at  many  Web  sites 

eluding  TRP's. 

A  major  deficiency  is  the 
vice's  unwillingness  to 

with  common  quand?  * 
/f  over  how  to  hai 
taxable  assets, 
example,  the  eld( 
Vincents'  $424, 
portfolio  is  ni 
allocated  am 
stocks  (45%),  be 
(40%),  and  cash  (15%),  which  the  firm  genei 
endorsed.  But  it  ignored  the  big  risk:  One-t 
of  its  equity  allocation  is  in  two  big-cap  sto 
Should  they  be  sold  and  the  money  reinveste 
mutual  funds  to  spread  the  risk?  Or  helc 
avoid  capital-gains  taxes  that  sap  wealth-buil^ 
potential?  Much  less  attempt  an  answer, 
doesn't  even  delineate  the  choices.  Afterl 
viewing  the  report  on  her  even  more  com| 
case  of  well-off  40-somethings,  Baldwin  conf 
my  reactions.  "Where's  the  meat?"  she  aske 
Judith  Ward,  a  TRP  certified  financial  plar 
told  me  that  with  complex  cases  such  as! 
one  Baldwin  posed,  the  firm  is  careful  to  I 
and  ensure  that  clients  know  the  service's  lir 
If  it  seems  they'll  be  disappointed,  it  refu  iii 
their  $250.  Whether  to  offer  more  advice  on  h 
able  assets,  she  also  noted,  was  a  major  poir;  |,, 
internal  debate  among  designers  of  the  sen  ^ , 
They  may  one  day  add  it.  For  now,  the 
says  many  early  users  are  learning  their  poi 
lios  are  out  of  balance  (charts)  and  are  get 
the  most  value  Irom  the  two  to  three  hours  1 
spend  on  the  phone  with  a  counselor.  These  ■'' 
CFPs-in-training,  supervised  by  (^FPs.  Is  tfij 
help  worth  $100  an  hour?  I  don't  think  so. 


I^usinessVVeek  oiiiinc 


For  barker.online,  go  to  www.businessweek.com/inve: 
or  AOL  keyword:  BW  Daily 
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INVES-TMENT    <&t    RiNANCIAL    RLAMNING 

Insights  ror  the  Year  2001 


an  a  $10  Stock  Be  More 
)ensive  Than  a  $1 00  Stock? 


Little  Known  Trust  Helps 
Business  Owners  Save  Taxes 


(A) 


ucntly,  investment  profcs- 
will  refer  to  a  stock  as 

"  or  "over-priced."   How 

'  be  greater  than  100,  par- 
ly   when    we've  ^ 

ughi  the  oppositei' 

stnicnt     proles- 
use  a  vanety  oi 

on    parameters 

rmine  if  a  stock 

xpcnsive"      or 

".    Importantly, 

malysis   allows 

pics   to   apples 

risons. 

commonly  us- 

imcier  to  judge 

luc"  of  a  com- 

;  the  P/E  ratio 

•arnings   ratio.) 

io  IS  construct- 
laking  the    P 

)f  the  stock)  and 


constructed  by  dividing  a  com- 
pany's P/E  ratio  by  its  growth 
rate.  Let's  say  Company  A  was 
growing  30'/()  per  year  and  that 


Westboume 

Capital  Management,  LLC 

Westbourne  Capital  Management  is  a  privately 
held,  research-based  investment  management 
firm.  The  firm  seeks  to  identify  and  make  long- 
term  investments  m  growth  companies  in  growth 
industries.  In  its  Private  Client  Services  division, 
the  firm  manages  separate  accounts  for  individ- 
uals, families,  foundations  and  endowments. 
The  firm's  Institutional  Services  division  man- 
ages assets  for  corporate  pension  (both  defined 
benefit  and  defined  contribution)  and  retirement 
accounts.  For  information,  contact  Ruthie  Bailey 
at  rhbailey@westbourne.com  or  at  310-284- 
7800  Ext.  16. 

310-284-7800  Ext.  16 
www.westbourne.com 


g  It  by  the  company's  E 
gs  per  share.)  If  Company 
$10  stock)  has  $.25  of 
s  jocr  share,  its  P/E  ratio 
be    40    ($10/.25).     If 


ly  B(the  $100  stock)  has 
if  earnings  per  share,  its 
3  would  be  20  ($100/5). 
scenario,  an  mvestinent 
onal  might  say  that 
ly  A  is  more  expensive 
it  has  a  higher  P/E  (or 
•  as  it's  often  referenced) 
mpany  B. 

ver,  the  investment  pro- 
1  might  say  Company  A, 
5Ugh  it  has  a  40  multiple 
er  than  Company  B  with 
iltiple.  How  can  that  be? 
scenario,  the  Price/ 
5  to  Growth  (PEG)  ratio 
.  used.     A  PEG  ratio  is 


Company  B  was  growing  5%  per 
year  Company  A  has  a  P/E  of  40, 
and  a  growth  rate  of  30%.  40 
divided  by  30  is  1.33.  So 
Company  A  has  a  PEG  ratio  of 
1.33.  Company  B  has  a  PEG 
ratio  of  4!  (20  divided  by  5). 
1.33  is  less  than  4;  from  this 
analysis,  the  investment  profes- 
sional can  make  the  statement 
that  Company  A  is  cheaper  than 
Company  B. 

These  two  examples  show  how 
the  same  two  companies  might 
be  viewed  differently  From  this, 
you   should   learn    one   thing: 

"Investment 

professionals  use  a 

variety  of  valuation 

parameters  to 

determine  if  a  stock 

is  'expensive'  or 

'cheap'." 

when  an  investment  profession- 
al IS  stating  that  something  is 
"cheap"  or  "expensive",  you 
should  always  know  how  he/she 
IS  determining  that  relative  pnce. 


Imagine  a  trust  whereby  your 
company  could  contnbute  a  vir- 
tually unlimited  amount  just  lor 
the  benefit  of  a  few  select  key 
people  on  a  tax-deductible  basis. 
Imagine  further  that  the  money 
contributed  accumulates  tax- 
Irce,  could  be  distnbuted  tax- 
Iree  at  a  later  date,  and  if  any  of 
the  people  died,  the  money 
would  go  to  their  heirs 
both  income  and  es- 
tate tax-free.  Perhaps 
best  of  all  for  business 
ovvTiers,  imagine  that 
these  funds  and  bene- 
fits were  secure  from 
the  hands  of  creditors. 
How  much  money 
would  you  contnbute, 
especially  if  you  knew 
that  you  would  not 
have  to  share  this  ben- 
efit with  other  employ- 
ees as  you  would  with 
a  pension  plan?  In 
fact,  this  type  of  trust 
IS  not  to  be  used  as  a 
plan  of  deferred  com-  ^mmbh 
pensation  and  can  be  totally 
selective  and  discriminatory. 

What  type  of  trust  is  this?  It  is 
a  special  type  of  Welfare  Benefit 
Trust  (WBT),  which  has  a  long 
tradition  in  the  tax  code  and  was 
a  big  part  of  ERISA  in  1974.  The 
limitations  for  all  WBT's  are 
found  in  IRC  Code  Sections  419 
and  419A.  To  be  tax-deductible, 
the  company  must  make  contri- 
butions to  a  specific  WBT 
known  as  a  Multiple  Employer 
Trust  (MET)  (commonly  called  a 
419  Plan)  of  more  than  10 
employers,  with  no  one  employ- 
er contributing  more  than  10%, 
and  no  experience  rating  in  the 
Plan.  This  Tax  Code  provision, 
Sec.  419A(0(6),  exempts  your 
company  from  all  of  the  limita- 
tions for  WBT's  contained  in 
Sec.  419  and  419A;  and  effec- 
tively puts  you  in  a  time  capsule 
which  allows  you  to  go  back  to 
the  way  the  law  w^as  prior  to 


1984,  when  contributions  were 
unlimited,  and  Dr.  Schneider 
was  allowed  to  lake  a  tax  deduc- 
tion of  $  1 .4  million  for  his  firm's 
contribution  to  a  WBT.  More 
recently,  the  Booth  case  m  1997 
and  the  Neonatology  case  of  July 
2000  shows  it  is  possible  to 
deduct  contributions  made  to  a 
bona    hde    MET,   as   described 


Benistar 


BENISTAR  is  the  nation's  largest  administrator  of 
Multiple  Employer  Welfare  Benefit  Trusts. 
BENISTAR  specializes  in  the  design,  installation 
and  administration  of  all  types  of  tax-advan- 
taged trusts  and  employee  benefit  plans  such  as 
Employee  Stock  Ownership  Plans  (ESOP's), 
VEBA's,  self-funded  medical  plans,  412(i)  pen- 
sion plans,  post-retirement  benefit  funding  and 
1031  tax-free  exchanges.  BENISTAR's  goal  is  to 
provide  the  best  in  sophisticated  tax  planning, 
technology  and  service  to  small  companies  as 
well  as  large  corporations. 

1-800-BENISTAR     860-408-7000 
www.BENISTAR.com 


under  Sec.  419A(0(6),  even  il 
those  contributions  are  made  for 
the  benefit  of  just  one  employee 
However,  deductions  for  contri- 
butions to  a  Sole  Employer  WBT 
arc  strictly  limited.  Thus, 
through  utilizing  a  properly 
established  419A(0(6)  MET,  you 
really  can  make  a  large  tax- 
deductible  contnbution,  prima- 
rily for  your  benefit,  with  the 
money  accumulating  tax-free, 
and  the  benefits  distributed 
income  and  estate  tax-free  to 
your  named  beneficiaries  — while 
ha\'ing  the  benefits  being  secure 
from  the  hands  of  creditors. 

But  don't  expect  this  tax  bene- 
fit to  last  forever.  Treasury  offi- 
cials announced  earlier  this  year 
that  they  want  to  change  the 
rules  under  IRC  Sec.  419(0(6) 
on  a  prospective  basis.  Any 
change  in  the  law  will  be  effec- 
tive only  after  the  bill  comes  ou\ 
of  Congress  next  \ear. 


Investment-  &.  Rinancial  Planning 
Insights  ror  the  Year  2001 


How  to  Retire  in 
Comfort  and  Safety 


Investors  Benefit  from  c 
Contrarian  Investment  Strata  '^' 


It  you're  like  most  people,  you 
want  two  things  in  your  retire- 
ment years:  comfort  and  safety 
You  need  enough  income  to 
enable  you  to  live  comfortably 
without  having  to  work  and  the 
ability  to  sleep  well  at  night, 
knowing  you  won't  run  out  of 
money  before  you  run  ^^^^^^^ 
out  of  time.  To  do  that, 
you'll  need  a  proven  3 
tiered  strategy. 

This  strategy  (refer- 
enced in  the  booklet 
mentioned  in  the  com- 
pany profile)  teaches 
us  how  to  take  advan- 
tage of  the  long  term 
potential  of  equity 
investing  while  secur- 
mg  a  safe  and  pre- 
dictable current  in- 
come from  our  assets. 
'vVhen  we  retire  we 
typically  convert  our 
growth  assets  into 
income  producing  as- 
sets. More  aggressive  in- 
vestors may  remain  fully  invest- 
ed and  take  systematic  with- 
drawals at  retirement.  Either  way 
there's  risk.  Living  on  a  fixed 
income  from  bonds  produces  a 
safe  stream  of  income  but  each 
year  that  income  is  eroded  by 
inflation.  So  you  go  broke  slow- 
ly If  you  are  fully  invested  in  a 
stock  portfolio  by  systematically 
selling  shares  of  stock  or  a  por- 
tion of  your  mutual  funds  and 
the  market  crashes,  you  could  go 
broke  rather  quickly  Many  in- 
vestors watched  their  dreams  go 
down  the  drain  when  the  market 
declined  some  45%  in  1973-74. 
This  concept  allocates  your 
retirement  funds  into  3  buckets. 

Bucket  #1  is  invested  in  a 
short-term  account  that  will  be 
drawn  down  and  spent  over  the 
first  5-7  years  of  retirement.  This 
money  is  invested  in  instruments 
such  as  CDs,  Money  Markets, 
Treasury  Bills  or  Notes  with  lad- 
dered maturities. 


Bucket  #2  is  the  mid-term 
vehicle  that  grows  while  Bucket 
#1  is  pouring  out  income  for  the 
first  5-7  years.  When  Bucket  #1 
has  run  its  course  the  contents  of 
Bucket  #2  rolls  into  it  and  the 
income  stream  continues,  infla- 
tion  indexed,   for  another   5-7 


Raymond  J.  Lucia 
Companies,  Inc. 

A  financial  planner  since  1974,  Ray  hosts  a 
nationally  syndicated  financial  talk  show  on 
Business  Talk  Radio  and  appears  on  TV  Morning 
News  in  Southern  California.  His  firm  of  20 
planners  offers  services  to  professionals,  exec- 
utives and  business  owners.  Ray  is  a  Certified 
Financial  Planner  and  the  author  of  the  booklet, 
"Buckets  of  Money:  How  to  Retire  in  Comfort  and 
Safety",  written  especially  for  retirees  and  those 
looking  to  enhance  their  income  while  reducing 
risk.  Securities  offered  through  The  Adivsor's 
Group,  member  NASD  and  SIPC. 

San  Diego,  CA    619-497-5555  or 

877-PLANNER 

San  Jose,  CA    408-371-6853 


years.  Bucket  #2  investments 
can  be  longer  term  CDs,  Fixed 
lax  deferred  annuities,  Bond 
funds,  etc. 

Bucket  #3  is  the  long-term 
bucket.  Because  you  can  wait 
approximately  10-14  years  be- 
fore needing  to.  draw  on  Bucket 
#3,  we  can  afford  to  take  some 
risk  and  invest  this  money  in  a 
well  diversified  portfolio  of 
growth  and  value  stocks  (domes- 
tic, international,  large  and 
small),  in  an  attempt  to  achieve 
the  long  term  results  the  stock 
market  has  returned  over  many 
years. 

The  key  to  this  strategy  is  to 
buy  enough  time  with  Buckets 
#1  and  #2  to  allow  Bucket  #3  to 
grow.  While  no  one  can  guaran- 
tee results,  I  think  you'll  find  this 
concept  gives  you  an  excellent 
chance  of  enjoying  the  comfort 
and  safety  you  want  at  retirement. 


VH 


Contrarian  investing  is  based 
on  the  belief  that  stock  prices 
oscillate  around  a  company's 
determinable  intrinsic  value.  By 
taking  advantage  of  these  price 
swings,  investors  can  ^^^^ 
achieve  profitable 
long-term  results  with 
less  risk.   Here's  why: 

A  company's  real 
value  is  rooted  m 
measurable  financial 
characteristics.  One 
can  determine  this 
value  by  carefully 
analyzing  a  compa- 
ny's assets,  the  trends 
in  its  return  on  capi- 
tal, and  the  compa- 
ny's probable  future 
earnings. 

Stock  prices  oscil- 
late around  this  in- 
trinsic value  when  _^^^^^ 
investors'  opinions  ab- 
out a  company's  future  change. 
When  confidence  abounds, 
investors  are  attracted  to  a 
stock,  and  their  buying  drives 
Its  price  above  real  value. 
When  that  optimism  abates  and 
pessimism  deepens,  investors 
sell  the  stock,  driving  its  price 
below  intrinsic  value.  The  cycle 
is  often  completed  when  uncer- 
tainty passes  and  the  stock 
appreciates  back  towards  its 
true  value. 

stock  Price  vs.  Intrinsic  Value 


Stock  rises  during  good 
when  demand  is  strong 
growth  is  robust,  compet 
limited,  and  profits  are  e: 

ing.   Then,   the   stock   f  i"''^' 
1,  sc  ii 


Van  Deventer  &  Hocj 

Investment  Counsel 


Van  Deventer  &  Hoch,  a  registered  inves 
adviser,  manages  over  $1  billion  in  stock 
bonds.  For  thirty  years,  the  firm  has  sp 
ized  in  tailoring  its  value-oriented  inves 
strategies  to  the  needs  of  private  c 
throughout  the  western  U.S.  The  firm  u' 
numerous  contrarian  techniques  in  its  ir 
ment  process  which  is  designed  to  pr 
favorable  long-term  returns  with  compara 
low  risk. 


Glendale,  CA    800-247-533 
www.vdh.com 


OptimiiRi 


There  is  more  at  work  here 
than  just  investor  sentiment. 
Rational  business  fundamentals 
that  relate  to  underlying  eco- 
nomic principles  drive  price 
changes  as  well.    A  company's 


robust  profits  attract  nev 
tal,  add  competition 
increase  supply,  evei 
eroding  profits  and  g 
The  stock  will  appreciate 
when  demand  returns, 
fall,  profits  and  growth  n 
thus  completing  the  cycl 
more. 

Intensive    linancial    ai 
provides   contrarian   in> 
with  the  courage  to  sel 
other  investors,  in  an  em( 
frenzy,    are    gi 
buying  at  high 
Similarly,   they 
the  conviction 
what  other  in' 
are  despondent 
ing  at  low  price 
avoiding  loss  o 
lal  at  one  extrei;  t 
not  overpaying 
other,  risk  is  re 
and    relurns    arc    enhi 
Throughout    history,   thi;  ii 
trary   approach    has   del  r 
profitable  results  v\'iili  Id  * 
for      conservati\e      iin 
focused  on  the  loiii;  uiin 
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iNVEST-MEISinr    Sc    RlNANCIAL    F=*LANNING 

Insights  for  the  Year 


a  After-Tax  Returns: 

e  An  Investor's  Bottom  Line 


Financial  Planning  Action 
List  for  2001  and  Beyond 


s  Ben  F-ranklin  once  sug- 
ted,  there  are  only  two  cer- 
ities  in  life:  death  and  taxes, 
tunateiy,  just  as  a  healthy 
.  and  exercise  can  fend  off 
th,  so  too  can  smart  invest- 

minimize  taxes.  The  bull 
•ket  of  the  90's  has  earned 
;stors  a  market  return  of 
r  400%.  But,  is  this  actually 

case?      In   reality,  ^^^^ 
:s    consume    any- 
:re   from   25%   to 
S  of  pretax  returns, 
he  following  chart 
cates.  in  fact,  evi- 
ce    suggests   that 
;s   have    a    much 
er    impact    than 

other  cost,  such 
commissions  and 
lagement  fees, 
n  evaluating  "net" 
r-tax  returns,  in 
:r  words,  the  in- 
or's  bottom  Ime. 
le  solution  for 
hie  mvestors  is  lo 
:    their    focus    to 


In  comparison,  most  popular 
investment  vehicles  such  as 
mutual  funds  usually  assume 
that  the  goals,  objectives  and 
tax  status  of  each  investor  are 
homogenous.  This  uniform 
treatment  can  be  detrimental  to 
the  taxable  investor.  Take  for 
example,  the  impact  of  short- 
term  capital  gains.     A  mutual 


R  O  X  B  U  R  Y 


APITAL  MANAGEMENT  LLC 


Founded  in  1986,  Roxbury  Capital 
Management,  LLC  provides  professional  portfo- 
lio management  for  both  taxable  and  nontax- 
able clients.  Roxbury's  investment  approach 
focuses  on  identifying  fundamentally  strong, 
industry  leading  companies  with  consistent, 
sustainable  earnings  growth,  selling  at  prices 
considered  undervalued  based  on  long-term 
prospects.  Roxbury  specializes  in  managing 
customized,  tax  efficient  portfolios.  For  infor- 
mation and  videos  featuring  Roxbury's  portfo- 
lios visit  our  website. 

Santa  Monica,  CA    800-227-6681 
www.roxcap.com 


•-tax  performance  and  tax 
lent  portfolio  management. 
X  aware  portfolio  managers 
uate  each  investor  individu- 

The  Impact  of  Taxes  and  Inflation 

Average  Annual  Returns  (19A5-95) 
I  Total  return  H 

I  After-tax  ■ 

After  Inflalion 

'•OMtf.  iiegtt  a  Mongomtry.  /PM  Wlntti  1995 


lilL 


stocks       LT  Gov't        Munis         T-Bllls 

taking  into  consideration 
current  and  projected  tax 
cost  basis  of  existing 
ings,  income  needs  and 
itment  time  horizon.  Port- 
managers  are  able  to  allo- 
time  and  resources  to  mon- 
each  account,  thus  mini- 
ng the  overall  tax  impact. 


tund  may  be  forced  to  sell  stock 
and  realize  a  short-term  gain 
when  investors  redeem  their 
shares.  This  m  turn  penalizes 
the  remaining  members  who 
are  forced  to  pay  taxes  on 
appreciation  that  may  have  pre- 
dated their  entrance  to  the 
fund.  In  contrast,  a  separate 
account  manager  has  the  flexi- 
bility to  wait  for  a  short-term 
gain  to  become  long-term,  thus 
reducing  the  applied  tax  rate  by 
almost  half.  *(39.6%  vs.  20%) 

Clearly,  investment  advisors 
and  clients  alike  must  depart 
from  standard  practice  and 
begin  implementing  strategies 
specifically  designed  to  opti- 
mize after-tax  returns.  The 
investor  should  be  the  ultimate 
beneficiary  through  superior 
growth  of  wealth  over  time. 

(*  Maximum  short-term  capital 
gains  tax  is  39.6%.  Maximum 
long-term  capital  gains  tax  is  20%.) 


1.  Forget  about  market  tim- 
ing. As  market  volatihty  has 
increased  in  recent  years,  it  has 
become  even  more  tempting  to 
try  to  time  the  market. 
Unfortunately,  the  time  when 
It's  most  tempting  to  sell  is  usu- 
ally the  best  time  to  buy.  If 
you're  confident  in  your  invest- 
ment strategy,  be  prepared  to 
ride  out  market  fluctuations. 


(Alternative  Minimum  Tax)  on 
qualified  options  (ISOs). 

4.  Look  into  a  Section  529 
Plan  for  college  funding      It 

may  be  a  better  alternative  to 
an  UTMA  and  it  can  remove 
assets  from  your  estate. 
Earnings  grow  tax  deferred 
until  withdrawn  for  qualified 
education  expenses,  at  which 


2.  Practice     tax 
smart  investing.  Put 

your    high-fliers    in 
taxable        accounts. 
That    way,     if    they 
score  big  you  can  pay 
taxes   at    the    capital 
gains     rate     (versus 
ordinary  tax  rates  on 
withdrawals        from 
retirement  accounts), 
and  if  they  crash  you 
can    sell    them    and 
take  a  write-off.    But 
remember  that  your 
net  return  after  taxes 
is  more  important  to 
your  net  wealth  than 
simply  avoiding  taxes 
Reduce  risk  by  taking  profits 
on     over-weighted     positions 
even  if  it  means  paying  taxes. 

3.  Have  a  plan  for  optimiz- 
ing    your     stock     options. 

Careful  planning  is  required  to 
determine  how  and  when  to 
exercise  your  stock 
options.  There  is  a 
precarious  trade-off 
between  minimiz- 
ing the  tax  bite  on 
these  complicated 
instruments  and 
minimizing  the  risk 
of  being   left   with 


TARBOX 

EQUITY 


Tarbox  Equity,  Inc.  is  a  fee- 
only   Registered    Invest- 
ment Advisory  firm  that 
provides  comprehensive, 
objective  financial  plan- 
ning advice  and  portfolio 
management.     Founder  Laura  Tarbox  is  a 
Certified  Financial  Planner  with  more  than  20 
years  of  experience  in  financial  planning  and 
investing.  Tarbox  Equity,  Inc.  employs  a  team 
approach  in  working  with  clients  who  want  top- 
quality  advice,  service  and  results.   Minimum 
account  size  for  investment  management  is 
$1,000,000. 


Newport  Beach,  CA    800-4-TARBOX 
V  www.tarboxequity.com 

point  they  will  be  taxed  at  the 
child's  rate.  The  choices  and 
investment  options  for  such 
plans  have  improved  greatly 
over  the  past  year. 

5.  Keep  your  estate  out  of 
the      government's      hands. 

Instead,  put  to- 
gether a  charitable 
giving  plan.  Sim- 
ple ideas,  such  as 
donating  appreci- 
ated stock  instead 
of  cash,  are  a  good 
starting  point. 
More  complex  stra- 


"... remember  that 
your  net  return 

after  taxes  is 

more  important 

to  your  net 

wealth  than 


"under   water"   op-     ^^        ,     avoiding     ^^8'^^'  '^'^  ^'  ''' 
tions.      View     any  °     •■"-    ••-    -    ^' — 


taxes  that   must  be 
paid    as    "insurance 
locking  in  your  gains  and  seiz- 
ing an  opportunity  to  diversify 
your    holdings.     Finally,     be 
aware  and  beware  of  the  AMT 


ting    up    a    Char- 
taxes.  itable  Trust  or  Fa- 

you're  mily  Foundation  may  be  ap- 
propriate for  larger  gifts.  In 
any  case,  don't  delay  updating 
your  estate  planning  by  waiting 
for  estate  tax  law  changes. 


INVES-TMENT    &.    RiNANCIAL    RlANNING 
IrMSIGHTS    ROR    THE    YEAR    200 1 


Modernizing  Municipal  Bonds 


The  Right  "Ride"  Through 
a  Volatile  Market 


I  he  niuiiicipal  bond  market 
has  long  been  burdened  by  tra- 
diiion  and  a  bewildering  array 
ol  securities,  but  three  signih- 
cant  developments  ^'""^ 
are  causing  positive, 
dynamic  changes  in 
the  municipal  bond 
market. 

First,  municipal 
bonds  can  be  pur- 
chased online.  In  a 
1997  e-commerce 
survey  by  the  Bond 
Market  Association 
there  were  only  three 
web-based  systems 
being  developed  for 
trading  municipal  bo- 
nds. Since  then,  the 
number  of  systems 
has  grown  more  than 
ten-fold;  there  are  now 


timely  and  more  complete 
information  along  with  annual 
updates  to  keep  the  market 
inlormed   of  material   changes 


Stone  &  Youngberg  LLC 

biivboncis.cont 


Stone  &  Youngberg  is  a  full  service  brokerage 
firm  specializing  in  tax-exempt  and  taxable 
fixed  income  securities.  With  a  boutique's 
attention  to  the  individual  investor,  Stone  & 
Youngberg  is  California's  largest  underwriter  of 
local  government  debt  introducing  to  market 
approximately  100  new  issue  tax  exempt  bonds 
each  year.  Established  in  1931  with  offices  in 
San  Francisco,  Los  Angeles,  San  Diego  and 
Orlando.  Contact  info@syllc.com. 


800-447-8663 
www.buybonds.com 


estimated  to  be  31  systems 
either  in  place  or  in  develop- 
ment for  online  municipal 
bond  investments. 

Second,  bond  prices  in  this 
over-the-counter  market,  which 
were   once   treated   as   closely 
guarded  secrets,  are  now  avail- 
able for  the  benefit  of  all  market 
participants.   The  Bond  Market 
Association    is    assisting    the 
Municipal  Securities  Rulemak- 
ing Board,  the  tax- 
Iree  market's  self- 
regulating    body, 
in  reporting  daily 
price   information 
on  frequently  tra- 
ded      municipal 
bonds.    The  daily 
trade  information 
IS  made  available 
at  the  click  of  a 
mouse,   empowering   investors 
with  vital   information  on  the 
value  of  tax-free  slate  and  local 
government  bonds. 

Finally,  investor  disclosure  in 
the  municipal  market  has  rap- 
idly improved.  Focused  regula- 
tory pressure  has  forced  tax 
exempt  bond  issuers  to  provide 


through  the  life  of  the  security. 
With  more  accurate  annual 
financial  information  and  rela- 
tively low  cost  research  tools 
available  to  anyone  with  a  com- 
puter and  a  phone  line,  it  will 
be  simple  for  investors  to  make 
judgments  about  tax-exempt 
bond  investments. 

Beyond  these  three  important 

recent    developments,    in   the 

near  future  investors  can  look 

,,       ,  for   municipal    is- 

...there  are  no^N  ^^^^^  ^^  ^^^^  ^^^_ 

estimated  to  be  31    ater  strides  in  adop- 
.^1         .        tine  the  Securities 

systems  either  m       ^^   ,       ^ 

■^  and  Exchange  Com- 

place  or  in  mission's        plain 

development  for   ^"^'"^'^  s"'^^''"'^^ 

^  -^  that  corporate  secu- 

Online  municipal      rules'     disclosure 

bond  imestments."  ^^'  "^^^^  following 

for  almost  3  years. 
The  consequent  combination 
of  online  investing  and  better 
price  information  about  bonds 
will  expand  the  municipal  mar- 
ket making  it  easier  lor  the 
savvy,  well-to-do,  tax  free 
investor  to  get  the  most  out  of  an 
internet  age  investment  In 
municipal  bonds. 


Ill 


Recently  we  were  in  Washing- 
ton D.C.  to  speak  to  a  group  of 
high-net  worth  investors  on  the 
merits  of  establishing  a  team  of 
"best-of-breed"  financial  profes- 
sionals to  provide  guid- 
ance in  key  wealth  man- 
agement areas.  Many 
people  have  found 
that  as  their  financial 
situations  become 
more  complex,  they 
require  not  only 
sophisticated  advice, 
but  close  communica- 
tion among  advisors 
with  disparate  expert- 
ise to  meet  objectives 
for  themselves  and 
their  families,  including 
succeeding  generations. 

With  a  break  m  the 
conference,  I  was  able 
to  spend  a  couple  hours  ^^"^ 
a  few  blocks  away  at  the  Air  and 
Space  Museum.  One  of  the 
attractions  is  a  "flight  simulator" 
which  provides  a  choice  of  sever- 
al programs,  ranging  from  the 
relatively  tame  to  the  wildly 
adventurous.  I  took  two  trips 
which  reminded  me  of  the  choic- 
es investors  face  as  they  cope 
with  turbulent  markets. 

"Space  Canyon"  was  a  wild 
outer  space  foray  on  a  futuristic 
roller-coaster,  replete  with  G- 
Force  impossible  twists  and 
turns,  and  mid-air  transits  be- 
tween perilous  rock  walls.  With 
luck,  one  was  able  to  return  back 
to  the  starling  point,  albeit  some- 
what shaken  for  the  effort. 

"Mission  to  Mars"  had  a  slower 
pace,  with  constant  navigational 
direction  from  a  "mother  ship" 
located  above  the  surface  of  the 
planet.  The  journey  was  otten 
bumpy,  but  there  was  a  clear 
objective  to  achieve  and,  when 
an  avalanche  of  boulders  threat- 
ened the  craft,  the  guiding  ship 
was  there  to  effect  rescue. 

Back  at  ihc  conference,  it  was 
clear   to   me   which    individuals 


had  chosen  which  ride  for  t 
market  experience.  The  si 
shocked  roller-coaster  ric 
have  ridden  ihe  bull  marke 
the  1990's  with  little  professic 


STEIN  ROE  &  FARNHA^ 


Private  Capital  Management 


Stein  Roe  &  Farnham  PCM  employs  a  nation 
network  of  seasoned  investment  analysts  provi 
ing  in-depth  research  for  individualized  portfol 
construction.  Each  client  relationship  is  perso 
ally  overseen  by  a  regional  office  portfolio  ma 
ager.  The  focus  of  PCM  is  on  the  tailored  tran< 
tion  of  existing  assets,  close  coordination  wi 
the  client's  team  of  professional  advisors  ai 
tax-efficient  ongoing  portfolio  managemer  r. 
Each  PCM  professional  serves  a  limited  numb 
of  clients  to  ensure  the  highest  level  of  commi 


Bieon 


n  hiv 


nication  in  this  "client-centric"  business  mode  j,  .^ 


Contact:   Adrian  Moravcsik,  CFA 
San  Francisco,  CA    800-558-359fi«f^  > 


direction  and  otten,  with  gi  "■''J^' 
overwhelming  a  reasonable 
se  of  risk  management  and  fa 
ly  wealth  planning.  The  irr- 
serene  investors  had  long 
established  a  team  of  advisor  "  ^ 
portfolio    management,    es  ii™''' 
planning,  tax  planning  and  s  ' 
cialties  that  allowed  them  to  '  fJin 
joy  market  success  without  je  ^ ' 
ardizing  financial  independer  •'- 

Of  particular  significance  is  f^'f-i- 
effect  that  coordinated  we;  ' 
counsel  has  on  the  non-inv  ^' 
ment  savvy  spouses,  childl  "if"! 
and  grandchildren.  Without  pr 
er  education  and  a  joint  comi  f Jr.- 
ment  to  an  understandable 
revisited  strategy,  it  is  not  just  pt^-^ 
folios,  but  even  mamages  that  't^' 
vulnerable  in  a  turbulent  marl  'ft 

Most  investors  begin  their  t" 
ancial  growth  with  the  guida 
of  a  single  "c|uarierback,"  a  tn 
ed  advisor.  Building  around  ' 
individual  and  insisting  on  cc 
municaiion  between  a  team 
advisors  and  a  group  ol  fan 
members  provides  the  best  cc 
se  for  a  sale  and  successlul  i 
through  the  unknowns  ahead 
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Investment  &.  Rinanoial  F*lanning 
Insights  ror  the  Year  2001 


arnings  Momentum  Drives 
Stock  Prices 


Is  It  Time  to  Add  Financial 
Services  to  Your  Portfolio? 


•  theory  o(  momentum 
ing  IS  similar  to  one  of 
on's  Laws  which  states 
3ncc  an  object  is  set  in 
n  It  slays  in  motion  until 
ed,  and  when  an  object  is 
lary,  it  tends  to  remain 
'ay  until  something  moves 

a  similar  fashion,  a  cor- 
on  having  fundamental 
•ms  will  probably  contin- 
th  those  problems 

•  than  expected, 
a  corporation 
I     has    experi- 

faster  growth 
robably  contin- 
it  rapid  growth 
■  than  expected, 
•ver  the  factors 
g  the  change  in 
rate  earnings 
ntum (eg,  chan- 
1  management, 
)roducts,  chan- 
i  competition), 
factors  will  re- 
in effect  longer 
xpected. 

•n  a  corporation 
momentum  from  ^"■^" 
ve  earnings  growth  to 
e  earnings  growth,  the 
ts  following  the  stock 
D  be  surprised  as  corpo- 
arnings  come  in  above 
ations.  Therefore,  valua- 
nds  to  be  less  important 
imentum  investing  than 
styles,  since 
irnings  esti- 
/ill  constantly 
iged,  Momen- 
ivesting  takes 
age  of  the 
e  in  earnings 
)st  the  stock 


may  cause  earnings  esti- 
to  be  raised  (or  lowered 
;ase  of  a  sell  or  a  short), 
regard  to  the  timing  of 
rchase  or  sell,  momen- 
nvesting    waits    for    a 


change  in  fundamentals  to  be 
established.  By  waiting  for  the 
turn,  momentum  investors  are 
closer  to  the  stock  price  move- 
ment which  discounts  the  turn 
in  fundamentals,  resulting  in 
more  'live'  money  in  the  portfo- 
lio. By  the  same  token,  the 
stock  may  have  already  moved 
somewhat,  so  the  momentum 
investor  will  be  paying  some 


Duncan-IIurst 

MUTUAL       FUNDS 

Duncan-Hurst  Capital  Management  specializes 
as  a  growth  equity  investment  adviser.  Founded 
in  1990  by  William  H,  "Beau"  Duncan,  Jr„  the 
firm  has  grown  to  over  $4.0  billion  in  assets 
under  management  in  10  years  Duncan-Hurst 
Mutual  Funds,  a  family  of  no-load  mutual  funds, 
was  founded  in  1999,  The  Funds  offer  clients  a 
pure  growth  investment  strategy  using  a  suc- 
cessful and  time  proven  investment  process. 
Aggressive  Growth  Fund  •  International  Growth  Fund 

Large  Cap  Growth-20  Fund  •  Technology  Fund 
For  more  complete  information  on  the  Funds,  you 
may  obtain  a  prospectus  by  calling; 

800-558-9105 
www.duncan-hurst.com 

Please  read  the  prospectus  carefully  before  investing. 


'insurance'  to  be  right  a  higher 
percentage  of  the  time.  As 
explained  earlier,  problems  may 
persist  longer  than  expected,  so 
the  price  of  being  early  is  'dead' 
money  -  a  period  which  many 
times  is  longer  than  expected. 
In  summary,  momentum 
investors  buy  late 
and  sell  late,  but 
the  middle  part  of 
the  price  cycle 
may  be  quite 
extended  in  price 
movement  and 
duration.  Momen- 
tum investing  is  a 
dynamic  analysis  - 
looking  for  changes  in  growth 
rates  and  the  factors  causing 
those  changes. 


"Momentum 

investing  takes 

advantage  of 

the  surprise  in 

earnings  to  boost 

watching  the    thc  StOck  price..." 

involved 


After  the  high  tech  "spring 
cleaning",  investors  are  won- 
dering: Is  there  a  way  to  invest 
successfully  with  less  volatility? 
Perhaps  the  old  economy  is  the 
place  to  invest  new  ^^""^ 
money  in  2001.  We 
believe  the  financial 
services  sector  may 
represent  some  of  the 
best  values  available 
today. 

Leading     financial 
services     companies 
know  that  consistent 
increases  in  earnings 
per  share  growth  are 
the  true  measure  of  a 
company's  value,  and 
ultimately  drive  stock 
prices.    Therefore  it's 
important  to  seek  out 
new  fee  income  chan- 
nels that  are  not  inter-  '^^"i" 
est  rate  sensitive,  are  relatively 
immune    to    credit    problems, 
and   act    like    annuity   income 
over  time. 

The  long  anticipated  repeal  of 
the    Glass-Steagall    Act   allows 
banks  to  participate  in  the  bro- 
ker/dealer    and     investment- 
banking  arena  in  a  much  bigger 
way  than  had  been  previously 
possible.    The    Gramm-Leach 
Act      that      took 
effect    in    March 
also        promotes 
mergers       across 
different   financial 
industries. 


services  company  by  a 
European  firm.  In  August,  CS 
First  Boston,  another  Swiss 
financial  institution,  agreed  to 
purchase  DLJ.  And  in  America, 


SIFE 


Focusing  on  the  financial  sector  since  1962. 

With  over  $771  million  in  assets,  and  a  longer 
track  record  than  98%  of  today's  funds,  SIFE 
Trust  Fund  offers  the  opportunity  to  invest  in 
the  financial  services  sector.  For  38  years  the 
fund  has  sought  capital  growth  using  stringent 
investment  criteria.  Please  read  the  prospec- 
tus carefully  before  investing,  for  a  description 
of  the  risks.  Because  sector  investing  is  more 
narrowly  focused  it  may  result  in  higher  volatil- 
ity. Call  or  visit  SIFE's  web  site  for  a  free 
prospectus. 

Walnut  Creek,  CA    888-673-7433 
www.sife.com 


Chase  Manhattan  Bank  recently 
announced  it  was  acquiring 
investment-banking  hrm  J. P. 
Morgan. 

Top     financial     institutions 
have  been  generating  double- 
digit  earnings  growth  with  up 
to    7%    revenue   growth,   even 
during  six  straight  interest  rate 
increases.      And    with    Price/ 
Earnings  ratios  of  10-15,  many 
company  values 
are   at    or   near 
historic  lows. 
We       believe 
,  there  will  be  fur- 

j^,     grOV^th  are  the  true     ^her   integration 


"...consistent 

increases  in 

earnings  per  share 


grow  these  fee  m-  meaSUrC  of  a 

come       channels  ,         ,  „ 

quickly,      banks    companysvaluc... 

and  foreign  companies  have  America  and 
been  acquiring  U.S.  brokerage 
hrms.  Newspaper  headlines 
show  that  opportunities  in  this 
sector  have  proven  irresistible 
to  foreign  financial  institutions. 
Switzerland's  UBS  AG's  agree- 
ment in  mid-July  to  buy  U.S. 
brokerage  Paine  Webber 
marked  the  largest  ever  acquisi- 
tion of  an  American  financial 


and  acquisitions 
in  financial  serv- 
ices     both      in 
abroad.      These 
companies  are  seeking  quality 
earnings  per  share  growth,  and 
efficient       revenue       growth 
through  broader  product  offer- 
ings and  greater  economies  of 
scale.     In  2001,  expect  "new" 
interest  in  the  "old"  economy 


iov?  perfotrnance  products  with  emotional,  inspiring  design.  Consumers  everywhere  are  demanding  not  only  gr 

ao-ihytics,  but  a  fusion  of  design  and  technology  to  both  enhance  and  simplify  their  complicated  live? 
Ve  ihank  IDSA  and  Business  Weekior  recognizing  our  passion  for  creating  cars,  motorcycles  and  prod 
!  i!  v;;  only  move  our  customers  physically  as  'the  ultimate  driving  machines,'  but  move  their  hearts  as  well. 
— Chris , 


"As  a  global  company  that  firmly  believes  in  the  strategic  value  of  indu  .ignexcelleiu 

and  its  ability  to  establish  our  presence  as  a  premium  brand  with  a  strong  preference  by  consumers 
it  is  very  rewarding  to  be  recognized  with  an  \DSNBusiness  Week  IDEA " 
—James  Lico,  President,  Fluke  Corporation,  a  Danaher  Company 


I 


!    I 


that  gives  families  the  best  possible  start  in  life.  It  is  an  honor  to  receive  multiple  IDEAs  and  we  salute 
IDSA  and  Business  Wee/cfor  recognizinq  "--  w-p--'  -^r-^r^^r  r:--rf\r'~.rr'  has  on  business  leadership." 
rr.Neil  Friedm,'.  ,  
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Inside  Wall  Street 


SYST  CAN  ASSIST 


GENE  G.  MARCIAL 

isyst  thrive 
t  helps  world 
imakers  revive? 
laba  Airlines 
is  for  a  buyer 
op  Northwest, 
imology  from 
IVW  will  speed 
lew  drugs' O.K. 


BEATEN  DOWN 
IN  THE  TECH  SLIDE 


Technology  is  in  a  down  cycle,  so  some  bulls 
are  going  for  tech  stocks  that  have  niche 
products  and  strong  earnings  growth.  One 
such:  Asyst  Technologies  (ASYT),  a  small-cap  com- 
pany that  assists  semiconductor  big  leaguers  to 
produce  low-cost  but  high-yielding  chips. 

Asyst's  stock  has  been  beaten  down  as  much  as 
other  techs — from  43  in  June  to  12K  on  Dec.  13. 
Yet  the  "world's  largest  semiconductor  fab  [chip- 
making]  automation  company  is  growing  faster 
than  the  industry,"  says  Michael  Kahn,  an  analyst 
at  New  York  investment  firm  A.  R.  Schmeidler. 
Asyst's  customers  include  Applied  Materials,  IBM, 
Motorola,  Novellus  Systems, 
Texas  Instruments,  Sony, 
and  Taiwan  Semiconductor 
Manufacturing. 

Asyst  helps  fight  conta- 
mination by  creating  ultra- 
clean  automation  systems 
and  environments  in  chip- 
makers'  cleanrooms.  Asyst's 
systems  isolate  semiconduc- 
tor wafers,  track  them,  and, 
with  the  aid  of  robotic  gear, 
help  chipmakers  optimize  output  and  boost  yield. 
Asyst  does  well  in  tech  down  cycles  because  chip- 
equipment  makers  try  even  more  to  curb  costs  by 
upgrading  their  tools. 

The  upgrading  of  chip-making  gear,  such  as 
converting  from  8-in.  wafers  to  the  more  pro- 
ductive 12-in.  ones,  is  a  growing  business  for 
Asyst.  Outsourcing  of  Asyst's  foundry  services 
also  has  huge  earnings  potential.  For  the  year 
ending  Mar.  31,  2001,  Kahn  expects  Asyst  to 
earn  $2  a  share,  on  sales  of  $600  million,  up 
from  38(2  on  $225  million  in  fiscal  2000.  In  2002, 
Kahn  expects  $2.50  on  $750  million.  He  sees  the 
stock  zooming  to  60  in  18  months. 

Analyst  Brent  Hodges  of  Merrill  Lynch,  who 
rates  Asyst  a  "long-term  buy,"  says  the  compa- 
ny's recent  acquisition  of  two  precision-machining 
and  assembly  outfits  enhances  Asyst's  strategy  to 
provide  more  outsourcing. 

MESABA  AIRLINES  IS 
SET  TO  CLIMB  HIGHER 
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''hen  Northwest  Airlines,  the 
world's  fourth-largest,  offered  in 
early  November  to  buy  the  par- 
ent of  regional  carrier  Mesaba  Airlines, 
the  shares  of  Mesaba  Holdings  (mair) 
soared  from  10  to  13?f5.  Northwest  al- 
ready owns  28%  of  Mesaba,  with  two 
seats  on  its  board.  The  regional  carrier 
has  formed  a  panel  to  study  the  offer. 
Mesaba  has  yet  to  accept  or  reject,  and 
its  stock  is  still  hovering  around  13. 
"But  we  expect  Mesaba  to  reject  the 


lowball  $13-a-share  offer  soon  and  seek  a  higher 
price — from  Northwest  or  elsewhere,"  says  Sven 
Monberg,  a  special-situations  analyst  at  Starr  Se- 
curities. "The  offer  is  cheaja — about  eight  times  the 
estimated  March,  2001,  earnings  of  $1.61  a  share — 
compared  with  SkyWest  Airlines'  price-earnings 
ratio  of  20  and  Atlantic  Coast's  28,"  he  says.  With 
Mesaba's  earnings  growth  and  regional  routes  to 
103  cities  in  27  states,  industry  experts  estimate 
that  Mesaba  is  worth  $248  million  to  $262  million, 
or  17  to  18  a  share,  says  Monberg.  He  thinks 
Northwest  will  raise  its  bid  for  Mesaba,  which 
has  a  cash  hoard  of  $112  million. 

A  possible  white  knight  is  Mesa  Air  Group: 
Soon  after  Northwest  made  its  offer.  Mesa  sent  a 
letter  to  Mesaba's  board  expressing  interest  in  a 
"business  combination"  with  Mesaba.  Mesa  al- 
ready owns  3%  of  Mesaba.  Northwest  declined 
comment.  Stay  tuned. 

PRWW:  A  FAST  TRACK 
THROUGH  THE  FDA 

A  company  that  could  somehow  expedite  the 
process  of  approval — or  rejection — by  the 
Food  &  Drug  Administration  could  be  a 
gigantic  winner,  says  investment  manager  Jack 
Silver,  president  of  siar  Capital.  He  thinks  such 
a  company  exists:  PRWW  (PRWW),  which  provides 
Web-based  solutions  that  streamline  the  clini- 
cal-trial process  for  drugmakers. 

Shares  of  PRWW  shot  to  22  in  February,  up 
from  10,  after  investors  got  wind  of  its  eResearch 
Technology  unit,  which  developed  the  software 
to  automate  trials,  including  data-collection  and  fil- 
ing for  approval  of  new  drugs.  But  the  stock  fell 
back  to  5  by  Dec.  4,  2000,  after  PRWW  delayed  the 
scheduled  initial  public  offering  of  eResearch.  It 
has  since  inched  up  to  6%.. 

Silver  expects  the  stock  to  triple  in  a  year,  be- 
cause he  thinks  clinical  trials  are  moving  from 
paper-based  to  electronic  ^^^jgfyjg^ 
systems.  Soon,  the  govern- 
ment will  mandate  such 
processing  to  speed  things 
up,  he  says. 

David  Jordon  of  Axiom 
Capital  Management  ex- 
pects the  IPO  of  eResearch 
to  get  under  way  in  the 
first  quarter  of  2001.  He 
says  nine  companies  have 
signed  up  as  eResearch 
clients,  including  Millennium  Pharmaceuticals, 
Isis  Pharmaceuticals,  3M/Pharmaceuticals,  and 
Breast  Cancer  International  Research  Group. 
Each  year,  top  drugmakers  spend  $8  billion  on 
handling  data  for  clinical  trials.  Less  than  1%, 
says  Jordon,  is  handled  electronically. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:30  a.m.  est  on  CNNfn. 
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COMMENTARY 

So  much  for  an  election  relief  rally. 
Stocks  turned  in  a  mostly  tepid  per- 
formance for  yet  another  week.  Even  a 
tech  rally  on  Dec.  8  and  9  didn't  do 
much  for  the  Nasdaq,  which  eked  out  a 
gain  of  less  than  1%  for  the  week. 
The  culprit:  more  dismal  earnings  warn- 
ings from  big  tech  companies  like  Intel, 
Compaq,  and  Motorola.  The  Dow  fin- 
ished up  1.2%,  the  S&P  500  up  0.6%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 
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■  mutual  FUNDS 

Weekending  Dec.  12 
■  S&P 500  ■  U.S.  Diversified  BAH  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders 

Precious  Metals  11.4 

Financial  4.7 

Real  Estate  4.7 

Natural  Resources  2.5 

Laggards 

Technology  -6.4 

Small-cap  Growth  -4.0 

Japan  -3.8 

Communications  -3.4 
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I  THE  WEEK  AHEAD 


INTERNATIONAL  TRADE  Tuesday,  Dec.  19, 
8:30  a.m.  est>  The  November  U.S. 
trade  deficit  for  goods  and  services  is  ex- 
pected to  narrow  to  $33  billion  from 
$34.3  billion  in  October,  based  on  the 
median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  one  of  The 
McGraw-Hill  Companies. 

FOMC  MEETING  Tuesday,  Dec.  19,  9:00 
a.m.  LSI  ►  The  Federal  Reserve  Board's 
Open  Market  Committee  will  meet  to  set 
monetary  policy.  The  s&p  mms  economists 


unanimously  expect  the  Fed  to  assume  a 
neutral  bias  and  keep  the  federal  funds 
rate  at  6.5%.  The  less  hawkish  stance 
comes  as  slower  economic  growth  tem- 
pers concerns  over  inflation. 

HOUSING  STARTS  Wednesday  Dec.  20, 
8:30  a.m.  rsT>-  Housing  starts  in  No- 
vember probably  held  at  an  annual  rate 
of  1.53  million. 

FEDERAL  BUDGET  Wednesday  Dec.  20, 
2:00  p.m.  fsr^  The  s&p  mms  survey  proj- 


ects the  November  Treasury  budg« 
show  a  deficit  of  $25  billion,  com 
with  $27  billion  in  November,  19 

PERSONAL  INCOME  Friday  Dec.  22,  I 
a.m.  Lsj>  Personal  income  and 
consumption  probably  grew  by  0.^ 
0.3%,  respectively,  in  November. 

DURABLE  GOODS  ORDERS  Friday,  Dec. 
8:30  a.m.  lsi  ►  November  orders 
durable  goods  likely  increased  by 
after  dropping  by  5.5%  in  Octobe 
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■  the  BW  50,  which  ended  the  week  up  only  a  quarter  of  a  percentage  point.  Pushing  the  index  into 
turf  were  Lucent,  up  31.8%  on  rumors  that  Nokia  would  buy  the  company  and  Dell  Computer,  which 
a  short-lived  tech  rally  dunng  the  week.  Losers  included  Sun  Microsystems,  down  28.2%  for  the  week, 
estioned  its  growth  prospects.  There  were  also  rumors  of  accounting  problems,  which  Sun  denied. 
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iumped  to  177.8  from  176.1.  On  a  sea- 
basis,  lumber,  coal,  and  rail-freight  traf- 
/.  Auto  production  also  increased  for  the 
lower  dropped  sharply,  with  steel,  truck 
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■  ONLINE  RESOURCES 

BW50  Track  the  index  and  thie  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tecti  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 
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REDEEM  AND  EARN  MILEAGE  PLUS  MILES' 
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1-888-666-8120 
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Corporate  Gifts/Premiums 


Buy  direct.  Save  direct 

•  Custom  imprinted  promotional  pen 

•  Buy  direct,  save  up  to  25% 

•  Two  business  day 
turnaround  available 


^7orld)*i 


Worldyide  Pen<  OIRECT' 


Toll  free:  877-510-7367 
www.worldwJdepens.com 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


EX3  University  of 

W  Leicester 

•  I'ri-sliqi.HJs  (Inlish  I  nivristly 

•  World  Leader  In  DIsUintr  Lcarnltiti 

•  Do  QMAT  required 

•  Local  support  center 

■  Flexible  Education  Financing  available 

•  Work  cxpKrIciic  o  tx  quallfic.itions  ( onslOered 

•  Member  o1  Ihp  A.s.socIailnn  <>( 
[ttiblncss  Scliciols 

•  Ac(-rcdHed  by  Ihe  Assodatinn  of  NBAs 
«   OfftTfd  under  Hoyal  Oiarlct 

800-874-5844 
email:  rdiusa@erols.com 

www.rdi.co.uk  y^// 
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Bachelor 

Master 

Ph.D 


Accreied  Distance  Learning 
CollejeDeTOs.OverlOflmaioi 


!  /  usafe  i)xli>rdni't.edu 


mmWMimi  1-877-7  BIU  usa 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Business  Opportunities 


OFFSHORE  BANK 
FOR  SALE 


FreeReport 
800-733-2191 


BUSINESS 
PARTNER 


Retired  lawyer  needs  associates  to 
offer  unique  financial  services  to 
make  clients  lawsuit-proof.  All  the 
local  appointments  you  can  handle. 
State-of-the-art  marketing  tools. 
Huge  demand.  Extremely  high  income 
with  lifetime  residuals  in  multi- 
billion  dollar  market.  Candidates 
must  be  bondable,  have  outstanding 
references  &  good  communication 
skills.  24-hr.  recording. 

(800)  653-4497 
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brokering.     Work  directly  with 
Lenders.  Unlimited  earnings  potend 
residual  income. 
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information  packet 

CALL  1-800-336-31 
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COLUMBIA 
BUSINES 
SCHOOL 


Earn  a  top-ranked  MBA  without 
interrupting  your  career. 


Columbia  and  London  Business  Schools  join  to  offer  the  20- 
month  EMBA-Global,  a  new  Executive  MBA  that  drives  managers 
on  a  unique  route  to  global  leadership.  Classes  start  May  2001  in 
New  York  and  London  on  a  convenient,  innovative  schedule. 

To  learn  more  about  Columbia's  entire  Executive  MBA  portfolio 
(EMBA-Global,  Friday/Saturday  and  Friday  Programs),  attend  an 
Open  House  and  visit  our  Web  site. 


Call  us  at  212-854-2211  or  visit  us  at  www.gsb.columbia.edu/emba 
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■ww.theproductworks.com 
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Meetings  are 
our  Business. 


Your  comprehensive 

outsource  solution. 

Fep,  Inc.  1-800-465-7374 

www.meetings-events.com 
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MEN:    BE  TALLER!! 
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Log  on  today  for  the  MaSter's 
of  tomorrow! 

//mine.pc.unicatt.it 


http 


MAS'fFR  OF  MANAGEMENT  IN  THE  NETWORK  ECONOMY 

Learn  how  to  manage  an  organization  In  | 
the  digital  age.  Be  part  of  an  international 
group  on  a  small  campus  in  the  peaceful 
surroundings  of  historic  Piacenza,  in  Italy. 

•  Collaboration  between  the  Universita 
Caftolica  at  Piacenza,  Italy  and  the 
University  of  California  at  Berkeley,  USA. 

•  1 1  months  of  coursework  led 
by  professors  from  top  U.S.  universities 
and  by  Silicon  Valley  experts. 

•  5-month  internship  in  a 
network-economy-oriented  organization. 

•  Starting  date:  September  1 7,  2001 

•  Applications:  March  1  -  April  30,  2001 
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DIRECT  FLIGHTS  NOW 
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OF  NOWHERE 

With  access  to  over  5,000  airports  and  schedules 
designed  around  your  specific  business  needs, 
fractional  owners  of  Learjef-  and  Challenger® 
business  jets   can    operate   from    virtually 
anywhere.  We  offer  the  most  complete  range  of 
latest  technology  aircraft  available  today.   So 
while  there  may  be  other  options  to  Flexjet, 
there  can  only  be  one  choice.  Flexjet.  For  more 
information  on  the  many  affordable  benefits 
of  fractional  ownership  and  our  unprecedented 
level  of  personal  service  and  attention  to  detail, 
call  1-800-FLEXJET. 


www.flexjet.com 
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Editorials 


IT  DIDN'T  HAVE  TO  END  THIS  WAY 


Good  people  did  bad  things  in  this  Presidential  election, 
and  the  nation  will  suffer  the  consequences.  The  basic  in- 
stitutions of  democracy  have  been  tarnished.  The  dignity  of 
the  office  of  the  Presidency  and  those  who  pursue  it  has 
been  diminished.  And  the  common  ground  that  unites  Amer- 
icans of  differing  political  beliefs  has  been  eroded  in  a  bitter 
display  of  partisanship. 

American  voters  have  repeatedly  signaled  their  wish  to  be 
governed  from  the  moderate  center.  This  election  was  no  dif- 
ferent in  that  respect.  But  the  advent  of  the  endless  cam- 
paign process  and  the  ruthless  pursuit  of  victory  at  any  cost 
have  elbowed  out  public  concerns  for  fairness  of  outcome 
and  balance  in  policy.  The  result  is  a  growing  polarization 
that  threatens  sensible  compromise  and  a  coarseness  in  po- 
litical discourse  that  casts  those  who  disagree  as  evil,  unjust, 
or  ignorant. 

In  Florida,  for  example.  Gore  supporters  charged  election 
officials  who  favored  Bush  of  intentionally  disenfranchising 
voters,  while  Bush  supporters  accused  local  canvassing-board 
members  of  deliberately  invalidating  votes  cast  by  members 
of  the  military  overseas.  In  the  end,  the  Florida  courts,  the 
state  legislature,  the  county  electoral  boards,  as  well  as 
every  decision,  was  reduced  to  a  partisan  interpretation.  Ra- 
tional solutions  were  denied.  Compromise  was  ignored. 

Throughout  this  agonizing  process,  the  public  waited  for 
some  wise  person  or  some  disinterested  institution  to  step  in 
and  end  the  dispute  in  a  manner  that  would  reunite  the  na- 
tion. They  longed  for  a  conciliator — someone  or  something 
that  could  bridge  the  gap  between  differences,  heal  the  open 
wounds  of  the  election,  and  move  on  to  the  governance  of  the 


nation.  That  should  have  been  the  U.S.  Supreme  Court — 
when  its  final  decision  also  appeared  partisan,  those  wo' 
became  graver  still.  For  35  days,  common  sense  cried  out 
a  statewide  recount  of  votes  based  on  a  commonly  agr( 
upon  standard.  But  the  pohtical  system  was  too  partii 
and  the  candidates  too  bent  on  a  victory  to  get  there.  The 
suit  is  a  win  with  little  credibility  and  little  legitimacy — 
a  President  with  much-reduced  authority. 

The  U.  S.  must  begin  to  learn  to  live  with  peace  and  p; 
perity.  There  is  no  cold  war  external  threat  to  unite  Am 
cans  anymore.  The  result  has  been  an  indulgence  in  the 
itics  of  vendetta.  Normal  political  differences  have  b 
transformed  into  ideological  crusades.  Civil  politics  has 
generated  into  a  politics  of  personal  destruction.  The  poi 
has  even  entered  the  highest  reaches  of  the  judiciaiy. 
mocrats  vilified  U.S.  Supreme  Court  nominee  Robert 
Bork,  a  conservative  intellectual,  as  far  back  as  1987,  w 
the  Republicans  referred  to  the  Florida  Supreme  Court 
bunch  of  political  hacks  just  weeks  ago. 

This  cannot  continue.  The  U.  S.  cannot  enjoy  the  rule  of 
with  a  politicized  judiciary  that  makes  its  decisions  based 
partisan  poUtics.  No  one  can  govern  when  winner-take 
political  parties  refuse  to  respect  their  opponents  and  ne 
tiate  reasonable  compromises.  There  can  be  no  cohesive 
ciety  if  its  citizens  don't  respect  the  political  positions 
their  neighbors.  Unless  this  changes,  we  risk  the  complete 
enfranchisement  of  the  vast  middle  of  the  American  public 
their  disillusionment  with  the  political  process  becomes  e 
more  justified.  We  must  return  to  a  common  ground  befor 
is  too  late. 
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A  FULL  PLATE  FOR  THE  PRESIDENT-ELECT 


President-elect  Bush  will  face  some  difficult  economic  de- 
cisions as  soon  as  he  settles  into  the  White  House  in  Jan- 
uary. Contrary  to  the  optimistic  conventional  wisdom  of  most 
forecasters,  the  economy  is  decelerating  faster  and  steeper 
than  anticipated.  It  may  level  out  for  a  soft  landing — but  it 
may  not.  If  not,  the  long-term  income-tax  cuts  that  Bush  cam- 
paigned on  could  prove  to  be  less  than  effective  in  dealing 
with  a  New  Economy  cyclical  downturn. 

BUSINESS  week's  Investment  Outlook  for  2001  shows  that 
the  vast  majority  of  analysts  think  the  economy  is  slowing,  to 
a  growth  rate  of  around  3%  for  2001  (page  66).  Consumer 
spending  is  sure  to  decline  as  the  wealth  effect  dissipates, 
along  vdth  dreams  of  double-digit  returns  from  stocks.  But 
the  real  determinant  of  how  bad  the  slowdown  gets  will  be 
corporate  capital  spending.  Investment  in  information  tech- 
nologies has  driven  the  economic  expansion  since  the  mid- 
1990s.  It  is  uncertain  how  far  cor|)orations  plan  to  pare  back. 
The  truth  is,  n  >  one  really  knows  because  we  haven't  been  to 


this  place  in  the  New  Economy  business  cycle  befc 
But  if  capital  spending  does  dry  up,  incentives  to  p 
mote  investment  would  be  the  way  to  revive  it.  That  me; 
speeding  up  depreciation  timetables  to  get  companies  to 
place  their  high-tech  gear  faster,  promoting  the  rollout 
broadband  to  consumers,  and  working  closely  with  the  F 
eral  Reserve  to  get  interest  rates  lower,  faster.  Lower  ra 
are  perhaps  the  quickest  way  to  get  capital  flowing  again 
big  telecoms  and  small  startups.  Any  huge  tax  cut  co 
hamstring  the  Fed  in  loosening  monetary  policy. 

The  President-elect  could  also  face  some  kind  of  global 
nancial  crisis  as  Asia,  Latin  America,  and  other  parts  of  1 
world  scale  back  their  growth  in  the  face  of  a  U.  S.  slowdo^ 
He  may  have  to  make  decisions  on  the  role  of  the  Inter 
tional  Monetary  Fund,  which  has  been  busy  of  late  jmtt 
out  fires  in  Tlirkey  and  Argentina.  Then  there's  the  dollar, 
price  of  oil,  the  euro.... 

Welcome  to  the  White  House,  sir. 
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IS    A    SPRINT    TO    THE    MAILBOX 
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^bfi^fewARD. 


Success  as  an  entrepreneur  requires  the 
capacity  to  identify  necessary  risks,  and  a 
willingness  to  take  them.  Your  insurance  should 
come  from  a  company  that  understands  that. 
LICFNSE     TO     r.  FT     ONI     WITH     IT- 


Fireman's 
Fund 


A  company  of  the  Allianz  Croup 


Everything  that  can  be  bought  and  sold  is  getting  online. 

The  world's  dependence  on  e-commerce  is  increasing  exponentially. 
Small  wonder  there's  a  massive  increase  in  demand  for 

the  superfast,  superbroad  global  optical  network. 
Small  wonder  there's  such  a  demand  for  Corning. 
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